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US investment grade bonds:  
a promising outlook  
With supportive market 

fundamentals and bumper 

issuance last year, US 

investment grade bonds are 

offering yields well above the 

10-year average. That could

make them a rewarding asset

class in 2025.

Despite some volatility, fixed income 

markets delivered strong returns over 

the course of 2024. 

A soft-landing scenario continued 

to remain the central market theme 

despite no shortage of evolving – and, 

at times, conflicting – economic 

signals. As a result, US risk assets 

broadly delivered positive returns (see 

Exhibit 1), boosted by falling Treasury 

yields and tighter spreads.

Spreads have remained resilient in 

the investment grade (IG) corporate 

space across 2024 and early 2025. 

Once the markets digested the US 

presidential election outcome – 

anticipating higher growth, tax cuts 

and deregulation – spreads moved 

to the tightest levels seen since the 

late 1990s, reaching the mid-70 

basis point range in November.1 We 

attribute these tight spreads primarily 

to supportive technicals, given strong 

demand from yield-based buyers, 

the healthy economic backdrop and 

stable issuer fundamentals. While 

spreads aren’t historically cheap, 
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current market dynamics could 

continue to keep them in a relatively 

tight range. Strong demand, positive 

ratings trends and modestly positive 

economic growth should benefit 

spreads. Historically, credit has 

done well when growth is 1-2%, as 

excessive growth raises monetary 

policy uncertainties, while insufficient 

Exhibit 1: Risk assets have performed well

As of 31/12/24. Source: Bloomberg Index Services Limited, J.P. Morgan, Voya IM. Excess returns for the US Agg, Treasuries, IG Corp, Agency MBS, 

CMBS, HY Corp and Global ex-US Treasuries are represented by the excess returns for the respective Bloomberg indexes. Excess return for EM 

sovereign (US $) is represented by the spread return for the J.P. Morgan EMBI Global Diversified Index. Excess return for EM sovereign (local 

currency) is represented by the total return for the J.P. Morgan GBI-EM Global Diversified Index (Tax-Adjusted Local Return) less the total return of 

the Bloomberg US Treasury 3-7 Year Index. See endnotes for index definitions and additional disclosures. Past performance does not predict future 

returns. If the currency in which the past performance is displayed differs from the currency of the country in which the investor resides, then the 

investor should be aware that due to the exchange rate fluctuations the performance shown may be higher or lower if converted into the investor’s 

local currency.

growth widens spreads due to 

heightened recession risk.

Digging into market subcategories, 

several themes emerged in 2024 

(see Exhibit 2). BBB-rated bonds 

outperformed higher-quality issues, 

benefiting from the positive economic 

backdrop. Across the curve, the 

long end lagged the front and 

intermediate segments from a total 

return perspective as the yield curve 

steepened. 

High yields may offer a good 
entry point

Looking ahead, US corporate bonds 

seem appealing in the current 

environment, which may offer a good 

entry point for long-term investors. 

While downside risk exists, elevated 

starting yields provide protection. 

Despite recent declines, US IG 

corporate bond yields remain above 

5% and are more than 140 basis 

points above their 10-year average.2 

If we consider a worst-case scenario 

of slower-than-expected growth and 

aggressive Fed rate cuts, total returns 

from lower rates would offset some 

potential spread widening – however, 
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we view this outcome as unlikely. 

On the other hand, if inflation stays 

high, higher yields should continue 

attracting strong inflows into IG, 

supporting valuations.

Technicals should remain 
supportive, driven by  
investor flows

Throughout 2024, the IG market 

saw near record-breaking gross 

issuance, offering new supply and 

buying opportunities for managers. 

For context, overall gross volume 

exceeded USD 1.5 trillion in 2024, 

surpassing any calendar year 

outside of 2020 (see Exhibit 3). While 

banks were heavy issuers early 

on, non-financials accounted for 

approximately 60% of total volume. 

M&A issuance, representing 13%, 

partially drove the increase.3 Lower 

funding costs led to more opportunistic 

issuance. Looking ahead, falling rates 

should support M&A supply, but we 

don’t anticipate a significant near-term 

pickup. Additionally, net issuance is 

expected to remain low given the 

large number of 2025 maturities. This 

should be supportive for spreads.

Despite elevated new issuance, 

spreads have remained relatively 

stable due to strong investor demand. 

Investment grade mutual funds and 

exchange-traded funds (ETFs) have 

seen significant inflows this year 

(see Exhibit 4). With the start of the 

As of 31/12/24. Source: J.P. Morgan.

Exhibit 3: Gross issuance set to reach highest level since 2020 (in USD billions)

Fed cutting cycle, we believe the IG 

market is set to attract more flows as 

investors seek to secure appealing 

yields and add duration. Additionally, 

a steeper Treasury curve should 

enhance hedging costs, potentially 

boosting demand from overseas 

investors. These factors should 

continue to support demand despite 

falling rates.

YTD 
OAS

YTD Change  
in OAS

YTD  
Total Return

YTD  
Excess Return

US Corporate Index 80 -19 2.13 2.46

Industry Industrials 78 -12 1.17 2.07

Utility 82 -23 1.74 3.4

Financials 82 -30 3.91 2.88

Quality AA 45 -3 0.24 1.27

A 68 -17 1.63 1.95

BBB 97 -24 2.97 3.15

Maturity 1-5 Yr 60 -17 4.95 1.35

5-10 Yr 86 -22 3.21 3.09

10-25 Yr 97 -21 -0.57 3.18

25+ Yr 100 -13 -4.15 2.98

As of 31/12/24. Source: Barclays, Bloomberg. See endnotes for index definitions and additional disclosures.

Exhibit 2: Positive macro backdrop has been supportive for BBB rated corporate issuers
Returns for 2024 (%); option-adjusted spread (basis points)
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Fundamentals have 
remained healthy

In the post-Covid tightening cycle, 

corporate fundamentals have 

remained robust, bolstered by a 

strong starting position. Companies 

built substantial cash reserves during 

a period of exceptional economic 

growth and secured low long-term 

financing costs. This provided a 

lengthy runway for issuers and 

a buffer against slower earnings 

growth. Although recent quarters saw 

some decline in credit metrics – such 

as lower EBITDA growth, primarily 

in commodity sectors, and reduced 

interest coverage due to higher rates 

– companies have reacted by cutting

shareholder payouts and moderating

capex spending, both of which are

favourable to creditors.

Fundamentals have been further 

supported by positive credit ratings 

trends (see Exhibit 5), enhancing 

the ratings skew of the investment 

grade market. Upgrades surpassed 

downgrades by USD 496 billion 

in 2024, with modest fallen angel 

activity. Leverage continues to 

decline as management teams 

gain confidence in the economic 

outlook. Companies reported solid 

earnings in the third quarter, as S&P 

500 earnings grew by 8.7% on 5.4% 

revenue growth.4 Technology firms 

were the main driver, while financials 

and utilities also saw steady earnings 

growth. With above-trend growth 

expected, year-over-year earnings 

growth rates should continue to rise  

in the coming quarters.

Key risks we’re monitoring

The macro environment remains 

supportive, with our base-case 

view calling for a gradual slowing 

of economic growth towards trend 

levels and a more balanced labour 

market. This should alleviate inflation 

pressures without a significant rise in 

unemployment, allowing the Fed to 

continue cutting rates closer to the 

terminal rate, which will benefit both 

consumer spending and business 

investment. Consequently, the outlook 

for the near term is positive for IG, 

with spreads expected to remain 

relatively tight.

With that said, we’d be remiss to not 

acknowledge potential risks that 

could raise near-term volatility – 

primarily a sharper-than-expected 

growth slowdown due to lagged 

monetary policy effects, which could 

strain earnings and fundamentals. 

On the other hand, there is a risk the 

US economy could overheat, causing 

inflation to rise and further limiting 

the Fed’s room to lower rates. Finally, 

although election cycles typically 

have minimal impact on investment 

grade corporates, the arrival of the 

new US administration – alongside 

ongoing geopolitical tensions – has 

implications for fiscal and trade 

policy. This may cause modest   

spread widening.

As of 31/12/24. Source: J.P. Morgan, EPFR, Barclays, Bloomberg. Right side: IG represented by the Bloomberg US Corporate Index. See endnotes for 

index definitions and additional disclosures.

Exhibit 4: Flows into IG have been robust as investors look to lock in long-term yields
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The election outcome  
could benefit some sectors 
over others

The new US administration has an 

impact on every industry within IG 

credit, and each will face its own 

challenges and opportunities. 

The uncertainty in the timing and 

prioritisation of any changes is key. 

For example, although deregulation 

may initially be positive for corporate 

credit, it could also increase risk over 

the long term.

Nonetheless, we view certain 

industries to be potential beneficiaries 

of the incoming administration’s 

policies. Among them include energy 

and airlines, thanks to a more 

favourable regulatory environment. 

Meanwhile, retail and building 

products could come under some 

pressure from the impact of tariffs. 

Another area we’re watching is 

banking, where potential regulatory 

relief and tax cuts may be outweighed 

by concern about aggressive 

growth strategies from lower capital 

environments and the uncertain 

impact of tariffs. Similar offsetting 

factors are contributing to a more 

mixed outlook for some sectors – such 

as technology, media, telecom, 

healthcare, utilities and autos.

To summarise, we remain constructive 

on investment grade credit, based 

on attractive starting yields and 

our expectations for a modest 

growth environment. We expect 

fundamentals to remain healthy, as 

earnings continue to benefit from 

the stable backdrop. Any episodes of 

spread widening would, in our view, 

provide attractive opportunities to 

add risk.

Exhibit 5: Upgrades have exceeded downgrades at an increasing pace
IG upgrades and downgrades (left axis in $ billions)

As of 31/12/24. Source: J.P. Morgan.
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An investor cannot invest directly in an index, and index performance does not reflect the deduction of any fees, expenses or taxes. Index comparisons 
have limitations, as volatility and other characteristics may differ from a particular investment. Index definitions are as follows: Treasuries as represented 
by Bloomberg U.S. Treasury Index, which measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. IG corporates as 
represented by Bloomberg Corporate Bond Index, which measures the performance of investment grade, USD-denominated, fixed-rate, taxable 
corporate bond market securities. Agency MBS as represented by Bloomberg Securitized – U.S. MBS Index, which is an unmanaged index composed of 
fixed income security mortgage pools sponsored by GNMA, FNMA and FHLMC, including GNMA Graduated Payment Mortgages. CMBS as represented 
by Bloomberg Securitized – CMBS Index, which measures the market of U.S. agency and  U.S. non-agency conduit and fusion CMBS deals with a 
minimum current deal size of $300 million. HY corporates as represented by Bloomberg U.S. Corporate High Yield: 2% Issuer Cap Index, which is an 
unmanaged index that measures the performance of fixed income securities generally representative of corporate bonds rated below investment grade. 
Global (ex-U.S.) Treasuries as represented by Bloomberg Global Treasury Ex-US index, unhedged, which is a subset of the flagship Global Treasury Index 
that does not have any exposure to U.S. debt. EM sovereign (U.S. $) as represented by J.P. Morgan EMBI Global Diversified Index, which is a uniquely 
weighted version of the EMBI Global, limiting the weights of index countries with larger debt stocks by including only specified portions of these countries’ 
eligible current face amounts of debt outstanding; EMBI Global measures the performance of USD-denominated emerging market sovereign/quasi-
sovereign bonds and uses a traditional, cap-weighted method for country allocation. EM sovereign (local currency) as represented by J.P. Morgan GBI-
EM Global Diversified Index (Tax-Adjusted USD Return); the GBI-EM series, launched in June 2005, was the first comprehensive global emerging markets 
index of EM local government bond debt. 

Allianz Global Investors (AllianzGI) and Voya Investment Management (Voya IM) are in a long-term strategic partnership through which Voya IM acts as 
delegated manager for certain AllianzGI investment vehicles that utilise Voya IM strategies.

Diversification does not guarantee a profit or protect against losses. 
A rating provides no indicator of future performance and is not constant over time. 

The document is for use by qualified Institutional Investors (or Professional/Sophisticated/Qualified Investors as such term may apply in local 
jurisdictions).

This document or information contained or incorporated in this document have been prepared for informational purposes only without regard to the 
investment objectives, financial situation, or means of any particular person or entity. The details are not to be construed as a recommendation or an 
offer or invitation to trade any securities or collective investment schemes nor should any details form the basis of, or be relied upon in connection with, 
any contract or commitment on the part of any person to proceed with any transaction. 

Any form of publication, duplication, extraction, transmission and passing on of the contents of this document is impermissible and unauthorised. No 
account has been taken of any person’s investment objectives, financial situation or particular needs when preparing this content of this document.  The 
content of this document does not constitute an offer to buy or sell, or a solicitation or incitement of offer to buy or sell, any particular security, strategy, 
investment product or services nor does this constitute investment advice or recommendation. 

The views and opinions expressed in this document or information contained or incorporated in this document, which are subject to change without 
notice, are those of Allianz Global Investors at the time of publication. While we believe that the information is correct at the date of this material, no 
warranty of representation is given to this effect and no responsibility can be accepted by us to any intermediaries or end users for any action taken on 
the basis of this information. Some of the information contained herein including any expression of opinion or forecast has been obtained from or is 
based on sources believed by us to be reliable as at the date it is made, but is not guaranteed and we do not warrant nor do we accept liability as to 
adequacy, accuracy, reliability or completeness of such information.  The information is given on the understanding that any person who acts upon it or 
otherwise changes his or her position in reliance thereon does so entirely at his or her own risk without liability on our part.  There is no guarantee that 
any investment strategies and processes discussed herein will be effective under all market conditions and investors should evaluate their ability to 
invest for a long-term based on their individual risk profile especially during periods of downturn in the market.

Investment involves risks, in particular, risks associated with investment in emerging and less developed markets. Any past performance, prediction, 
projection or forecast is not indicative of future performance.  Investors should not make any assumptions on the future on the basis of performance 
information in this document. The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations 
and you may not get back the amount originally invested.

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate, 
liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in an adverse 
effect to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions 
with respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest rates, the values are 
generally expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions. 
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