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Market review 
The high yield market posted a strong return in August, marking its fourth consecutive monthly gain. The month 
opened with a weaker-than-anticipated United States jobs report, causing markets to price in an additional 
rate cut this year and lifting 2025’s expected total number of cuts to above two between the Federal Reserve’s 
(Fed) final three policy meetings of the year. Dovish messaging from the Fed at the Jackson Hole symposium, 
and throughout the month, further solidified expectations for a cut in September, which would be the first since 
November 2024. The high yield rally was further supported by a stronger-than-expected earnings season and 
sustained fund inflows. Treasurys, particularly at the front end, rallied sharply on the softer labor market outlook 
on August 1st. Subsequently, short-term Treasury yields fell further as the month progressed, intermediate yields 
ended mostly unchanged, and long-end yields finished August higher. High yield spreads initially rose to their 
widest level since late June in tandem with the Treasury rally, before tightening modestly by month-end. Yields 
trended lower during August and ultimately reached their lowest level since April 2022 on the back of lower rates 
and a dovish Fed outlook.

The high yield market posted its fourth straight month of lower-quality outperformance. CCCs outpaced BBs and 
Bs by roughly 60 and 75 basis points, respectively, and now hold the top spot as the best-performing quality in 
2025. BBs follow, outperforming the overall index, while Bs still lag the index year-to-date.

All but two industries posted gains in August. Pharmaceuticals led with a strong return, extending its position as 
this year’s top-performing industry. Oil field services and building materials followed with solid returns. In contrast, 
packaging was the underperformer in August after posting a modest decline, while wireless followed with a 
slightly negative return after having solid performance in July.

The primary market continued to defy its typically slower seasonal trend in August before activity eased in the 
second half of the month. According to J.P. Morgan, issuance, largely front loaded during the month, totaled $25.7 
billion, with notably only 62% used for refinancings. Year-to-date supply reached $208.7 billion, surpassing the 
same period in 2024 by more than $5 billion, after trailing last year’s pace over the first half of 2025.

Moody’s reported a decline in corporate defaults, with eight last month versus a revised eleven previously. The 
trailing twelve-month global high yield default rate edged up slightly to 4.5%. Assuming a gradual easing in 
monetary policy over the next year, Moody’s kept its year-end default forecast at 3.6% and lowered its twelve-
month projection to 2.6%.

High yield funds recorded their fourth straight month of inflows, drawing +$1.1 billion in August, according to J.P. 
Morgan. Strong demand over the past four months has brough year-to-date net flows to +$13.2 billion, compared 
to an inflow of +$16.3 billion for all of 2024.

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. 

(*)  Not all investment options are available to investors in all jurisdictions. Certain vehicles have not been registered with the United States Securities and 
Exchange Commission under the United States Securities Act of 1933 and may not be directly or indirectly offered or sold in the United States or to any 
United States person. 
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Strategy review
The majority of the underperformance on a gross basis was 
driven by negative security selection and the remainder 
attributable to sector allocation. Negative security selection 
came from overweight positions in Kronos Acquisition 
Holdings Inc, LABL Inc, Vibrantz Technologies Inc, Sigma 
Holdco BV, and LCPR Senior Secured Financing, and was 
partially offset by positive contributions from overweight 
positions in Park River Holdings Inc, B&G Foods Inc, and 
ZipRecruiter Inc, as well as zero exposure in Ardagh 
Packaging Finance PLC and Kelopatra Finco Sarl. Sector 
allocation modestly detracted from performance on a gross 
basis, with an underweight allocation to the energy sector 
and overweight allocation to the leisure sector contributing 
to most to the drag. Partially offsetting this was a positive 
impact from an underweight allocation to the utility sector. 
By quality, nearly all of the underperformance came from 
negative security selection within B-rated and CCC-rated 
credits, partially offset by positive security selection within 
BB-rated and BBB-rated credits. Cash was a slight drag on 
performance during the period..

Strategy and outlook
The Fed is currently facing a softening labor market, rising 
unemployment, and weak job growth, while inflation 
remains above their 2% target due to recent tariff effects 
that are slowly beginning to materialize in some prices. 
However, due to labor market concerns, markets fully 
expect a cut at the September policy meeting and at least 
one more by year-end. Economic growth indicators are 
mixed, with consumer spending holding up but showing 
some signs of softness. Political pressures and new dovish 
members potentially joining the Federal Open Market 
Committee could alter future policy decisions. Upcoming 
labor and inflation data will shape a cautious rate-cutting 
approach over the remainder of 2025, as the Fed weighs 
risks from tariffs and broader economic uncertainty.

High yield fundamentals remain healthy, with leverage at 
just under 4.1 times and interest coverage at 4.7 times. 
Both credit metrics are better than their long-term 

averages, according to J.P. Morgan. The second quarter 
earnings season delivered impressive results, with nearly 
three times as many high yield companies beating earnings 
expectations than missing. Positive forward guidance 
also outpaced negative guidance by almost two-to-one. 
With virtually no 2025 maturities left and only a minimal 
amount due in 2026, focus will soon shift to 2027 as 
the forthcoming maturities to address. The majority of 
outstanding debt has been extended to at least 2029, 
and year-end default rates are projected to decline below 
historical averages.

The technical backdrop for high yield remains constructive, 
underpinned by steady fund inflows, an active primary 
market, and limited net supply, all of which continue 
to support robust demand for the asset class. On the 
valuation front, spreads have tightened further and sit 
well below their one-year average, while yields closed the 
month at their lowest level since April 2022 as front-end 
rates fell meaningfully lower. Although valuations are 
less compelling, high yield continues to offer a relatively 
attractive investment opportunity over other fixed income 
sectors, many of which ended August at historically tight 
valuation levels.

Strategically, we aim to maintain a flexible portfolio 
positioning, recognizing that markets have priced in a rate 
cut in September and at least one more by year-end amid 
a softening U.S. labor market. We continue to prioritize 
preserving dry powder given the active primary market 
and supportive technical environment, while also favoring 
higher quality issuers. With valuations tight and spreads 
below their one-year average, we anticipate a mostly 
rangebound environment in the near-term, though spreads 
could face widening pressure if tariff effects start showing 
up in price growth, which may keep inflation above the 
Fed’s target. Overall, our focus remains on disciplined 
credit selection to drive outperformance.

In terms of sector positioning, we look to maintain 
overweight positions in the leisure, health care, and 
services sectors, while maintaining underweight positions 
in the energy, utility, and banking sectors.

The holdings identified do not represent all the securities purchased, sold or recommended for advisory clients. It should not be assumed that 
recommendations made in the future will be profitable or equal the performance of the securities listed. Past performance is no guarantee of future 
results. The financial market outlook is based on current market conditions. There is no assurance that such events or projections will occur and actual 
conditions may be significantly different than that shown here.
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Risk consideration 

Past performance is no guarantee of future results. Investing involves risk, including possible loss of principal. Fixed Income investments are subject 
to interest rate risk; when interest rates rise, the price of debt typically declines. Lower-rated securities are subject to additional credit and default risks. 
International and global investing involves greater risks such as currency fluctuations, political/social instability and differing accounting standards. 

Important information

This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should not be 
construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of future events 
regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior notice. The information 
presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its accuracy or validity. Any 
reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment or security, nor an indication that 
the investment manager or its affiliates has recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the 
investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and 
any responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be contrary 
to local law or regulation.

This document is issued in:

• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.

• �Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors (Ireland) 
Limited is regulated by the Central Bank of Ireland.

Clients that do not directly contract with Principal Global Investors (Europe) Limited (“PGIE”) or Principal Global Investors (Ireland) Limited (“PGII”) will 
not benefit from the protections offered by the rules and regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those 
enacted under MiFID II. Further, where clients do contract with PGIE or PGII, PGIE or PGII may delegate management authority to affiliates that are 
not authorised and regulated within Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations 
of the Financial Conduct Authority, or the Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible 
Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID).

• �United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 03819986, which is 
authorized and regulated by the Financial Conduct Authority (“FCA”).

• �United Arab Emirates by Principal Investor Management (DIFC) Limited, an entity registered in the Dubai International Financial Centre and authorized 
by the Dubai Financial Services Authority as an Authorised Firm, in its capacity as distributor / promoter of the products and services of Principal Asset 
Management. This document is delivered on an individual basis to the recipient and should not be passed on or otherwise distributed by the recipient to 
any other person or organisation.

• �Singapore by Principal Global Investors (Singapore)Limited (ACRAReg.No.199603735H), which is regulated by the Monetary Authority of Singapore and 
is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or publication has not been reviewed 
by the Monetary Authority of Singapore. 

• �Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS Licence No. 225385), which is regulated by the Australian Securities 
and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001. 

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.

• �Hong Kong SAR by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. This document 
has not been reviewed by the Securities and Futures Commission. This document may only be distributed, circulated or issued to persons who are 
Professional Investors under the Securities and Futures Ordinance and any rules made under that Ordinance or as otherwise permitted by that Ordinance.

• �Other APAC Countries/Jurisdictions, this material is issued for institutional investors only(or professional/sophisticated/qualified investors, as such term 
may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or entity in any 
jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Global Investors, LLC (PGI) is registered with the U.S. Commodity Futures Trading Commission (CFTC) as a commodity trading advisor (CTA), a 
commodity pool operator (CPO) and is a member of the National Futures Association (NFA). PGI advises qualified eligible persons (QEPs) under CFTC 
Regulation 4.7.

Principal Asset ManagementSM is a trade name of Principal Global Investors, LLC.

© 2025 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design are 
registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around the world and 
may be used only with the permission of Principal Financial Services, Inc. Principal Fixed Income is an investment team within Principal Global Investors.
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