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US High Yield

KEY TAKEAWAY

> A risk-off quarter in high yield

provided an opportunity to
selectively add credit risk while
avoiding stressed parts of the market

High yield saw a risk off quarter (-1.82%),
driven by a September decline of -2.49%,
the worst monthly return since September
2022."Yields increased 115 bps in Q3 2026
to end at 8.30%, above the symbolic 8%
threshold. Treasuries did most of the work,
as the 10-year yield rose 85 bps as higher
energy prices buffeted inflation fears
alongside a more hawkish Fed.? High yield
spreads also widened 31 bps during the
quarter with heavy supply and the higher
Treasury rates stoking negative sentiment.
Single B and BB bonds returned similar
levels around the index return with CCCs
lagging (-3.57%) due to distressed returns
of -8.23%, continuing the year-long trend
of declines in this small but influential part
of the market.

Technicals deteriorated in September.® Net
issuance totaled a record of $36B last month
($283B YTD, $130B ex. refinancings) and

included both the fourth- and fifth-largest
individual transactions on record. High
yield experienced a monthly outflow during
September ( $5B), which followed $12B of
inflows over the prior five months.

Fundamentals remained supportive in Q3
2026.4 The high yield distress ratio increased
91 bps over the quarter to 5.37%. The default
rate ended at 2.95%, stable over the quarter
and low by historical standards.> Additionally,
upgrades exceeded downgrades (+$3B) for
the fourth consecutive quarter

With risk-off sentiment and yields exceeding
8%, the strategy increased overall risk

in September after reducing risk in July
and August, leaving positioning close to
unchanged over Q3 2026. We added core
credits in the 200-400 bps spread bucket
and reduced the 500-700 bps spread bucket,
remaining overweight the former and
underweight both the 100-200 bps spread
bucket and distressed credit.

We view the high yield market as trading

in a few buckets: Al, Software, distressed
and "everything else.” We targeted our risk
additions in the "everything else” bucket.
Within sectors, the strategy added to Capital
Goods, Services and Energy and reduced
Technology, Automotive and Financial

DISTRESSED CREDIT RETURNS
DETERIORATED FURTHER IN SEPTEMBER
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As of 27 October 2026. Unless otherwise stated, the information presented has been prepared from market
observations and other sources believed in good faith to be reliable. Information and opinions expressed by PPM
are current as of the date indicated and are subject to change without notice. Past performance is no guarantee

of future results. Forward-looking statements are subject to uncertainties that could cause actual developments
and results to differ materially from the expectations expressed. (1) Unless indicated, data sourced from ICE Data
Services. Data for the ICE BofA US High Yield Index. T October 2026. (2) FactSet. 1 October 2026. (3) Technical data
sourced from J.P. Morgan. 1 October 2026. (4) Fundamental data sourced from BofA Global Research. 1 October
2026. (5) Default rate calculated at the issuer level for the last 12 months. Distress defined as bonds with spreads
above 1,000 bps on a par basis. (6) ICE Data Services. Year-to-date total returns for the ICE BofA US Non-Distressed
High Yield Index and the ICE BofA US Distressed High Yield Index from 1 January through 6 October 2026.

PPMAMERICA

8
\ U 4

ADAM SPIELMAN

Head of Leveraged Credit

<4py

JOHN BROZ
Portfolio Manager

| 7 )

*I?I»

KARL PETROVICH
Portfolio Manager

For timely commentary
from our investment
teams please visit:

ppmamerica.com/blog


https://www.ppmamerica.com/news-and-insights/blog

Services. As an example, we established two new 50-
bp core positions in the Packaging sub-sector of Capital
Goods, one name through a new issue and the otherin
the secondary market. For these names, we observed
improving underlying trends and attractive valuations.

(7) AUM includes committed but unfunded capital for PPM's private equity
and commercial real estate businesses. Forward-looking statements are
subject to uncertainties that could cause actual developments and results
to differ materially from the expectations expressed.

Past performance is no guarantee of future results. Investments involve
varying degrees of risk and may lose value.

Generally, PPM America, Inc. is referred to herein as “PPM." Any use or
reproduction of the information contained herein is prohibited without
the written permission of PPM.

This document has been prepared solely for informational purposes
and is not a recommendation, offer, or a solicitation of an offer, to buy,
sell, or hold any security or instrument. Certain products and services
may not be available in all jurisdictions or to all client types. No offer of
any interest in any product will be made in any jurisdiction in which the
offer, solicitation or sale is not permitted, or to any person to whom it is
unlawful to make such offer, solicitation or sale.

The opinions and views expressed herein are not intended to be relied
upon as a prediction or forecast of actual future events or performance,
guarantee of future results, recommendations or advice. Forward-
looking statements are subject to uncertainties that could cause actual
developments and results to differ materially from the expectations
expressed. All statements other than statements of historical fact are
forward-looking statements based on PPM's plans, expectations and
views as of the date herein, and can be identified by the use of words
such as "may", "will", "expect”, "view", “potential”, "target’, "likely", "believe’,
"anticipate”, "should”, "estimate”, or other similar words. This information
has been prepared from sources believed reliable, but the accuracy and
completeness of the information cannot be guaranteed. Information and
opinions expressed by PPM are current as of the date indicated and are
subject to change without notice.

This document may include simplified presentations of complex
processes and are provided for illustrative purposes only. PPM's actual
activities and processes may differ from what is shown herein. No
assurance can be given that such processes will be applied at any given
time and are subject to change without notice.

There can be no assurance that any particular individual will be involved
in the management of any portfolio for any period of time, if at all.
Furthermore, there can be no assurance that any PPM professionals
presented herein will remain with PPM or that past experience or
performance of such professionals serves as an indicator of his or her
performance.
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Our mission is to be seen by clients and their advisors
as a consistently reliable partner to help them achieve
their long-term value goals.

PPMis a US-based institutional asset manager with $101.07
billion in assets under management as of 30 June 20267
Founded in 1990, PPM exists to deliver consistent results
and unrivaled service that clients can trust to achieve their
investment objectives. We offer our Midwestern mentality
of hard work, straight talk, full transparency and humility.
Our success is supported by a team-based culture that
encourages debate, collaboration and consistency. At the
center of our belief is the fact that our best ideas to date
have and can come from any team member anywhere in
our firm. We believe the success of our investment culture
is best demonstrated by the strong retention of our clients
and professionals.

Indices are unmanaged and are not available for direct investment. The
index returns do not reflect management fees, transaction costs, or other
expenses, with the exception of ICE indices that do reflect transaction
costs. Performance of any index does not represent actual portfolio
performance. A portfolio may differ significantly from the securities
included in an index. Any index information provided is for comparison
purposes only to reflect general market conditions for the period shown.

The ICE BofA US Distressed High Yield Index is a subset of the ICE
BofA US High Yield Index including all securities with an option-adjusted
spread greater than or equal to 1,000 basis points. The ICE BofA US High
Yield Index provides a broad measure of below investment grade, USD-
denominated fixed rate corporate debt. It includes corporate bonds with
risk exposures to countries that are members of the FX-G10, Western
Europe or territories of the US and Western Europe.

The ICE BofA US High Yield Constrained Index provides a measure of
below investment grade bonds, is constructed based on the ICE BofA US
High Yield Index and imposes a 2% issuer cap.

The ICE BofA US Non-Distressed High Yield Index is a subset of the ICE
BofA US High Yield Index including all securities with an option-adjusted
spread less than 1,000 basis points.

ICE Indices (the "Indices”) are a product of ICE Data Indices, LLC ("ICE
Data") and are used with permission. ICE® is a registered trademark of ICE
Data or its affiliates. ICE Data, its affiliates and their respective third party
suppliers disclaim any and all warranties and representations, express
and/or implied, including any warranties of merchantability or fitness for

a particular purpose or use, including the Indices, index data and any data
included in, related to, or derived therefrom. Neither ICE Data, its affiliates
nor their respective third party suppliers shall be subject to any damages or
liability with respect to the adequacy, accuracy, timeliness or completeness
of the Indices or the index data or any component thereof, and the Indices
and index data and all components thereof are provided on an "as is” basis
and your use is at your own risk. Inclusion of a security within an index is
not a recommendation by ICE data to buy, sell, or hold such security, nor

is it considered to be investment advice. ICE data, its affiliates and their
respective third party suppliers do not sponsor, endorse, or recommend
PPM America, Inc., or any of its products or services.
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