MetlLife
Investment Management

FIXED INCOME | Q12026

Investment
Grade Corporate

Market Review
and Outlook

Figure 1 | Market Review

QTD
Excess
Return*
US Aggregate Index 30 4 -0.05% -0.08%
US Credit Index 83 10 -0.48% -0.44%
US Corporate Index 89 1 -0.54% -0.49%
Industrials 85 9 -0.46% -0.41%
Financials 94 17 -0.67% -0.67%
Utilities 92 8 -0.48% -0.42%
Non-Corporate Credit 42 2  -0.07% -0.08%
A 74 10 -0.54% -0.50%
Quality

Baa m 13 -0.55% -0.51%
Intermediate 81 1 -0.22%  -0.22%

Maturity
Long 106 1 -116% -1.02%

*Compared to duration matched treasuries.
Source: Bloomberg. As of March 31, 2026.



Credit markets faced headwinds in the first quarter, posting modest negative returns — (-0.44% excess return,
-0.48% total return) — yet demonstrated resilience as rates rose inviting yield-oriented demand given the
extraordinary confluence of macro forces at play. Duration proved decisive in driving dispersion across the curve,
with intermediate credit (-0.22% excess return) outperforming its longer-dated counterparts (-1.02% excess return)
by a notable 84 basis points — a reminder that positioning matters most when volatility strikes.’

Much of the market activity during the quarter was dominated by themes laid out in our outlook, 2026 outlook
such as technicals keeping corporate spreads tethered to tight levels while increased U.S. Investment Grade
issuance, specifically from hyper-scalers, influenced curve dynamics. We also touted potential resiliency from
mortgage-backed securities and tactical opportunities for relative value across asset-classes and cautioned this
for unforeseen risks, which also came to fruition early in 2026.

The fear of Al’s impact on various industries caused sharp repricing activity only for that to reverse shortly
thereafter. Al’s risk to the employment backdrop’s, overall growth and the effectiveness of productivity gains (or
losses) were also precursors to weakness in private credit markets, which then drove knock-on effects across
various industries exposed to the private credit such as the Business Development Companies themselves,
closely related Financial Services players or to the underlying portfolio companies in the software space, which
saw contained contagion in larger investment grade software company pressuring spreads. Lastly, the markets
adjusted to multiple military operations in Venezuela and Iran, with the later operation more of a driver of a
significant uptick in volatility driving much of the market activity in the last month of the quarter.

More broadly, we’d be remiss not to mention an initial spark to volatility in the markets, e.g., the U.S. Supreme
Court’s decision to strike down the Trump administration’s global tariffs imposed under the International
Emergency and Economic Powers Act, which added uncertainty around potential tariff refunds and the
administration’s next legal steps. At the same time, other policy headlines from President Trump included
proposals to ban institutional purchases of single family homes, increased GSE mortgage buying, which ultimately
supported MBS over the period, and a possible 10% cap credit card rates, which caused confusion within the
securitized sector given the negative risks to the banking segment it would cause. President Trump’s nomination
of Kevin Warsh to be the next chair of the Fed, pending Senate confirmation, truly really feels like an afterthought
amid all of the current events at play. Despite all of these various events taking shape over the first quarter of
2026, the U.S. fixed income market demonstrated resilience.

While credit markets were fairly contained given all of the events in the first quarter, the same cannot be said for
the U.S. Treasury rates. U.S. rates repriced sharply in March on a combination of geopolitical risk and renewed
inflation sensitivity, with the Iran conflict (Strait of Hormuz closure and energy infrastructure attacks) acting as
the proximate catalyst for higher crude prices and a pull-forward in 2026 Fed rate hike expectations. The curve
bear-flattened as front-end yields reset higher on policy risk, while the long end moved in sympathy but with less
duration-adjusted beta. The 2-year finished +42 basis points (bps) at 3.79% after reaching 3.99% intra-month,
reflecting a material repricing of the expected policy path. The 10-year rose +38bps to 4.32% and the 30-year
increased +30bps to 4.91%, consistent with a duration-led sell-off that was not purely a front-end phenomenon.
Curve dynamics were directionally consistent with a bear-flattening regime: 2s10s flattened by 4bps to 52bps,
10s30s flattened by 8bps to 59bps, and 5s30s flattened by 14bps to 97bps, indicating that the move was not
isolated to the belly but extended through the long end."?

Across Corporate sectors dispersion was shaped by a mix of macro, technical, and idiosyncratic drivers. Financials
lagged (-0.67% excess) both Utilities and Industrials, which didn’t perform much better with -0.41% and -0.42%
excess returns, respectively. Subsectors within the Energy space benefited from heightened oil prices with the
Energy sector posting +0.42% excess return shrugging off any weakness on fears of a global growth slowdown.
However, the Midstream (+0.02% excess return) was rather muted. The Chemicals sector (+0.01% excess

return) held in versus other sector weakness across Industrials. Media & Entertainment was by far the weakest
subsector and largely weakened due to idiosyncratic pressures related to M&A within the subsector. Tighter
trading subsectors such as Pharmaceuticals and Food & Beverage were other weak spots within the index as
these subsectors were pressured with the deluge of issuance from high quality issuers with robust balance sheets
offering attractive concessions. The Insurance sector (-1.03% excess return) weighed on the index largely due to
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the Life Insurance (-1.37% excess return) subsector’s exposure to private credit and their underlying exposures to

software companies coupled with BDC pressures from retail investor redemptions. Elsewhere in Financials, the
Brokerage / Asset Manager / Exchange and Finance Companies subsector bore the brunt of the private credit
headlines each posting -0.94% and -1.01% excess return, respectively. Lastly, as expected Sovereigns (-0.88%
excess return) weighed on the non-corporate credit space given certain countries direct and indirect exposure to

the conflict in the middle east.

Figure 2 | 1Q 2026 Credit Excess Returns (%)
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Figure 3 | 2026 First Quarter Issuance Has Come at a Record Pace
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The market also saw a significant surge in supply bringing a total of roughly $645bn, a figure that is up 20% year-
over-year, primarily by a wave of large-scale Al-related issuance, which built on the extensive Al/Hyperscaler
issuance of the fourth quarter. This issuance came with significant concessions due to the size of the deals, which
not only pressured existing hyperscaler debt but also the broader market, as this largely high-quality issuance
reframed many relative value relationships. High-quality issuance rose in March with AA-rated issuance of

$58bn, the second highest on record behind January 2008. By sector, Non-Financials supply was $410bn, while
Financials brought $235bn. And as we expected an increase in M&A related issuance, we saw 1926 M&A supply
of $104bn, a figure that was the highest since at least 2016, outpacing the previous record of $80bn in 1Q21, led by
Healthcare/Pharma ($41bn) and Capital Goods ($30bn). The average maturity of IG new issuance was 10.1 years,
largely driven by the Non-Financials sector, which saw average maturity of new issuance at 12.1 years.

Figure 4 | New Issuance Has Come With a Higher-Quality Tilt
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Figure 5 | Long-End Supply (10Yr+) Has Also Been Robust to Start the Year
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Figure 6 | The Tenor and Magnitude of Issuance Pressured Spreads Out the Curve
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Figures 7 & 8 | With How 2026 Has Unfolded, We Still Favor Intermediate Relative to Long Credit

Intermediate Credit Index (Excluding Tail)
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Figure 9 | Elevated Yields Continued to Attract Yield-Sensitive Demand

Bloomberg US Credit Index Yield

Source: Bloomberg, MIM. As of March 31, 2026.

Figure 10 | Retail Demand Remained Robust Providing Further Support to Corporate Spreads
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Figure 11 | Healthy Foreign Demand Was Also Supportive To Corporate Spreads
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Figure 12 | Spreads Migrated Toward Tighter Buckets With Over 80% of Issues in the
Index Between 50 and 125 bps

Bloomberg US Credit Index OAS Distribution

40% 350
9 310
35% == 205 300
° 30% 252 250
2 25%
> 196 200
¥ 20% 174
2 150 150
5 15%
> 99
10% o e . 100
o N T
23
o% sl [ 0
<25 25 -50 50-75 75-100  100-125  125-150  150-175  175-200 >200
OAS (bp)

M Market Value 1Q26 M Market Value 1Q25 M Ticker Count1Q26 M Ticker Count 1Q25

Source: MIM, Bloomberg. As of March 31, 2026.

Market Outlook

Price action in the first quarter was strikingly similar to that of a year ago. Underwhelming industrial issuance in the
first few weeks of the year allowed spreads to grind tighter before a deluge of issuance — coupled with a major
geopolitical shock — drove spreads wider. We posited last quarter that historically strong yield-driven demand
would finally succumb to record issuance, and we saw that begin to materialize as spreads widened by 16 bp in
the last two months of the quarter as issuance jumped 32% over the three-year average. Certainly the Iranian
conflict contributed to the weak macro tone in the back half of the quarter, though the start of the war shrouded a
couple of new additions to the bearish side of the credit market ledger during the quarter.

Our long-standing (and at times painfully wrong) assertion has been that valuations are not providing adequate
compensation for the myriad of potential headwinds — both known and unknown. The first quarter provided a
stark reminder of that. The overarching concern in the fourth quarter was the meaningful uptick in Al-related
CapEx debt financing. That theme evolved in the first quarter to include the potential disruption that Al advances
would have on certain sectors. Several sectors experienced (sometimes unjustly in our view) acute spread
pressure, with software at the top of the list. The software concerns were quickly extrapolated to the murky world
of private credit due to the outsized exposure of many managers to that sector — and investors rushed to insulate
themselves from the second order impacts on what a repricing of private credit may mean for public markets.
These issues seemingly moved to the back burner once the Iranian conflict commenced, but we anticipate they
will rear their head again.

As of this writing (and since the quarter ended), there has been significant progress in de-escalation in Iran, which
(combined with seasonally lower issuance) has pushed spreads all the way back to 80 OAS on the Bloomberg
Corporate Index — a mere 2 bps wider on the year and 9 bps off 27-year tights. The daily debate on our trading
desk questions whether that is enough compensation for a credit market that has higher (albeit tenuously
tempered) geopolitical risk than at any time in recent history, a higher-for-longer oil price backdrop that threatens
further progress on inflation (and pressures broader consumer health), cracks in the fastest-growing segment of
the credit markets and concerns around Al disruption where the consequences will not be known for some time.
We struggle to make the case that valuations are appropriately pricing in the risks.

So why are we trading near the historical tights in spread? Simple — corporate yields rose by 33 bps during the
quarter. Elevated inflation concerns pushed Treasury yields sharply higher — which coupled with wider spreads
offered yield-sensitive investors another chance to lock in yields at levels not seen since the middle of last year.
This is yet another reminder that technicals are in the driver’s seat in this market. With that said, our thesis is
unchanged from what we wrote last quarter — which is that the technicals will shift, led by the supply side of
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the equation where issuance is still projected to exceed last year’s by 30+%. We maintain a number of biases in
our positioning. From a curve standpoint, we still expect spread curves to steepen on back of higher long-end
issuance, and so we will continue to be underweight spread duration out the curve in favor of a heavier allocation
to intermediate credit, which offers more attractive break-evens. As it pertains to quality, we still prefer an above-
average allocation to A-rated credit — where for the first time in a while, we have been able to source exposure

in the primary market at healthy concessions. From a sector perspective, we continue to favor sectors that we
believe have a more defensive profile and would outperform in a spread-widening event.

We spilled ink in our last commentary about the importance of getting some of our certain higher-conviction
credit ideas right — and it is in this area where we struggled in the quarter. One-to-two (depending on strategy)
challenged situations weighed on what otherwise would have been a very solid quarter, and though we still
believe these situations will turn more favorable in the long term, the timeline has not materialized as quickly

as anticipated. We pride ourselves on our ability to leverage our credit expertise to get these situations more
right than wrong, and that is paramount in today’s market where there are frustratingly few areas of the market
that offer potential for spread compression. Much of the credit market today trades like a widget, allowing us a
tremendous opportunity to position for an eventual return to relative value investing, though we acknowledge the
gratification of such positioning may be delayed until we see a broader repricing of credit.

Endnotes

' Bloomberg. As of March 31, 2026.
2 Bank of America Merrill Lynch. As of March 31, 2026.
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