Unlocking
opportunities in
corporate credit

A case to go against the grain

Spread tightening has continued to

ripple across the fixed-income markets,
with high-yield index spreads below long-
term averages. However, some parts of the
asset class haven't tightened as quickly as
others. What is driving this, and what is the
investment opportunity?

BB- and B-rated credit spreads are near 10-year minimums,
driven by investors buying into higher-yielding securities.
However, spreads for the lower-rated CCC corporate bond
cohort remain near their historical median.

The chart below shows the deviation of BB and B
spreads from the rolling 10-year median versus CCC
spreads. Over the past six months, spreads on BB- and
B-rated debt have steadily tightened, while spreads on
CCC-rated issuers have landed closer to the median.

wtwco.com

3 g l‘,i’—’d'lll 77 7

(i T
w77

7

{ J .
L 7,

Why?

We believe part of the reason is the risk of a possible
uptick in defaults. However, the continued strength of
the U.S. economy and prospects for eventual rate cuts
suggest the default environment may be more benign
than what is currently baked into spreads.

How should this impact investment decisions?

Given this backdrop, it’s broad-market-like, high-yield
exposure and focus on skilled active managers who
can capture better spreads and yields while avoiding the
tighter parts of the market and vulnerable issuers.

Creative solutions in high-yield and leveraged loans

can supplement traditional allocations to both stocks
and investment-grade debt while adding diversification
benefits. Investors willing to look past broad-based index
metrics and allocations have the potential to be rewarded
based on today’s healthy yields when selecting skilled
managers who invest away from the crowds.
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Figure 1: Current and LTA spread by credit rating bucket
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To learn more about credit capabilities at WTW please
contact us here.
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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
organizational resilience, motivate your workforce and maximize
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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