
The equity markets continued to rally through the fourth 
quarter, undeterred by the longest federal government 
shutdown on record (43 days) and the subsequent 
delayed release of key economic data. Bond markets 
also delivered positive returns, driven by declining 
interest rates and healthy coupon income, helping to 
reinforce the principles of diversification. The Federal 
Reserve cut the target funds rate by a quarter point at 
both 4Q25 FOMC meetings, taking the Fed Funds target 
range down to 3.50% – 3.75%. The Federal Open Market 
Committee’s (FOMC) December statement highlighted, 
“In considering the extent and timing of additional 
adjustments to the target range for the federal funds 
rate, the Committee will carefully assess incoming 
data, the evolving outlook, and the balance of risks. 
The Committee is strongly committed to supporting 
maximum employment and returning inflation to its 
2 percent objective.” U.S. Real Gross Domestic Product 
(GDP) accelerated and increased at an annualized rate 
of +4.3% during the third quarter. Inflation, as measured 
by the U.S. Consumer Price Index (CPI), rose by 2.7% for 
the twelve-month period ending in November, while 
Core CPI (ex-food and energy) was up 2.6% for the same 
period. The Bureau of Labor Statistics (BLS) reported that 
the unemployment rate ticked slightly higher to 4.6% 
in November, while the U6 measure, which includes 
the unemployed, underemployed workers, and those 
marginally attached to the labor force, increased to 8.7% 
for the same period. The Conference Board Consumer 
Confidence Index continued its recent decline to 89.1 in 
December, its lowest level since tariffs were first rolled 
out in April of 2025. Additionally, the closely followed 
University of Michigan Consumer Sentiment survey 
reported a December reading of 52.9, a slight increase 
over the 51.0 November reading.  
The S&P 500 continued its upward trajectory from the 
prior quarter to post a positive fourth-quarter return 
of +2.65% and +17.86% for 2025, while the tech-heavy 
NASDAQ 100 returned +2.47% for the quarter and 
+21.02% for 2025. The Bloomberg U.S. Aggregate Index 
generated a positive return of +1.10% for the quarter  
and 7.30% for 2025. The 2-10 yield curve steepened  
by 15 bps, as the 2-year Treasury yield declined 13 bps 
to 3.48%, while the 10-year Treasury increased by 2 
bps to finish the quarter at 4.17%. During the quarter, 
U.S. Treasuries returned +0.90%, while all other major 
investment grade bond sectors were also positive: 

Investment Grade (IG) corporate bonds +0.84%, U.S. 
Agency Securities +1.14%, Mortgage-Backed Securities 
+1.71%, Commercial MBS +1.34% and Asset-Backed 
Securities +1.25%. The Bloomberg U.S. High Yield 
Corporate Index (Index) followed up a strong third 
quarter with a 1.31% fourth-quarter gain and continued 
to outpace the U.S. investment-grade bond market. By 
ratings category, BB-rated and B-rated bonds recorded 
solid returns of 1.51% and 1.58%, respectively, while 
the CCC-rated cohort lagged all bond market sectors, 
earning a 0.18% fourth-quarter return.  The Index 
option-adjusted spread (OAS) remained relatively 
unchanged quarter-over-quarter at +266 bps, while the 
yield-to-worst (YTW) contracted by 17 bps to 6.53%.  
BB-rated credits now trade at an OAS of +165 bps and 
offer a YTW of 5.56%, B-rated credits at an OAS of +268 
bps and 6.53% YTW, and CCC-rated credits at an OAS of 
+615 bps and 9.83% YTW. The average dollar price of 
the Index remained virtually unchanged at $98.05 in the 
fourth quarter. Continued geopolitical and economic 
uncertainty has inflated investor expectations for 
additional interest rate cuts, fueling a “risk-on” investor 
sentiment. Commensurately, the trailing 12-month 
par-weighted U.S high yield bond default/distressed 
exchange rate increased to 1.8%, and remains well below 
the 25-year average default rate of 3.4%.  The upgrade to 
downgrade ratio remains in healthy territory, above 1.0x.  
The PIA Investment Strategy Group (ISG) anticipates  
any cyclical risks to the U.S. economy in the 2026 
election-year will be overshadowed by geopolitics along 
with fiscal and monetary policy. The potential risk of 
stagflation appears to be off the table for now, given the 
impressive strength in the U.S. economy, driven by both 
consumer and government spending, and the significant 
investment in AI-related software and infrastructure. 
While the labor market softened modestly, it remains 
relatively healthy, as unemployment sits at or below 
the 4.5% “full-employment” level. Job creation, while 
well below the historical monthly equilibrium levels 
of 120k-150k, reflects the reduced population growth 
levels commensurate with more stringent immigration 
policy. Productivity (a measurement of how “inputs” like 
labor or capital are converted to “outputs” like goods 
and services over time) ramped up throughout 2025 to 
its highest levels in recent history. We continue to view 
inflation as a persistent economic concern, largely due to 
fiscal and monetary policies that we believe exacerbate 
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potential inflation risks.   
This 2026 mid-term election year already seems to be 
shaping up to be a winner-take-all spending spree, 
as this Administration has indicated they want the 
U.S. economy to run “hot”. In the second half of 2025, 
the Federal Reserve implemented three consecutive 
25 basis point rate cuts, thereby shifting the focus of 
U.S. monetary policy away from reducing inflation to 
supporting the labor market and the U.S. economy. This 
policy shift has fueled a global discussion regarding 
the importance of Central Bank independence, which 
we believe will come to a head sometime after the 
U.S. Supreme Court holds oral arguments this January 
on whether to overturn a lower court order barring 
President Trump from removing Governor Lisa Cook 
from the Federal Reserve board. In short, we see the 
Lisa Cook case as pivotal to the future perception of 
U.S. Central Bank independence. Additionally, the U.S. 
Treasury Dept. adjusted the treasury issuance schedule 
by shifting some debt issuance from long-dated 
securities to short-term. This is considered a “backdoor” 
form of quantitative easing (QE), by improving the 
supply-demand ratio to help keep long-dated treasury 
yields from rising. The One Big Beautiful Bill Act (OBBBA) 
signed into law in mid-2025, will deliver a significant 
portion of the total intended stimulus in 2026 – 
approximately $285 billion of fiscal stimulus in the form 
of consumer and business tax cuts, which is nearly 1% 

of GDP and is projected to increase the national deficit 
by $3.4 trillion over the next decade. Tariffs, thus far, 
have done little to slow down the U.S. economy or to 
ramp up inflation. However, we believe, and as we’ve 
stated earlier, the existing U.S. tariff policies could lead 
to a noticeable reduction in consumption in 2026, while 
inflating the costs of goods and services. 
Beyond current U.S. fiscal and monetary policies, we 
consider additional U.S. policies that may portend 
potential inflation and interest rate risk. An emphasis 
on foreign policies that decrease globalization, and/or 
impair foreign trade relations, tend to raise commerce 
costs. Foreign policies that may reduce global trust 
could also lead to higher risk premiums. While current 
policies favor lower short-term rates, they also raise 
the potential risks of inflation and greater uncertainty. 
Therefore, we believe the yield curve should steepen 
as short rates remain relatively unchanged to lower, 
while yields on the 10–30-year portion of the curve 
should push higher. On our ledger, we see the potential 
for additional unexpected risks to inflation and, 
thus, higher longer-term interest rates. However, we 
anticipate the Treasury Department practicing a yield 
curve management policy that will likely keep long 
rates in a trading range.
     

PIA Investment Strategy Group



Pacific Income Advisers page 3 of 44 Q ’ 2 5  H I G H  Y I E L D  C O M M E N T A R Y

  A s  o f  1 2 . 3 1 . 2 5
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Past performance is not a guarantee of future results.
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K E Y  C H A R A C T E R I S T I C S       	12/31/25 	 12/31/24 

Duration	 2.8	  3.1	

Yield To Maturity	 7.1	 7.6 	

Current Yield	 6.7	  6.7 

Yield To Worst	 6.5	  7.5 

Weighted Average Maturity	 4.8	  4.7 

% $500mm and under	 22.2	 24.5	  

% $501mm and over	 77.8	 75.5

K E Y  C H A R A C T E R I S T I C S     	12/31/25 	 12/31/24 

% BB or > 	 54.8	 50.8	  

% B	 33.2	 35.2		

% CCC 	 11.3	 12.0	  

% CC and below	 0.7	 2.0		

% Debt Maturing in < 3 Years	 19.7	  19.6 

% Debt Maturing in 3 - 5 Years	 40.1	 42.1 

% Debt Maturing in > 5 Years	 40.2	 38.3

I N D E X  R E T U R N S 	           4Q                 YTD              2024 

BB	      1.51%	       9.02%	   6.30% 

B		   1.58	   8.44	 7.38 

CCC	  0.18	   8.27	 15.09 

CC - D	  -6.85	  -2.89	 48.29		

Basic Industry	 1.26	  6.85	 8.18 

Capital Goods                  	  0.89	  7.63	 6.38 

Consumer Cyclical                  	 1.33	  8.20	 8.15 

Consumer Non-Cyclical        	 1.84	  9.87	 9.92 

Energy	  1.16	 7.31	 7.40 

Technology	  0.76	  7.15	 9.19�  

Transportation	  0.77	  6.97	 9.02	

Communication	 1.15	  10.87	 8.46	

Other Industrials	  1.75	   9.18	 7.46	

Utility	 1.72	   7.62	 5.70	

Financial	 1.83	   9.97	 8.53

I N D E X  S P R E A D S    12/31/25    12/31/24   12/31/23

BB	 191		  203		  2.32 

B		  294		  309		  346 

CCC	 631		  582		  760 

CC - D	 2,685	 1,588		 785	  

Basic Industry	 316		  284		  364 

Capital Goods                  	 246	 	 276		  284 

Consumer Cyclical                  	 267	 	 272		  283 

Consumer Non-Cyclical	 269	 	 331		  407 

Energy	 304	 	 288		  299 

Technology	 344		  294		  386�  

Transportation	 390		  319		  372 		

Communication	 368		  481		  529	

Other Industrials	 294		  246		  -2.46	

Utility	 176		  219		  272		

Financial	 252		  269		  332	

Source: Informais PSN; Annualized 10 Years 
Past performance is not a guarantee of future results.
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Pacific Income Advisers is an investment management firm registered with the U.S. Securities and Exchange Commission under the Investment Advisers Act of 1940. Registration does not imply a certain level of skill or training. PIA 
manages a variety of fixed income and equity assets for primarily United States clients. 
Indexes are unmanaged, do not incur management fees, costs, and expenses, and cannot be invested in directly. Past performance is not indicative of future results. Asset allocation does not assure a profit or protect against a loss 
in declining financial markets.  All investments carry a degree of risk, including loss of principal. It is important to note that there are risks inherent in any investment and there can be no assurance that any asset class will provide 
positive performance over any period of time.
Bond ratings provide the probability of an issuer defaulting based on the analysis of the issuer’s financial condition and profit potential. Bond rating services are provided by credit rating agencies currently registered as Nationally 
Recognized Statistical Rating Organizations (“NRSROs”). Bond ratings start at AAA (denoting the highest investment quality) and usually end at D (meaning payment is in default). Securities not covered by any agency will receive 
a non-rated (NR) rating.
This document does not constitute advice or a recommendation or offer to sell or a solicitation to deal in any security or financial product. It is provided for information purposes only and on the understanding that the recipient 
has sufficient knowledge and experience to be able to understand and make their own evaluation of the proposals and services described herein, any risks associated therewith and any related legal, tax, accounting or other 
material considerations. To the extent that the reader has any questions regarding the applicability of any specific issue discussed above to their specific portfolio or situation, prospective investors are encouraged to contact 
Pacific Income Advisers or consult with the professional advisor of their choosing.
Bloomberg U.S. High Yield Index covers the universe of fixed rate, non-investment grade debt. Eurobonds and debt issues from countries designated as emerging markets (e.g., Argentina, Brazil, Venezuela, etc.) are excluded, but 
Canadian and global bonds (SEC registered) of issuers in non-EMG countries are included. Original issue zeroes, step-up coupon structures, 144-As and pay-in-kind bonds (PIKs, as of October 1, 2009) are also included. The index 
includes both corporate and non-corporate sectors. The corporate sectors are Industrial, Utility, and Finance, which include both U.S. and non-U.S. corporations. The Yankee sector has been discontinued as of 7/1/00. The bonds in 
the former Yankee sector have not been removed from the index, but have been reclassified into other sectors.
Bloomberg U.S. Aggregate Bond Index is an unmanaged index that covers the investment grade fixed rate bond market with index components for government and corporate securities, mortgage pass-through securities, and asset-
backed securities. The issues must be rated investment grade, be publicly traded, and meet certain maturity and issue size requirements. You can not invest directly in an index.
S&P 500 Index – The S&P 500 index includes 500 leading companies in leading industries of the U.S. economy.  The S&P 500 is designed to be a leading indicator of U.S. equities and is meant to reflect the risk/return characteristics 
of the large cap universe.
S&P SmallCap 600 covers approximately 3% of the domestic equities market. Measuring the small cap segment of the market that is typically renowned for poor trading liquidity and financial instability, the index is designed to be 
an efficient portfolio of companies that meet specific inclusion criteria to ensure that they are investable and financially viable.
Nasdaq Composite is a stock market index of the common stocks and similar securities (e.g. ADRs, tracking stocks, limited partnership interests) listed on the NASDAQ stock market, meaning that it has over 3,000 components. It is 
highly followed in the U.S. as an indicator of the performance of stocks of technology companies and growth companies. Since both U.S. and non-U.S. companies are listed on the NASDAQ stock market, the index is not exclusively 
a U.S. index. 
Indexes are unmanaged, do not incur management fees, costs, and expenses, and cannot be invested in directly.
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