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Spread too Thin?

As a result of tighter spreads, we have seen more tactical allocation into other fixed income asset classes, including private credit
and structured products, where spreads are somewhat wider. With spreads near all-time tights versus their historical trends, much
of today’s debate revolves around whether investors are being adequately compensated for the risk they are footing. For instance,
the Bloomberg Aggregate Corporate Bonds yields +90bps more than treasuries, well below the average of +115bps at which they
traded between 1995 and 2024. Similarly, the High-Yield Index currently trades at a spread of +314bps, well below its long-term
average of +491bps. Possible reasons that could explain this tightening in the High Yield Index is a substantial rise in quality over
the last 25 years, a considerable shortening in average maturity, and an unprecedented supply coupled with relentless demand for
yield. The question now becomes whether current spreads are sufficient to cover credit losses.

The current spread for Investment Grade Corporate Bonds is the lowest since 1998. This narrowing of spreads in Q4 follows the
U.S. election, reflecting market optimism about sustained economic growth and a more lenient regulatory climate. Goldman Sachs
strategists, on the other hand, raised their forecasts for investment-grade spreads to reach around 125 basis points in the third
quarter of 2025, due to concerns about the effects of tariffs, slower growth and indications of the White House’s willingness to
accept short-term economic disruptions to reach long-term strength.

Bloomberg US Aggregate Corporate Bond Spreads
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Historically, high yield bonds, despite their implied risk, have vastly outperformed Treasuries by well more than enough to cover
credit losses. So much so, that even if today’s relatively tight spreads were applied to the average 39-year historic default rate,
adjusted for recovered losses, they would be more than sufficient to cover those losses.



Looking forward, it may be possible that the historic default averages will become irrelevant, as central banks and national
treasuries have demonstrated the implementation of tools that can be used to lessen the impact of recessions and credit crunches.



Past performance is not indicative of future results.

Index performance returns do not reflect any management fees, transaction costs, or expenses. Indices are unmanaged and cannot
be invested in directly. Current performance data may be higher or lower than actual data quoted. Performance for periods
greater than 1 year is annualized.

This document was prepared without regard to the specific objectives, financial situation, or needs of any particular person or
entity who may receive it. This analysis is for informational purposes only and is not intended to be an offer, solicitation, or
recommendation with respect to the purchase or sale of any security, nor a recommendation of services supplied by any
investment organization and does not include all factors that should be considered when choosing an investment advisor or
strategy. This presentation is not investment, legal, tax, or accounting advice.

Investors should consult with their own professional advisors for advice on any investment, legal, tax, or accounting issue(s). While
the information contained herein highlights important data, it does not purport to highlight all dimensions of risk. The information
provided herein is based on matters as they exist as of the date of preparation, or otherwise indicated throughout the presentation,
and not as of any future date, and will not be updated or otherwise revised to reflect information that subsequently becomes
available, or circumstances existing or changes occurring after the date hereof. No representations are made as to the accuracy or
completeness of the information set forth in these materials. LCG reserves the right at any time and without notice to change,
amend, or cease publishing the information. If this data is reproduced, in whole or in part, in any form, the following reference
language must be utilized “Source Information: Compiled By: LCG Associates, Inc.; Bloomberg.” LCG has not received any
compensation related to the collection or distribution of this data.

BLOOMBERG?® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS®
is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or
Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor
Barclays approves or endorses this material or guarantees the accuracy or completeness of any information herein, or makes any
warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall
have any liability or responsibility for injury or damages arising in connection therewith.

The Bloomberg U.S. Aggregate Bond Index, or the Agg, is a broad-based, market capitalization-weighted bond market index
representing intermediate-term investment grade bonds traded in the United States. Investors frequently use the index as a stand-
in for measuring the performance of the U.S. bond market. In addition to investment grade corporate debt, the index tracks
government debt, mortgage-backed securities (MBS) and asset-backed securities (ABS) to simulate the universe of investable
bonds that meet certain criteria. To be included in the Agg, bonds must be of investment grade, have an outstanding par value of
at least $100 million and have at least one year until maturity.

The Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market.
Securities are classified as high yield if the middle rating of Moody's, Fitch and S&P is Bal/BB+/BB+ or below.

Indices referenced are unmanaged and cannot be invested in directly. Index returns do not reflect any investment management
fees or transaction expenses.



