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A more compelling
yield than the
lowest-rated bonds

The case for leveraged loans
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With equities rallying since October 2023,

it is important that investors consider which
areas of the credit market can still offer value,
with the benefit of also providing portfolio
diversification. Leveraged loans remain an
“under the radar” asset class that we believe can
offer strong relative value in this market context.

Spread tightening has been a major theme across the
fixed income markets so far in 2024. Leveraged loans
offer attractive yield and spread on par with CCC-rated
high-yield debt, without investing in the lowest-rated
issuers. Though many leveraged loan borrowers are
facing higher interest payments due to stubbornly high
cash rates, higher recovery rates and potential rate cuts
can help mitigate that pain for investors.
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Interest rate relief for borrowers can lead to further
spread tightening, which may enhance total returns

for investors; however, if rates remain high and strain
company balance sheets further, it’s noteworthy that
borrowers who defaulted on leveraged loans historically
experienced lower overall credit losses compared with
the high-yield market. This is largely due to the senior
secured nature of many leveraged loans.

The graph below shows the current and long-term
average (LTA) overall yields and spread contribution

to that yield for investment-grade corporate bonds,
high-yield bonds and leveraged loans. All three asset
classes are outyielding their LTAs, but leveraged loans
offer significantly more yield. At over 9%, investors can
receive income in line with or better than the long-term
equivalent for many equity asset classes.



Leveraged loans offer higher spread value compared with investment grade and high yield,
with a level of yield similar to high yield

Spread contribution to yields
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Source: ICE Data Indices, ICE BofA US Corporate Index Option-Adjusted Spread, ICE BofA US Corporate Index Effective Yield, ICE BofA US
High Yield Index Option-Adjusted Spread, ICE BofA US High Yield Index Effective Yield, Credit Suisse, CS Leveraged Loan Index. Data as at
June 21, 2024.

How should this impact investment decisions?

Leveraged loans remain an appealing asset class for To learn more about credit capabilities at WTW,
healthy yields in what may be a higher-for-longer interest please contact us here.

rate environment. Creative solutions in leveraged loans

can supplement traditional allocations to both stocks

and investment-grade debt while adding diversification

benefits. It’s important to emphasize that active

management plays a critical role in avoiding pitfalls in

the loan market and minimizing the impact of default

losses on credit portfolios.
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Disclaimer

This document was prepared for general information purposes only and does not take into consideration individual circumstances.

The information contained herein should not be considered a substitute for specific professional advice. In particular, its contents are
not intended by Towers Watson Investment Services, Inc., and its parent, affiliates, and their respective directors, officers and employees
(WTW) to be construed as the provision of investment, legal, accounting, tax or other professional advice or recommendations of

any kind, or to form the basis of any decision to do or to refrain from doing anything. The information included in this presentation is

not based on the particular investment situation or requirements of any specific trust, plan, fiduciary, plan participant or beneficiary,
endowment, or any other fund; any examples or illustrations used in this presentation are hypothetical. As such, this document should
not be relied upon for investment or other financial decisions and no such decisions should be taken on the basis of its contents without
seeking specific advice. WTW does not intend for anything in this document to constitute “investment advice” within the meaning of

29 C.F.R. § 2510.3 — 21 to any employee benefit plan subject to the Employee Retirement Income Security Act and/or section 4975 of
the Internal Revenue Code.

This document is based on information available to WTW at the date of issue, and takes no account of subsequent developments.

In addition, past performance is not indicative of future results. In producing this document WTW has relied upon the accuracy and
completeness of certain data and information obtained from third parties. This document may not be reproduced or distributed to any
other party, whether in whole or in part, without WTW’s prior written permission, except as may be required by law. Views expressed
by other WTW consultants or affiliates may differ from the information presented herein. Actual recommendations, investments or
investment decisions made by WTW, whether for its own account or on behalf of others, may differ from those expressed herein.

About WTW

At WTW (NASDAQ: WTW), we provide data-driven, insight-led
solutions in the areas of people, risk and capital. Leveraging the
global view and local expertise of our colleagues serving 140
countries and markets, we help you sharpen your strategy, enhance
organisational resilience, motivate your workforce and maximise
performance. Working shoulder to shoulder with you, we uncover
opportunities for sustainable success — and provide perspective
that moves you. Learn more at wtwco.com.
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