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U.S. economic growth is expected to slow this year, and the risk of a recession 
has certainly risen. While credit spreads have widened from historically tight 
levels, they are not flashing warning signs. Is this a buy-the-dip moment?

The 2025 GDP growth forecast, which 
began the year at ~2.7%, has declined 
to ~1.8%, far below the 3.2% and 2.5% 
growth rates from 2023 and 2024, 
respectively.1 Some forecasts are even 
calling for a recession starting as early as 
the third quarter of this year. The worse-
than-expected tariffs announced earlier 
this month (many of which have been 
temporarily reduced) have dampened 
growth expectations. Businesses have 
paused investment, and consumers have 
pulled forward spending due to heightened 
uncertainty and the expectation for higher 
prices in the future.

While a recession this year is not our 
base case, we expect growth will slow to 

below-trend levels. In this environment, 
spread sectors have historically delivered 
positive excess returns by outperforming 
Treasury bonds.

Credit: Positive relative returns, even 
with slowing growth

Credit spreads reflect lenders’ view of 
borrowers’ ability and willingness to repay 
debt. At a basic level, if growth remains 
positive, most borrowers will continue 
to pay their coupons, helping to drive 
bond returns. For example, even at zero 
real growth, investment grade credit has 
historically delivered a positive average 
excess return (Exhibit 1).

U.S. macro summary

Period Actual Estimate Previous Next release Voya’s view

U.S. GDP 4Q24 2.4%* 2.3% 3.1% 04/30/255 Tariffs will weigh on growth, but full year 2025 growth should 
remain positive. 

Nonfarm 
payrolls

March 228k 135k 117k 05/02/25 The labor market should continue to moderate, but given the labor shortage 
following Covid, companies will be less inclined to lay off employees in 
response to waning demand.

U.S. 
Unemployment

March 4.2% 4.1% 4.1% 05/02/25 Unemployment has ticked up slightly but remains low by historical 
standards. 

Wage growth3 March 0.3% 0.3% 0.2% 05/02/25 Wage growth should continue to decelerate as the labor market moderates.

Core PCE4 February 0.4% 0.3% 0.3% 04/30/25 In the near term, tariffs will likely result in higher goods inflation but be 
partially offset by easing services and shelter inflation. Longer term, 
inflation expectations remain well anchored.

As of 04/16/25. Source: Bloomberg, FactSet, Voya IM.
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Exhibit 1: Credit historically performs well, even when real 
GDP growth approaches zero
Average investment grade credit excess return by GDP growth bucket

As of 12/31/24. Source: Morgan Stanley. ICE BofA Corporate Index represents 
investment grade (IG) credit excess returns over the like-duration treasury bonds 
from 1948 through 2024.

Even though credit spreads have widened recently 
from near record-tight levels, they remain well below 
recessionary levels . Instead, we believe this spread 
reaction has been about repricing growth expectations, 
which doesn’t necessarily warn of an impending 
recession. Historically, spreads on investment grade 
corporate bonds widen to at least 160 basis points 
(bp) and high yield spreads gap north of 800 bp when 

flashing a recession warning. This year, investment 
grade has peaked at 119 bp while high yield has 
reached 453 bp, both of which are near or below the 
median spread levels for the past 25 years.2

A buy-the-dip opportunity?

Despite the wider spreads, fundamentals have 
remained resilient: Overall, U.S. corporations are 
entering the expected slowdown from a point of 
strength, which should help them weather the storm. 
Investment grade credit metrics look solid—revenue, 
operating profit (EBITDA), and margins are all at 
elevated levels; leverage is stable; and debt growth 
has been low. Management teams built financial 
stability by staying disciplined following the fears of 
an imminent recession in 2022. As a result, upgrades 
have outpaced downgrades and fallen angels have 
been minimal over the last few years. 

High yield fundamentals are also on solid footing, 
albeit less so than investment grade (as expected). Our 
base case is for modestly wider spreads and average 
defaults. In this case, return estimates are roughly 6.6% 
(Exhibit 2). We also modeled a breakeven scenario of 
delivering near zero returns. In this scenario, defaults 
would double and spreads would widen significantly. 
This analysis shows that current income shields returns 
even if the market turns more negative from here.

Exhibit 2: Current income shields returns if the market turns more negative
Base and breakeven return estimates for high yield bonds

As of 04/21/25. Source: Voya IM; Bloomberg; Estimated data using assumed spread duration of 4 years and modified duration to worst of 3.2 years. High yield represented 
by the Bloomberg U.S. High Yield Corporate 2% Issuer Cap Index. Past performance is no guarantee of future results. See disclosure for glossary of terms.
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Base Case of Modestly Wider Spreads  
and Average Defaults

If Spreads Move Notably Wider  
and Defaults Are 6%

Starting Yield 8.35% 8.35%

Spreads

Current OAS bps 413 413

Target OAS bps 475 690

Gain / Loss from Spread Change -2.50% -11.10%

Rates

Current 5-7YR Treasury YTM % 4.11% 4.11%

Target 5-7YR Treasury YTM % 3.50% 2.50%

Gain / Loss from Rate Change 1.95% 5.15%

Credit Loss

Estimated Default Rate (at par) 3% 6%

Current price of potential defaulters 80 80

Estimated Recovery Rate 40 40
Estimated Credit Loss -1.20% -2.40%

Total Return Estimate ~6.6% ~0%
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Sector outlooks

Investment grade corporates

 ■ IG spreads widened 7 bps in March as the late 
February risk off move continued. Rates traded in 
a wide range, supporting spreads at the highs, but 
ending at new YTD lows which hurt demand and 
inflows to end the month.

 ■ Overall fundamentals are in good shape for a 
potential slow down. The macro picture is less 
supportive, with activity slowing given uncertainty 
over tariffs. 

 ■ We’re keeping IG risk low into this move wider which 
we think will have legs, but plan to add incrementally 
as valuations improve.

High yield corporates 

 

300252 451

 ■ In our base case of an eventual policy pivot, we see 
spreads retracing to 300, whereas sustained policy 
upheaval would likely push OAS wide of 400. The 
sell-off of the last two months has pushed spreads 
to the middle of that range.

 ■ All-in yields are likely sufficient to attract capital, but 
equity market weakness creates a headwind for 
risk appetite.

 ■ If tariff tensions ease, spreads are likely to be tighter 
in the next six months, but the risk of negative 
sentiment in real activity is increasing and leaving the 
distribution of spread outcomes more balanced.

Senior loans 

380319 436

 ■ The overall carry should continue to boost 
performance on both a total return and excess 
return basis.

 ■ The share of loans priced at par or higher decreased 
last month, as did the total repricing volume and 
total supply.

 ■ Longer term, we remain relatively constructive 
on the 2025 outlook for the asset class. With only 
2–3 rate cuts, the all-in carry should return to the 
historical average; however, there is a risk of a more 
substantial cutting cycle if the economy weakens 
more than expected.

8874 118

Sentiment has also weakened across securitized credit 
sectors, which is reflected in wider spreads across all 
subsectors. Some—such as subprime auto and conduit 
CMBS subordinate bonds—have reached their widest 
levels in 12 months. However, yield levels remain 
attractive overall and should soften the blow if the 
economic picture degrades further.

Despite these strong underlying fundamentals, forward 
guidance will be the key indicator to watch (given the 
uncertainty and risks to growth and consumption from 
tariffs). Although we had been waiting for spreads 
to widen and valuations to become more attractive, 
we believe there may be more volatility ahead. We 
will remain patient and look for opportunities to add 
incremental high-quality credit risk as valuations improve.

Yields (%)

As of 03/31/25. Sources: Bloomberg, JP Morgan, Voya IM. See disclosures for more 
information about indexes. Past performance is no guarantee of future results.

03/31 12/31 1yr range 

Fed funds rate 4.33 4.33 4.33 – 5.33 

U.S. 2yr 3.91 4.25 3.54 – 5.03 

U.S. 10yr 4.21 4.57 3.62 – 4.79

GER 10yr 2.74 2.36 2.03 – 2.90 

JPN 10yr 1.49 1.09 0.73 – 1.58

EM local sovereign 6.30 6.39 6.10 – 6.64 

OAS (bp):  — 1yr range;   --- 1mo range;       current Relative value:       Negative       Neutral       Positive
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Agency mortgages

23 3320 50

 ■ Prepay speeds are mostly consistent and stable 
across the coupon stack, offering opportunities for 
relative value trades.

 ■ Both OAS and ZV are slightly tighter than their rolling 
12mo averages across the coupon stack.

 ■ Elevated rates will lead to low cash-out refis and 
a subdued housing market dampening supply 
throughout the year. Current projections place 2025 
net supply roughly in line with 2024.

Securitized credit

ABS

5039 67

CLO AAA

13391 157

CLO BBB

324255 392

391

RMBS

31 5634 45

CMBS (non-agency)

138 161123 166

 ■ The fiscally improved profile of the U.S. consumer 
is in place, although the low-income cohort is 
challenged. We expect relief over the course of 
2025 as inflation slows, rates decline, and growth 
remains positive.

 ■ Low perceived risk against slightly wider spreads 
and a flat yield curve should continue to foster a 
positive valuation assessment, driving our positive 
rating for ABS.

 ■ CMBS cheapness remains evident with non-
benchmark sectors also offering compelling relative 
value. As financial conditions remain easy, metrics 
across property types should continue to improve.

 ■ Some recent spread widening and continued bull 
flattening have pushed yield differentials in CLOs’ 
favor, at least for the moment. This increases 
our relative value assessment. However, market 
participants have been revising default estimates up 
for leveraged loans, albeit modestly.

Emerging market debt 

262 322242 331

 ■ The growth outlook is modest, corporate 
fundamentals remain resilient, and financial 
policy remains prudent. However, elevated trade 
uncertainty limits our enthusiasm.

 ■ Absolute yield levels remain attractive relative to 
historical levels despite the recent rally.

 ■ New deals were well absorbed indicating still-
healthy investor demand given elevated yield levels. 
Issuance is expected to remain below trend in April.
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Glossary of terms

OAS:  option-adjusted spreads

ZV:  zero-volatility spread

ABS:  asset-backed securities

CMBS:  commercial mortgage-backed securities

RMBS:  residential mortgage-backed securities

CLO:  collateralized-loan obligations

PCE:  personal consumption expenditure

YTM:  yield to maturity

1 As of 04/25, Source: IMF, World Economic Outlook, April 2025
2 As of 04/21/25. Source: Bloomberg Index Services Limited. Data represent the option-adjusted spread for investment grade and high yield bonds 01/3/20-04/21/25
3 Average hourly earnings (month-over-month) 
4 Month-over-month data, personal consumption expenditures price index
5 Advanced reading for 1Q25
* Final reading for 4Q24
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Past performance does not guarantee future results. This commentary has been prepared by Voya Investment Management for informational purposes. Nothing 
contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy any security or (ii) a recommendation as to the advisability of investing in, 
purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change. Certain of the statements contained herein are 
statements of future expectations and other forward-looking statements that are based on management’s current views and assumptions and involve known and 
unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. Actual 
results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic conditions, (2) performance of 
financial markets, (3) interest rate levels, (4) increasing levels of loan defaults, (5) changes in laws and regulations and (6) changes in the policies of governments and/
or regulatory authorities. The opinions, views and information expressed in this commentary regarding holdings are subject to change without notice. The information 
provided regarding holdings is not a recommendation to buy or sell any security. Fund holdings are fluid and are subject to daily change based on market conditions 
and other factors. 

One cannot directly invest into an index. Index information: U.S. Agg: Bloomberg U.S. Aggregate Bond Index. Treasuries: Bloomberg U.S. Treasury Index. IG corp: 
Bloomberg Corporate Bond Index. MBS: Bloomberg Securitized – U.S. MBS Index. CMBS: Bloomberg CMBS ERISA Eligible Index. HY corp: Bloomberg U.S. Corporate 
High Yield: 2% Issuer Cap Index. EM $ Sov: JP Morgan EMBI Global Diversified Index. EM local sov: JP Morgan GBI-EM Index.

The Bloomberg U.S. Aggregate Bond Index is a widely recognized, unmanaged index of publicly issued investment grade U.S. government, mortgage-backed, 
asset-backed and corporate debt securities. Index returns do not reflect fees, brokerage commissions, taxes or other expenses of investing. Indexes are unmanaged 
and not available for direct investment.

The Bloomberg U.S. Treasuries Index measures the performance of U.S. Treasury securities. Index returns do not reflect fees, brokerage commissions, taxes or other 
expenses of investing. Index returns do not reflect fees, brokerage commissions, taxes or other expenses of investing. Indexes are unmanaged and not available for 
direct investment.

The Bloomberg US Corporate Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes USDdenominated securities publicly issued 
by US and non-US industrial, utility, and financial issuers. The index is a component of the US Credit and US Aggregate Indices, and provided the necessary inclusion 
rules are met, US Corporate Index securities also contribute to the multi-currency Global Aggregate Index. The index includes securities with remaining maturity of at 
least one year. The index was created in January 1979, with history backfilled to January 1, 1973.

The Bloomberg U.S. Corporate High Yield - 2% Issuer Capped Index is an unmanaged index comprised of fixed-rate non-investment grade debt securities that are 
dollar denominated and non-convertible. The index limits the maximum exposure to any one issuer to 2%. Index returns do not reflect fees, brokerage commissions, 
taxes or other expenses of investing. Indexes are unmanaged and not available for direct investment.

The Bloomberg Mortgage Backed Securities Index is an unmanaged index composed of fixed income security mortgage pools sponsored by GNMA, FNMA and 
FHLMC, including GNMA Graduated Payment Mortgages. Index returns do not reflect fees, brokerage commissions, taxes or other expenses of investing. Indexes are 
unmanaged and not available for direct investment.

The Bloomberg CMBS: Erisa Eligible Index measures the market of US Agency and US Non-Agency conduit and fusion CMBS deals with a minimum current deal size 
of $300mn, and only contains bonds that are ERISA eligible under the underwriter’s exemption. The index is a component of the Bloomberg US Aggregate Index, with 
history backfilled to July 1, 1999.

The J.P.Morgan Emerging Markets Bond Index Global (“EMBI Global”) tracks total returns for traded external debt instruments in the emerging markets, and is 
an expanded version of the JPMorgan EMBI+. As with the EMBI+, the EMBI Global includes USdollar-denominated Brady bonds, loans, and Eurobonds with an 
outstanding face value of at least $500 million. It covers more of the eligible instruments than the EMBI+ by relaxing somewhat the strict EMBI+ limits on secondary 
market trading liquidity. Index returns do not reflect fees, brokerage commissions, taxes or other expenses of investing. Indexes are unmanaged and not available for 
direct investment.

A note about risk

The principal risks are generally those attributable to bond investing. All investments in bonds are subject 
to market risks as well as issuer, credit, prepayment, extension, and other risks. The value of an investment 
is not guaranteed and will fluctuate. Market risk is the risk that securities may decline in value due to factors 
affecting the securities markets or particular industries. Bonds have fixed principal and return if held to 
maturity but may fluctuate in the interim. Generally, when interest rates rise, bond prices fall. Bonds with 
longer maturities tend to be more sensitive to changes in interest rates. Issuer risk is the risk that the value of 
a security may decline for reasons specific to the issuer, such as changes in its financial condition.


