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Credit Spreads Analysis 2026




Key Takeaways

*Spreads today are below average
across credit asset classes. Total yield
on credit remains attractive — base rates

are high and carry is real

*Fixed rate High Yield Bonds are the

preferred vehicle — higher quality
duration is a tailwind in a spread
widening/rate falling scenario

*Patience on entry is key — upside is
significant past +1 standard deviation;

we’re not there yet

Average 1YR Forward Returns

Spread High Yield

Level Bonds

> Average 9.6% 7.7%
> 1 Std Dev 13.8% 10.2%
> 2 Std Dev 20.6% 14.3%
> 3 Std Dev NA 19.7%

Source: Factset and Morningstar Direct, as of February 28, 2026.
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Credit Spreads vs. Base Rates

» Credit spreads intuitively widen during economic stress
* Falling rates can accompany spreads wider than one standard deviation
* Base rates today are higher which gives the Federal Reserve room to cut in the next downturn
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High Yield Bonds

*Over the past 15 years, credit spreads
have ranged 300 — 900bps

*On average, credit spreads have
remained below average for 15
consecutive months. Currently, they
have been below average for 33
months

*The duration exposure in fixed rate high
yield can benefit returns when spreads
widen. During such periods economic
policy is often becoming more
accommodative and rates may fall
benefiting price return

HY Average 1-Year Forward Returns
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Leveraged Loans

*Qver the past 15 years, credit spreads
have ranged 375 = 1,100bps

*On average, credit spreads have
remained below average for 14
consecutive months. Currently
have been below average for 2
months

the
: y

* The lower quality of the loan asset
class has recently produced wider peak
spreads. The asset class has close to
zero duration due to floating base rates

*Falling base rates may partially offset
yield increase from spread widening

BSL Average 1-Year Forward Returns

1,100

1,000

19.7%

900

800
14.3%

700

OAS (bps)

10.2%

600

7.7%

500

400

® & P P
TS S S S S S S S S

Spread cccc-- Avg 1std 2std  ecceee 3std

Source: Factset, Morningstar Direct, as of February 28, 2026.



High Yield Muni

*Since 2018, credit spreads have ranged
200 — 450bps

*On average, credit spreads have
remained below average for 11
consecutive months. Currently, they
have been below average for 25
months

*Spreads are historically tight, but tax-
equivalent yield of 8.4%* warrants
continued ownership

*Tax equivalent yield assumes a 37% tax bracket.

HYM Average 1-Year Forward Returns
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This document is intended for the exclusive use of clients or prospective clients of PCS Advisors. Any additional dissemination or distribution is strictly prohibited. Information provided in this document is for informational and/or
educational purposes only and is not, in any way, to be considered investment advice nor a recommendation of any investment product or service. Advice may only be provided after entering into an engagement agreement and
providing PCS Advisors with all requested background and account information.

In partnership with Fiducient Advisors, the included information has been obtained from a variety of sources believed to be reliable though not independently verified. Any forecasts represent future expectations and actual returns,
volatilities and correlations will differ from forecasts. Past performance does not indicate future performance and there is a possibility of a loss.

Please visit www.pcsbd.net/disclosures for other important disclosures. Private Client Services is an SEC Registered Investment Advisor doing business as PCS Advisors.
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