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 Outlook: Slight spread narrowing expected 
 
After the shock caused by US trade policy at the beginning of April, HY spreads 
narrowed steadily in the course of 2025 and are currently at the levels seen 
before “Liberation Day.” This trend was supported by the subsequent 
provisional reduction in tariffs and the start of negotiations, as well as by the 
ECB's key interest rate cuts in the first half of the year. However, it remains to 
be seen whether the uncertainty caused by US trade policy has completely 
subsided. 
 
Despite market turbulence, the HY segment significantly outperformed both 
the IG segment and the German Bund index with a performance of +5% in 
2025. In 2026, we consider a performance in line with current average HY 
yields or slightly above to be realistic. Although the HY spread level is currently 
relatively low and the cycle of key interest rate cuts has ended, eliminating this 
positive influencing factor, we expect HY spreads to decline slightly in 2026. 
Apart from the progress of US trade talks, spread development in the medium 
term will depend on economic developments. We expect solid economic 
growth in the eurozone of +1.1% in 2026 (2025e: +1.4%). Support is likely to 
come from the substantial EU-level spending packages for defense and 
infrastructure in Germany. These should have a positive impact on the credit 
profiles of HY companies. 
 
The fundamentals of HY companies and key credit metrics have improved 
slightly recently, partly due to lower (re)financing costs. However, these will 
only decline slowly in 2026 because the cycle of interest rate cuts has already 
ended. A positive factor for spreads is that refinancing requirements in the HY 
segment will be relatively low over the next two years. This is because 
companies already took advantage of the more favorable conditions on the 
primary market during the years of extremely low interest rates and were thus 
able to successfully extend the maturity profiles of their financial liabilities. 
 
Despite the increase in the default rate during the last six months of 2025, 
Moody's assumes in its baseline scenario that it will decline again from 
February 2026 and reach 2.4% at the end of November 2026. 
 
Within the HY rating categories, we continue to recommend BB bonds. These 
have the strongest credit metrics. However, if geopolitical risks intensify, 
increased spread volatility is to be expected. 
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Good performance despite market turbulence 
 
After the financial markets started 2025 with confidence, sentiment 
deteriorated rapidly in March. The reason for this was a profound change in 
US President Trump's trade policy, which triggered growing fears of recession 
in the US and led to increased nervousness on the financial markets. This was 
followed by announcements of massive US tariffs on Liberation Day (including 
US-China escalation and US-EZ reciprocal tariffs). In this environment, credit 
spreads rose sharply in March until around mid-April, particularly in the 
weaker rating categories, but starting from relatively low levels. In the HY 
segment, risk premiums widened by +170 basis points during this period. 
 
Issues such as France's rating downgrade as a result of the government crisis 
and growing doubts about AI-driven high valuations in the US IT sector only 
had a temporary impact on credit spreads in the second half of the year. 
Ultimately, they narrowed again steadily and are currently at the levels seen 
before “Liberation Day.” The decisive factors here were the ECB's key interest 
rate cuts in the first half of the year and the positive development of corporate 
fundamentals. 
 
 

 
 
 All broader corporate indices generated higher returns than German 
government bonds in 2025. Specifically, the EUR HY Index significantly 
outperformed both the IG Index and the German Bund Index with a 
performance of +5%. 
 
  

Spreads currently at “Pre-Liberation Day” levels 
Historical development of credit spreads, in bps 

HY segment significantly outperforms German 
government bonds and IG segment 
Total returns in % 

 

 
 

 
 

Source: Markit, Erste Group Research (own calculations)  
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Stable fundamentals 
 
The economic stimulus packages at EU level and in Germany are likely to have 
a positive impact on the credit profiles of HY companies. From today's 
perspective, the consensus is that the aggregate earnings of European 
Stoxx600 companies will improve steadily from the first quarter of 2026 
onwards, with a significant increase in earnings of just under +8% y/y 
expected in Q3/26. 
 
The drastic key interest rate hikes from Q3/22 to Q3/23 and rising 
government bond yields significantly increased financing costs. However, 
most companies were able to demonstrate flexibility through cash and 
working capital management. On a positive note, refinancing costs have fallen 
steadily since the ECB eased its monetary policy in June 2024. 
 
 

 
 
 The average yield level of the EUR HY index has fallen from its peak in 
September 2022 (9%) to 5.5%, but remains high by historical comparison. 
Currently, newly issued HY corporate bonds have an average yield that is only 
about 40 basis points higher than the average coupon of outstanding 
corporate bonds with HY ratings. 
 
The forward-looking raising of long-term, low-interest debt in years with 
extremely low interest rates prevented a significant deterioration in the 
interest coverage ratio, the ratio of operating profit to interest expense that is 
important for ratings. Although the interest coverage ratio has been on a 
downward trend since interest rates began to rise (in July 2022), it has 
stabilized in recent quarters despite the still relatively high level of refinancing 
costs and a slow economic recovery. In Q3/25, the interest coverage ratio 
rose to 4.9x, which is the second-highest level since Q3/23. At the same time, 
however, there is still room for improvement compared to the 5-year average 

(Re)financing costs have become cheaper 
Ø-EUR-HY-Yield vs. Ø-Coupon outstanding HY bonds 

 
Source: Markit, Erste Group Research (own calculations) 
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of 6.2x. Within the HY rating categories, the BB segment has by far the best 
credit metrics. 
 
 

 
 
We believe that a further decline in refinancing costs (the difference between 
yields and coupons) is likely to be limited in the course of 2026. This is 
because the cycle of interest rate cuts should already be over. The 
significantly reduced downside risks for the European economy due to the 
rapprochement between the US and the EU in August 2025 and the low 
inflation rate (below 2%) indicate that the ECB will leave key interest rates 
unchanged for an extended period, as it has done since June 2025. At the last 
central bank meeting on December 18, 2025, the key deposit rate was left 
unchanged at 2%, as expected. Both inflation and growth forecasts were 
revised slightly upward compared to September 2025. ECB President Lagarde 
emphasized that economic development in the eurozone was solid. 
 
 
  

Interest coverage improved, debt repayment term stable 
HY segment: Historical development of key figures 

BB segment with the highest interest coverage 
Interest coverage by HY rating categories 

 
 

 
 

Source: Bloomberg, Erste Group Research (own calculations)  
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Primary market momentum to continue in 2026 
 
The EUR HY primary market volume (including unrated bonds, crossovers, and 
real estate) of non-financial companies has been recovering steadily since 
2022, when issuance activity almost came to a standstill with the outbreak of 
the war in Ukraine and its consequences (including the energy crisis and the 
exacerbation of supply chain problems). While bonds worth only EUR 43bn 
were placed by HY issuers in 2022, the issuance volume increased several 
times over by 2025. In 2025, approximately 1,200 HY bonds with a total 
value of EUR 166bn were issued. Compared to 2024, this represents an 
increase of +26.7% year-on-year and compared to 2022, an increase of more 
than +285%. 
 
The HY share of total issuance (EUR IG + EUR HY) has risen steadily since 
2022. Historically, it was high in 2025 at around 29%, well above the long-
term average of around 25%. 
 
 One positive factor for spreads is that refinancing requirements in the HY 
segment will be relatively low over the next two years, at around EUR 17 
billion and EUR 26 billion respectively. This is because companies already took 
advantage of the more favorable conditions on the primary market during the 
years of extremely low interest rates and were thus able to successfully 
extend the maturity profiles of their financial liabilities. Nevertheless, we 
expect the momentum of recent years on the primary market to continue in 
2026. Several factors support this view. First, Moody's expects M&A and 
leveraged buyout (LBO) activity to accelerate in 2026. Second, the trend 
toward opportunistic transactions is likely to continue, driven by maturities in 
2028–2030 and the pull-forward effect. This is because the market 
environment is currently characterized by relatively low financing costs and 
credit spreads. In addition, investor demand for corporate bonds is high. In 
2025, for example, newly issued HY bonds were oversubscribed by an 
average of almost three times (2024: 2.5x). 
 
 

Increased refinancing requirements not expected until 
2028 
HY issuance volume in EUR bn 
 

Cyclical consumer goods will have by far the highest 
refinancing requirements over the next five years 
5-year share of HY maturity volume by sector, in % 
 

 
 

 
 

Source: Market data providers, Erste Group Research (own calculations)  
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The ESG trend in the high-yield segment has gained momentum in recent 
years. The strongest year for ESG issuance to date has been 2021, when 
more than 130 ESG-related high-yield corporate bonds with a total value of 
EUR 41bn were placed. Although 2025 was significantly weaker, with an ESG 
issuance volume of EUR 21bn, this was still well above the long-term average 
of around EUR 14bn. 
 
 

 
 
The most common types of ESG bonds are green bonds and sustainability-
linked bonds, which together accounted for the majority of new HY ESG-
issues. Most ESG bonds in 2025 had a minimum denomination of 
EUR 100,000 or more and were therefore aimed at institutional investors. 
 
As in previous years, utilities (36% of the HY ESG-issuance volume), followed 
by industrials (26%) and cyclical consumer goods (13%), were the most 
active sectors on the ESG HY-primary market. 
 
 
 
 
 
  

Higher ESG HY share over the last five years 
Historical development of ESG HY-issuance volume 
 

 
 
Source: Market data providers, Erste Group Research (own calculations) 
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Declining default rate in 2026, risks remain 
 
The positive development of European companies' fundamentals is reflected 
in the rating trend. According to our research, Moody's downgraded the 
ratings of around 160 high-yield issuers in 2025, the lowest number since the 
start of the war in Ukraine. Compared to 2024, this represents a decrease of 
23%, and compared to the pandemic year of 2020, when over 390 
companies were downgraded, it represents a decrease of as much as 60%. 
 
 Although the environment in 2025 was marked by geopolitical tensions, 
caused primarily by the erratic US tariff policy under President Trump, the 
positive momentum among “rising stars” (companies whose credit ratings 
were upgraded from high yield to investment grade) continued. Over the year 
as a whole, the ratings of 65 HY issuers, the highest number since 2019, 
returned to investment grade (at least BBB-). At the same time, the number of 
“fallen angels” (companies whose credit rating has been downgraded from 
investment grade to high yield) remained at its lowest level since 2019, with 
only seven negative adjustments in 2025. 
 
 

 
 
The tariff issue will continue to affect capital markets in 2026. However, 
according to Bloomberg, European companies have mentioned the tariff issue 
less frequently in their earnings presentations and conference calls since 
Q1/25. This is because European non-financial companies are less affected 
by US tariffs than companies in North America and Latin America. According 
to an analysis by Moody's1, tariffs pose a higher risk for approximately 10% of 
the 900 EMEA2-rated companies, compared to 18% in North America and 
14% in Latin America. These companies tend to have weaker ratings and are 

 
1 “EMEA companies only moderately exposed to US tariff risks, limiting credit effect” 
2 Companies from Europe, the Middle East, and Africa 

 

HY Up/Down Ratio in the good mid-range 
Number of company downgrades or upgrades 

Positive trend continues for “Rising Stars” 
Number of “Fallen Angels” or “Rising Stars” 
 

 
 

 
 

Source: Market data providers, Erste Group Research (own calculations)  
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therefore more affected by a possible deterioration in financing conditions on 
the capital market. 
 
The default rate among speculative-grade European corporate bond issuers 
has been on a slight upward trend since June 2025, according to current 
statistics from Moody's. In November 2025, five companies from the EMEA 
region were unable to meet their payment obligations. In 2025 as a whole (up 
to and including November), the figure was 31 (+40% y/y). Most defaults 
came from the chemicals, plastics and rubber, healthcare, and 
pharmaceuticals sectors. The speculative default rate rose to 3.9% in 
November, 1.3 percentage points higher than in June 2025 and only slightly 
above the long-term average of 3.3%. 
 
 

 
 
Despite the rise in the default rate over the last six months, Moody's assumes 
in its baseline scenario that it will fall again from February 2026 and reach 
2.4% at the end of November 2026. While credit conditions remain largely 
stable, a possible escalation of tariffs between the US and China and 
geopolitical tensions could weigh on the default rate. In this case, economic 
performance would suffer, and so would corporate cash flows. If market 
volatility increases, access to the capital market would become more difficult 
for financially weaker issuers. 
 
  

HY default rate expected to decline in 2026 
Historical development of the speculative default rate in Europe 

 
 
Source: Moody‘s, Erste Group Research (own calculations) 
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Outlook 
 
We believe that performance in line with current average high-yield yields or 
slightly above is realistic for 2026. Although the high-yield spread level is 
currently relatively low and the cycle of key interest rate cuts has ended, 
thereby eliminating this positive influencing factor, we anticipate a slight 
decline in high-yield spreads for 2026. Apart from the progress of US trade 
talks, spread development in the medium term depends on economic 
developments. The eurozone economy proved surprisingly resilient in the 
second half of the year, recording solid growth of +0.3% Q/Q in Q3 2025. Key 
sentiment indicators (including the EZ Purchasing Managers' Index and the 
German ifo Index) continued to weaken slightly in December, but have been 
on an upward trend for around a year. We expect solid economic growth in the 
eurozone of +1.1% in 2026 (2025e: +1.4%). Support is likely to come from 
the substantial spending packages at EU level for defense (the EUR 800bn 
“Readiness 2030” Europe program) and infrastructure in Germany 
(EUR 500bn). 
 
Within the HY-rating categories, we continue to recommend BB-bonds. These 
have the strongest credit metrics. However, if geopolitical risks escalate, 
increased spread volatility is to be expected. 
 

  

2026: Slightly declining HY spreads 
expected; recommendation 
remains BB-bonds 
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Michael Marschallinger, CFA® +43 (0)5 0100 17906 
Nora Varga-Nagy, CFA® (Telecom) +43 (0)5 0100 17416 
Christoph Schultes, MBA, CIIA® (Real Estate) +43 (0)5 0100 11523 
Thomas Unger, CFA® (Banks, Insurance) +43 (0)5 0100 17344 
Vladimira Urbankova, MBA (Pharma) +43 (0)5 0100 17343 
Martina Valenta, MBA +43 (0)5 0100 11913 
 
Croatia/Serbia 
Mladen Dodig (Head) +381 11 22 09178 
Magdalena Basic +385 99 237 1407 
Ivan Lisec +385 99 237 2012 
Boris Pevalek, CFA® +385 99 237 2201 
Marko Plastic +385 99 237 5191 
Davor Spoljar, CFA® +385 72 37 2825 
 
Czech Republic 
Petr Bartek (Head, Utilities) +420 956 765 227 
Jan Bystřický  +420 956 765 218 
 
Hungary 
József Miró (Head) +361 235 5131 
András Nagy +361 235 5132 
Tamás Pletser, CFA® (Oil & Gas) +361 235 5135 
 
Poland 
Cezary Bernatek (Head) +48 22 257 5751 
Piotr Bogusz +48 22 257 5755 
Łukasz Jańczak +48 22 257 5754 
Jakub Szkopek +48 22 257 5753 
Krzysztof Tkocz +48 22 257 5752 
 
Romania 
Caius Rapanu +40 3735 10441  
Liviu-Mihai Bogdan  +40 799 841 371 
 
 

Group Markets 
 
Head of Group Markets 
Oswald Huber +43 (0)5 0100 84901 
 
Group Markets Retail and Agency Business 
Head: Martin Langer +43 (0)5 0100 11313 
 
Markets Retail Sales AT 
Head: Markus Kaller +43 (0)5 0100 84239 
Group Markets Execution 
Head: Kurt Gerhold +43 (0)5 0100 84232 
Retail & Sparkassen Sales 
Head: Uwe Kolar +43 (0)5 0100 83214 
Markets Retail Sales & PM SK 
Monika Pálová +421 911 891 098 
Markets Retail Sales HUN 
Head: Peter Kishazi +36 1 23 55 853 
Markets Retail Sales CZ 
Head: Martin Vlcek +420 956 765 374 
Markets Retail Sales & PM CRO 
Head: Neven Radaković +385 (0)72 37 1385 
Head: Tamas Nagy +385 (0)72 37 2461 
Markets Retail Sales & PM RO 
Head: Laura Hexan +40 7852 47110 
 

 
GM Retail Products &Business Development 
Head: Michael Tröthann +43 (0)50100 11303 
 
Group Treasury Markets 
Head: Valentin Popovici +43 (0)5 0100 85882 
 
MM Trading 
Head: Arsen Milasinovic +43 (0)5 0100 84340 
 
Collateral Trading, Management and Optimization 
Head: Danijela Lukic  +43 (0)5 0100 84983 
 
Interest Rates and FX Options Trading 
Head: Martin Sramko +43 (0)5 0100 84924 
 
FX Trading & Corporate Treasury Sales 
Head: Valentin Popovici +43 (0)5 0100 85882 
 
E-FX Trading 
Head: Helmut Kroboth +43 (0)5 0100 84652 
 
CEE FX Trading 
Head: Juraj Zabadal +420 224 995 553 
 
Markets Corporate Sales AT 
Head: Martina Kranzl-Carvell +43 (0)5 0100 84147 
 
Markets Corporate Sales HUN 
Head: Adam Farago +361 237 8202 
 
Markets Corporate Sales CRO 
Head: Neven Radaković +385 (0)72 37 1385 
 
Markets Corporate Sales CZ 
Head: Tomas Picek +420 224 995 511 
 
Markets Corporate Sales RO 
Head: Bogdan Ionut Cozma +40 731 680 257 
 
Markets Corporate Sales SK 
Head: Lubomir Hladik +421 2 4862 5622 
 
Group Securities Markets 
Head: Thomas Einramhof +43 (0)50100 84432 
 
Institutional Distribution Core 
Head: Jürgen Niemeier +49 (0)30 8105800 5503 
 
Institutional Distribution CEE & Insti AM CZ 
Head: Antun Burić  +385 72 37 2439 
 
Institutional Distribution DACH+ 
Head: Marc Friebertshäuser +49 (0)711 810400 5540 
 
Institutional Asset Management CZ 
Head: Petr Holeček +420 956 765 453 
 
Group Institutional Equity Sales 
Head: Michal Řízek +420 224 995 537 
Werner Fürst +43 (0)50100 83121 
Viktoria Kubalcova +43 (0)5 0100 83124 
Thomas Schneidhofer +43 (0)5 0100 83120 
Oliver Schuster +43 (0)5 0100 83119 
Czech Republic 
Head: Michal Řízek +420 224 995 537 
Jakub Brukner +420 731 423 294 
Martin Havlan +420 224 995 551 
Pavel Krabička +420 224 995 411 
Poland 
Head: Jacek Jakub Langer +48 22 257 5711 
Tomasz Galanciak +48 22 257 5715 
Maciej Senderek +48 22 257 5713 
Wojciech Wysocki +48 22 257 5714 
Przemyslaw Nowosad +48 22 257 5712 
Croatia 
Matija Tkaličanac +385 72 37 21 14 
Hungary 
Nandori Levente + 36 1 23 55 141 
Krisztian Kandik + 36 1 23 55 162 
Balasz Zankay + 36 1 23 55 156 
Romania 
Adrian Barbu +40 7305 18635 
 
Group Fixed Income Securities Markets 
Head: Goran Hoblaj +43 (0)50100 84403 
 
Fixed Income Flow Sales 
Head: Goran Hoblaj +43 (0)5 0100 84403 
Bernd Thaler +43 (0)5 0100 84119 
 
Group Fixed Income Securities Trading 
Head: Goran Hoblaj +43 (0)50100 84403 
Credit Trading 
Head: Christoph Fischer-Antze +43 (0)50100 84332 
CEE Rates Trading 
Head: Peter Provotiak +420 224 995 512 
Euro Government Bonds Trading 
Head: Gottfried Ziniel +43 (0)50100 84333 
 
Group Equity Trading & Structuring 
Head: Ronald Nemec +43 (0)50100 83011 
 
Group Markets Financial Institutions 
Manfred Neuwirth +43 (0)50100 84250 
 
Group Financial Institutions 
Head: Christina Linzer +43 (0)50100 13049 
 
Group Non-Bank Financial Institutions 
Head: Michael Aschauer +43 (0)50100 14090 
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Disclaimer 
 

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated 
subsidiaries "Erste Group") independently and objectively as general information. This publication serves interested investors as 
additional source of information and provides general information, information about product features or macroeconomic information 
without emphasizing product selling marketing statements. 
This publication does not constitute a marketing communication pursuant to  Art. 36 (2) delegated Regulation (EU) 2017/565 as no 
direct buying incentives were included in this publication, which is of information character. This publication provides only other 
information without making any comment, value judgement or suggestion on its relevance to decisions, which an investor may make 
and is therefore also no recommendation. Thus, this publication does not constitute investment research pursuant to Art. 36 (1) 
delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to promote the 
independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination of investment 
research. The information only serves as non-binding and additional information and is based on the level of knowledge of the person 
in charge of drawing up the information on the respective date of its preparation. The content of the publication can be changed at 
any time without notice. 
This publication does not constitute or form part of, and should not be construed as, an offer, recommendation or invitation for a 
transaction in any financial instrument or connected financial instruments, and neither this publication nor anything contained herein 
shall form the basis of or be relied on in connection with or act as an inducement to enter into any contract or inclusion of a financial 
or connected financial instrument in a trading strategy. 
Information provided in this publication is based on publicly available sources which Erste Group considers as reliable, however, 
without verifying any such information by independent third persons. While all reasonable care has been taken to ensure that the 
facts stated herein are accurate and that the forecasts, opinions and expectations contained herein are fair and reasonable, Erste 
Group (including its representatives and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability 
for the up-to-dateness, completeness and correctness of the content of this publication. 
Erste Group may provide hyperlinks to websites of entities mentioned in this document, however the inclusion of a link does not 
imply that Erste Group endorses, recommends or approves any material on the linked page or accessible from it. 
Neither a company of Erste Group nor any of its respective managing directors, supervisory board members, executive board 
members, directors, officers of other employees shall be in any way liable for any costs, losses or damages (including subsequent 
damages, indirect damages and loss of profit) howsoever arising from the use of or reliance on this publication. 
Any opinion, estimate or projection expressed in this publication reflects the current judgment of the author(s) on the date of 
publication of this document and does not necessarily reflect the opinions of Erste Group. They are subject to change without prior 
notice. Erste Group has no obligation to update, modify or amend this publication or to otherwise notify a reader thereof in the event 
that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes 
inaccurate. 
The past performance of a financial or connected financial instrument is not indicative for future results. No assurance can be given 
that any financial instrument or connected financial instrument or issuer described herein would yield favorable investment results or 
that particular price levels may be reached. Forecasts in this publication are based on assumptions which are supported by objective 
data. However, the used forecasts are not indicative for future performance of financial instruments incl. connected financial 
instruments. 
Erste Group, principals or employees may have a long or short position or may transact in financial instrument(s) incl. connected 
financial instruments referred to herein or may trade in such financial instruments with other customers on a principal basis. Erste 
Group may act as a market maker in financial instruments, connected financial instruments or companies resp. issuers discussed 
herein and may also perform or seek to perform investment services for those companies resp. issuers. Erste Group may act upon or 
use the information or conclusion contained in this publication before it is distributed to other persons. 
This publication is subject to the copyright of Erste Group and may not be copied, distributed or partially or in total provided or 
transmitted to unauthorized recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing 
restrictions. 
 
Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European 
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any 
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Agencies Regulation. 
Interpretations and analysis of the current or future development of credit ratings are based upon existing credit rating documents 
only and shall not be considered as a credit rating itself. 
 
© Erste Group Bank AG 2026. All rights reserved. 
 
Published by: 
 
Erste Group Bank AG 
Group Research 
1100 Vienna, Austria, Am Belvedere 1 
Head Office: Wien 
Commercial Register No: FN 33209m 
Commercial Court of Vienna 
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