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Monthly US loan market update: September 2023

Loans delivered solid returns in September, gaining 0.88% during the month and bringing year-to
date total returns to 9.91%." Despite increased primary supply and weaker risk markets, loan
prices edged up 0.11% during the month. More impactfully, coupon income contributed another
0.76% to September’s total return. Meanwhile, the Federal Reserve (Fed) provided updated policy
guidance at their September meeting which further signaled elevated base rates at least through
2024, implying today’s high carry environment is expected to persist for the foreseeable future.

During September, loans outperformed high yield and investment grade, which returned -1.16%
and -2.45%, respectively, and year-to-date are also outpacing the 5.97% and 0.45% returns for
high yield and investment grade bonds respectively.? Within loans, “BBs” (0.54%) trailed “Bs”
(0.95%) and “CCCs” (2.18%) in total return during the month.! The average price in the loan
market rose 30 basis points (bps) to 94.83.3 At their current average price, senior secured loans
are providing a 10.11% yield inclusive of the forward curve.3

Fundamentals

o Economic data remained robust as the latest personal spending and retail sales data held up
while labor markets showed persistent, albeit moderating, strength. Congress temporarily
averted a government shutdown, reducing policy risk for the time being.

e The trailing 12-month par-weighted default rate dipped from 1.55% to 1.27% in September in
the absence of new defaults.* Despite widely held expectations for the default rate to continue
moving higher, the percentage of loans trading below $80 declined further from 5.10% to
4.36%.4

Technicals
e Solid demand matched higher supply, keeping market technicals balanced.

e CLOissuance was active, totaling $11.5bn gross across 26 deals (including $2.2bn of
refinancings). Year-to-date, 213 CLOs have priced $91.8bn of issuance ($5.8bn of
refinancing), which is -28% year-over-year.?

e Retail mutual funds and ETFs recorded a second straight small inflow of $0.6bn, leaving year-
to-date withdrawals of $18.0bn.3

e  Primary market activity increased in September, with gross issuance of $58.1bn up 40% from
August and the largest issuance total since November 2021. Refinancings ($21.7bn) led in
use of proceeds, followed by repricings ($19.0bn). This left $17.4bn of net new issuance.
Year-to-date gross and net issuance are $257.9bn and $59.2bn, respectively, +26% and -
59% versus the same period last year.®

Past performance is not a guarantee of future results.

This document is intended only for Professional Clients, Qualified Clients and Sophisticated Investors
in Continental Europe only (as defined in the important information); in Hong Kong for Professional
Investors, in Japan for Qualified Institutional Investors; in the Philippines for Qualified Buyers; in
Taiwan for Qualified Institutional Investors only; in Singapore for Institutional Investors, in New
Zealand for wholesale investors (as defined in the Financial Markets Conduct Act), in Australia for
Sophisticated or Professional Investors, and in the USA for Institutional Investors. In Canada, this
document is intended only for 1) accredited investors and ii) permitted clients as defined under
National Instrument 45-106 and 31-103 respectively. In Chile, Panama and Peru, the document is for
one-to-one institutional investors only. It is not intended for and should not be distributed to, or relied
upon, by the public.



Market opportunity

Continued economic resilience in the face of tighter monetary policy and disinflation taking root
gradually have solidified “higher for longer” interest rate expectations in recent months. Rates
moved sharply higher in September after the Fed signalled less than expected policy easing next
year, resulting in forward rate curves that now reflect a policy rate above 5% through most of
2024. Such a scenario would keep SOFR elevated, enabling loan investors to continue clipping
historically strong coupon income for the foreseeable future. For context, September’'s 0.76% loan
coupon income is 9.12% on an annualized basis.! This compares to the 6.51% annualized run-
rate coupon income in high yield bonds.? The exceptionally strong carry in loans has powered
2023’s year-to-date return profile, comprising over 70% of the year-to-date total return, and we
believe looks increasingly likely to create a similar return tailwind in 2024.

The Fed expects its policy rate to plateau, rather than pivot, in the near-term
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Source: Bloomberg L.P. as of October 4, 2023. Past performance is not a guarantee of future results. An
investment cannot be made directly in an index.

Loans offered investors a relatively high level of current income with short duration
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Source: Credit Suisse and Bloomberg L.P. as of September 30, 2023. Past performance is not a guarantee
of future results. An investment cannot be made directly in an index.

Relative yield
$ Price Yield to worst (%) Spread to worst Duration (years)

5 Year Treasuries 100.02 4.61 — 4.40
10 Year Treasuries 94.16 4.57 — 7.98
Bloomberg US Aggregate Bond Index 86.33 5.39 T+ 0.65 6.15
Bloomberg US Corporate Bond Index 86.97 6.04 T+1.29 6.76
Credit Suisse High Yield Index 87.31 8.86 T+4.14 3.76
Credit Suisse Leveraged Loan Index 94.83 10.11 T+ 5.51 0.25

Source: Barclays, Credit Suisse and Bloomberg L.P. as of September 30, 2023. Loan “yield to worst” and
“spread to worst” incorporate the SOFR forward curve.
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About risk

The value of investments and any income will fluctuate (this may partly be the result of exchange
rate fluctuations) and investors may not get back the full amount invested.

Many senior loans are illiquid, meaning that the investors may not be able to sell them quickly at a
fair price and/or that the redemptions may be delayed due to illiquidity of the senior loans. The
market for illiquid securities is more volatile than the market for liquid securities. The market for
senior loans could be disrupted in the event of an economic downturn or a substantial increase or
decrease in interest rates. Senior loans, like most other debt obligations, are subject to the risk of
default.

Important information

This document is intended only for Professional Clients in Continental Europe (as defined below), Dubai,
Guernsey, Ireland, the Isle of Man, Jersey and the UK; in Hong Kong for Professional Investors, in Japan for
Qualified Institutional Investors; in the Philippines for Qualified Buyers; in Taiwan for Qualified Institutional
Investors only; in Singapore for Institutional Investors, in New Zealand for wholesale investors (as defined in
the Financial Markets Conduct Act), in Australia for Sophisticated or Professional Investors, in the USA for
Institutional Investors, and in Israel for Qualified Clients/Sophisticated Investors. In Canada, this document is
intended only for 1) accredit investors and ii) permitted clients as defined under National Instrument 45-106 and
31-103 respectively. In Chile, Panama and Peru, the document is for one-to-one institutional investors only. It is
not intended for and should not be distributed to, or relied upon, by the public.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Ireland, Italy, Luxembourg, the Netherlands, Norway, Spain, Switzerland, and Sweden.

All data provided by Invesco unless otherwise noted. All data is US dollar and as of September 30, 2023,
unless otherwise noted. By accepting this document, you consent to communicate with us in English, unless
you inform us otherwise.

This document is written, unless otherwise stated, by Invesco professionals. The opinions expressed herein are
based upon current market conditions and are subject to change without notice. This document does not form
part of any prospectus. This document contains general information only and does not take into account
individual objectives, taxation position or financial needs. Nor does this constitute a recommendation of the
suitability of any investment strategy for a particular investor. Neither Invesco Ltd. nor any of its member
companies guarantee the return of capital, distribution of income or the performance of any fund or strategy.
Past performance is not a guide to future returns. This document is not an invitation to subscribe for shares in a
fund nor is it to be construed as an offer to buy or sell any financial instruments.

As with all investments, there are associated inherent risks. This document is by way of information only. Asset
management services are provided by Invesco in accordance with appropriate local legislation and regulations.
This document is marketing material and is not intended as a recommendation to invest in any particular asset
class, security or strategy. Regulatory requirements that require impartiality of investment/investment strategy
recommendations are therefore not applicable nor are any prohibitions to trade before publication. The
information provided is for illustrative purposes only, it should not be relied upon as recommendations to buy or
sell financial instruments.

Israel

This document may not be reproduced or used for any other purpose, nor be furnished to any other person
other than those to whom copies have been sent. Nothing in this document should be considered investment
advice or investment marketing as defined in the Regulation of Investment Advice, Investment Marketing and
Portfolio Management Law, 1995 (“the Investment Advice Law”). Investors are encouraged to seek competent
investment advice from a locally licensed investment advisor prior to making any investment. Neither Invesco
Ltd. nor its subsidiaries are licensed under the Investment Advice Law, nor does it carry the insurance as
required of a licensee thereunder.

This article is issued:

e in Australia and New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins
Street, Melbourne, Victoria, 3000, which holds an Australian Financial Services License number 239916.

e Issued in Belgium, Denmark, Finland, France, Ireland, Italy, Luxembourg, the Netherlands, Spain,
Sweden, and Norway by Invesco Management S.A., President Building, 37A Avenue JF Kennedy, L-1855
Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

e in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.

¢ in Germany and Austria by Invesco Asset Management GmbH, An der Welle 5, 60322 Frankfurt am Main,
Germany.

¢ in Hong Kong by Invesco Hong Kong Limited £ /§#% & &2 AR/ 7, 45/F, Jardine House, 1 Connaught
Place, Central, Hong Kong.

e in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi,
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau
(Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers
Association.

¢ in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza,
Singapore 048619.

¢ in Switzerland by Invesco Asset Management (Schweiz) AG, Talacker 34, 8001 Zurich, Switzerland.

e in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

e [ssued in the UK, Guernsey, Jersey, the Isle of Man, and Israel by Invesco Asset Management Limited,
Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom.
Authorized and regulated by the Financial Conduct Authority.
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e in Dubai by Invesco Asset Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al
Mustagbal Street, DIFC, Dubai, United Arab Emirates. Regulated by the Dubai Financial Services Authority.

invesco.com BLMU-FLY-1-E 10/23 Invesco Senior Secured Management, Inc.

202310-3151774-GL



	Invesco Senior Secured Loans

