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US and euro corporate bond yields have risen sharply year-to-date, driven by both
wider credit spreads and higher sovereign bond yields. According to the ICE Bank
of America Merrill Lynch US investment-grade (IG) and high-yield (HY) indices,
yields on average have reached 3.94% and 6.54%, respectively (on April 12).
The surge in corporate bonds yields is likely to lead to a higher cost of funding for
longer for corporates. The lag effect of higher rates, coupled with the surge in
commodities prices and less accommodative fiscal policies, are likely to weigh on
US and euro area GDP growth in H2.
However, the fundamentals (i.e. coverage ratios and net leverage ratios) of nonfinancial IG-rated companies remain solid in the US. As such, we expect IG
companies, and in particular US ones, to be better placed to navigate the current
challenging environment and to deliver positive expected returns by year-end.
Taking stock of the more challenging environment for companies we have revised
up our year-end spread forecasts in our central scenario. We expect US and euro IG
spreads to widen slightly from current levels to 130 and 140 bps, respectively. Due
to the potential for lower resilience of many HY companies, we expect US and euro
HY spreads to widen more significantly to 450 and 470 bps, respectively.
We have moved from underweight to neutral on global and US IG corporate bonds
to take advantage of the higher carry. However, our anticipated slowdown in GDP
growth in H2 makes us wary of HY corporate bonds, so we are moving both global
and US HY from neutral to underweight.

CHART 1:US AND EURO IG SPREADS AND YEAR-END FORECASTS
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For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
these projections, forecasts or expected returns will be achieved. The projection is not based on simulated past performance.
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Recent sharp rise in yields could mean more defaults if it lasts
US and euro corporate bond yields have risen sharply year-to-date, driven by both
wider credit spreads and higher sovereign bond yields. Although in the wake of Russia’s
invasion of Ukraine on 24 February credit spreads rose abruptly, they have tightened
again since late-March. According to ICE Bank of America Merrill Lynch (BofAML) US
and euro investment-grade (IG) indices, yields on average have reached 3.94% and 1.75%,
with credit spreads at 125 and 132 bps, respectively (on April 12, see charts 1 & 3).
US high-yield (HY) bond spreads have been more resilient than euro HY during the
sell-off in the wake of Russia’s invasion, thanks to the larger exposure of the former to
the energy sector. Additionally, Europe’s growth is likely to suffer more from high
energy prices. As such, although euro HY spreads are relatively wide at 411 bps, US HY
ones are lower at 375 bps on April 12 (see chart 2). This translates into yields that have
surpassed their average since 2017 at 6.54% and 4.64%, respectively (see chart 3).
This surge in corporate bonds yields is likely to lead to a higher cost of funding for
longer for corporates. Based on ICE BofAML indices, we see yields are already above
average coupons for US and euro IG and HY indices. For US HY, each time this has
occurred it has translated into wider credit spreads over subsequent months and a spike
in yields (see chart 4). HY credit spreads usually tend to widen when economic activity
decelerates sharply (leading to lower company profits) or when financial markets turmoil
hinders market access.
CHART 3: US AND EURO CORPORATE BOND YIELDS
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CHART 4: US HIGH-YIELD BOND YIELD AND AVERAGE COUPON
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In an environment of high yields, and with spreads off their recent lows, companies’
ability or willingness to refinance their debt is likely to fall. Looking at the maturity
For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
these projections, forecasts or expected returns will be achieved. The projection is not based on simulated past performance.
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wall for both US and euro IG and HY companies, we observe that on average by the end
of 2024, about 30% of all their bonds outstanding is due to mature. Although we are not
concerned about IG companies’ ability to come to the primary market at times of
financial market turmoil, the fact that few HY companies issued during the agitated
period following Russia’s invasion is a reminder of the weak position of many HY
companies.
Even though both US and euro HY default rates have fallen sharply in 2021 and
remained low in February 2022 (at 1.2% and 2.1%, respectively), the lag effect of higher
rates, coupled with the surge in commodities prices and less accommodative fiscal
policies, are likely to weigh on US and euro area GDP growth in H2 2022 and beyond.
As such, we expect HY default rates to start picking up again, even if the rating drift
(issuer upgrades minus issuer downgrades, divided by rated issuers), which we consider
as a good harbinger of the default cycle, has stabilised in positive territory for now. We
would need to see rating downgrades surpassing upgrades (i.e. a negative rating drift)
for a confirmation that the default cycle has turned, with default rates likely to pick up
meaningfully.
Looking at the Q4 2021 reporting of US and euro IG and HY non-financial companies, we
observe that fundamentals (i.e. interest coverage ratios 1 and net leverage ratios 2) remain
solid. Net leverage ratios have fallen since the peak of 2020 as profits have recovered,
enabling many companies to pay down their debt. Looking with more granularity at US
non-financial IG-rated companies, we see that cash as a percentage of gross debt remains
elevated by historical standards at 12.3% (see chart 5). Nevertheless, the recent sharp
increase in yields leads us to expect a fall in interest coverage ratios in 2022, as the rise
in profits is unlikely to compensate for the rise in interest expense in the context of
slowing economic growth and falling fiscal support from governments.
We expect IG-rated companies, and in particular US ones, to be better placed than HY
ones to navigate the current challenging environment thanks to the ample cash at their
disposal and their easier access to financial markets for refinancing purposes.

Expecting a reversal of fortune in H2
Taking stock of the more challenging environment for US and European companies we
have revised up our year-end spread forecasts in our central scenario compared to the
projections in our 2022 outlook (see Our 2022 scenario for corporate bonds). We expect
US and euro IG spreads to widen slightly from current levels to 130 and 140 bps,
respectively. Due to the potentially lower resilience of many HY companies, we expect
US and euro HY spreads to widen more significantly to 450 and 470 bps, respectively
(see charts 1 &2).
Although year-to-date ICE BofAML US and euro HY bond indices have outperformed
their IG counterparts thanks in part to their lower duration exposure and thicker spread
cushion (aligned with the expectations underlined in our outlook), we would expect the
reverse to be true in H2. Nonetheless, year-to-date total returns for the major US and euro
1
2

The interest coverage ratio equals earnings before interest and taxes (EBIT) divided by interest expense.
The net leverage ratio equals net debt divided by earnings before interest, taxes, depreciation and amortisation (EBITDA)

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
these projections, forecasts or expected returns will be achieved. The projection is not based on simulated past performance.
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credit indices are deeply negative. For example, US IG bonds posted a total return of 10.3% and their HY counterparts -6.4% (on 12 April see chart 6).
CHART 5 : US INVESTMENT-GRADE NON-FINANCIAL FUNDAMENTALS (BASED
ON MEDIAN VALUES)
Coverage ratio
Net leverage ratio
Cash in % of gross debt (rhs)
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CHART 6: US LEVERAGED LOANS, HIGH-YIELD AND INVESTMENT-GRADE
BONDS TOTAL RETURN (REBASED TO 100 ON JANUARY 1, 2022)
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One segment that stands out by posting a positive total return of 0.4% year-to-date is
US leveraged loans (according to the Credit Suisse US leveraged loans index, see chart 6).
As highlighted in our outlook, we expected US leveraged loans to outperform US highyield bonds thanks to their floating-rate features and generous credit spreads. Looking
ahead, this is a theme that is likely to remain valid for H2, as the US Federal Reserve
(Fed) will probably hike the Fed funds rate aggressively, with market participants
currently expecting 211 bps of cumulative rate hikes by the end of this year (as at 12
April).
However, with US leveraged loans discount margins usually widening in tandem with
US HY credit spreads, because the Credit Suisse US leveraged loans index has a majority
of B-rated companies (against a majority of BB-rated companies for the ICE BofAML US
HY index), total return performance could suffer somewhat should discount margins
widen in sympathy with US HY spreads as per our year-end projections.
Adjusting our stance, we have moved from underweight to neutral on global and US
IG corporate bonds to take advantage of the higher carry they offer after their year-todate rise in yields. However, our anticipated slowdown in GDP growth in H2 makes us
wary of HY corporate bonds, so we are moving both global and US HY from neutral to
underweight.

For illustrative purposes. Past performance should not be taken as a guide to or guarantee of future performance.
Performances and returns may increase or decrease as a result of currency fluctuations. There can be no assurance that
these projections, forecasts or expected returns will be achieved. The projection is not based on simulated past performance.
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for use by Pictet. ICE Data and its Third Party Suppliers accept no liability in connection with its use.
NYSE Euronext. All rights in the NYSE Euronext indices and/or the NYSE Euronext index trademarks vest in NYSE Euronext and/or its licensors. Neither NYSE Euronext nor its
licensors accept any liability for any errors or omissions in the NYSE Euronext indices or underlying data. No further distribution of NYSE Euronext data and/ or usage of NYSE
Euronext index trademarks for the purpose of creating and/or operating a financial product is permitted without NYSE Euronext’s express written consent.”
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”SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and the data comprised” SIX Swiss Exchange AG (”SIX Swiss Exchange”) is the source of SMI_SPI and
the data comprised therein. SIX Swiss Exchange has not been involved in any way in the creation of any reported information and does not give any warranty and excludes any
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financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making)
any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance
analysis, forecast or prediction. The MSCI information is provided on an ”as is” basis and the user of this information assumes the entire risk of any use made of this information.
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the ”MSCI Parties ”) expressly
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement. merchantability and fitness for a
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special,
incidental, punitive, consequential (including, without limitation, fast profits) or any other damages. (www.msci.com).
@ 2021, Markit Economics Limited. All rights reserved and all Intellectual property rights retained by ”Markit Economics Limited.” or as may be notified by Markit to Pictet from
time to time.
The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by Tokyo Stock Exchange, Inc. and Tokyo Stock Exchange, Inc. owns all rights and knowhow relating to the TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. No Product is in any way sponsored, endorsed or
promoted by Tokyo Stock Exchange, Inc.
Distributors: Banque Pictet & Cie SA, Route des Acacias 60, 1211 Geneva 73, Switzerland and Pictet & Cie (Europe) SA, 15A, avenue J. F. Kennedy, L-1855 Luxembourg/B.P.
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This marketing communication is not intended for persons who are citizens of, domiciled or resident in, or entities registered in a country or a jurisdiction in which its distribution,
publication, provision or use would violate current laws and regulations.
The information, data and analysis furnished in this document are disclosed for information purposes only. They do not amount to any type of recommendation, either general
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liable for them, nor do they constitute an offer or an invitation to buy, sell or subscribe to securities or other financial instruments. The information contained herein is the result
neither of financial analysis within the meaning of the Swiss Bankers Association’s Directives on the Independence of Financial Research, nor of investment research for the
purposes of the relevant EU MiFID provisions. All information and opinions expressed in this document were obtained from sources believed to be reliable and in good faith, but
no representation or warranty, express or implied, is made as to its accuracy or completeness.
Except for any obligations that any entity of the Pictet Group might have towards the addressee, the addressee should consider the suitability of the transaction to individual
objectives and independently assess, with a professional advisor, the specific financial risks as well as legal, regulatory, credit, tax and accounting consequences.
Furthermore, the information, opinions and estimates in this document reflect an evaluation as of the date of initial publication and may be changed without notice. The Pictet
Group is not under any obligation to update or keep current the information contained herein. In case this document refers to the value and income of one or more securities or
financial instruments, it is based on rates from the customary sources of financial information that may fluctuate. The market value of financial instruments may vary on the
basis of economic, financial or political changes, currency fluctuations, the remaining term, market conditions, the volatility and solvency of the issuer or the benchmark issuer.
Some investments may not be readily realizable since the market in the securities can be illiquid. Moreover, exchange rates may have a positive or negative effect on the value,
the price or the income of the securities or the related investments mentioned in this document. When investing in emerging countries, please note that the political and
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contained in the KID/KIID/other product document.
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product(s), including, as the case may be, the respective KID/KIID/other product document; (ii) taken note of the product(s) restrictions; and (iii) meet the applicable subjective
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The content of this document shall only be read and/or used by its addressee. Any form of reproduction, copying, disclosure, modification and/or publication in any form or by
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it is not directed at any particular person. This document does not have regard to the specific investment objectives, financial situation and/or the particular needs of any
recipient of this document. Investors should seek independent financial advice regarding the appropriateness of investing in any Investments or adopting any strategies
discussed in this document, taking into account the specific investment objectives, financial situation or particular needs of the investor, before making a commitment to
invest.
BPCAL/Pictet HK Branch has not taken any steps to ensure that the Investments referred to in this document are suitable for any particular investor, and accepts no fiduciary
duties to any investor in this regard, except as required by applicable laws and regulations. Furthermore, BPCAL/Pictet HK Branch makes no representations and gives no advice
concerning the appropriate accounting treatment or possible tax consequences of any Investment. Any investor interested in buying or making any Investment should conduct
its own investigation and analysis of the Investment and consult with its own professional adviser(s) as to any Investment including the risks involved.
This document is not to be relied upon in substitution for the exercise of independent judgment. The value and income of any Investment mentioned in this document may fall
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Investments mentioned herein, and may or may not have relationships with the issuers of or entities connected with Investments mentioned in this document. BPCAL/Pictet HK
Branch and their affiliates (or employees thereof) may act inconsistently with the information and/or opinions presented in this document.
The information used to prepare this document and/or any part of such information, may have been provided or circulated to employees and/or one or more clients of BPCAL/Pictet
HK Branch before this document was received by you and such information may have been acted upon by such recipients or by BPCAL/Pictet HK Branch.
This document is provided solely for the information of the intended recipient only and should not be reproduced, published, circulated or disclosed in whole or in part to any
other person without the prior written consent of BPCAL/Pictet HK Branch.
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locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet HK Branch and
any of its affiliates or related corporations to any prospectus or registration requirements. If you do not want Pictet HK Branch to use your personal information for marketing
purposes, you can request Pictet HK Branch to stop doing so without incurring any charge to you. In distributing investment products as agents for third party service providers,
Pictet HK Branch is an agent of the third party service provider and the product is a product of the third party service provider but not Pictet HK Branch. In respect of an eligible
dispute (as defined in the Terms of Reference for the Financial Dispute Resolution Centre in relation to the Financial Dispute Resolution Scheme) arising between Pictet HK
Branch and you out of the selling process or processing of the related transaction, Pictet HK Branch is required to enter into a Financial Dispute Resolution Scheme process with
you; however any dispute over the contractual terms of the product should be resolved between directly the third party service provider and you.
Banque Pictet & Cie SA is a limited liability company incorporated in Switzerland. It is an authorized institution within the meaning of the Banking Ordinance and a registered
institution (CE No.: BMG891) under the SFO carrying on Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management) regulated activities. The
registered address of Pictet HK Branch is 9/F., Chater House, 8 Connaught Road Central, Hong Kong.
Warning: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are
in any doubt about any of the contents of this document, you should obtain independent professional advice. Please contact Pictet HK Branch in Hong Kong in respect of any
matters arising from, or in connection with this document.
Distributor: Pictet Bank & Trust Limited, where registered office is located at Building 1, Bayside Executive Park, West Bay Street & Blake Road, Nassau, New Providence,
The Bahamas.
The document is not directed to, or intended for distribution or publication to or use by persons who are not Accredited Investors (as defined in the Securities Industry Regulations,
2012) and subject to the conditions set forth in the Securities Industry Regulations, 2012 or to any person or entity who is a citizen or resident of or located in any locality, state,
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country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or would subject Pictet Bank & Trust Limited to any
prospectus or registration requirements. Pictet Bank & Trust Limited is incorporated in The Bahamas with limited liability. It is a bank and trust company that is licensed in
accordance with the Banks and Trust Companies’ Regulation Act and is regulated by the Central Bank of The Bahamas. Additionally, Pictet Bank & Trust Limited is registered
with the Securities Commission of The Bahamas as a Broker Dealer II and is approved to (i) Deal in Securities 1.(a) & (c ); (ii) Arrange Deals in securities; (iii) Manage Securities;
(iv) Advise on Securities.
Warning: The content of this document has not been reviewed by any regulatory authority in The Bahamas. You are, therefore, advised to exercise caution when processing the
information contained herein. If you are in any doubt about any of the content of this document, you should obtain independent professional advice.
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