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Euro highyield corporate bonds:
2025 may not be a repeat of 2024

Key messages

» 2024 was a fantastic year for euro high yield corporate
bonds.

* A low default rate over the past 12 months.
+ Decent returns are expected in 2025, albeit not as high.

+ Spreads are tight and dispersion is set to increase.

Taking stock of 2024

Euro high yield corporate bonds enjoyed a fantastic year,
delivering a stellar performance of +8.1% in total returns
in 2024. The main driver was spread compression,
reflecting the much lower perception of default and
liquidity risk. Secondly, the economic backdrop was kind
to bonds, with inflation in the eurozone falling sharply,
enabling the European Central Bank to start cutting
interest rates. And finally, demand. All-in-yields last year
were running at attractive levels, and we saw record
demand for high yield bonds coming from retail investors.

In a word, the perfect combination of favourable
conditions for high yield corporate bonds.

Our outlook for 2025

In today’s more challenging economic environment, we
expect euro high yield corporate bonds to deliver decent
returns in 2025, but probably not of the same magnitude
as last year, for three reasons.

Firstly, technical support for the market could weaken.
Last year, net bond issuance was limited, making high
yield corporate bonds relatively scarce. However, in 2025,
we are expecting net supply to turn positive, which
should put downward pressure on prices.
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Secondly, corporate fundamentals remain solid
overall, but there are mounting concerns. Economic
growth in the eurozone is expected to be sluggish, and
credit quality in the asset class has been deteriorating
slightly over the past few quarters.

Thirdly, the broader economic environment remains
uncertain. Political tensions within the eurozone and
global trade risks could also create more volatility.

Will the low default rate continue?

Yes, it is quite likely. One of the positives for euro high
yield corporate bonds is that defaults have been
extremely rare. The 12-month default rate is a mere
0.3%. And even with some economic headwinds, we
expect it to edge up to 1.5% in 2025, so that would be
very low by historical standards. In other words,
defaults are not a real concern.

Rather we turn our attention to valuations because
they are very tight and logically there is not much
room for spreads to compress further. The average
spread in bonds is around 300 basis points, or 260bp
lower than the historical average. Furthermore,
spreads are tight across most of the credit spectrum.
BB-rated bonds are trading at 170bp below their
historical average, B-rated bonds are 270bp below, and
the lowest-rated segment (C-rated bonds) are trading
in line with their historical average.

Consequently, the market is already pricing in a lot of
optimism. Valuations are tight, dispersion is set to
increase, making bond selection even more important.

Edouard Desbonnets

Senior Investment Advisor, Fixed Income
BNP Paribas Wealth Management
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Expected returns

We can no longer rely on spread compression.
Therefore, the total return will come from carry,
the income an investor earns for holding a bond.
Our forecast of a modest spread widening of 25
basis points would give an expected return of
approximately 4% for 2025.

How do euro high yield corporate bonds fair
against other fixed income markets?

We believe that investment grade corporate bonds
are a good solid alternative for the conservative
investor, both in euros and dollars. In the eurozone,
they offer similar expected returns to high yield,
delivering around 3.5% vs. 4% (HY), but of course
there is much less volatility for investment grade
bonds, a good option for anyone looking for
stability.

For US investment grade corporate bonds, we
forecast an expected return of 5.5%. This is better
than the euro equivalent, but with more volatility
than euro investment grade corporate bonds.

In our view, valuations of US high yield corporate
bonds are even tighter than euro high yield
corporate bonds. They tend to be riskier, with
higher default rates. That said, the US economy is
growing more rapidly than in the eurozone, a factor
supporting America’s credit markets. We have
calculated an expected return of around 4.7% in
2025 for US high yield corporate bonds.

Conclusion

There is limited potential for further spread
compression. Thus, carry will be king and will
represent the main source of return in 2025.

Investors should be selective because valuations at
index levels are relatively tight.

Consider alternatives in the bond universe. Euro
and US dollar investment grade bonds offer
attractive risk return trade-offs.

NOT MUCH ROOM FOR SPREAD
COMPRESSION...

... BUT ALL-IN YIELDS ARE HIGH COMPARED
TO THE PAST 15 YEARS
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DISCLAIMER

This marketing document is communicated by the Wealth
Management Métier of BNP Paribas, a French Société
Anonyme, Head Office 16 boulevard des Italiens, 75009 Paris,
France, registered under number 662 042 449 RCS Paris,
registered in France as a bank with the French Autorité de
Controle Prudentiel et de résolution (ACPR) and regulated by
the French Autorité des Marchés Financiers (AMF). As
marketing material, it has not been prepared in accordance
with legal and regulatory requirements aimed at ensuring the
independence of investment research and is not subject to any
prohibition on dealing ahead of its dissemination. It has not
been submitted to the AMF or any other market authority.

This document is confidential and intended solely for the use
of BNP Paribas SA, BNP Paribas Wealth Management SA or
their affiliates (“BNP Paribas”) and the persons to whom this
document has been delivered. It may not be distributed,
published, reproduced or disclosed by any recipient to any
other person, nor may it be quoted or referred to in any
document, without the prior consent of BNP Paribas.

This document is provided solely for information and shall not
constitute an offer or solicitation in any state or jurisdiction in
which such an offer or solicitation is not authorized, or to any
person to whom it is unlawful to make such offer, solicitation
or sale. It is not, and under no circumstances is it to be
construed as, a prospectus.

Although the information provided herein may have been
obtained from published or unpublished sources considered to
be reliable and while all reasonable care has been taken in
the preparation of this document, BNP Paribas does not make
any representation or warranty, express or implied, as to its
accuracy or completeness and does not accept responsibility
for any inaccuracy, error or omission. BNP Paribas gives no
warranty, guarantee or representation as to the expected or
projected success, profitability, return, performance, result,
effect, consequence or benefit (either legal, regulatory, tax,
financial, accounting or otherwise) of any product or
transaction. Investors should not place undue reliance on any
theoretical historical information regarding such theoretical
historical performance. This document may contain or refer to
past performance; past performance is no guarantee for future
performance.
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The information contained in this document has been drafted
without prior knowledge of your personal circumstances,
including your financial position, risk profile and investment
objectives.

Prior to entering into a transaction each investor should fully
understand the financial risks, including any market risk
associated with the issuer, the merits and the suitability of
investing in any product and consult with his or her own legal,
tax, financial and accounting advisors before making his or her
investment. Investors should be in a position to fully
understand the features of the transaction and, in the absence
of any provision to the contrary, be financially able to bear a
loss of their investment and willing to accept such risk.
Investors should always keep in mind that the value of
investments and any income from them may go down as well
as up and that past performance should not be seen as an
indication of future performance. Any investment in a product
described herein is subject to the prior reading and
understanding of the legal documentation concerning the
product, and in particular the one which describes in details
the rights and obligations of investors as well as the risks
inherent to an investment in the product. Save as otherwise
expressly agreed in writing, BNP Paribas is not acting as
financial adviser or fiduciary of the investor in any transaction.
The information, opinions and projections expressed herein
reflect the opinion of their author at the time of writing; they
are not to be relied upon as authoritative or taken in
substitution for the exercise of judgment by anyone, and are
subject to change without notice. Neither BNP Paribas nor any
BNP Paribas Group entity accepts any liability whatsoever for
any consequences that may arise from the use of information,
opinions or projections contained herein.

As distributor of the products described herein, BNP Paribas
may receive distribution fees on which you can obtain more
information upon specific request. BNP Paribas, their
employees or administrators may hold positions in these
products or have dealings with their issuers.

By accepting this document, you agree to be bound by the
foregoing limitations.
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