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The Guggenheim Investments (“Guggenheim”) quarterly Fixed-Income Outlook presents the relative-value
conclusions of our 160+ member fixed-income investment team and illuminates the uniqueness of our investment
process. This chart book presents selected highlights from the Second Quarter 2017 Fixed-Income Outlook.
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Historically Tight Spreads Point to High Probability of Near-Term Widening
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 Our internal credit spread
dashboard tracks how
current spreads compare to
the historical track record by
sector and rating.
 Our dashboard shows that
high-yield corporate bond
spreads have been tighter
only 34 percent of the time.
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 In particular, BB-rated and Brated bonds look tight, which
means there is a greater
probability of spreads
widening from current levels.
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Source: Bloomberg, Guggenheim Investments. Data as of 3.31.2017.
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U.S. Labor Market Has Reached Full Employment
Unemployment Rate (LHS)

 Financial conditions have
eased since the election,
10
despite Fed rate hikes in
December and March, and
9
we continue to expect the
economy to expand faster
8
than its potential growth rate.
This should push the
7
unemployment rate further
below its natural rate of 4.7
percent.
6

Number of Job Seekers per Job Opening (RHS)
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 The decline in the Job
Openings and Labor
Turnover Survey (JOLTS)
data is another sign of
strength in the jobs market.
 Our medium-term growth
outlook has dimmed
marginally as a result of the
minimal progress seen to
date on the Trump
administration’s fiscal policy
initiatives. The ongoing
struggle to create a
healthcare bill has sapped
early legislative momentum,
and tax reform will be a
politically fraught process.

Source: Bureau of Labor Statistics, Haver Analytics, Guggenheim Investments. Unemployment data as of 4.30.2017; job openings data as of 2.28.2017.
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Investment-Grade Corporate Bond Funds Continue to Gather Assets
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 Demand has not let up for
mutual funds, which,
according to Lipper, have
seen 14 consecutive weeks
of inflows, and buying
programs from Asian
investors continue to blanket
the corporate bond curve
from the front end to the long
end.
 Even with strong new
issuance—first quarter
corporate bond supply of
$372 billion was the largest
quarterly gross issuance on
record—spreads ground
tighter during the first
quarter.

 Foreign net bias favors
investment-grade
corporates, which threatens
to drive spreads tighter
despite healthy supply.

Source: Investment Company Institute, Guggenheim Investments. Data as of 3.29.2017. Data reflects cumulative net mutual fund flows since February 2016.
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High-Yield Spreads Are Highly Correlated to Implied Equity Volatility
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 We are keeping an eye on
the Chicago Board Options
Exchange Volatility Index
(VIX index), which measures
implied equity market
volatility. The VIX index has
persisted at what we believe
to be unsustainably low
levels.
 Should equity market
volatility rise this summer,
we would expect to see
some spread widening in the
high-yield sector as well.
However, this should not be
mistaken for a fundamental
deterioration in the leveraged
credit space. We continue to
expect that defaults will
decline through the end of
the year.
 Tight spreads continue to
reflect an optimistic outlook
on corporate earnings and
the promise of pro-growth
fiscal policies. While
earnings are improving as
expected, fiscal policy
uncertainty is rising.

Source: Credit Suisse, Bloomberg, Guggenheim Investments. Data as of 4.15.2017.
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Post-Crisis CLO Spreads Are at the Tightest in Three Years
52-Week Range

 Collateralized loan obligation
(CLO) spreads for post-crisis
issues (CLO 2.0/3.0) have
come in across all tranches
to new three-year tights and
approaching the post-crisis
tights set in early 2013.
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 We continue to see room for
tightening as CLO spreads
remain wider than securities
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 Rising Libor rates—up from
63 basis points to 115 points
over the past 12 months—
also make floating-rate
assets more attractive than
fixed rate, supporting further
spread tightening.
 Outstanding asset-backed
securities (ABS) volume net
of CLOs and collateralized
debt obligations (CDOs) is
down marginally year over
year.

Source: J.P. Morgan, Guggenheim Investments. Data as of 4.24.2017.
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Risk Retention Drives Wider CMBS Subordinated Pricing Discrepancy
Risk Retention-Compliant CMBS
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 The heightened demand for
subordinated CMBS
securities, as well as for
other parts of the capital
stack, may be partially
explained by the new risk
retention requirements.
 The market believes that the
“skin in the game” required
by the new regulations
results in a generally
superior risk profile for the
risk retention structures. Our
analysis of these securities,
however, has found that their
credit quality is generally
similar to 2015 and 2016
pre-risk retention
transactions.
 In our view, “risk retention” is
more of a marketing hook
driving investor preference,
as opposed to a fundamental
credit improvement.

Source: Wells Fargo, Guggenheim Investments. Data as of 4.26.2017. Senior AAA is also referred to as last cash flow, or LCF.
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Roll Down of Fed Holdings Could Have Greatest Impact in 2018-2019
 The minutes of the FOMC’s
March 2017 meeting
revealed that most officials
supported a change to the
reinvestment program policy
later this year.
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This graph shows the Fed’s holdings of
Treasury and Agency securities by
maturity. Due to the significant volume
of securities maturing in 2018 and 2019,
the tapering of reinvestments will have a
bigger effect in those years.
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 We expect that the Fed will
gradually roll off
reinvestments, limiting the
market impact at the early
stages of the balance sheet
normalization process.
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 However, the end of the
reinvestment program may
have a bigger effect later in
2018 and 2019 when a
significant volume of
securities are expected to
mature.
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 We expect the Fed to
announce more details about
its strategy for normalizing its
balance sheet in September.

Source: Federal Reserve Bank of New York, Guggenheim Investments. Data as of 4.26.2017.
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Guggenheim’s Investment Process

Guggenheim’s fixed-income portfolios are managed by a
systematic, disciplined investment process designed to mitigate
behavioral biases and lead to better decision-making. Our
investment process is structured to allow our best research and
ideas across specialized teams to be brought together and
expressed in actively managed portfolios. We disaggregated fixedincome investment management into four primary and

independent functions—Macroeconomic Research, Sector Teams,
Portfolio Construction, and Portfolio Management—that work
together to deliver a predictable, scalable, and repeatable
process. Our pursuit of compelling risk-adjusted return
opportunities typically result in asset allocations that differ
significantly from broadly followed benchmarks.
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Important Notices and Disclosures
This material 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 material should not be
considered research nor is the article intended to provide a sufficient basis on which to make an investment
decision. This material 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.

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.

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.

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.

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

Guggenheim Investments total asset figure is as of 3.31.2017. The assets include leverage of $11.7bn for
assets under management and $0.4bn for assets for which we provide administrative services. 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.
2 Assets under management are as of 3.31.2017 and include consulting services for clients whose assets are
valued at approximately $59bn.
©2017, Guggenheim Partners, LLC. No part of this document 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
212 739 0700
Chicago
227 W Monroe Street
Chicago, IL 60606
312 827 0100
Santa Monica
100 Wilshire Boulevard
Santa Monica, CA 90401
310 576 1270
London
5th Floor, The Peak
5 Wilton Road
London, SW1V 1LG
+44 20 3059 6600

About Guggenheim Investments
Guggenheim Investments is the global asset management and investment advisory division of Guggenheim
Partners, with $217 billion1 in total assets across fixed income, equity, and alternative strategies. We focus on
the return and risk needs of insurance companies, corporate and public pension funds, sovereign wealth funds,
endowments and foundations, consultants, wealth managers, and high-net-worth investors. Our 275+
investment professionals perform rigorous research to understand market trends and identify undervalued
opportunities in areas that are often complex and underfollowed. This approach to investment management has
enabled us to deliver innovative strategies providing diversification opportunities and attractive long-term results.

About Guggenheim Partners
Guggenheim Partners is a global investment and advisory firm with more than $260 billion2 in assets under
management. Across our three primary businesses of investment management, investment banking, and
insurance services, we have a track record of delivering results through innovative solutions. With more than
2,300 professionals based in more than 25 offices in six countries around the world, our commitment is to
advance the strategic interests of our clients and to deliver long-term results 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.
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