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Summary

e 2025 is likely to be defined by slower growth, stickier inflation,
and a Fed in no rush to cut. This combination raises the cost
of capital just as a maturity wall looms nearby, putting
pressure on the weakest balance sheets.

In the U.S., high yield debt maturing in 2025 is expected to be
roughly 15% of total debt maturing. This number increases
non-linearly to roughly 50% in 2028. High yield issuers are
facing a looming maturity wall, but this wouldn’t have been
as big of a concern six months ago when growth prospects
were positive. What puts today in a different lens is that
global trade tensions may have potentially changed the
market outlook for corporate debt funding.

Credit Market Review

The credit landscape is shifting. On the
back of rate cut expectations, strong
asset valuations, and robust economic
growth, financing conditions were
supportive for new issuance in 2024

and particularly supportive of more
highly leveraged borrowers, such as
those rated high yield. The reverse tends
to be true when financing conditions
deteriorate and liquidity falls. But unlike
2024,2025 is ushering a different
backdrop. One that is likely to be defined
by slower growth, stickier inflation, and
a Fed in no rush to cut (see Vantage Point
for detailed outlook and scenarios).

Not FDIC-Insured. Not Bank-Guaranteed. May Lose Value.

This combination raises the cost of
capital just as a maturity wall looms
nearby, putting pressure on the weakest
balance sheets. We outline three
observations in the credit market that
support our view of an active, high-
quality tilt within the credit space.

(i) Looming Maturity Wall

Positively, 2024 allowed borrowers

to make meaningful progress on
addressing near-term maturities and
reduce obligations scheduled further
out. Nonetheless, issuers still face
maturities of considerable amounts

e As the impact of uncertainty from tariffs flows through and
should the expected slowdown turn out worse than feared,
we expect high yield spreads to widen over 200 basis points
(bp) from current levels in the second half of this year.

e However, if we're wrong and the U.S. economy faces a
shallower slowdown (or outright recovery), lower inflation,
and looser Fed policy than expected, high yield issuers may
see a continuation of its decent performance.

¢ On net, for credit investors, the current macro environment
calls for active credit management, sector selection, curve
positioning, and tilting higher quality. Relatedly, the story is
similar for equity investors, which is to be selective in sector
and industry, monitor company fundamentals, and tilting
defensive and higher quality.

of debt that they issued during COVID-19.
Effectively, this means that issuers could
be facing higher refinancing costs today
(even under the benign assumptions that
the Fed were to cut rates by 25-50bp

by year-end).

Globally, things took a turn in April,

as policy-induced volatility led to the
steepest decline in issuance since 2020,
according to S&P Global. With policy
measures and money supply growth
shaping up to be more restrictive than
post-COVID, the demands for global
refinancing appear more pressing today.


https://www.bny.com/assets/investments/im/documents/manual/market-insights/vantage-point-q3-2025-resilience-at-the-rubicon.pdf
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For context, in January 2020, global high
yield debt scheduled to mature in the
next 48-months was over $1.5 trillion.
Today that amounts to roughly $2.5
trillion. Effectively, the global maturity
wall for high yield issuers is more than
66% higher today versus 2020 despite a
similar shock in the credit market. Note
that there was an abundance of liquidity
post-COVID ($3 trillion in 3 quarters),
which we think is unlikely to be the case
today (Chart 1).

In the U.S., high yield debt maturing

in 2025 is expected to be roughly 15%
of total debt maturing. This number
increases non-linearly to roughly 50%
in 2028 (Chart 2). In other words, high
yield issuers are facing a looming
maturity wall, but this wouldn’t have
been as big of a concern six months ago
given the trajectory and composition

of maturing debt was similar post-

pandemic and positive growth prospects.

What puts today in a different lens is
that global trade tensions may have
potentially changed the market outlook
for corporate debt funding.
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Source: Federal Reserve, BNY Investment Institute. Data as of July 7, 2025.

CHART 2: MATURING HIGH YIELD DEBT
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Source: S&P Global, BNY Investment Institute. Data as of June 17, 2025.
CHART 3: CCC RELATIVE TO HIGH YIELD SPREADS (OAS)
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Source: Bloomberg, BNY Investment Institute. Data as of July 7, 2025.

(ii) Elevated and
Volatile Funding Costs

In the 12 months through Q1 2025,
despite most newly issued debt being
allocated to refinancing existing debt,
firms used the credit market to increase
leverage — global rated corporate debt
rose over 3%. High yield issuers
increased debt by roughly 5%, borrowing
more aggressively than investment grade
issuers where they expanded their
balance sheet by about 3%.

Funding costs have been volatile. Yields
on 10-year U.S. Treasuries spiked above
4.5% in May and June and high yield
borrowers’ cost of funding has been
more affected than investment grade
as credit spreads for high yield bonds
widened briefly by over 100bp.

A higher need for refinancing typically
lends itself vulnerable to rate volatility.
Rising rates or spreads widening during
refinancing windows could become

a hurdle for issuers and potentially

see increases in default probabilities.
Globally in May, monthly defaulted debt
more than doubled from April, reaching
over $13 billion with 74% originating
from the U.S.

Notably, with current financing
conditions, it is expected that in the U.S.,
BBB and BB bonds maturing in 2025

will see an increase of 150bp and 184bp
in newly issued debt, respectively.

(iii) From Noise to Trend

At the surface, market pricing has largely
reverted to pre-Liberation Day levels.
High yield spreads (i.e., compensation
for credit risk) hovers around 300bp.

But, when investors become more risk
averse, investor demand for CCC
category bonds tends to be the first
casualty. With this measure, we observe
that while the broad high yield basket
spreads declined since the tariff
announcement shock, CCC spreads have
slowly inched higher (Chart 3).
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Somewhat concerningly, before the full
impact of tariffs, U.S. distress ratio had
already jumped over 1.5 percentage
point to over 7% (from March to April),
surpassing its five-year average. The U.S.
distress ratio measures the proportion
of speculative-grade issues with spreads
of more than 1,000bp relative to U.S.
Treasuries (the five-year average is 6.4%).

Ongoing uncertainty is expected to
further dampen business and consumer
confidence, potentially impacting
corporate investment, employment,
consumer spending, and overall
economic growth.

Notably, sectors that saw an increase

in their distress ratios from March
included sectors sensitive to business
investments (capital goods), global trade
(automotive), and domestic consumer
demand (retail and restaurant).

CHART 4:U.S. HIGH YIELD HISTORICAL SPREADS AND FORECAST
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Source: BNY Investment Institute forecast as of June 9, 2025. Forecast denoted
by dotted line.

CHART 5: FIXED INCOME SECTORS
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Risks, Ideas,
and Implications

While market pricing indicators are
generally back to pre-April 2 levels,

a deeper dive suggests a somewhat
fragile headline. What is clear, however,
is the sheer amount of outstanding

debt facing a maturity wall — both
investment grade and high yield. High
yield issuers tend to refinance their debt
12-18 months ahead of maturity, which
suggests late 2025 and 2026 will be peak
refinancing season as roughly 50% of
total debt maturing in 2028 belongs

to high yield issuers.

In our latest Vantage Point forecast,
our base case is for a slowdown in

the U.S. economy through 2025 and into
2026 with risks tilted to the downside.

In this world, we expect high yield
spreads to widen over 200bp from
current levels in the second half of this
year as the impact of uncertainty from
tariffs flows through (Chart 4).

However, if we're wrong and the U.S.
economy faces a shallower slowdown

(or outright recovery), lower inflation,
and looser Fed policy than expected,
high yield issuers may see a continuation
of its decent performance. Nonetheless,
in this world, given distress ratios and
default probabilities have nudged in
recent months, investors’ credit strategy
should be that of selectivity.

On net, for credit investors, the current
macro environment calls for active credit
management, sector selection, curve
positioning, and tilting higher quality.
Relatedly, the story is similar for equity
investors, which is to be selective in
sector and industry, monitor company
fundamentals, and tilting defensive

and higher quality.
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FOR INSTITUTIONAL, PROFESSIONAL, QUALIFIED INVESTORS AND QUALIFIED CLIENTS. FOR GENERAL PUBLIC DISTRIBUTION
IN THE U.S. ONLY.

This material should not be considered as investment advice or a recommendation of any investment manager or account
arrangement, and should not serve as a primary basis for investment decisions. Any statements and opinions expressed are
those of the author as at the date of publication, are subject to change as economic and market conditions dictate, and do not
necessarily represent the views of BNY. The information has been provided as a general market commentary only and does

not constitute legal, tax, accounting, other professional counsel or investment advice, is not predictive of future performance,
and should not be construed as an offer to sell or a solicitation to buy any security or make an offer where otherwise unlawful.
The information has been provided without taking into account the investment objective, financial situation or needs of any
particular person. BNY is not responsible for any subsequent investment advice given based on the information supplied. This is
not investment research or a research recommendation for regulatory purposes as it does not constitute substantive research
or analysis. This information may contain projections or other forward-looking statements regarding future events, targets or
expectations, and is only current as of the date indicated. There is no assurance that such events or expectations will be achieved,
and actual results may be significantly different from that shown here. The information is based on current market conditions,
which will fluctuate and may be superseded by subsequent market events or for other reasons. References to specific securities,
asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be interpreted
as recommendations. Charts are provided for illustrative purposes only and are not indicative of the past or future performance
of any BNY product. Index performance does not reflect any management fees, transaction costs or expenses. Indexes are
unmanaged and one cannot invest directly in an index. Past performance is no guarantee of future results. Information

and opinions presented have been obtained or derived from sources which BNY believed to be reliable, but BNY makes no
representation to its accuracy and completeness. BNY accepts no liability for loss arising from use of this material. BNY is

the corporate brand of The Bank of New York Mellon Corporation and may also be used to reference the corporation as a whole
and/or its various subsidiaries generally.

Indices: U.S. Agg: Bloomberg U.S. Agg Total Return Index. ABS: Bloomberg U.S. Agg ABS Total Return Index. Short: Bloomberg Short
Treasury Total Return Index. Global Agg (Hdg.): Bloomberg Global-Agg Total Return Index Hedged USD. MBS: Bloomberg MBS Total
Return Index. TIPS: Bloomberg U.S. Treasury Inflation Notes Total Return Index. EM Gov. Local: Bloomberg EM Local Currency
Government Total Return Index. IG: Bloomberg U.S. Corporate Total Return Index. EM Agg USD: Bloomberg EM USD Agg Total Return
Index. HY: Bloomberg U.S. Corporate High Yield Total Return Index. Option-adjusted spread (OAS): the OAS spread is a constant
spread that when added to all discount rates from the U.S. treasury curve on the binomial interest rate tree model will make the
theoretical value of future cash flows equal to the market price of the instrument.

All investments involve risk including loss of principal.

Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such distribution or use would be
contrary to local law or regulation. This information may not be distributed or used for the purpose of offers or solicitations in any
jurisdiction or in any circumstances in which such offers or solicitations are unlawful or not authorized, or where there would be,
by virtue of such distribution, new or additional registration requirements. Persons into whose possession this information comes
are required to inform themselves about and to observe any restrictions that apply to the distribution of this information in

their jurisdiction.

Issuing entities

This material is only for distribution in those countries and to those recipients listed, subject to the noted conditions and
limitations: For Institutional, Professional, Qualified Investors and Qualified Clients. For General Public Distribution in the

U.S. Only. « United States: by BNY Mellon Securities Corporation (BNYSC), 240 Greenwich Street, New York, NY 10286. BNYSC,

a registered broker-dealer and FINRA member, has entered into agreements to offer securities in the U.S. on behalf of certain
BNY Investments firms. « Europe (excluding Switzerland): BNY Mellon Fund Management (Luxembourg) S.A., 2-4 Rue Eugéne
Ruppert L-2453 Luxembourg. « UK, Africa and Latin America (ex-Brazil): BNY Mellon Investment Management EMEA Limited, BNY
Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the
Financial Conduct Authority. « South Africa: BNY Mellon Investment Management EMEA Limited is an authorised financial services
provider. « Switzerland: BNY Mellon Investments Switzerland GmbH, Barengasse 29, CH-8001 Zurich, Switzerland. « Middle

East: DIFC branch of The Bank of New York Mellon. Regulated by the Dubai Financial Services Authority. « Singapore: BNY Mellon
Investment Management Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary Authority of Singapore. « Hong
Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities and Futures Commission.
e Japan: BNY Mellon Investment Management Japan Limited. BNY Mellon Investment Management Japan Limited is a Financial
Instruments Business Operator with license no 406 (Kinsho) at the Commissioner of Kanto Local Finance Bureau and is a Member
of the Investment Trusts Association, Japan and Japan Investment Advisers Association and Type Il Financial Instruments Firms
Association. « Brazil: ARX Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041.
Authorized and regulated by the Brazilian Securities and Exchange Commission (CVM). « Canada: BNY Mellon Asset Management
Canada Ltd. is registered in all provinces and territories of Canada as a Portfolio Manager and Exempt Market Dealer, and as a
Commodity Trading Manager in Ontario. All issuing entities are subsidiaries of The Bank of New York Mellon Corporation.
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BNY COMPANY INFORMATION

BNY Investments is one of the world’s leading investment management organizations, encompassing BNY’s affiliated investment
management firms and global distribution companies. BNY is the corporate brand of The Bank of New York Mellon Corporation
and may also be used to reference the corporation as a whole and/or its various subsidiaries generally. « Mellon Investments
Corporation (MIC) is a registered investment advisor and subsidiary of The Bank of New York Mellon Corporation. MIC is composed
of two divisions: Mellon, which specializes in index management, and Dreyfus, which specializes in cash management and

short duration strategies.  Insight Investment — Investment advisory services in North America are provided through two
different investment advisers registered with the Securities and Exchange Commission (SEC) using the brand Insight Investment:
Insight North America LLC (INA) and Insight Investment International Limited (llIL). The North American investment advisers are
associated with other global investment managers that also (individually and collectively) use the corporate brand Insight. Insight
is a subsidiary of The Bank of New York Mellon Corporation. « Newton Investment Management — “Newton” and/or “Newton
Investment Management” is a corporate brand which refers to the following group of affiliated companies: Newton Investment
Management Limited (NIM), Newton Investment Management North America LLC (NIMNA) and Newton Investment Management
Japan Limited (NIMJ). NIMNA was established in 2021, NIMJ was established in March 2023. NIM and NIMNA are registered with
the Securities and Exchange Commission (SEC) in the United States of America as an investment adviser under the Investment
Advisers Act of 1940. Newton is a subsidiary of The Bank of New York Mellon Corporation. « ARX is the brand used to describe

the Brazilian investment capabilities of BNY Mellon ARX Investimentos Ltda. ARX is a subsidiary of The Bank of New York Mellon
Corporation. « Walter Scott & Partners Limited (Walter Scott) is an investment management firm authorized and regulated by

the Financial Conduct Authority, and a subsidiary of The Bank of New York Mellon Corporation. ¢ Siguler Guff — BNY owns a 20%
interest in Siguler Guff & Company, LP and certain related entities (including Siguler Guff Advisers LLC). « BNY Mellon Advisors, Inc.
(BNY Advisors) is an investment adviser registered as such with the U.S. Securities and Exchange Commission (“SEC”) pursuant
to the Investment Advisers Act of 1940, as amended. BNY Advisors is a subsidiary of The Bank of New York Mellon Corporation.

The Investment Institute consists of BNY Advisors’ macroeconomic research, asset allocation, manager research and operational
due diligence teams.

No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission.
All information contained herein is proprietary and is protected under copyright law.
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