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High-Yield Corporate Bonds

Evidence of Monetary Policy Lags in the High-Yield Market

More impact from tighter monetary policy ahead as debt rolls over.

Given its sensitivity to economic cycles, the high-yield market
has faced heightened scrutiny throughout the year. Concerns
over tightening financial conditions and the looming specter of a
recession have stoked fears of higher defaults, which have indeed
seen an increase. According to Bank of America research, the
12-month par-weighted high-yield default rate ended September
at 2.5 percent, up from 1.5 percent at the end of 2022.

The positive economic backdrop has supported healthy high-

yield credit fundamentals. Public filing data show that the sector’s
aggregate interest coverage ratio (EBITDA/interest expense)
remains slightly above 5x as of the second quarter while gross
leverage (debt/EBITDA) is a manageable 4.5x. Upside surprises in
economic data have further contributed to narrowing credit spreads
in the third quarter to 416 basis points, with market-implied forward
default rates reflecting a soft-landing scenario. The fourth quarter

is likely to see spreads remain rangebound given this momentum,
although heightened geopolitical tensions in the Middle East present
a very meaningful risk that credit spreads could widen.

The high-yield sector’s resilience to rising interest rates can be
attributed in part to the fixed-rate nature of its debt and the lag with
which issuers can adapt to market interest rates if they consider

them unattractive. The average yield on newly issued BB-rated

and B-rated bonds this year has been 7.7 percent and 10 percent,
respectively, but the average coupon rate on high-yield bonds in the
index is only 6.0 percent, ranging from as low as 5.3 percent for
BB-rated bonds to 7.5 percent for CCC-rated bonds. It is yet unclear
how well high-yield bond issuers will adapt to higher interest rates.
Trends in the loan market, where transmission is more immediate,
suggest that many issuers could pursue distressed exchanges

or explore financing alternative in the private lending channel as
borrowers seek better financing terms.

In any event, high-yield issuers face less than $50 billion in maturities
in 2024, but this figure rises to about $260 billion when including
scheduled 2025 maturities (including index-eligible and non index-
eligible U.S. debt). This maturity wall dynamic is the reason that

we believe there is still more impact from tighter monetary policy
ahead as debt rolls over. Many issuers may find high interest costs
unsustainable, and we continue to forecast a default rate of about

5 percent for high-yield corporate bond issuers in 2024.
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High-Yield Issuers Have Delayed Absorbing High Interest Rates
Average Index Coupons and New Issue Coupons
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Source: Guggenheim Investments, S&P LCD, Ice Index Services. Data as of 9.30.2023.
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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 authors, 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.

Investing involves risk, including the possible loss of principal. Investments in fixed-income instruments are subject to the possibility that interest rates could rise, causing their values to decline.
High yield and unrated debt securities are at a greater risk of default than investment grade bonds and may be less liquid, which may increase volatility. Investors in asset-backed securities, including
mortgage-backed securities and collateralized loan obligations (“CLOs"), generally receive payments that are part interest and part return of principal. These payments may vary based on the rate loans
are repaid. Some asset-backed securities may have structures that make their reaction to interest rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity
and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may
be unrated, and typically offer a fixed or floating interest rate.

Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors,
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Partners Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Partners Europe Limited,
Guggenheim Partners Japan Limited, GS GAMMA Advisors, LLC, and Guggenheim Partners India Management.
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