CORPORATE BOND YIELDS DRIVERS

UNDERSTANDING CORPORATE BoND YIELDS DrIVERS: A Deep DivE

CORPORATE BOND YIELDS DRIVERS ARE A COMPLEX YET FASCINATING SUBJECT FOR ANYONE NAVIGATING THE FIXED-INCOME
LANDSCAPE. THESE YIELDS, ESSENTIALLY THE RETURN AN INVESTOR RECEIVES ON A BOND, ARE NOT STATIC, THEY FLUCTUATE
BASED ON A MULTITUDE OF ECONOMIC, FINANCIAL, AND COMPANY-SPECIFIC FACTORS. (UNDERSTANDING THESE UNDERLYING
FORCES IS CRUCIAL FOR MAKING INFORMED INVESTMENT DECISIONS, MANAGING RISK, AND CAPITALIZING ON MARKET
OPPORTUNITIES. THIS COMPREHENSIVE ARTICLE WILL EXPLORE THE PRIMARY INFLUENCES THAT SHAPE CORPORATE BOND YIELDS,
FROM BROAD MACROECONOMIC TRENDS TO THE UNIQUE CHARACTERISTICS OF INDIVIDUAL ISSUERS. WE'LL DISSECT HOW
INFLATION, INTEREST RATES, CREDIT QUALITY, AND MARKET SENTIMENT ALL PLAY PIVOTAL ROLES IN DETERMINING THE PRICE AND
YIELD OF CORPORATE DEBT.
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Key MACROECONOMIC FACTORS INFLUENCING CORPORATE BOND YIELDS

THE BROADER ECONOMIC ENVIRONMENT ACTS AS THE BEDROCK UPON WHICH CORPORATE BOND YIELDS ARE BUILT. THINK OF IT
LIKE THE WEATHER; IT INFLUENCES EVERYTHING AROUND US, AND FOR BOND YIELDS, THIS WEATHER CAN BE QUITE DRAMATIC.
\W/HEN THE ECONOMY IS ROBUST, BUSINESSES TEND TO PERFORM WELL, LEADING TO LOWER PERCEIVED RISK AND,
CONSEQUENTLY, LOWER YIELDS ON THEIR DEBT. CONVERSELY, DURING ECONOMIC DOWNTURNS OR PERIODS OF UNCERTAINTY,
INVESTORS DEMAND HIGHER COMPENSATION FOR THE INCREASED RISK OF DEFAULT, PUSHING YIELDS UP\W ARD. UNDERSTANDING
THESE OVERARCHING ECONOMIC CURRENTS IS THE FIRST STEP IN GRASPING WHY BOND YIELDS MOVE THE WAY THEY DO.

INTEREST RATE ENVIRONMENT AND MONETARY PoLICY

ONE OF THE MOST SIGNIFICANT DRIVERS OF CORPORATE BOND YIELDS IS THE PREVAILING INTEREST RATE ENVIRONMENT, HEAVILY
INFLUENCED BY CENTRAL BANK MONETARY POLICY. WHEN CENTRAL BANKS, LIKE THE FEDERAL RESERVE IN THE US/ RAISE THEIR
BENCHMARK INTEREST RATES, IT MAKES BORROWING MORE EXPENSIVE ACROSS THE ECONOMY. THIS DIRECTLY IMPACTS NEWLY
ISSUED CORPORATE BONDS, WHICH WILL LIKELY CARRY HIGHER COUPON RATES TO REMAIN COMPETITIVE. EXISTING BONDS WITH
LOWER FIXED COUPON PAYMENTS THEN BECOME LESS ATTRACTIVE IN COMPARISON, CAUSING THEIR PRICES TO FALL AND THEIR
YIELDS TO RISE. CONVERSELY, WHEN INTEREST RATES ARE CUT, EXISTING BONDS WITH HIGHER COUPON RATES BECOME MORE
VALUABLE, THEIR PRICES RISE, AND THEIR YIELDS DECREASE. IT'S A CONSTANT PUSH AND PULL, WITH CENTRAL BANK ACTIONS
SETTING THE STAGE FOR THE ENTIRE FIXED-INCOME MARKET.

CENTRAL BANKS USE INTEREST RATES AS A PRIMARY TOOL TO MANAGE INFLATION AND ECONOMIC GROWTH. W/HEN INFLATION IS
RISING TOO RAPIDLY, THEY OFTEN TIGHTEN MONETARY POLICY BY INCREASING RATES TO COOL DOWN THE ECONOMY. THIS
POLICY ACTION DIRECTLY AFFECTS THE COST OF CAPITAL FOR CORPORATIONS. HIGHER PREVAILING INTEREST RATES MEAN THAT
COMPANIES MUST OFFER HIGHER YIELDS TO ATTRACT INVESTORS TO THEIR BONDS. FURTHERMORE, THE YIELD ON U.S. TREASURY
BONDS, CONSIDERED A RISK-FREE BENCHMARK, SERVES AS A FOUNDATIONAL RATE. CORPORATE BOND YIELDS ARE TYPICALLY



QUOTED AS A SPREAD OVER THESE TREASURY YIELDS, MEANING ANY MOVEMENT IN TREASURY YIELDS WILL HAVE A RIPPLE
EFFECT ON CORPORATE BOND YIELDS.

INFLATION EXPECTATIONS AND THEIR IMPACT

INFLATION IS ANOTHER COLOSSAL FORCE SHAPING CORPORATE BOND YIELDS. |F INVESTORS ANTICIPATE HIGHER INFLATION IN THE
FUTURE, THE PURCHASING POWER OF FUTURE COUPON PAYMENTS AND THE PRINCIPAL REPAYMENT WILL DIMINISH. To
COMPENSATE FOR THIS EROSION OF VALUE, INVESTORS WILL DEMAND A HIGHER YIELD ON THEIR BONDS TODAY. THIS IS WHY, AS
INFLATION EXPECTATIONS RISE, CORPORATE BOND YIELDS TEND TO CLIMB. CONVERSELY, WHEN INFLATION IS EXPECTED TO
REMAIN LOW OR DECLINE, THE NEED FOR A HIGH INFLATION PREMIUM DIMINISHES, PUTTING DOWNW ARD PRESSURE ON YIELDS. IT's
LIKE LOOKING INTO A CRYSTAL BALL; INVESTORS ARE TRYING TO PREDICT HOW MUCH THEIR MONEY WILL BE WORTH DOWN THE
LINE, AND INFLATION IS A KEY VARIABLE IN THAT PREDICTION.

THE RELATIONSHIP BETWEEN INFLATION AND BOND YIELDS IS OFTEN DESCRIBED BY THE FISHER EFFECT, WHICH SUGGESTS THAT
NOMINAL INTEREST RATES ARE APPROXIMATELY EQUAL TO THE REAL INTEREST RATE PLUS THE EXPECTED INFLATION RATE.
THEREFORE, ANY INCREASE IN ANTICIPATED INFLATION WILL LEAD TO A COMMENSURATE INCREASE IN NOMINAL BOND YIELDS,
ASSUMING THE REAL RATE OF RETURN REMAINS CONSTANT. THIS IS WHY MARKET PARTICIPANTS CLOSELY MONITOR INFLATION
DATA, SUCH AS THE CONSUMER PrICE INDex (CPI) AND THE PRoDUCER PRICE INDEX (PPI), AS WELL AS SURVEYS OF INFLATION
EXPECTATIONS, TO GAUGE FUTURE MOVEMENTS IN BOND YIELDS. HIGH AND PERSISTENT INFLATION ERODES THE REAL RETURN ON
FIXED-INCOME INVESTMENTS, MAKING INVESTORS DEMAND GREATER YIELDS TO MAINTAIN THEIR DESIRED PURCHASING POWER.

EconoMic GRowWTH AND RECESSIONARY FEARS

THE GENERAL HEALTH AND TRAJECTORY OF THE ECONOMY ARE PROFOUNDLY LINKED TO CORPORATE BOND YIELDS. IN PERIODS OF
STRONG ECONOMIC GROWTH, COMPANIES ARE MORE LIKELY TO GENERATE HEALTHY PROFITS AND HAVE A LOWER RISK OF
DEFAULT. THIS INCREASED CONFIDENCE IN THEIR ABILITY TO REPAY DEBT LEADS INVESTORS TO ACCEPT LOWER YIELDS.
HO\X/EVER, WHEN ECONOMIC GROWTH FALTERS OR FEARS OF A RECESSION EMERGE, THE RISK OF CORPORATE DEFAULTS RISES
SIGNIFICANTLY. INVESTORS THEN DEMAND A HIGHER YIELD TO COMPENSATE FOR THIS INCREASED CREDIT RISK. THE MARKET'S
PERCEPTION OF FUTURE ECONOMIC GROWTH, THEREFORE, DIRECTLY INFLUENCES THE RISK PREMIUM DEMANDED ON CORPORATE
DEBT.

RECESSIONARY FEARS OFTEN TRIGGER A “FLIGHT TO SAFETY,” WHERE INVESTORS MOVE THEIR CAPITAL FROM RISKIER ASSETS
LIKE STOCKS AND HIGH-YIELD CORPORATE BONDS INTO SAFER INVESTMENTS LIKE GOVERNMENT BONDS. THIS INCREASED DEMAND
FOR SAFE ASSETS DRIVES DOWN THEIR YIELDS. FOR CORPORATE BONDS, HOWEVER, THE IMPACT IS OFTEN THE OPPOSITE. THE
HEIGHTENED RISK OF DEFAULT DURING ECONOMIC DOWNTURNS PUSHES CORPORATE BOND YIELDS HIGHER. ANALYSTS AND
INVESTORS CLOSELY WATCH ECONOMIC INDICATORS SUCH AS GDP GROWTH, UNEMPLOYMENT RATES, MANUFACTURING DATA,
AND CONSUMER CONFIDENCE TO ASSESS THE LIKELIHOOD OF ECONOMIC EXPANSION OR CONTRACTION, WHICH IN TURN AFFECTS
THEIR WILLINGNESS TO LEND TO CORPORATIONS AND THE YIELDS THEY DEMAND.

CRreDIT QUALITY AND ISSUER-SPECIFIC DRIVERS

BEYOND THE BROAD ECONOMIC BACKDROP, THE SPECIFIC CHARACTERISTICS OF THE COMPANY ISSUING THE BOND PLAY AN
EQUALLY CRUCIAL ROLE IN DETERMINING ITS YIELD. A COMPANY'S CREDITWORTHINESS, ITS FINANCIAL HEALTH, AND THE
INDUSTRY IT OPERATES IN ALL CONTRIBUTE TO HOW INVESTORS PERCEIVE RISK AND, CONSEQUENTLY, THE YIELD THEY DEMAND.

CrepIT SPrReADS: THE Risk PREMIUM

CREDIT SPREADS REPRESENT THE DIFFERENCE IN YIELD BETWEEN A CORPORATE BOND AND A COMPARABLE GOVERNMENT BOND OF
THE SAME MATURITY. THIS SPREAD IS ESSENTIALLY THE EXTRA RETURN INVESTORS DEMAND FOR TAKING ON THE CREDIT RISK
ASSOCIATED WITH LENDING TO A CORPORATION RATHER THAN A SOVEREIGN GOVERNMENT, WHICH IS GENERALLY CONSIDERED TO



HAVE A MUCH LOWER RISK OF DEFAULT. W/HEN A COMPANY’S CREDIT QUALITY DETERIORATES, ITS CREDIT SPREAD WIDENS,
MEANING ITS BOND YIELD INCREASES RELATIVE TO GOVERNMENT BONDS. CONVERSELY, AN IMPROVEMENT IN CREDIT QUALITY WILL
NARROW THE CREDIT SPREAD, LEADING TO A LOWER YIELD. CREDIT RATING AGENCIES LIKE MOODY,S, STANDARD € POORIS, AND
FITCH PLAY A SIGNIFICANT ROLE HERE, AS THEIR RATINGS DIRECTLY INFLUENCE PERCEIVED CREDIT RISK AND, THEREFORE, CREDIT
SPREADS.

THESE SPREADS ARE DYNAMIC AND CAN FLUCTUATE BASED ON MARKET SENTIMENT AND THE PERCEIVED LIKELIHOOD OF A
COMPANY DEFAULTING ON ITS DEBT OBLIGATIONS. A COMPANY WITH A STRONG CREDIT RATING (E.G., AAA or AA) WILL HAVE
MUCH TIGHTER CREDIT SPREADS COMPARED TO A COMPANY WITH A LOWER RATING (E.G., BB ORr B). DURING TIMES OF ECONOMIC
STRESS, CREDIT SPREADS TEND TO WIDEN ACROSS THE BOARD AS INVESTORS BECOME MORE RISK-AVERSE, BUT THE WIDENING IS
USUALLY MORE PRONOUNCED FOR LOWER-RATED COMPANIES. ANALYZING CREDIT SPREADS PROVIDES A CLEAR SNAPSHOT OF THE
MARKET'S CURRENT ASSESSMENT OF CREDIT RISK FOR DIFFERENT ISSUERS AND THE MARKET AS A WHOLE.

CoMpPANY FINANCIAL HEALTH AND PERFORMANCE

THE FINANCIAL STRENGTH OF A CORPORATION IS A DIRECT DETERMINANT OF ITS CREDIT RISK. COMPANIES WITH STRONG BALANCE
SHEETS, CONSISTENT PROFITABILITY, HEALTHY CASH FLOW, AND LOW LEVELS OF DEBT ARE VIEWED AS LESS RISKY BORROWERS.
INVESTORS WILL THEREFORE DEMAND A LOWER YIELD ON THEIR BONDS. CONVERSELY, COMPANIES BURDENED BY HIGH DEBT,
DECLINING REVENUES, WEAK PROFITABILITY, OR POOR CASH FLOW GENERATION ARE CONSIDERED RISKIER. To ATTRACT
INVESTORS, THESE COMPANIES MUST OFFER HIGHER YIELDS TO COMPENSATE FOR THE INCREASED PROBABILITY OF FINANCIAL
DISTRESS OR DEFAULT.

KEY FINANCIAL METRICS THAT INVESTORS SCRUTINIZE INCLUDE DEBT-TO-EQUITY RATIOS, INTEREST COVERAGE RATIOS, PROFIT
MARGINS, AND FREE CASH FLOW. A COMPANY'S ABILITY TO SERVICE ITS EXISTING DEBT OBLIGATIONS AND FUND ITS OPERATIONS
IS PARAMOUNT. [F A COMPANY IS CONSISTENTLY STRUGGLING TO MEET ITS INTEREST PAYMENTS OR IS RELYING HEAVILY ON NEW
DEBT TO PAY OFF OLD DEBT, INVESTORS WILL DEMAND A HIGHER YIELD TO REFLECT THIS PRECARIOUS FINANCIAL POSITION.
POSITIVE EARNINGS SURPRISES, SUCCESSFUL PRODUCT LAUNCHES, OR STRATEGIC ACQUISITIONS THAT BOLSTER FINANCIAL
HEALTH CAN LEAD TO CREDIT SPREAD TIGHTENING AND LOWER YIELDS, WHILE NEGATIVE NEWS CAN HAVE THE OPPOSITE EFFECT.

INDUSTRY TRENDS AND SECTOR-SPECIFIC RISKkS

THE INDUSTRY IN WHICH A COMPANY OPERATES SIGNIFICANTLY IMPACTS ITS BOND YIELDS. SOME SECTORS ARE INHERENTLY MORE
CYCLICAL AND VOLATILE THAN OTHERS. FOR INSTANCE, COMPANIES IN THE TECHNOLOGY SECTOR MIGHT EXPERIENCE RAPID
GROWTH BUT ALSO FACE THE RISK OF OBSOLESCENCE OR INTENSE COMPETITION, LEADING TO POTENTIALLY HIGHER YIELDS
COMPARED TO STABLE UTILITY COMPANIES. CONVERSELY, SECTORS LIKE HEALTHCARE OR CONSUMER STAPLES ARE OFTEN
CONSIDERED DEFENSIVE, MEANING THEY TEND TO PERFORM RELATIVELY WELL EVEN DURING ECONOMIC DOWNTURNS, LEADING TO
LOWER YIELDS FOR COMPANIES WITHIN THESE INDUSTRIES.

MOREOVER/ SECTOR-SPECIFIC REGULATIONS, TECHNOLOGICAL DISRUPTIONS, OR SHIFTS IN CONSUMER PREFERENCES CAN
INTRODUCE UNIQUE RISKS. A COMPANY IN AN INDUSTRY FACING SIGNIFICANT REGULATORY HEADWINDS OR THE THREAT OF
DISRUPTIVE INNOVATION WILL LIKELY SEE ITS BONDS TRADE AT HIGHER YIELDS TO REFLECT THESE ELEVATED RISKS. INVESTORS
OFTEN ANALYZE INDUSTRY OUTLOOKS AND COMPETITIVE LANDSCAPES TO ASSESS THE LONG-TERM VIABILITY AND RISK PROFILE
OF COMPANIES WITHIN THOSE SECTORS. FOR EXAMPLE, COMPANIES IN THE FOSSIL FUEL INDUSTRY MIGHT FACE INCREASING YIELDS
DUE TO GROWING ENVIRONMENTAL CONCERNS AND THE TRANSITION TO RENEW ABLE ENERGY SOURCES.

MARKET SENTIMENT AND INVESTOR DEMAND

THE COLLECTIVE MOOD AND DEMAND FROM INVESTORS CAN ALSO SWAY CORPORATE BOND YIELDS, OFTEN INDEPENDENT OF
FUNDAMENTAL ECONOMIC OR COMPANY-SPECIFIC FACTORS. THIS IS WHERE THE PSYCHOLOGY OF THE MARKET COMES INTO PLAY,
SOMETIMES DRIVING YIELDS TO LEVELS THAT DON'T IMMEDIATELY SEEM JUSTIFIED BY THE UNDERLYING FUNDAMENTALS.



LiQuUIDITY AND MARKETABILITY OF BONDS

LIQUIDITY REFERS TO HOW EASILY A BOND CAN BE BOUGHT OR SOLD IN THE MARKET WITHOUT SIGNIFICANTLY AFFECTING ITS
PRICE. BONDS THAT ARE HIGHLY LIQUID, MEANING THERE ARE MANY BUYERS AND SELLERS AND A LARGE TRADING VOLUME, ARE
GENERALLY MORE ATTRACTIVE TO INVESTORS. THIS EASE OF TRADING REDUCES THE RISK OF BEING 'STUCK” WITH A BOND THAT
NEEDS TO BE SOLD QUICKLY AT A DISCOUNT. CONSEQUENTLY, HIGHLY LIQUID CORPORATE BONDS TEND TO TRADE AT SLIGHTLY
LOWER YIELDS COMPARED TO ILLIQUID BONDS, WHERE INVESTORS DEMAND A PREMIUM FOR THE DIFFICULTY THEY MIGHT FACE IN
EXITING THEIR POSITION.

THE SIZE OF A BOND ISSUANCE IS A KEY FACTOR IN ITS LIQUIDITY. LARGER ISSUANCES TYPICALLY HAVE MORE TRADING
ACTIVITY. SIMILARLY, BONDS FROM WELL-KNOWN, FREQUENTLY TRADED COMPANIES ARE GENERALLY MORE LIQUID THAN THOSE
FROM SMALLER, LESS-ESTABLISHED ENTITIES. \W/HEN MARKET LIQUIDITY DRIES UP, WHICH CAN HAPPEN DURING TIMES OF FINANCIAL
STRESS, EVEN NORMALLY LIQUID BONDS CAN BECOME MORE DIFFICULT TO TRADE, LEADING TO WIDER BID-ASK SPREADS AND
POTENTIALLY HIGHER YIELDS AS SELLERS MAY NEED TO ACCEPT LOWER PRICES TO FIND BUYERS. INVESTORS VALUE THE ABILITY
TO ENTER AND EXIT POSITIONS EFFICIENTLY, AND ILLIQUIDITY COMES AT A PRICE.

SupPLY AND DEMAND DYNAMICS IN THE CORPORATE BOND MARKET

LIKE ANY MARKET, THE PRICE AND YIELD OF CORPORATE BONDS ARE FUNDAMENTALLY DRIVEN BY SUPPLY AND DEMAND. W/ HEN
THERE IS HIGH DEMAND FOR CORPORATE BONDS AND LIMITED SUPPLY, PRICES WILL RISE, AND YIELDS WILL FALL. CONVERSELY, IF
THERE IS AN ABUNDANCE OF NEWW CORPORATE DEBT BEING ISSUED (HIGH SUPPLY) AND RELATIVELY LOW INVESTOR APPETITE
(LO\)V DEMAND), PRICES WILL FALL, AND YIELDS WILL RISE. THIS SIMPLE ECONOMIC PRINCIPLE UNDERPINS MUCH OF THE DAY-TO-
DAY VOLATILITY IN BOND YIELDS.

FACTORS INFLUENCING DEMAND INCLUDE INVESTOR SENTIMENT, THE AVAILABILITY OF ALTERNATIVE INVESTMENT OPPORTUNITIES
(LIKE STOCKS OR OTHER FIXED~INCOME INSTRUMENTS)/ AND THE OVERALL ECONOMIC OUTLOOK. HIGH DEMAND CAN COME FROM
INSTITUTIONAL INVESTORS LOOKING FOR INCOME, PENSION FUNDS SEEKING LONG-TERM STABILITY, OR EVEN RETAIL INVESTORS
LOOKING FOR YIELD IN A LOW-INTEREST-RATE ENVIRONMENT. SUPPLY, ON THE OTHER HAND, IS INFLUENCED BY THE FINANCING
NEEDS OF CORPORATIONS. COMPANIES ISSUE BONDS TO FUND OPERATIONS, EXPANSION, ACQUISITIONS, OR TO REFINANCE
EXISTING DEBT. A SURGE IN CORPORATE ACTIVITY REQUIRING SIGNIFICANT CAPITAL CAN LEAD TO INCREASED BOND ISSUANCE,
POTENTIALLY PUSHING YIELDS HIGHER IF DEMAND DOESN'T KEEP PACE.

GeopoLITICAL EVENTS AND GLOBAL EconoMIc SHOCks

THE INTERCONNECTED NATURE OF THE GLOBAL ECONOMY MEANS THAT GEOPOLITICAL EVENTS AND UNFORESEEN ECONOMIC
SHOCKS CAN HAVE A SIGNIFICANT IMPACT ON CORPORATE BOND YIELDS. MAJOR EVENTS LIKE WARS, POLITICAL INSTABILITY IN
KEY REGIONS, PANDEMICS, OR NATURAL DISASTERS CAN INJECT A HIGH DEGREE OF UNCERTAINTY INTO THE MARKET. THIS
UNCERTAINTY OFTEN LEADS TO INCREASED RISK AVERSION AMONG INVESTORS, CAUSING THEM TO SEEK SAFER ASSETS AND
DRIVING UP THE YIELDS ON RISKIER CORPORATE BONDS.

THESE EVENTS CAN DISRUPT SUPPLY CHAINS, IMPACT COMMODITY PRICES, AFFECT CONSUMER SPENDING, AND ALTER GLOBAL
TRADE PATTERNS, ALL OF WHICH CAN HAVE DIRECT AND INDIRECT CONSEQUENCES FOR CORPORATE PROFITABILITY AND
CREDITWORTHINESS. FOR EXAMPLE, A TRADE WAR BETWEEN MAJOR ECONOMIES CAN NEGATIVELY IMPACT COMPANIES RELIANT ON
INTERNATIONAL TRADE, INCREASING THEIR CREDIT RISK AND LEADING TO HIGHER BOND YIELDS. SIMILAELY, A GLOBAL HEALTH
CRISIS CAN LEAD TO WIDESPREAD ECONOMIC SHUTDOWNS, IMPACTING VIRTUALLY ALL SECTORS AND CAUSING A GENERAL
INCREASE IN CORPORATE BOND YIELDS DUE TO HEIGHTENED UNCERTAINTY AND CREDIT CONCERNS. INVESTORS MUST REMAIN
VIGILANT TO THESE EXTERNAL SHOCKS, AS THEY CAN RAPIDLY ALTER THE RISK LANDSCAPE FOR CORPORATE DEBT.

THE INTERPLAY OF THESE NUMEROUS DRIVERS—MACROECONOMIC TRENDS, MONETARY POLICY, INFLATION EXPECTATIONS,
CORPORATE CREDITWORTHINESS, INDUSTRY DYNAMICS, MARKET SENTIMENT, AND GLOBAL EVENTS—CREATES A COMPLEX AND
CONSTANTLY EVOLVING ENVIRONMENT FOR CORPORATE BOND YIELDS. UNDERSTANDING THESE FORCES IS NOT JUST ABOUT
PREDICTING FUTURE RETURNS;, IT'S ABOUT APPRECIATING THE INTRICATE MECHANISMS THAT UNDERPIN THE GLOBAL FINANCIAL
SYSTEM AND HOW THEY AFFECT THE COST OF CAPITAL FOR BUSINESSES WORLDWIDE. FOR ANY INVESTOR, A THOROUGH GRASP
OF THESE CORPORATE BOND YIELDS DRIVERS IS ESSENTIAL FOR BUILDING RESILIENT PORTFOLIOS AND NAVIGATING THE INHERENT
RISKS AND OPPORTUNITIES WITHIN THE FIXED-INCOME MARKET.



FREQUENTLY AskeD QUESTIONS

QI \WHAT IS THE MOST SIGNIFICANT DRIVER OF CORPORATE BOND YIELDS?

A: WHILE MANY FACTORS INFLUENCE CORPORATE BOND YIELDS, THE PREVAILING INTEREST RATE ENVIRONMENT SET BY CENTRAL
BANKS AND INFLATION EXPECTATIONS ARE OFTEN CONSIDERED THE MOST SIGNIFICANT OVERARCHING DRIVERS. THESE ELEMENTS
ESTABLISH THE BASELINE COST OF BORROWING AND THE EXPECTED EROSION OF PURCHASING POWER, WHICH THEN INFLUENCES
ALL OTHER YIELD COMPONENTS.

Q: How DOES A COMPANY’S CREDIT RATING AFFECT ITS BOND YIELDS?

A: A COMPANY’S CREDIT RATING DIRECTLY IMPACTS ITS BOND YIELDS THROUGH CREDIT SPREADS. HIGHER-RATED COMPANIES
(E.G., INVESTMENT GRADE) ARE PERCEIVED AS LESS RISKY AND THEREFORE HAVE LOWER CREDIT SPREADS, RESULTING IN LOWER
BOND YIELDS. CONVERSELY, LOWER-RATED COMPANIES (E.G., HIGH-YIELD OR JUNK BONDS) ARE SEEN AS RISKIER AND MUST OFFER
HIGHER YIELDS TO COMPENSATE INVESTORS FOR THAT ELEVATED RISK.

Q: WHAT IS THE DIFFERENCE BETWEEN YIELD AND COUPON RATE ON A CORPORATE
BOND?

A: THE COUPON RATE IS THE FIXED ANNUAL INTEREST RATE PAID BY THE BOND ISSUER, EXPRESSED AS A PERCENTAGE OF THE
BOND'S FACE VALUE. THE YIELD, HOWEVER, IS THE ACTUAL RETURN AN INVESTOR RECEIVES, TAKING INTO ACCOUNT THE BOND'S
MARKET PRICE, COUPON RATE, AND TIME TO MATURITY. YIELD FLUCTUATES AS THE BOND'S MARKET PRICE CHANGES, WHILE THE
COUPON RATE REMAINS FIXED.

QI How DOES THE OVERALL ECONOMIC GROWTH AFFECT CORPORATE BOND YIELDS?

A: STRONG ECONOMIC GROWTH GENERALLY LEADS TO LOWER CORPORATE BOND YIELDS BECAUSE COMPANIES ARE MORE
PROFITABLE AND LESS LIKELY TO DEFAULT. CONVERSELY, DURING PERIODS OF ECONOMIC SLOWDOWN OR RECESSION, THE RISK OF
DEFAULT INCREASES, LEADING INVESTORS TO DEMAND HIGHER YIELDS AS COMPENSATION FOR THE INCREASED CREDIT RISK.

QI \WHAT ROLE DOES MARKET LIQUIDITY PLAY IN CORPORATE BOND YIELDS?

A: HIGHER MARKET LIQUIDITY GENERALLY LEADS TO LOWER BOND YIELDS. INVESTORS ARE WILLING TO ACCEPT A SLIGHTLY
LOWER RETURN ON BONDS THAT ARE EASILY TRADED BECAUSE THEY CAN ENTER OR EXIT THEIR POSITIONS QUICKLY WITHOUT
SIGNIFICANTLY IMPACTING THE PRICE. |LLIQUID BONDS REQUIRE INVESTORS TO DEMAND A YIELD PREMIUM TO COMPENSATE FOR
THE DIFFICULTY AND POTENTIAL COST OF SELLING THEM.

QI CAN GEOPOLITICAL EVENTS CAUSE CORPORATE BOND YIELDS TO SPIKE?

A: YES/ SIGNIFICANT GEOPOLITICAL EVENTS CAN CAUSE CORPORATE BOND YIELDS TO SPIKE. |HESE EVENTS OFTEN INJECT
UNCERTAINTY AND INCREASE RISK AVERSION AMONG INVESTORS, LEADING THEM TO DEMAND HIGHER YIELDS ON CORPORATE DEBT
TO COMPENSATE FOR THE PERCEIVED INCREASE IN RISK AND POTENTIAL ECONOMIC DISRUPTION.

QI \WHAT IS THE RELATIONSHIP BETWEEN INFLATION AND CORPORATE BOND YIELDS?

A: THERE IS A DIRECT RELATIONSHIP BETWEEN INFLATION AND CORPORATE BOND YIELDS. AS INFLATION EXPECTATIONS RISE,
INVESTORS DEMAND HIGHER YIELDS ON THEIR BONDS TO MAINTAIN THE REAL VALUE OF THEIR INVESTMENT AND PURCHASING
POWER. CONVERSELY, LOW INFLATION EXPECTATIONS TEND TO PUSH BOND YIELDS LOWER.
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