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Executive summary

« A core allocation, not a tactical trade. Leveraged
loans have matured into an approximately $2 trillion
global asset class that increasingly belongs
in the strategic core of institutional portfolios,
offering senior secured, floating-rate income with
near-zero duration.

+ A differentiated, well-rewarded return stream.
High carry, first-lien protection and low rate
sensitivity deliver one of the strongest returns-
per-unit-of-risk in fixed income, while diversifying
away from duration-heavy bonds and richly
valued equities.

« A now genuinely indexable market. Record
secondary volumes, rapid electronification, faster
settlement, deep CLO (Collateralized Loan Obligation)
demand and credible benchmarks have, for the first
time, made loan beta accessible with public-market
transparency and cost efficiency.

« A constructive entry point. Elevated all-in yields, a
cautious-central-bank and sticky-inflation backdrop,
and credit stress that looks selective rather than
systemic together reinforce the near-term case.

o Access is shifting from active to systematic.
In a carry-dominated, callable market, persistent
alpha is structurally hard to sustain—reflected in
the near-universal, multi-year underperformance
of active loan funds net of fees.
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Features of leveraged loans

A leveraged loan is a floating-rate loan extended to a
company with a below-investment-grade credit rating
(typically BB+/Bal or lower). Banks originate the loans and,
rather than holding them, syndicate them to institutional
investors such as CLO managers, loan funds, insurers

and pension funds. The US leveraged loan market stands
at roughly $1.5 trillion, while the European market is
around €360 billion: together forming half of the broader
leveraged-finance universe, alongside high-yield bonds.

Five features define the asset class:

1 Senior secured status. Loans sit at the top of
the capital structure and are secured against the
borrower’s assets, giving lenders a first- priority
claim in bankruptcy and, historically, higher recoveries
than unsecured high-yield bonds.

2 Floating-rate coupons. The coupon resets
periodically at a reference rate (typically SOFR in
the US or Euribor in Europe) plus a credit spread,
so income rises and falls with short-term rates
rather than being fixed at issuance.

3 Syndicated, institutional structure. Loans are
distributed broadly across many lenders, creating a
large, tradeable secondary market, though one that
settles more slowly than bonds.

4 Callability. Loans are typically prepayable at or near
par with minimal call protection, so borrowers can
refinance freely when spreads tighten. This caps price
upside, as a strengthening credit refinances away
rather than rallying to a premium.

5 Low duration. Because coupons float, loans carry
almost no interest-rate duration, unlike most of the
fixed -rate bond universe.



Benefits

These structural features translate into direct benefits
for portfolio construction and asset allocation:

» Elevated income potential: Loans appeal to
income-seeking investors through their higher
yield and coupon levels versus most fixed-income
subsegments. Their yield per unit of volatility ranks
among the highest across fixed income, given that
the majority of total returns from carry.

« A natural rate hedge: With near-zero duration,
floating-rate coupons reset higher as base rates rise,
largely neutralizing the interest-rate risk that erodes
fixed-coupon bonds, a valuable ballast when duration
and credit sell off together.

o Seniority and security: Loans sit at the top of the
capital structure with a first priority claim that is
typically a secured claim. Across the US and Europe,
they have historically experienced 60 to 70%+ in
recoveries, whereas unsecured high-yield bonds
historically recover only 30 to 50%.

» Diversification and resilience: Loans exhibit low
correlation to most fixed income, as well as other
growth assets, proving particularly valuable in
inflationary regimes. (Figure 1). Over the past three
decades, US and European loans have posted
negative returns in only three calendar years.

Figure 1: Correlations

US Leveraged Loan Euro Leveraged Loan
Correlation with: Correlation with:

US Treasuries -0.16 | Euro Treasuries 0.22
US Agg 0.12 | Euro Agg 0.32
US Corp 0.45 | Euro IG Corp 0.63
US HY 0.78 | Euro HY Corp 0.82
EMHC 0.63 | EM HC (EUR H) 0.63
S&P 500 0.58 | EuroStoxx 0.53

Source: Bloomberg. As of 31 July 2026. Bloomberg, S&P, JP Morgan,
Credit Suisse and Stoxx indices are used as representative proxies.
Indices are unmanaged and cannot be invested in directly; they

bear no fees or transaction costs. Past performance is not a reliable
indicator of future results.

Implementation: Loans serve both strategic and tactical
roles: a persistent allocation captures the credit and
liquidity risk premium through cycles, while tactical
sizing can lean into rising-rate or late-cycle carry
environments. Funded from the fixed-income sleeve,
even a modest loan allocation has historically improved
a traditional 60/40 equity/bond portfolio’s efficient
frontier for the US (Figure 2).

Figure 2: Adding leveraged loans improves the 60/40 opportunity set
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Source: Bloomberg, as of 31 July 2026. Bloomberg US Aggregate Index, S&P 500 Total Return Index and S&P UBS Leveraged Loan indices
are used as representative proxies. Indices are unmanaged and cannot be invested in directly; they bear no fees or transaction costs. Past

performance is not a reliable indicator of future results.
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Risk/reward profile

Leveraged loans carry a specific set of risks that
investors must consider. The key risks are:

« Credit and default risk: Borrowers are sub-
investment-grade and therefore more vulnerable
to financial stress, credit-cycle turns and growth
downturns, with defaults and liability management
exercises rising from cycle lows.

« Covenant erosion: Covenant-lite structures now
dominate issuance (over 90% of the market),
stripping out the financial-maintenance tests
that historically gave lenders early warning and
negotiating leverage before distress hits.

Figure 3: Returns per unit of risk

» Sector-specific pressures: Concentrations in
vulnerable sectors can rapidly reset cash-flow
assumptions and drive clustered distress, as seen
in the early-2026 software sell-off.

 Liquidity and settlement risk: Although secondary
markets are deepening and electronifying, loans still
settle far slower than bonds or equities, constraining
rapid portfolio adjustment, particularly during stress
when bids thin out.

Crucially, investors have historically been well
compensated for these risks. Leveraged loans have
consistently delivered returns per unit of risk that rank
among the strongest in fixed income, across US and
European markets and over multiple cycles. (Figure 3).
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Last 10 years
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Source: Bloomberg. As of 31 July 2026. Bloomberg, JP Morgan, Credit Suisse and Stoxx indices are used as representative proxies. Indices are
unmanaged and cannot be invested in directly; they bear no fees or transaction costs. EUR-hedged returns shown for US and global indices.
Past performance is not a reliable indicator of future results.

Why now? Figure 4: Central banks shift toward hold/hike rates
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systemic, concentrated in software and a weaker tail, Source: Bloomberg. As of 31 July 2026.

with recent signs of stabilization.

o Supportive technicals: New CLO formation
(excluding Resets, Refinancing) remains healthy
(YTD ~$90bn US, ~€35bn Europe) and continues
to absorb new loan supply, even if running behind
last year’s record highs (2025: ~$210bn US, ~€60bn
Europe).?

Together, elevated income, broadly stable
fundamentals and resilient demand create a reasonably
constructive backdrop.
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Why alpha is structurally difficult to
sustain in loans

Inefficiencies clearly exist in the leveraged loan market,
but they are difficult to monetize persistently, for several
structural reasons:

o Returns are carry-dominated. With most of the
return coming from income rather than price
appreciation, there is limited upside to capture
through security selection—and the asymmetry runs
against the investor, not for them.

» Callability caps the upside. Loans are typically
callable at or near par, so a strengthening
credit refinances away rather than rallying to a
premium. The borrower, not the lender, captures
improving conditions.

o CLO ownership makes selling correlated. With
CLOs holding a majority of the loan market under
near-identical CCC limits and overcollateralization
tests, downgrades trigger mechanical, simultaneous
selling of the same distressed names. Bids vanish
precisely when active managers most need to exit,
making orderly liquidation at scale nearly impossible.

» Recovery equations are shifting. With issuance
dominated by PE-sponsored, covenant-lite deals,
liability management exercises (LMEs) have
overtaken traditional defaults, increasingly diluting
recoveries through non-pro-rata, up-tiering
transactions that reward insiders over minority
lenders and erode the creditor control active
managers rely on.

» Trading frictions constrain implementation.
Transaction costs and liquidity limits inhibit the high
turnover that active strategies need to express best
ideas and continually refresh their views.

None of this means active management is without
value. Documentation vigilance and disciplined risk
management can add value when the game is downside
avoidance, particularly in dislocations such as the
early-2026 software sell-off. But investors should be
realistic: in a high-carry, callable market, persistent
outperformance over a full cycle, net of fees, is hard to
sustain. The evidence bears this out across both the

US and Europe, as shown below.

Percentage of leveraged loan funds underperforming their benchmarks

Comparison 1Year (%) 3 Year (%) 5 Year (%) 10 Year (%) 15 Year (%) 20 Year (%)
Index
US Loan Funds® | S&P UBS 73.0 89.6 95.3 98.2 100.0 100.0
Leveraged
Loan Index
European Prospectus 44.4 88.2 100.0 100.0 — —
Loan Funds™* benchmark of
individual funds
* Source: Latest S&P SPIVA US Scorecard. As of year end 2025.
** Source: Morningstar category “EEA Europe Loan Fund”. As of 30 June 2026.
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Figure 5: Growth in US secondary market loan trading volume
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Market structure improvements

The leveraged loan market has evolved from a bespoke,
operationally intensive asset class into a broader, more
data-rich and increasingly tradable one—most notably
in the US, with Europe following.Trading volumes and
price transparency: US secondary volumes hit a record
$526bn in H1 2026, with LTM activity at an all-time

high of $978bn: roughly 665 loans and $4bn traded
daily.® European secondary turnover has historically

run at €80-85bn a year and is growing-# Rising volumes
signal a maturing, more liquid market with better price
transparency and declining bid-ask spreads in the long
term (Figure 5).

« Electronification: Platforms led by Octaura,
alongside MarketAxess and Bloomberg, are replacing
voice-and-chat negotiation with automated protocols,
real-time analytics and straight-through processing.
In the US, electronic penetration remains just 8%
(versus 33% for high yield), but the climb from 1%
in early 2024 and 6% a year ago points to further
gains.®

» Operational improvements: ClearPar, Versana,
Octaura and FIS’s new Trade & Distribution Manager
now automate affirmation, matching, documentation
and reference data end-to-end. Settlement is the
clearest proof point: European par settlement
improved to a 30-day median, gradually coming
down from 55 days in 2021, while US settlement
converges toward its T+7 standard.®

* Investor base: In the US, CLOs remain core buyers,
but retail interest is rising on attractive yields, with
Leveraged Loan ETF assets (ex-CLO ETFs) reaching
$20 bn by August 2026, deepening price discovery.’

The result is a self-reinforcing ecosystem of better
data, execution, and liquidity. Loan indexing is no longer
merely theoretical: market structure now genuinely
supports it.
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The case for going global for non-US investors

For non-US investors, a global loan allocation
converts a narrow home market into a deep,
diversified opportunity set—blending the US

and European markets expands the investable
universe by roughly fourfold versus Europe-only,
widening issuer choice and sector diversification.
Crucially, US and European loans experience
intermittent divergence in returns and defaults.
For example, European loans underperformed
sharply after Russia’s 2022 invasion of Ukraine,
then outperformed once recession fears

faded, with a similar dynamic recently being

seen in US software. Combining them has
historically smoothed return variability, while
currency hedging neutralizes base-rate carry
differences. In an increasingly deglobalizing
world, characterized by diverging growth, inflation,
and trade dynamics, a global lens is a genuine
risk-management tool rather than a marginal
enhancement.

Leveraged loans: Senior, secured and increasingly systematic



Sustainable Investing in Leveraged
Loans

Leveraged loans are structurally harder

Applying sustainability criteria in leveraged loans is
materially more challenging than in public equities or
investment-grade credit. Three structural features
drive this:

Limited issuer disclosure Almost three-quarters of
borrowers are privately held and don’t file public
financial statements, whereas mainstream sustainable
investing datasets are built around public issuers

and disclosed-revenue thresholds, much of the loan
universe falls outside their coverage.

Reduced transparency at the borrower level, as
sponsor ownership adds a further layer, and private-
equity holding structures can obscure the ultimate
parent, complicate group-level aggregation, and make
like-for-like comparison across borrowers difficult.

Instrument-level mapping that is far less standardised
than listed markets. Loans lack persistent security
identifiers, and multiple facilities per borrower as

well as changes through amendments, repricing,

and refinancings make it harder to reliably link a
specific tranche back to the correct issuer and its
sustainability profile.

Where mainstream sustainable investing datasets are
generally built around public issuers and disclosed-
revenue thresholds, much of the loan universe simply
falls outside their coverage.
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Why it is gaining attention

Three forces are bringing sustainability higher up the
agenda in leveraged loans:

First, investors seek consistency in the application
of their sustainability policy across asset classes and
avoid blind spots.

Second, regulatory and client expectations demand
demonstrable due diligence rather than high-level policy
language. CLO and loan mandates, especially in Europe,
frequently embed negative-screening criteria as a
binding requirement and not as a discretionary overlay.

Third, better data is finally catching up with the asset
class. Specialist providers have closed some of the
historic gap, and entity-level screening now increasingly
gives investors an auditable view of exposure to
excluded or higher-risk activities.

Possible Implementation approaches

There are two broad routes for investors with
sustainability related investment goals, with an
important trade-off:

» Index-level integration is difficult today. Index
providers generally lack sufficient asset-class-
specific data or methodology coverage to embed
sustainability factors directly into loan-index
construction: so, a fully “sustainable index” is not
yet a practical option.

A portfolio-level overlay (a custom screen)

is therefore the more workable path. It applies
sustainability considerations at the point of portfolio
construction rather than in the benchmark, giving
flexibility to reflect specific mandate objectives.

Leveraged loans: Senior, secured and increasingly systematic 8



What good implementation looks like

In our view, a credible approach rests on four pillars:

1 Clear screen definitions: Activity -based exclusions
(e.g. controversial weapons, thermal coal, tobacco,
Arctic/oil sands, civilian firearms) and conduct-
based exclusions (e.g. severe controversies and
UN Global Compact violations), each by clearly
defined involvement, ownership metrics and
revenue thresholds.

2 Appropriate data-provider selection: Recognising
that loan-market screening often relies on
involvement flags and analyst-assessed judgement
of severity rather than disclosed -revenue thresholds,
which suits private issuers but must be applied
consistently and applied a broad investment universe
defining the opportunity set.Transparent treatment
of data gaps and mapping limitations: Coverage
is not universal, and where activity, controversy or
other sustainability data data is absent this should be
monitored and disclosed.

3 Ongoing monitoring and a defined refresh cycle:
With clear ownership of the criteria, documented
sign- off that the screen has been implemented as
specified, and an auditable change-control process.

Pragmatism required

Sustainable investing in leveraged loans is possible,
but it requires pragmatism. The opportunity is to apply
disciplined, transparent, and auditable sustainability
due diligence in a historically opaque segment of the
fixed income market. This can help align a portfolio
with an investor’s sustainability preferences and
investment mandate while providing greater visibility
into the underlying exposures. As data coverage and
market infrastructure continue to mature, the tools
available to support this analysis are expected to
continue to develop.

No longer whether, but how

The differentiated return stream and genuine
diversification qualities of loans are long-established;
their increasingly systematic accessibility is the new
and compelling chapter. For allocators seeking resilient
income in an uncertain macro environment, the question
is no longer whether to hold leveraged loans, but how
efficiently they can be owned.

2 Source: Goldman Sachs Global Investment Research. As of 31-July-2026. Default rates are Issuer Weighted numbers.

3 Source LSTA. As of 30-June-2026

4 Source: S&P’s Global Market Intelligence (for years 2008-2023). State Street Investment Management estimates (2024 onwards).

5 Source: Ocatura. As of Q12026.

8 Source: For US Loans: LSTA, European Loans: LMA. As of 31 July 2026.

7 Source: JP Morgan Research.
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About State Street
Investment Management

At State Street Investment Management, we have been
helping create better outcomes for institutions, financial
intermediaries, and investors for nearly half a century.
Starting with our early innovations in indexing and ETFs,
our rigorous approach continues to be driven by market-
tested expertise and a relentless commitment to those
we serve. With over $6 trillion in assets managed,*
clients in 60 countries, and a global network of strategic
partners, we use our scale to deliver a comprehensive
and cost-effective suite of investment solutions that help
investors get wherever they want to go.

* This figure is presented as of June 30, 2026 and includes ETF AUM
of $2,203.98 billion USD of which approximately $156.81 billion USD
in gold assets with respect to SPDR products for which State Street
Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the
marketing agent. SSGA FD and State Street Investment Management
are affiliated. Please note all AUM is unaudited.

statestreet.comlinvestment-management

State Street Global Advisors (SSGA) is now State Street Investment Management.
Please click here for more information.

State Street Global Advisors Worldwide Entities

Information Classification: General
Marketing communication
Important Risk Information

All information is from State Street Investment Management unless otherwise noted

and has been obtained from sources believed to be reliable, but its accuracy is not
guaranteed. There is no representation or warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions based on such information and it should
not be relied on as such.

Investing involves risk including the risk of loss of principal.

The whole or any part of this work may not be reproduced, copied or transmitted or any
of its contents disclosed to third parties without State Street Investment Management’s
express written consent.

The views expressed are the views of Srinivasan Margabandu through September
2026, and are subject to change based on market and other conditions. This document
contains certain statements that may be deemed forward- looking statements. Please
note that any such statements are not guarantees of any future performance, and actual

= STATE STREET.

=" INVESTMENT MANAGEMENT

results or developments may differ materially from those projected.

This communication is not intended to be an investment recommendation or investment
advice and should not be relied upon as such.

ETFs trade like stocks, are subject to investment risk, fluctuate in market value and may
trade at prices above or below the ETFs net asset value. Brokerage commissions and
ETF expenses will reduce returns.

Frequent trading of ETFs could significantly increase commissions and other costs such
that they may offset any savings from low fees or costs.

There can be no assurance that a liquid market will be maintained for ETF shares.

Actively managed funds do not seek to replicate the performance of a specified index.
An actively managed fund may underperform its benchmarks. An investment in the
fund is not appropriate for all investors and is not intended to be a complete investment
program. Investing in the fund involves risks, including the risk that investors may
receive little or no return on the investment or that investors may lose part or even all
of the investment.

Investments in Senior Loans are subject to credit risk and general investment risk.
Credit risk refers to the possibility that the borrower of a Senior Loan will be unable
and/or unwilling to make timely interest payments and/or repay the principal on

its obligation. Default in the payment of interest or principal on a Senior Loan will
result in a reduction in the value of the Senior Loan and consequently a reduction in
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the value of the Portfolio’s investments and a potential decrease in the net asset value
(NAV) of the Portfolio. Securities with floating or variable interest rates may decline in
value if their coupon rates do not keep pace with comparable market interest rates.
Narrowly focused investments typically exhibit higher volatility and are subject to
greater geographic or asset class risk. The fund is subject to credit risk, which refers to
the possibility that the debt issuers will not be able to make principal.

Bonds generally present less short-term risk and volatility than stocks, but contain
interest rate risk (as interest rates rise, bond prices usually fall); issuer default risk;
issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced
for longer-term securities. Any fixed income security sold or redeemed prior to maturity
may be subject to a substantial gain or loss.

The value of the debt securities may increase or decrease as a result of the following:
market fluctuations, increases in interest rates, inability of issuers to repay principal
and interest or illiquidity in the debt securities markets; the risk of low rates of return
due to reinvestment of securities during periods of falling interest rates or repayment
by issuers with higher coupon or interest rates; and/or the risk of low income due to
falling interest rates. To the extent that interest rates rise, certain underlying obligations
may be paid off substantially slower than originally anticipated and the value of

those securities may fall sharply. This may result in a reduction in income from debt
securities income.

Investments in Senior Loans are subject to credit risk and general investment risk.
Credit risk refers to the possibility that the borrower of a Senior Loan will be unable
and/or unwilling to make timely interest payments and/or repay the principal on its
obligation. Default in the payment of interest or principal on a Senior Loan will result
in a reduction in the value of the Senior Loan.

Passively managed funds invest by sampling the index, holding a range of securities
that, in the aggregate, approximates the full Index in terms of key risk factors and
other characteristics. This may cause the fund to experience tracking errors relative to
performance of the index.

Investing in high yield fixed income securities, otherwise known as “junk bonds”, is
considered speculative and involves greater risk of than investing in investment grade
fixed income securities.

The S&P USD Select Leveraged Loan Index is a product of S&P Dow Jones Indices
LLC or its affiliates (“S&P DJI”) and UBS AG and has been licensed for use by State
Street Investment Management. S&P* is a trademark of S&P Global, Inc. or its affiliates
(“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings
LLC (“Dow Jones”); and these trademarks have been Licensed for use by S&P DJI
and sublicensed for certain purposes by State Street Investment Management. The
State Street SPDR S&P Leveraged Loan ETF is not sponsored or sold by S&P DJI, Dow
Jones, UBS AG, S&P or their respective affiliates, and none of such parties make any
representation regarding the advisability of investing in such product(s) nor do they
have any liability for any errors, omissions, or interruptions of the Indices.
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Diversification does not ensure a profit or guarantee against loss.

The information provided does not constitute investment advice and it should not
be relied on as such. It should not be considered a solicitation to buy or an offer

to sell a security. It does not take into account any investor’s particular investment
objectives, strategies, tax status or investment horizon. You should consult your tax
and financial advisor.

The information contained in this communication is not a research recommendation or
‘investment research’ and is classified as a ‘Marketing Communication’ in accordance
with the applicable regional regulation. This means that this marketing communication
(a) has not been prepared in accordance with legal requirements designed to promote
the independence of investment research (b) is not subject to any prohibition on dealing
ahead of the dissemination of investment research.

For EMEA Investors: The information provided does not constitute investment advice
as such term is defined under the Markets in Financial Instruments Directive (2014/65/
EU) or applicable Swiss regulation and it should not be relied on as such. It should not
be considered a solicitation to buy or an offer to sell any investment. It does not take
into account any investor’s or potential investor’s particular investment objectives,
strategies, tax status, risk appetite or investment horizon. If you require investment
advice you should consult your tax and financial or other professional advisor.

This communication is directed at professional clients (this includes eligible
counterparties as defined by the appropriate EU regulator) who are deemed both
knowledgeable and experienced in matters relating to investments. The products
and services to which this communication relates are only available to such persons
and persons of any other description (including retail clients) should not rely on

this communication.

Past performance is not a reliable indicator of future performance.

The trademarks and service marks referenced herein are the property of their
respective owners. Third party data providers make no warranties or representations
of any kind relating to the accuracy, completeness or timeliness of the data and have
no liability for damages of any kind relating to the use of such data.

© 2026 State Street Corporation. All Rights Reserved.
ID4700000-9071983.1.2.GBL.RTL 0826 Exp. Date: 31/08/2027
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