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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 Fourth Quarter 2019 Fixed-Income Outlook.
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Portfolio Manager Outlook

Market Returns Reflect a Tension in the Economic Outlook
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 Returns across different
asset classes reflect tension
in the macroeconomic
outlook, with rates and
equities both delivering
better returns than credit.
 Year-to-date performance
across different asset
classes shows rates and
cyclical equities both
delivering better returns than
credit.
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 The Fed’s easing will likely
allow risks to build in certain
areas of the credit markets.
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 For now, we continue to
focus on income and capital
preservation.
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Source: Guggenheim Investments, Bloomberg. Data as of 11.30.2019

Guggenheim Partners

3

Macroeconomic Outlook

Global Growth Has Slowed, With Trade Volumes Now Contracting
World (ex U.S.) Real GDP (LHS)
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 The U.S.-China trade war
has detracted from global
trade volumes, which
contracted on a year-overyear basis in the second
quarter for the first time since
2009.
 The global trade recession
has weighed on GDP growth
in economies that are
particularly trade- and
investment-oriented.
 Real GDP growth in China
slowed to 6.0 percent year
over year in the third quarter,
the slowest pace in several
decades, while German GDP
grew by just 0.3 percent
annualized in the third
quarter after contracting by
1.0 percent in the prior
quarter.

-25%
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Source: Guggenheim Investments, Haver Analytics, Federal Reserve Bank of Dallas, Netherlands Bureau for Economic Policy Analysis. Trade data as of 6.30.2019; GDP data as of 9.30.2019 Shaded areas represent recession.
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Investment-Grade Corporate Bonds

Positive Spread Curve Supports Demand at the Long End
10s30s BBB-rated (bps)
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 With investment-grade
10s/30s credit curves at the
steeper end of the range
and continued appetite from
foreign and domestic
buyers, we should see
strong support for longerdated, high-quality bonds.
 Investors are conservatively
positioned going into the
end of the year, which
further decreases the
probability of corporate
spreads widening.
 While investors are likely to
play it safe in the fourth
quarter, demand for
investment-grade bonds
should remain robust given
the sector’s substantial 13
percent year-to-date
performance on a total
return basis.

Source: Guggenheim Investments, BofA Merrill Lynch Global Research. Data as of 9.30.2019.

Guggenheim Partners

5

High-Yield Corporate Bonds

Spreads Resist the Slowdown in Manufacturing Activity
ISM Manufacturing PMI (LHS)

High-Yield Corporate Spreads (RHS, reversed)

Bank Loan Three-Year Discount Margins (RHS, reversed)
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 High-yield spreads tightened
5 basis points over the third
quarter of 2019 and as of
Oct. 18 are 122 basis points
tighter since the start of the
year.
 The U.S. manufacturing
sector is in recession, with
several consecutive months
of ISM Manufacturing PMI
prints below 50, but credit
spreads remain tight at the
index level. Similar slumps in
manufacturing activity have
resulted in spread widening,
but that has not been the
case this year.
 Nevertheless, spreads have
widened for securities
carrying the lowest rating
(CCCs), signaling rising
concern about credit.
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Source: Guggenheim Investments, Bloomberg, Bloomberg Barclays Indexes, Credit Suisse. Data as of 11.30.2019.
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High-Yield Corporate Bonds

The Asymmetry of Potential Spread Outcomes Looks Unappealing
CCC Spreads
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 Weighing the upside
potential of spreads
tightening against the
downside that they may
widen another 1,000+
basis points, we believe
CCC spreads does not
justify the risk.
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 Current CCC spreads
might look appealing to
those who do not foresee
a repeat of 2015–2016,
but research suggests
spreads are more likely to
widen than tighten from
here.
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Source: Guggenheim Investments, ICE Index Services. Data as of 10.18.2019. Shaded area represents recession.
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Bank Loans

The Number of Downgrades Far Outweighed Upgrades in Q3
3M Down/Upgrade Ratio (LHS)
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 102 loans were downgraded
between June 2019 and
September 2019, according
to S&P LCD, representing
7.2 percent of the LSTA
Leveraged Loan index.
 Only 21 loans in the index
were upgraded over the
same period, resulting in a
downgrade-to-upgrade ratio
of 4.9x—the highest since
2009.
 The downgrades are not
focused on any specific
industry. Companies
operating in commercial
services, retail, technology,
healthcare, consumer
products, media, energy, and
several other subindustries
have seen loans
downgraded, leaving loan
investors few places to hide.

10%

Guggenheim Investments, S&P LCD. Data as of 9.30.2019..
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Asset-Backed Securities and CLOs

Senior CLO Tranches Outperformed Subordinate Tranches
 Senior CLO tranches have
outperformed subordinate
tranches on a nominal basis
(and especially on a riskadjusted basis) over the last
12 months.
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 Investors have not been
adequately compensated to
assume the additional credit
and spread duration risk of
subordinated CLO securities.
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 While weakening spreads
did not materially impact new
issuance volumes in the third
quarter ($25 billion)
refinance and reset volumes
were anemic.
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 We remain cautious on
subordinated CLO
investments, and believe
short, senior CLO tranches
have a superior investment
profile in the near term.
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Source: Guggenheim Investments, JP Morgan. Data as of 10.31.2019.
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Municipal Bonds

Taxable Muni Bond Issuance Is on Pace to Surpass $40 Billion
Full Year (LHS)
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 Taxable new issuance,
which surpassed $50 billion
for the first time since the
Build America Bonds
program in 2009–2010,
boosted overall supply.
 Since September, issuers
have capitalized on the
Treasury rally by issuing
taxable bonds not only for
new money, but for advance
refunding of tax-exempt
bonds.
 The momentum of this
supply phenomenon has
broadened the municipal
demand base and
supported a bullish
backdrop for the tax-exempt
market, particularly for
bonds with shorter call
dates.

6.5%

Source: Guggenheim Investments, BondBuyer, SIFMA. Data as of 9.30.2019.
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Agency Mortgage-Backed Securities

Agency MBS Spreads Are Near Six-Year Wides
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 The Bloomberg Barclays
U.S. MBS index posted a
1.37 percent total return as
mortgage rates fell and
interest rate volatility picked
up in the third quarter.
 Option-adjusted spreads
(OAS) were slightly wider
over the quarter and are
currently near the widest
levels of the past six years.
 We continue to favor
investments where either
the collateral or structure
offers some cash flow
stability at reasonable
spreads.
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Source: Guggenheim Investments, Bloomberg. Data as of 9.30.2019..
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Rates

Mid-Cycle and Recession Easing Have Both Led to Steeper Yield Curve
1998 "Mid-Cycle" Easing

2001 "Recession" Easing Cycle

 In contrast to 2019, 2020 is
more likely to see the
Treasury yield curve bear
steepen as markets price in
the Fed’s successful midcycle adjustment.

2007 "Recession" Easing Cycle

Change in 3m10Y Treasury Yield Curve
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 This also suggests that the
equity-like performance is
unlikely to repeat in 2020.
Nevertheless, market
volatility will create value in
longer lockout callable
Agency debt and fixed-rate
bullet Agency bonds.
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Source: Guggenheim Investments, Bloomberg. Data as of 10.29.2019.
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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 results in asset allocations that differ
significantly from broadly followed benchmarks.
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Important Notices and Disclosures
This material is distributed or presented for informational or educational purposes only and should not be
considered a recommendation of any particular security, strategy or investment product, or as investing advice
of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with
the making of investment decisions, and does not constitute a solicitation of an offer to buy or sell securities.
The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a
legal opinion. Always consult a financial, tax and/or legal professional regarding your specific situation.
This material contains opinions of the author or speaker, but not necessarily those of Guggenheim Partners,
LLC or its subsidiaries. The opinions contained herein 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 of, nor liability for, decisions based on such information.
No part of this material may be reproduced or referred to in any form, without express written permission of
Guggenheim Partners, LLC.
One basis point is equal to 0.01 percent.
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. Investments in
bonds and other fixed-income instruments are subject to the possibility that interest rates could rise, causing
their value to decline. Investors in asset-backed securities, including mortgage-backed securities,
collateralized loan obligations (CLOs), and other structured finance investments generally receive payments
that are part interest and part return of principal. These payments may vary based on the rate at which the
underlying borrowers pay off their loans. Some asset-backed securities, including mortgage-backed securities,
may have structures that make their reaction to interest rates and other factors difficult to predict, causing their
prices to be volatile. These instruments are particularly subject to interest rate, credit and liquidity and valuation
risks. High-yield bonds may present additional risks because these securities may be less liquid, and therefore
more difficult to value accurately and sell at an advantageous price or time, and present more credit risk than
investment grade bonds. The price of high yield securities tends to be subject to greater volatility due to issuerspecific operating results and outlook and to real or perceived adverse economic and competitive industry
conditions. Bank loans, including loan syndicates and other direct lending opportunities, involve special types

of risks, including credit risk, interest rate risk, counterparty risk and prepayment risk. Loans may offer a fixed or
floating interest rate. Loans are often generally below investment grade, may be unrated, and can be difficult to
value accurately and may be more susceptible to liquidity risk than fixed-income instruments of similar credit
quality and/or maturity. Municipal bonds may be subject to credit, interest, prepayment, liquidity, and valuation
risks. In addition, municipal securities can be affected by unfavorable legislative or political developments and
adverse changes in the economic and fiscal conditions of state and municipal issuers or the federal government
in case it provides financial support to such issuers. A company’s preferred stock generally pays dividends
only after the company makes required payments to holders of its bonds and other debt. For this reason, the
value of preferred stock will usually react more strongly than bonds and other debt to actual or perceived
changes in the company’s financial condition or prospects.
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, 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.
1. Assets under management as of 9.30.2019 and include leverage of $11.8bn. 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, GS GAMMA Advisors, LLC, Guggenheim Partners Europe
Limited and Guggenheim Partners India Management.
2. Assets under management are as of 9.30.2019 and include consulting services for clients whose assets are
valued at approximately $67bn.
©2019, 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.
41536
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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
Tokyo
Otemachi First Square,
West Tower
1-5-1, Otemachi,
Chiyoda-ku, Tokyo 100-0004
+81 03 4577 7880

About Guggenheim Investments

Guggenheim Investments is the global asset management and investment advisory division of
Guggenheim Partners, with more than $213 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 300+ 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 $275 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 2,400+ professionals worldwide, 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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