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Guggenheim’s Investment Process

Designed to produce a process that is disciplined, systematic,

individual or group, and is structured to avoid cognitive biases,

and repeatable, our fixed-income investment process is

snap judgments, and other decision-making pitfalls identified by

disaggregated into four specialized teams: Macroeconomic

studies on behavioral finance. Our pursuit of compelling risk-

Research, Sector Teams, Portfolio Construction, and

adjusted return opportunities typically results in asset allocations

Portfolio Management. This process does not rely on one key

that differ significantly from broadly followed benchmarks.

From the Desk of the Global CIO
Not since Brexit have pollsters been more wrong about what lurks in the hearts and minds
of an electorate. The surprise end to the fractious U.S. election season leaves many questions
unanswered about the new administration, but as it relates to the economy we are particularly
alert to the possible market impact of resurgent fiscal policy. We will learn more as we move
through the transition of power, but in the meantime several market positives should support
asset performance in 2017. The domestic economy just turned in the highest growth rate in
two years, early indications point to a strong Christmas selling season, corporate earnings have
rebounded, and the energy sector is stabilizing with the oil market recovery.
Since the volatile first quarter, spreads across the fixed-income market have tightened as risk
assets continued to perform well. An investor’s best option in an environment like this is perhaps
best summed up by our investment-grade team (see page 8): “With our Macroeconomic Research
team estimating that the next recession remains two to three years away, we believe the rally…
is not over and we expect to see more spread compression. In the near term, we will be looking
to sell into strength and buy on weakness.”
Furthermore, as our Macroeconomic Research team describes on page 4, the Federal Reserve
(Fed) is likely to raise rates three more times, and possibly four, in 2017 following its December
rate hike, which will boost returns on floating-rate securities. We are also focused on Fed Chair
Janet Yellen’s comments about temporarily running a “high-pressure economy” in the hope
that enabling robust business activity and a tight labor market may result in an increase in the
productive capacity of the economy. If this scenario materializes, it would entail unemployment
dropping further, and inflation overshooting the Fed’s 2 percent goal. This perspective, as well as
the president-elect’s proposed changes to fiscal policy and the likely impact to future real rates,
accounts for much of the backup in long-term interest rates, although ongoing asset purchase
programs by the European Central Bank (ECB) and Bank of Japan (BoJ) will likely continue to
support bond prices.
As I always say, you should know your options before they present themselves. Our investment
team is preparing our funds, ETFs, and clients’ portfolios for a wide range of market opportunities
and outcomes.

Scott Minerd
Chairman of Investments and Global Chief Investment Officer
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Portfolio Management Outlook

De-Risking Amid the Rising Tide
Behind the year-to-date returns across risk assets are a multitude of events that
unfolded throughout 2016, including a beginning-of-the-year recession scare,
an increase in U.S. corporate default volume, several quarters of negative earnings
growth, the British vote to exit the European Union, and stubbornly low inflation
across the globe. Some might forget that in the first six weeks of the year U.S.
Anne B. Walsh, JD, CFA
Assistant CIO, Fixed Income

corporate bonds suffered one of the worst selloffs since the financial crisis, or that
the S&P 500 was down almost 11 percent. We continue to believe that the turnaround
in market performance was a result of ongoing asset purchase programs in Europe
and Japan, a continued accommodative stance by the Fed in 2016, and growing
consensus over stronger growth.
U.S. investment-grade corporate bonds, the S&P 500, U.S. high-yield bonds, and U.S.
bank loans are up 9.2 percent, 7.8 percent, 15.5 percent, and 7.5 percent through the
third quarter of 2016, respectively. The ECB’s purchases have helped drive European

James Michal
Portfolio Manager

corporate bond yields to only 0.6 percent through Sept. 30, on average, based on the
Bloomberg Barclays Euro-Aggregate Index. As the investment-grade team discusses
on page 8, this has driven more capital to higher-yielding U.S. corporate bonds. Despite
all of this central bank support, our stance has become increasingly defensive as the
rising tide of global liquidity lifts valuations to unattractive levels, increasing the risk
of a correction. We have been raising the credit quality of our less risk-constrained
portfolios to lock in returns from assets that now look somewhat rich.

Steve Brown, CFA
Portfolio Manager

In portfolios with higher risk tolerance, we have increased cash and short-term
investments, swapped some high-yield corporate bond exposure for bank loans,
reduced our overall below investment-grade corporate credit targets, and sold some
investment-grade energy corporate bonds trading at tight spreads in the third quarter.
We slightly reduced our exposure to mezzanine tranches of collateralized loan
obligations (CLOs) to be within established risk limits, as the asset class had recovered
in price from a significant selloff in the first quarter. We continue to build liquidity
across all portfolios—a prudent strategy for weathering short-term corrections and

Eric Silvergold
Portfolio Manager

keeping dry powder for opportunities.
We are finding high-quality opportunities in structured credit (see our ABS
commentary on page 14), which plays a key role in our overall portfolio allocation.
Pre- and post-crisis CLOs represent 31 percent of our multi-credit composite (our most
flexible strategy) and we expect strong performance out of these sectors as LIBOR
ticks higher. The yield premiums over similarly rated corporate bonds look especially
attractive following this year’s corporate bond market rally. AA-rated post-crisis CLOs
yielded 3.4 percent, on average, in the third quarter of 2016, compared to average
yields of 2.2 percent for AA-rated corporate bonds.
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In more risk-constrained accounts, we reduced our target exposure to below
investment-grade corporate credit even further to only 10 percent. We have also
tempered our active search for energy opportunities following meaningful spread
compression since the first quarter.
Our Macroeconomic Research team expects that the Fed will follow its December
rate hike with three, possibly four, more hikes in 2017 (see page 4). At the same time,
the macro team expects that the fading impact of past oil price declines will push
headline inflation higher next year.
As the chart below shows, the real yield on the Bloomberg Barclays U.S. Aggregate
Index (Barclays Agg) briefly dipped into negative territory when deflated by core
CPI and was only 50 basis points positive when deflated by headline CPI. The selloff
in bond markets following the U.S. presidential election ultimately brought the
Barclays Agg yield back in line with inflation. In this environment, and with the
Fed’s forward guidance indicating a forward march on higher short-term rates,
we are keeping duration short relative to the benchmark while obtaining yield
outside of government-related assets.

The Threat of Inflation
Barclays Agg Yield Deflated by Headline CPI

An unexpected inflation increase
carries negative consequences for
fixed-income investors. This risk
is greatest in government-related
assets, which represent 70 percent
of the Barclays Agg. With core
CPI at 2.1 percent as of the end of
October, the index is only barely
compensating for core inflation.
Without continuous bond market
selloffs, investors earning a similar
yield to the Barclays Agg would soon
expect to earn negative real yields
against rising inflation.

Barclays Agg Yield Deflated by Core CPI
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Source: Bloomberg, Barclays, Guggenheim Investments. Data as of 11.30.2016.
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Macroeconomic Outlook

Expecting More 2017 Hikes than the Market
Markets will be grappling with a tightening labor market,
rising inflation, and, not least, a new administration.
U.S. real gross domestic product (GDP) grew by 3.2 percent in the third quarter,
according to the second reading, up from 1.4 percent in the second quarter.
Brian Smedley
Head of Macroeconomic and
Investment Research

We expect output to rise by around 2 percent on average in coming quarters,
a bit faster than the trend rate over the past year, as drags from past dollar strength
and an inventory adjustment cycle fade. The policy outlook has become more
uncertain with the election, though early indications that fiscal easing will be
prioritized in the new administration suggest that the risks to real GDP growth
in 2017 and 2018 are now skewed to the upside.
The labor market continues to strengthen, as seen in the impressive growth in the
size of the labor force (see chart, top right). In the year through November, the labor

Maria Giraldo, CFA
Vice President

force participation rate increased by 0.2 percentage point while the unemployment
rate declined by 0.4 percentage point to 4.6 percent. The cyclical rise in
participation, itself a response to a tighter labor market, is all the more noteworthy
given that the structural participation rate is falling by about 0.25 percentage point
per year due to the aging U.S. workforce. This rise in participation helped slow the
drop in the unemployment rate and the pace of Fed rate hikes in 2016.
Past declines in energy prices have suppressed headline inflation, but the energy
drag is set to reverse over the next six months as base effects kick in. Incorporating
our updated oil price model (see chart, bottom right), we project that headline CPI
inflation will rise from 1.6 percent in October to 2.5 percent in the first quarter
of 2017 before falling back toward 2 percent.
We expect Fed policymakers to follow their recent rate increases with three,
and possibly four, more hikes in 2017. While this would be faster than markets are
now pricing in, it would still leave rates below levels prescribed by standard policy
rules. President-elect Trump will have an opportunity to fill two open seats on the
Board of Governors, though this should not affect Fed policy in the near term.
Meanwhile, monetary policy divergence will continue to support the U.S. dollar.
The ECB has extended quantitative easing (QE) at a pace of €60 billion per month
through at least the end of 2017, while the BoJ is far from reducing stimulus.
In our view, their QE programs continue to buttress global sovereign debt and
credit markets.
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Labor Force Growth Is Accelerating as the Labor Market Tightens

The U.S. labor market continues to
strengthen, as seen in the impressive
growth in the size of the labor force.
In the year through November,
the labor force participation rate
increased by 0.2 percentage point
while the unemployment rate
declined by 0.4 percentage point.
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Source: Guggenheim Investments, Haver Analytics, Bureau of Labor Statistics. Data as of 12.13.2016.

Our Oil Model Indicates Inflation Is on Target to Hit 2.5%
Actual WTI Prices
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Incorporating our updated oil price
model, we project that rising oil prices
will help headline CPI inflation to rise
from 1.6 percent in October to 2.5
percent in the first quarter of 2017.
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Portfolio Strategies and Allocations

Guggenheim Fixed-Income Strategies

Barclays U.S. Aggregate Index1

Guggenheim Core Fixed Income2

24%

30%
42%
2%

68%

Governments & Agencies:
Treasurys 36%, Agency Debt 2%, Agency MBS 28%,
Municipals 1%

Governments & Agencies:
Treasurys 0%, Agency Debt 9%, Agency MBS 4%,
Municipals 11%

Structured Credit:
ABS 0%, CLOs 0%, CMBS 2%, Non-Agency RMBS 0%

Structured Credit:
ABS 16%, CLOs 8%, CMBS 9%, Non-Agency RMBS 1%

Corporate Credit/Other:
Investment-Grade Corp. 26%, Below-Investment Grade Corp. 0%,
Bank Loans 0%, Commercial Mortgage Loans 0%, Other 4%

Corporate Credit/Other:
Investment-Grade Corp. 22%, Below-Investment Grade Corp. 1%,
Bank Loans 1%, Commercial Mortgage Loans 10%, Other 8%

The Barclays Agg is a broad-based flagship index
typically used as a Core benchmark. It measures the
investment-grade, U.S. dollar-denominated, fixed-rate
taxable bond market. The index includes Treasurys,
government-related and corporate securities, MBS
(Agency fixed-rate and hybrid ARM pass-throughs),
ABS, and CMBS (Agency and non-Agency). The bonds
eligible for inclusion in the Barclays Agg are weighted
according to market capitalization.

Guggenheim’s Core Fixed-Income strategy
invests primarily in investment-grade securities,
and delivers portfolio characteristics that match
broadly followed core benchmarks, such as the
Barclays Agg. We believe investors’ income and return
objectives are best met through a mix of asset classes,
both those that are represented in the benchmark,
and those that are not. Asset classes in our Core
portfolios that are not in the benchmark include
non-consumer ABS and commercial mortgage loans.

1

2

Barclays U.S. Aggregate Index: Other includes 3% supranational and 1% sovereign debt
Totals may not sum to 100 percent due to rounding.

6

35%

Guggenheim Core Fixed Income: Other primarily includes 3% private placements,
1.8% preferreds, 1.6% LPs, and 1.1% sovereign debt. Totals may not sum to 100 percent
due to rounding. Sector allocations are based on the representative account of each
Guggenheim strategy. Compositions may vary between accounts and are subject
to change.
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Guggenheim Core Plus Fixed Income3

24%

Guggenheim Multi-Credit Fixed Income4

16%

50%

50%

59%

Governments and Agencies:
Treasurys 8%, Agency Debt 6%, Agency MBS 1%, Municipals 1%

Governments and Agencies:
Treasurys 0%, Agency Debt 0%, Agency MBS 0%, Municipals 0%

Structured Credit:
ABS 10%, CLOs 20%, CMBS 8%, Non-Agency RMBS 21%

Structured Credit:
ABS 12%, CLOs 31%, CMBS 2%, Non-Agency RMBS 5%

Corporate Credit/Other:
Investment-Grade Corp. 7%, Below-Investment Grade Corp. 4%,
Bank Loans 4%, Commercial Mortgage Loans 0%, Other 9%

Corporate Credit/Other:
Investment-Grade Corp. 3%, Below-Investment Grade Corp. 10%,
Bank Loans 20%, Commercial Mortgage Loans 0%, Other 17%

Guggenheim’s Core Plus Fixed-Income strategy
employs a total-return approach and more closely
reflects our views on relative value. Like the Core
strategy, Core Plus looks beyond the benchmark for
value. Core Plus portfolios have added flexibility,
typically investing up to 30 percent in belowinvestment-grade securities and delivering exposure
to asset classes with riskier profiles and higher return
potential. CLOs and non-Agency RMBS are two sectors
we consider appropriate for our Core Plus strategies,
in addition to more traditional core investments such
as investment-grade corporate bonds.

Guggenheim’s Multi-Credit Fixed-Income strategy
is unconstrained, and heavily influenced by our
macroeconomic outlook and views on relative value.
As one of Guggenheim’s “best ideas” strategies,
our Multi-Credit portfolio allocation currently
reflects a heavy tilt toward fixed-income assets
that we believe more than compensate investors
for default risk. Our exposure to riskier, belowinvestment-grade sectors is diversified by
investments in investment-grade CLOs and
commercial ABS debt, which simultaneously
allow us to limit our portfolio’s interest-rate risk.

3

4

Guggenheim Core Plus Fixed Income: Other primarily includes 5% cash, 1.5% preferred
stock, and 0.9% sovereign debt. Totals may not sum to 100 percent due to rounding.
Sector allocations are based on the representative account of each Guggenheim strategy.
Compositions may vary between accounts and are subject to change.

Fixed-Income Outlook | Fourth Quarter 2016

Guggenheim Multi-Credit Fixed Income: Other primarily includes 13.5% cash, 1.7%
preferreds, 1.5% sovereign debt, and 0.3% private placements. Totals may not sum to
100 percent due to rounding. Sector allocations are based on the representative account
of each Guggenheim strategy. Compositions may vary between accounts and are subject
to change.
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Investment-Grade Corporate Credit

Foreign Forces Drive Yields Lower
Portfolio allocation as of 9.30.2016

22%

7%

Guggenheim
Core

Guggenheim
Core Plus

Unwavering investor demand drove yields close to historic
lows in the third quarter.
The key themes that drove returns in the second quarter continued through the
third quarter. Robust issuance, totaling $323 billion in the third quarter,
was absorbed by domestic and foreign investors hungry for yield. This technical
backdrop has driven yields to unattractive levels. Fixed-rate primary market bonds
priced at average yields of only 2.9 percent in the third quarter, despite maturities

3%

26%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

averaging more than 12 years, making it difficult to find compelling value.
There is little indication that demand will ease in the near term as global yields
anchor those in the U.S.: euro-denominated investment-grade corporate bond
yields are a full 220 basis points lower than U.S. investment-grade corporates. We
are watching hedging costs closely as we assess the potential for foreign demand
to wane. For European and Japanese investors, hedging the U.S. dollar would
eliminate over half of the excess yield over their respective local bonds, but this
cost has not deterred demand for now. The ratio between foreign purchases and
new issuance volume through July 2016 is at post-crisis highs (see chart, top right).
The Barclays Investment-Grade Corporate Bond index delivered a 1.4 percent total
return during the third quarter, its third consecutive quarter of positive returns.

Jeffrey Carefoot, CFA
Senior Managing Director

Spreads tightened by 18 basis points quarter over quarter to 138 basis points,
with the biggest moves once again stemming from spreads tightening in energy
and basic materials. Higher commodity prices have attracted buyers in both sectors,
but the opportunity in commodity credit is almost over. Spreads in energy and
materials are at their tightest in over a year (see chart, bottom right).
With our Macroeconomic Research team estimating that the next recession
remains two to three years away, we believe the rally in the investment-grade

Justin Takata
Director

market is not over, and we expect to see more spread compression. In the near
term, we will be looking to sell into strength and buy on weakness. Episodes of
high volatility may yield opportunities that do not exist in a market that is seeing
bonds priced inside of 3 percent yields and secondary bonds trading at significant
premiums to par. We will focus in the coming months on higher quality and timely
relative-value opportunities.
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Growing Foreign Demand Helped Absorb Supply
Foreign Purchases as a Share of Total U.S. Corporate Bond Issuance (LHS)
Foreign Purchases of U.S. Corporate Bonds, Annual Total $billions (RHS)
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Foreign capital is fleeing to the
U.S. as foreign corporate yields
circle zero. Both the level of foreign
purchases and measured as a
ratio of new U.S. corporate bond
issuance is at post-crisis peaks in
2016. Foreign investors are likely
to represent a large share of overall
demand over the next few years
as foreign central banks maintain
accommodative monetary policies.
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Source: Bloomberg, U.S. Treasury Department, SIFMA, Guggenheim Investments. Data as of 7.30.2016.

Opportunity in Commodities Is Almost Over
Ex-Commodity Investment-Grade Spreads

Basic Industry Spreads

Recovering oil and metals
prices have attracted investors
to commodity-related credits,
absorbing much of the value
that we saw in the space at
the beginning of the summer.
Corporate bond spreads in the
energy and metals sectors have
tightened to levels observed
before the nine-month selloff
that peaked in February, but they
continue to offer better value
than other sectors.

Energy Spreads

500 bps
450 bps
400 bps
350 bps
300 bps
250 bps
200 bps
150 bps
100 bps
Jan. 2015

April 2015

July 2015

Oct. 2015

Jan. 2016

April 2016

July 2016

Oct. 2016

Source: Barclays, Guggenheim Investments. Data as of 10.17.2016.
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High-Yield Corporate Bonds

Commodity Picture Is Still Improving
Portfolio allocation as of 9.30.2016

1%

4%

Guggenheim
Core

Guggenheim
Core Plus

We continue to find value in energy and metals, which still
offer yield premiums over non-commodity names despite
an improving fundamental outlook.
Standard & Poor’s 12-month trailing high-yield default rate reached 5 percent as
of Sept. 30, the highest since July 2010. Energy and metals companies continue
to represent the largest share of defaults, but we also saw a few defaults in

10%

0%

financials, retail, and media. OPEC’s announcement that it will be looking to
contain production to within a tight range boosted oil prices in September, and also
caused energy spreads to tighten (see chart, top right). Further easing of borrowing

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

conditions in the energy sector should avert some defaults over the next six to 12
months, potentially lowering the headline default rate back down to the belowaverage trend. Excluding commodity names, the trailing 12-month default rate is
only 2.4 percent as of Sept. 30, below the historical average of 4.3 percent.
The Credit Suisse High Yield Index gained 5.7 percent in the third quarter, making it
the third consecutive quarter of positive returns. High-yield bond spreads tightened
107 basis points quarter over quarter to 567 basis points. All rating categories
delivered positive returns and lower quality continues to outperform, with BB-rated

Thomas Hauser
Managing Director

bonds returning 4.3 percent while B-rated bonds and CCC-rated bond returned 4.9
percent and 8.3 percent, respectively. For the year, high-yield corporate bonds have
been one of the best performing fixed-income asset classes, delivering 15.5 percent
total return year to date.
Long-term concerns continue to underscore fundamentals. The most recently
reported high-yield leverage multiples set a new record, casting doubt over the
sector’s ability to sustain such high debt levels through the next downturn.
Our Macroeconomic Research team believes there is still two to three years of
runway left before the U.S. economy contracts, but given that the average highyield bond maturity is approximately six years, we remain highly selective in our
approach. We continue to find value in materials and energy where weaker names
have exited and the fundamental outlook is still improving. Investors can obtain
yields ranging from 7–9 percent in energy and metals, compared to non-commodity
yields averaging only 6 percent (see chart, bottom right).
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High-Yield Energy Prices Follow Oil Prices Higher Again
Average High-Yield Energy Bond Prices, % of Par (LHS)

WTI Front-Month Contract Oil Price (RHS)
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After two brief decoupling periods
that saw high-yield energy bond
prices trending sideways while oil
prices struggled to maintain upward
momentum, the OPEC announcement
in mid-September that it would cut
production boosted oil prices and
allowed energy high-yield bonds to
rally again.
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Yield Premiums Still Look Attractive in Commodity Sectors
Energy Yields

Metals / Mining Yields

While yields and spreads have
compressed significantly following
the strong summer rally, we continue
to find value in energy and metals
sectors where yields range from
7–9 percent, compared to average
yields of 6 percent for ex-commodity
companies.

Ex-Commodity Yields
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Bank Loans

Investor Demand Raises Refi Risk
Portfolio allocation as of 9.30.2016

1%

4%

Guggenheim
Core

Guggenheim
Core Plus

Reversing the trend earlier in the year, primary market
opportunities look attractive as the secondary market
trades rich.
Almost every aspect of the loan market in the third quarter has reversed trends
we observed during the first quarter of the year. The primary loan market has seen
robust volume with institutional loan originations totaling $107 billion during the

20%

0%

third quarter, the largest since the second quarter of 2014. Default volumes have
declined since reaching $8 billion in May 2016, discount margins have tightened,
and prices have been buoyed by strong CLO demand and loan mutual fund inflows.

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

In fact, S&P LCD data shows that visible demand for loans has outpaced net supply
for seven consecutive months, the longest such stretch since 2009 (see chart,
top right).
Supported by a strong technical backdrop, the Credit Suisse Loan Index gained
3.1 percent in the third quarter. Lower-quality loans outperformed, with CCC
loans returning 7.5 percent, versus 2.1 and 3.3 percent for BB and B-rated loans,
respectively. Prices continued their recovery with BB-rated loans now trading above
par, and B-rated loans trading at around 97 percent of par, on average. Average

Thomas Hauser
Managing Director

discount margins for the index tightened 79 basis points over the quarter to their
tightest since September 2014. Year over year, the loan market has delivered
9.2 percent total return through the end of the third quarter.
In the current environment, call protection periods and call prices must be taken
into consideration when assessing loans trading above par. Almost half of the loans
in the Credit Suisse Leveraged Loan index are now trading above par, despite many
loans now being outside of their call protection period. As the chart at bottom
right shows, borrowers opportunistically refinance or reprice their outstanding
loans when they trade above par, a strategy that has allowed borrowers to reduce
borrowing costs since 2009. This prudent strategy, while credit-positive for
borrowers, can cut into investors’ expected returns. For this reason, we are
focusing on primary market opportunities where volumes have been robust.
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Loan Demand Has Outpaced Supply for Seven Months
Change in Outstandings

CLO Issuance Plus Prime-Fund Inflows
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Strong CLO originations and a
resurgence in mutual fund demand
has allowed visible flows to outpace
net supply in the loan market for
seven consecutive months. This is the
longest streak of such supply/demand
dynamics since 2009.
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Source: S&P LCD, Guggenheim Investments. Data as of 9.30.2016.

Premium Loans Carry Refinancing Risk
Refinancing / Repricing Activity as a Share of New Issuance

As secondary loan prices rise above
par and yields fall, borrowers take the
opportunity to refinance outstanding
loans and reduce their all-in borrowing
cost. Therefore, while the rebound in
loan prices has been positive for loan
investors that rode out the volatility,
these conditions must be monitored
against limited call protection to avoid
paying above a call price.
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Source: S&P LCD, Credit Suisse, Guggenheim Investments. Data as of 9.30.2016.
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Asset-Backed Securities and CLOs

Refi Surge Calls for Selective Buying
Portfolio allocation as of 9.30.2016

24%

30%

Guggenheim
Core

Guggenheim
Core Plus

Direct lenders and middle market credit platforms will
drive middle market CLO issuance.
The ABS market’s orderly response to the Hanjin bankruptcy suggests that the
structured credit investor base has matured since 2007. Hanjin Shipping, Korea’s
largest container carrier, filed for bankruptcy protection on Aug. 31, succumbing
to the challenging combination of weak GDP growth and industry overcapacity.
As Hanjin’s customers scrambled to recover stranded cargo and creditors braced

43%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

for losses, the container lease ABS market responded with brisk trading, healthy
liquidity, and nearly unchanged prices. Meanwhile, the CLO market rebounded
in the third quarter. Volatility during early 2016 kept many CLO issuers on the
sidelines. As a result, traditional CLO debt investors entered the third quarter well
behind internal CLO spending targets. Adding to demand, investors continued
to increase allocations to floating-rate CLO debt in response to rising USD LIBOR
and negative yields in Japan and Europe. Not surprisingly, CLO spreads tightened
significantly during the third quarter (see chart, top right). Already hoping to
issue or refinance CLOs ahead of the December 2016 risk retention deadline,
CLO issuers were only too happy to meet strong CLO demand. September
represented the highest monthly CLO issuance since June 2015, with October

Brendan Beer
Managing Director

on track to exceed September.
The CLO market gained 2.58 percent on a total return basis in the third quarter
of 2016, per J.P. Morgan’s CLOIE index. Post-crisis CLOs rose 2.63 percent,
while pre-crisis CLOs rose 2.27 percent. Lower-rated tranches again outperformed
higher-rated tranches this quarter with AAA, AA, A, and BBB post-crisis CLO
tranches returning 1.28, 2.51, 4.48, and 6.40 percent, respectively.
We have largely ceased buying longer duration, deep mezzanine CLO tranches,

Michelle Liu
Director

as the dislocation of early 2016 has corrected. Meanwhile, the dizzying volume
of refinancings has somewhat overwhelmed buyer bandwidth (see chart, bottom
right). In this environment, we are focusing on refinanced A- and BBB-rated
tranches with limited remaining reinvestment periods. Over the past year,
a number of strategic investors and insurers have acquired or partnered with direct
lenders. These new partnerships and existing middle market credit platforms will
drive significant middle market CLO issuance over coming months. Within esoteric

George Mancheril
Vice President
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ABS, employment and wage gains have impacted quick service and casual dining
concepts with wildly variable results. As a result, we find some, but not all,
whole business ABS issues attractive, as well as select aircraft lease ABS.
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CLO Spreads Hit 52-Week Tights
Tights

Spreads as of 10.24.2016

Spreads as of 6.30.2016

Wides

CLO 1.0 AAA

122 bps

178 bps

CLO 1.0 AA

150 bps

239 bps

CLO 1.0 A

207 bps

311 bps

CLO 1.0 BBB

311 bps

441 bps

CLO 1.0 BB

512 bps

723 bps

CLO 2.0/3.0 AAA

148 bps

206 bps

CLO 2.0/3.0 AA

213 bps

311 bps

CLO 2.0/3.0 A

295 bps

458 bps

CLO 2.0/3.0 BBB

451 bps

711 bps

CLO 2.0/3.0 BB

753 bps

1197 bps

Several third-quarter trends caused
CLO spreads to tighten significantly.
Investors have been allocating more
to floating-rate assets as three-month
LIBOR rises, while yields in Europe
and Japan fall deeper into negative
territory. Growing demand and a
looming risk-retention deadline led to
a resurgence in supply that included
refinancing activity, causing CLO
spreads to tighten broadly. In a strong
reversal from the end of the second
quarter, CLO spreads across the credit
spectrum are now at 52-week tights.

Source: J.P. Morgan, Guggenheim Investments. Data as of 10.24.2016.

Monthly Refinanced CLO Volume Exceeds Non-Refi in October
Refinance

Non-Refinance
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CLOs issued in 2012 and 2013
have exited their non-call periods,
prompting CLO equity holders to
improve returns via refinancing
activity. In the third quarter,
refinancing activity represented 26
percent of volume, a trend that has
continued into October. Refinanced
tranches typically have shorter
reinvestment periods, a feature that
we find attractive given that we are
in the late stages of the credit cycle.
We have been focusing on A- and
BBB-rated refinanced tranches with
limited remaining reinvestment
periods.

Source: S&P LCD, Guggenheim Investments. Data as of 10.15.2016.
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Non-Agency Residential
Mortgage-Backed Securities

Defensive Driving
Portfolio allocation as of 9.30.2016

1%

21%

Guggenheim
Core

Guggenheim
Core Plus

Despite constructive fundamentals, challenging relative
value warrants risk control.
Improving mortgage credit fundamentals and rallying credit markets have
compressed non-Agency RMBS spreads and decreased spread differentials between
lower- and higher-risk tranches. The market currently gives little consideration
to adverse call features, increasing tranche maturity, or reduced seniority.
We view this as a rare opportunity to upgrade investment quality at low cost.

5%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

We expect improving prepayments to support intermediate-term non-Agency
RMBS returns. The chart at top right shows that mortgage credit availability has
shown only minimal expansion. As a result, performing borrowers in legacy RMBS
deals have relied on their own slowly improving financial situations, with little help
from lenders, to qualify for refinancing. Loan-to-value (LTV) ratios have trended below
the important 80 percent threshold, and prepayments have shown corresponding
increases (see chart, bottom right). Looking forward, borrower’s equity build from
amortization alone should have the same beneficial effect on prepayments as an
additional 2–3 percent annual home price appreciation. In contrast to the effect on
premium MBS pools discussed by our Agency MBS team on page 24, discount priced
non-Agency RMBS stands to benefit from these increasing prepayments.

Eric Marcus
Director

Non-Agency RMBS tracked the broader rally in credit risk markets in the third quarter
and posted a 3.4 percent total return, outperforming the Barclays Agg and bringing
year-to-date total return to approximately 5.9 percent. All non-Agency subsectors
experienced positive performance on the quarter, and spreads on most subsectors
stand at post-crisis tights.
We currently favor short maturity subprime RMBS and re-securitizations, as well
as non- and re-performing-backed deals. These subsectors show stable prospective

Karthik Narayanan, CFA
Director

performance across a variety of credit and interest-rate stresses, and yield 2.0–2.8
percent above their corresponding benchmark rates. Selected discount dollar-priced
floaters also appear attractive due to expected improvements in prepayments.
We would look for a widening of spreads on longer maturity, deeply subordinated,
and higher risk securities to deploy capital to those subsectors.

16
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Mortgage Lending Standards Remain Restrictive
2005 - 2007

Tepid expansion of mortgage
credit availability, as demonstrated
by the MBA Mortgage Credit
Availability index, has required
borrowers to cure into current
underwriting standards without
help from lenders. The index is a
barometer on the availability of
mortgage credit. A higher index
reading signifies more credit is
available and a lower index reading
signifies less credit is available.

2016*
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Source: Mortgage Bankers Association, Haver Analytics, Guggenheim Investments. Data as of 9.30.2016. Data prior to 3.31.2011
is quarterly only. * Represents typical values that may not represent an investable opportunity.

Increasing Prepayments Favor Discount Price RMBS
Option ARM CPR (LHS)

Subprime ARM CPR (LHS)

Option ARM LTV (RHS)

Subprime ARM LTV (RHS)
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Prepayments, measured by the
conditional prepayment rate,
or CPR, increased markedly as
LTV fell below
80 percent. This trend is
expected to continue in the
near term.
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Source: J.P. Morgan, Guggenheim Investments. Data as of 8.30.2016.
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Commercial Mortgage-Backed Securities

Sorting the Wheat from the Chaff
Portfolio allocation as of 9.30.2016

9%

8%

Guggenheim
Core

Guggenheim
Core Plus

Identifying relative value as investors struggle to digest
a slew of transactions in a hot market.
Following the wild success of the last quarter’s first-ever risk-retention
transaction, Wall Street banks lined up to offer traditional conduit transactions,
a watered-down variant of a risk-retention transaction, plus a slew of new large
loan transactions. September alone saw 10 new CMBS transactions and the
announcement of 15 more (both Agency and non-Agency) by year end. Market

2%

2%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

participants shuddered under the onslaught of these new “opportunities,” and the
market widened 5–30 basis points in response to the deluge in supply. Heightened
market sensitivity to leverage, underwriting, and property quality have caused a
pronounced market price tiering for new-issue CMBS transactions (see chart,
top right). Collateral quality in the new transactions varied greatly (our creditrejection rate is the highest it has been all year), and market reception supported
the higher-quality, lower-levered transactions at the expense of more aggressive
transactions. Anecdotally, a more aggressively underwritten transaction
suffered relatively poor execution despite the sponsor retaining 3 percent of
the transaction. Consensus views on the value of risk retention were somewhat
undermined by the execution of that transaction. Credit sensitivity feels unusually

Peter Van Gelderen
Managing Director

high in CMBS markets right now.
Post-crisis CMBS, as measured by the Barclays U.S. CMBS 2.0 index, posted a
positive total return of 0.9 percent for the third quarter. The senior-most AAArated tranche of the index returned 0.5 percent, while the AA-rated, A-rated,
and BBB-rated CMBS 2.0 tranches had stronger total returns of 2.1, 4.3, and 2.6
percent, respectively.
We remain active in conduit CMBS, with heightened attention to relative value

Shannon Erdmann
Vice President

offered by varying degrees of market sponsorship, but recently we have also
been able to locate opportunities in select shorter-tenor large loan transactions
(see chart, bottom right). Insurance companies’ voracious appetite for large loan
transactions in the first half of the year has abated in the second half, and large
loan CMBS financings have recently offered relatively attractive opportunities.
Large loan financing of non-core property types and low leverage purchase
transactions have been a particular focus for us.

Simon Deery
Vice President
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CMBS Price Tiering Is Significant
Transaction 1

Heightened market sensitivity to
leverage, underwriting, and property
quality have caused a pronounced
market price tiering for new-issue
CMBS transactions. For example,
in the two pictured conduit CMBS
transactions that were marketed
at roughly the same time, market
pricing varied widely. Despite similar
ratings, the estimates of underlying
collateral loan leverage in Transaction
2 were materially higher than those of
Transaction 1, and investors priced the
risk accordingly.

Transaction 2

650 bps

615

550 bps
480
450 bps

350 bps

300
225

250 bps

195

150 bps

130

118

107

160

150

50 bps
AAA

Junior AAA

AA

A

BBB

Source: JP Morgan, Guggenheim. Data as of 10.25.2016.

Large Loan Transactions Pick Up Steam
Amount Issued (LHS)

Count of Deals (RHS)

$4.5b

7

$4.0b

6

$3.5b
5

$3.0b
$2.5b

4

$2.0b

3

$1.5b

The fourth quarter has seen an
increase in large loan and singleasset, single-borrower transactions
compared to the summer lull.
Through mid-November, nine
transactions totaling $5 billion have
been priced, already the largest
quarterly volume of the year.
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Source: Intex, Guggenheim. Data as of 10.31.2016.
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Commercial Real Estate Debt

Stability and Liquidity Return
Portfolio allocation as of 9.30.2016

10%

0%

Guggenheim
Core

Guggenheim
Core Plus

After a volatile first half of the year, debt markets returned
to a more normalized origination environment.
After an almost record-setting pace of commercial real estate loan originations
and sales in 2015, the first three quarters of 2016 saw a significant decrease in new
sales activity, and large portfolio sales transactions are down 32 percent through
the third quarter year over year. However, many earlier headwinds have dissipated,
and the pace with which investors have purchased single-asset properties has

0%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

declined only 4 percent compared to 2015. A robust pipeline, particularly from
national and regional banks (see chart, top right), should drive loan originations
higher in the fourth quarter and may revive larger sales, but we are anticipating a
significant decrease in final volume of sales and originations for this year compared
to last. While overall sales are down, the rate of foreign investment in properties has
been significantly higher this year at 32 percent of overall sales to date in the U.S.,
compared to 20 percent in 2015, so we expect the fourth quarter to see its typical
year-end increase in property sales and originations but below last year’s nearrecord pace.
The NCREIF National Property Index (NPI) rose 1.77 percent in the third quarter
2016, down from 2.03 percent last quarter and 3.09 percent in the third quarter

William Bennett
Managing Director

2015. Cap rates nudged lower across property types during the third quarter,
with industrial and apartment cap rates falling the most (nearly 35 and 40 basis
points, respectively). With the exception of retail, cap rates across property types
are at or very near historic lows, with cap rates in major markets continuing to
be lower than either secondary or tertiary markets, although U.S. cap rates are
relatively attractive compared to global markets (see chart, bottom right). Falling
cap rates are consistent with the property appreciation we saw during the quarter.

David Cacciapaglia
Managing Director

The fourth quarter is usually a time when lenders are rewarded for their patience
if they still have capital to deploy. Many of the life companies have hit their
allocations for the year and are slowing down their pace of originations through
year end. At the same time, the CMBS market is still recovering. This combination
will provide for wider spreads for high-quality permanent loans, and should
reward lenders willing to increase loan to value on senior financings between
70–75 percent.
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National and Regional Banks Are Increasing Their Share of CRE Lending
2015

Demand from securitization markets
has historically been a key factor in
the supply and pricing of commercial
real estate (CRE) loans. However,
data show that financial institutions
and insurance companies have
increased their share of commercial
real estate lending at the expense of
CMBS and Agency funding channels
this year.

2016

45%

Market Share Down
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Source: Morgan Stanley, Guggenheim Investments. Data as of 9.30.2016.

U.S. Cap Rates More Attractive than Non-U.S.
Non-U.S. cities

U.S. Cities
7.0%
6.5%

U.S. commercial real estate looks
particularly attractive relative to
comparable foreign markets.
This becomes even more apparent
when you look at second-tier U.S. city
cap rates relative to other countries.
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Municipals

Emphasis on Quality
Portfolio allocation as of 9.30.2016

11%

1%

Guggenheim
Core

Guggenheim
Core Plus

Rising pension liabilities remain a concern, but strong
technicals support the municipal market.
States’ fiscal-year 2016 financial statement disclosures have illuminated a common
theme of substantial net pension liability growth overwhelming operating results,
growth of tax receipts, and the replenishment of rainy day funds. A combination
of poor investment results relative to inflated return assumptions, rising pension
costs, and underfunded contributions have yielded countless negative headlines.

0%

1%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

We expect many states and municipalities will face significant financial choices
as rising pension costs threaten other policy initiatives in 2017, placing pressure
on capital projects and appropriation-backed bonds. Against this backdrop,
strong technicals continue to support the municipal market, primarily driven by
52 consecutive weeks of inflows to mutual funds by the traditional investor base.
Enhancing this demand is a new group of investors from Asia and Europe who
are attracted to positive yields, diversification, and low historic default rates (see
chart, top right). For both traditional and foreign investors, a rise in interest rates
may not dampen their respective appetite as alternatives to the municipal market’s
risk-adjusted yields become harder to find. Our focus continues to be on credit
discipline and bonds supported by dedicated revenue streams and/or statutory

James Pass
Senior Managing Director

liens as robust technicals drive the market toward conceding on legal structures.
Municipal bonds posted their first quarterly loss of the year in the third quarter
of 2016, with the broad Municipal bond index falling 0.3 percent. All credit ratings
suffered losses, with AAA, AA, A, and BBB-rated bonds posting losses of 0.5, 0.4,
0.1, and 0.3 percent, respectively. Hardest hit were long-dated municipal bonds
(+22 year maturity), which lost 0.7 percent.
Separate from fundamental credit risk and money market reform, the ensuing

Allen Li, CFA
Managing Director

investor redemptions of short-term paper have pushed the SIFMA Municipal Swap
Index, a benchmark used for short-term municipal borrowing, to over 80bps,
up from 1bp in early 2016 (see chart, bottom right). The sharp increase in the
SIFMA rate will directly impact roughly $175 billion of variable-rate demand notes
(VRDNs). While U.S. regulations have caused higher financing costs for state and
local governments, further unintended consequences can be expected from the
policies of the next presidential administration in 2017.
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Municipal Bonds’ Investor Base Broadens
Foreign Holdings

U.S. Chartered Depository Inst.

Households and Mutual Funds (RHS)

Life Insurance

25%

82%

20%

78%

15%

74%

10%

70%

5%

66%

0%

While individuals and mutual funds
have historically been the largest
source of demand for municipal
bonds, our analysis shows that they
have been losing market share by 1-2
percent per year since 2009, from 78
percent to 69 percent as of the third
quarter. Life insurance, U.S. chartered
depository institutions, and foreign
holdings combined have gained that
9 percent difference. We believe this
to be a positive shift, as it diversifies
and broadens the buyer base.

62%
2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

Source: SIFMA, Guggenheim Investments. Data as of 10.15.2016.

Floating-Rate Assets Look Increasingly Attractive
SIFMA Municipal Swap Index

Money market reform and the ensuing
investor redemptions of short-term
paper have pushed the SIFMA
Municipal Swap index, a benchmark
used for short-term municipal
borrowing, to over 80 basis points,
up from 1 basis point in early 2016.
VRDNs have floating coupons which
reset based on this swap index rate.
These assets are looking more
attractive on a taxable-equivalent
basis as the benchmark rate rises.
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Agency Mortgage-Backed Securities

Focus on Longer Duration
Portfolio allocation as of 9.30.2016

4%

1%

Guggenheim
Core

Guggenheim
Core Plus

The widely feared refinancing wave failed to materialize,
but Fed timing remains a risk.
As the 10-year Treasury rate hit historical lows in the third quarter, concerns arose
that the Agency MBS market would revisit its 2012 refinancing wave. However,
the borrower incentives needed to reach the same prepayment levels did not
exist: Public data releases reflecting borrower prepayment behavior lag actual
interest-rate moves by over a month and the subsequent data demonstrated the

0%

28%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

impact was much less than previously witnessed at similar rate levels (see chart,
top right). The impact of prepayments is the primary risk driver that determines
the spread over similar U.S. government-backed paper, and the spread tightening
that followed the data release reflects this increasingly manageable risk. While
concerns over prepayment risks are diminishing, there are still questions regarding
the Fed’s portfolio, which contains approximately 30 percent of the entire Agency
MBS market. A renewed focus on the possibility of a faster pace of hikes could
reignite market speculation over the potential that the Fed will sell assets from its
current portfolio. Notwithstanding this concern, spreads have moved toward the
lower end of the past three years as some investors are calling for up-in-quality
asset positioning into a rate hike environment. A technical picture supported

Jeffrey Traister, CFA
Managing Director

by seasonal supply declines, sluggish growth in credit availability, and the
aforementioned diminishing levels of prepayment risk are also driving this
strong performance.
After strong returns in the first and second quarters, MBS had another positive
total return of 0.6 percent in the third quarter of 2016. Spreads tightened 7 basis
points to 99 basis points in the third quarter (see chart, bottom right), while yields
were roughly unchanged. Current yields of 2.1 percent are roughly 20 basis points

Aditya Agrawal, CFA
Director

higher than the lows in 2012.
We prefer a combination of TBA FNMA 30 years and moderate pay-up loan balance
pools. Investors can take advantage of roll financing and liquidity in the TBA stack
where the Fed is focusing most of its buying. Select loan balance pools priced no
more than 1 point above their respective TBA coupons provide a good balance
between carry and prepay protection. We would avoid most premium-priced LTV
pools. Steady home price appreciation has eroded the protection initially afforded
to these bonds. Many of the underlying borrowers can now refinance and lower
their loan payment by eliminating the mortgage insurance fee assigned to the loan
whose LTV originally exceeded 80 percent.
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Prepayment Speeds Defy Market Expectations
FNMA CPR

10-Year Treasury Yield
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The last time 10-year Treasury yields
were near August 2016 lows of 1.36
percent was in July 2012. At that time,
prepayment speeds on Fannie Mae
mortgages neared 30 percent on
an annualized basis, causing agency
MBS spreads to spike. Prepayment
rates following the August 2016
10-year Treasury yield lows have been
contained at around 20 percent on
an annualized basis, falling short of
market fears.
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Source: eMBS, Bloomberg, Guggenheim Investments. Data as of 10.15.2016. 10-year U.S. Treasury yields in the chart are three-month
averages as of the end of each month.

Agency MBS Spreads at Tight End of the Three-Year Range

Market relief over the contained pace
of prepayment speeds, combined
with positive investor sentiment as
we near a potential Fed rate hike,
has driven agency MBS spreads
tighter. As of mid November, Agency
MBS yields are roughly 100 basis
points higher than seven-year U.S.
Treasury yields.

150 bps
140 bps

Agency MBS vs. 7-Year UST

130 bps
120 bps
110 bps
100 bps
90 bps
80 bps
70 bps
Oct. 2013

April 2014

Oct. 2014

April 2015

Oct. 2015

April 2016

Oct. 2016

Source: Bloomberg, Guggenheim Investments. Data as of 10.15.2016.
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Rates

Pre- and Post-Election Rate Moves
Portfolio allocation as of 9.30.2016

9%

14%

Guggenheim
Core

Guggenheim
Core Plus

A rising fed funds rate suggests investors should prepare for
the curve to flatten.
A combination of U.S. and global central bank developments were driving factors
for global interest rates during the third quarter of 2016. As expected, the Fed held
rates unchanged until the December FOMC meeting, when it raised short-term
rates from 0.25–0.50 percent to a range of 0.50–0.75 percent. Our macroeconomic
team believes the Fed will remain data dependent through 2017, which calls for

0%

38%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

a shallow rate hiking cycle. This is in line with the consistent drop in the FOMC’s
median projections for the long run fed funds rate, which is only 2.9 percent as
of September 2016. The FOMC’s median projection for future economic growth
has also been reduced to only 1.8 percent (see chart, top right). Globally, the BoJ
maintained its policy rate at -0.10 percent, while also introducing a new policy of
yield curve control, targeting 0 percent for the 10-year Japanese government bond
and committing to expand the monetary policy base until inflation moves above
2 percent. As a result of these policy actions, Treasury yields increased marginally
and the yield curve flattened prior to the U.S. presidential election. After the
election, the market, discounting Trump’s anticipated fiscal stimulus, caused the
yield curve to steepen.

Connie Fischer
Senior Managing Director

During the course of the third quarter, the two-year Treasury yield increased from
0.58 percent to 0.76 percent, and the 10-year Treasury yield increased from 1.47
percent to 1.60 percent. With the move to higher yields, the Barclays U.S. Treasury
index generated a total return of -0.3 percent for the quarter and a year-to-date total
return of 5.1 percent. Agency spreads tightened and the Barclays U.S. Agency index
generated a total return of 0.3 percent for the quarter and a year-to-date total return
of 4.5 percent. The Barclays Global Treasury index generated a total return of

Tad Nygren, CFA
Director

0.8 percent for the quarter and a year-to-date total return of 12.0 percent.
In the third quarter, the BoJ’s policy move reduced implied interest rate volatility
significantly (see chart, bottom right), thus diminishing the attractiveness of
selling volatility through callable Agency securities. The collapse in implied
volatility caused us to avoid callable Agencies given tight spreads. However, the U.S.
presidential election outcome caused both implied volatility and spreads to rise,
so we have been buying callable Agencies again in the fourth quarter. We are also

Kris Dorr
Director
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finding attractive investment opportunities in longer maturity Agency bullets and
strips given our view that the yield curve will ultimately flatten as we move further
into the later stages of the economic cycle.
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More Evidence of Lower for Longer
Long-Run Real GDP Projections (RHS)
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Long-Run Federal Funds Rate (LHS)

The median FOMC member
projection of long-run fed funds rate
fell three times in 2016, supporting
our view that the Fed will maintain a
slow and gradual pace of tightening.
Declining median projections of
long-run real GDP growth has also
fallen in lockstep with declining
rate projections. We will be closely
watching these projections in 2017
as the new administration makes
progress in Washington.

Source: Federal Reserve, Guggenheim Investments. Data as of 9.30.2016.

Implied Interest Rate Volatility Spiked After a Long Decline
Implied Interest Rate Vol (1Y10Y ATM Swaption Vol, LHS)

10NC1Y Agency Bond Spreads (RHS)
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The “1Y10Y at-the-money swaption”
volatility is a measure of expected
interest rate volatility, akin to the
Chicago Board Options Exchange
Volatility Index (VIX) measure for
equity markets. Foreign central bank
commitments to keep rates low
caused implied volatility to decline
in 2016. As a result, callable Agency
bonds spreads, which are sensitive to
changes in market rates and implied
volatility, looked expensive relative
to historical spreads. Implied volatility
spiked significantly after the election,
making callable Agencies attractive
again.

Source: Bloomberg, J.P. Morgan, Guggenheim Investments. Data as of 12.9.2016.
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Important Notices and Disclosures
This article is distributed for informational purposes only and should not be considered as investing advice or a recommendation of any particular security, strategy or investment product. This article
should not be considered research nor is the article intended to provide a sufficient basis on which to make an investment decision. This article contains opinions of the authors but not necessarily
those of Guggenheim Partners or its subsidiaries. The authors’ opinions are subject to change without notice. Forward looking statements, estimates, and certain information contained herein are
based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained from sources believed to be reliable, but are not assured as to accuracy.
Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy or, nor liability for, decisions based on such information.
RISK CONSIDERATIONS Investing involves risk, including the possible loss of principal. Fixed income investments are subject to credit, liquidity, interest rate and, depending on the instrument,
counter party risk. These risks may be increased to the extent fixed income investments are concentrated in any one issuer, industry, region or country. The market value of fixed income investments
generally will fluctuate with, among other things, the financial condition of the obligors on the underlying debt obligations or, with respect to synthetic securities, of the obligors on or issuers of the
reference obligations, general economic conditions, the condition of certain financial markets, political events, developments or trends in any particular industry and changes in prevailing interest
rates. Investing in bank loans involves particular risks. Bank loans may become nonperforming or impaired for a variety of reasons. Nonperforming or impaired loans may require substantial workout
negotiations or restructuring that may entail, among other things, a substantial reduction in the interest rate and/or a substantial write down of the principal of the loan. In addition, certain bank
loans are highly customized and, thus, may not be purchased or sold as easily as publicly traded securities. Any secondary trading market also may be limited and there can be no assurance that an
adequate degree of liquidity will be maintained. The transferability of certain bank loans may be restricted. Risks associated with bank loans include the fact that prepayments may generally occur
at any time without premium or penalty. High yield debt securities have greater credit and liquidity risk than investment grade obligations. High yield debt securities are generally unsecured and
may be subordinated to certain other obligations of the issuer thereof. The lower rating of high yield debt securities and below investment grade loans reflects a greater possibility that adverse
changes in the financial condition of an issuer or in general economic conditions or both may impair the ability of the issuer thereof to make payments of principal or interest. Securities rated below
investment grade are commonly referred to as “junk bonds.” Risks of high yield debt securities may include (among others): (i) limited liquidity and secondary market support, (ii) substantial market
place volatility resulting from changes in prevailing interest rates, (iii) the possibility that earnings of the high yield debt security issuer may be insufficient to meet its debt service, and (iv) the
declining creditworthiness and potential for insolvency of the issuer of such high yield debt securities during periods of rising interest rates and/ or economic downturn. An economic downturn or an
increase in interest rates could severely disrupt the market for high yield debt securities and adversely affect the value of outstanding high yield debt securities and the ability of the issuers thereof
to repay principal and interest. Issuers of high yield debt securities may be highly leveraged and may not have available to them more traditional methods of financing. Asset-backed securities,
including mortgage-backed securities, may be subject to many of the same risks that are applicable to investments in securities generally, including currency risk, geographic emphasis risk, high yield
and unrated securities risk, leverage risk, prepayment risk and regulatory risk. Asset-backed securities are particularly subject to interest rate, credit and liquidity and valuation risks. The municipal
bond market may be impacted by unfavorable legislative or political developments and adverse changes in the financial conditions of state and municipal issuers or the federal government in case
it provides financial support to the municipality. Income from the municipal bonds held could be declared taxable because of changes in tax laws. Certain sectors of the municipal bond market
have special risks that can affect them more significantly than the market as a whole. Because many municipal instruments are issued to finance similar projects, conditions in these industries can
significantly affect an investment. Municipalities currently experience budget shortfalls, which could cause them to default on their debts.
Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security
Investors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, GS GAMMA Advisors, LLC, Guggenheim Partners Europe Limited
and Guggenheim Partners India Management. This material is intended to inform you of services available through Guggenheim Investments’ affiliate businesses.
INDEX DEFINITIONS Leveraged loans are represented by the Credit Suisse Leveraged Loan Index which tracks the investable market of the U.S. dollar denominated leveraged loan market. It consists
of issues rated “5B” or lower, meaning that the highest rated issues included in this index are Moody s/S&P ratings of Baa1/BB+ or Ba1/ BBB+. All loans are funded term loans with a tenor of at least
one year and are made by issuers domiciled in developed countries. High yield bonds are represented by the Credit Suisse High Yield Index, which is designed to mirror the investable universe of the
$US denominated high yield debt market. Investment grade bonds are represented by the Barclays Corporate Investment Grade Index, which consists of securities that are SEC registered, taxable
and dollar denominated. The index covers the U.S. corporate investment grade fixed income bond market. Treasuries are represented by the Barclays U.S. Treasury Index, which includes public
obligations of the U.S. Treasury with a remaining maturity of one year or more. The S&P 500 Index is a capitalization weighted index of 500 stocks, actively traded in the U.S, designed to measure the
performance of the broad economy, representing all major industries. The referenced indices are unmanaged and not available for direct investment. Index performance does not reflect transaction
costs, fees or expenses.
1
Guggenheim Investments total asset figure is as of 9.30.2016. The assets include leverage of $10.7bn for assets under management and $0.5bn for assets for which we provide administrative
services. Guggenheim Investments represents the following affiliated investment management businesses: Guggenheim Partners Investment Management, LLC, Security Investors, LLC, Guggenheim
Funds Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, GS GAMMA Advisors, LLC, Guggenheim Partners Europe Limited and Guggenheim Partners
India Management.
2
Guggenheim Partners’ assets under management are as of 9.30.2016 and include consulting services for clients whose assets are valued at approximately $60bn.
©2016, Guggenheim Partners, LLC. No part of this article may be reproduced in any form, or referred to in any other publication, without express written permission of Guggenheim Partners, LLC.
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Contact us
New York
330 Madison Avenue
New York, NY 10017

About Guggenheim Investments
Guggenheim Investments is the global asset management and investment advisory
division of Guggenheim Partners, with $204 billion1 in total assets across fixed
income, equity, and alternative strategies. We focus on the return and risk needs
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of insurance companies, corporate and public pension funds, sovereign wealth

Chicago

worth investors. Our 275+ investment professionals perform rigorous research to

227 W Monroe Street

understand market trends and identify undervalued opportunities in areas that are

Chicago, IL 60606

often complex and underfollowed. This approach to investment management has

312 827 0100

enabled us to deliver innovative strategies providing diversification opportunities

Santa Monica
100 Wilshire Boulevard
Santa Monica, CA 90401
310 576 1270

funds, endowments and foundations, consultants, wealth managers, and high-net-

and attractive long-term results.

About Guggenheim Partners
Guggenheim Partners is a global investment and advisory firm with more than
$250 billion2 in assets under management. Across our three primary businesses

London

of investment management, investment banking, and insurance services, we have

5th Floor, The Peak

a track record of delivering results through innovative solutions. With 2,500

5 Wilton Road

professionals based in more than 25 offices around the world, our commitment

London, SW1V 1LG

is to advance the strategic interests of our clients and to deliver long-term results

+44 20 3059 6600

with excellence and integrity. We invite you to learn more about our expertise
and values by visiting GuggenheimPartners.com and following us on Twitter at
twitter.com/guggenheimptnrs.

