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management into four primary and independent functions—Macroeconomic
Research, Sector Teams, Portfolio Construction, and Portfolio Management—
Our pursuit of compelling risk-adjusted return opportunities typically results
in asset allocations that differ significantly from broadly followed benchmarks.

From the Desk of the Global CIO

Positioned for Choppier Waters
Complacency was the dominant market theme through much of 2017, with month
after month of low volatility, historically tight credit spreads, benign financial
conditions, and abundant liquidity. Markets like this do not last forever, and when
the expected sea change began in the first quarter of 2018, we were ready.
As we have been describing in these pages, our team has been shortening portfolio
duration and opportunistically moving up in credit.
Rising rates are at the heart of the market shakeup. In the first quarter, we observed
that the cost of borrowing money was going up, and going up faster than the
Federal Reserve (Fed) had planned. The London Interbank Offered Rate (Libor)
has risen faster than the fed funds rate, which means monetary policy is becoming
more restrictive than people anticipated.
Libor is rising faster than fed funds for a number of reasons. The U.S. Treasury
is crowding out other short-term borrowers with higher levels of bill issuance.
We are also seeing the restrictive effect that shrinking the Fed balance sheet is
having on the money stock. As our Bank Loan team explains on page 12, this rise
in Libor is a double-edged sword. Investors will see their Libor-based investments
outperform as the reference rate rises, but at the same time borrowers begin to feel
the pressure. The cost of financing is rising fast and at some point it’s going to bite.
Overall market yields are rising, and the Treasury yield curve has continued its
bear-flattening trend. At the end of the first quarter, the difference between the
two-year and 10-year Treasury was 47 basis points, down from 113 basis points
a year ago. In some sectors, the backup in rates has also widened spreads.
As the turn in the business cycle approaches—our Macro Research team expects
the next recession to begin in early 2020 (see page 4)—we are also seeing that
market liquidity could become more of an issue. For this reason, as our Portfolio
Management team explains on page 2, we believe maintaining a reasonable
liquidity buffer is important. This positioning also enables us to pick up
undervalued securities in periods of market weakness.
To paraphrase an old saying, fortune favors a prepared portfolio. That is our goal
as markets head into choppier waters.

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

Staying the Course

We positioned our portfolios over the past two years to
navigate choppier waters. We expect future portfolio
allocation changes to continue that theme.
The complacent environment characterized by low volatility and a scarcity of bonds
Anne B. Walsh, JD, CFA
Chief Investment Officer, Fixed Income

to buy, previously orchestrated by the Fed through quantitative easing, is changing
more abruptly than market participants expected. The shift from quantitative easing
to quantitative tightening took its toll in the first quarter of 2018 as rate, credit, and
equity volatility all spiked. Many experienced the painful asymmetry of risk we
identified in our prior quarterly commentary. Coupon returns on fixed income are,
in many cases, not enough to cushion performance amid a spike in rate and spread
volatility, especially in corporate credit. Investment-grade and high-yield corporate

Steve Brown, CFA
Portfolio Manager

bonds lost 2.3 percent and 0.9 percent on a total return basis, respectively.
Our portfolio allocation changes, though gradual on a quarterly basis, are significant
compared to a year ago and help us better navigate these choppier waters. We reduced
the corporate credit sleeve—including investment grade, high yield and bank
loans—in our Core Plus and Multi-Credit strategies to less than half what it was
at the start of 2017. As we have noted before, making strategic asset allocation
changes to large portfolios is like changing direction on a large ship: They must be
measured, turning a few degrees at a time, until the ship is on the desired course.

Eric Silvergold
Portfolio Manager

We believe we are now on our desired course, and expect changes from here to be
more gradual and more opportunistic.
In our Core Plus strategy, duration positioning remained a relative performance
contributor as yields rose broadly across the curve, led by an increase in Libor.
The strategy’s barbell positioning and shorter duration relative to the Bloomberg
Barclays U.S. Aggregate Bond index helped it outperform the benchmark. Corporate
credit allocations remained near the lows for the strategy since inception. Within

Adam Bloch
Portfolio Manager

structured credit, CLOs remained the largest-weighted category with an increasing
percentage in the most senior AAA-rated tranche. Non-Agency RMBS, as one of
the few asset categories with both credit and price upside (via spread tightening),
remained a core holding. In light of still broadly tight credit spreads, the Core Plus
strategy is increasingly looking to Agency sectors to minimize potential downside
in a spread-widening environment.
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The Multi-Credit strategy continues to have largest sector weightings to
investment-grade ABS and non-Agency RMBS. As in our Core strategy, we have
reduced corporate credit exposure to multi-year lows. Within corporate credit our
preference for bank loans over high-yield corporate bonds is working in our favor
as bank loans outperformed high-yield corporates for the second quarter in a row.
As we approach the turn in the credit cycle, we expect liquidity will become more
challenging. For this reason, we believe maintaining a reasonable liquidity buffer
is important, particularly in our Multi-Credit strategy. Our positioning may grant
us the opportunity to pick up undervalued credits when others are forced to sell.
For now, we are on guard for other changes in the investment landscape that might
arise from the shift in monetary policy.

Floating Rate and Short Spread Duration Led First Quarter 2018 Returns
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The shift from quantitative easing
to quantitative tightening took its
toll in the first quarter of 2018 as
rate, credit, and equity volatility all
spiked. Coupon returns on fixed
income are, in many cases, not
enough to cushion performance
amid a spike in rate and spread
volatility, especially in corporate
credit. Investment-grade and
high-yield corporate bonds lost 2.3
percent and 0.9 percent on a total
return basis, respectively.

Source: JP Morgan, Bloomberg Barclays, ICE Bank of America Merrill Lynch, Credit Suisse, Guggenheim Investments. Data as of
3.31.2018. Non-Agency RMBS: JP Morgan Research; Bank Loans: Credit Suisse Leveraged Loan index; Post-Crisis AAA CLOs: JP
Morgan CLOIE Post-Crisis AAA index; High-Yield Corporate Bonds: ICE Bank of America Merrill Lynch High-Yield index; Taxable
Municipal Bonds: Bloomberg Barclays Taxable Municipal index; Non-Agency CMBS: Bloomberg Barclays CMBS 2.0 index; Treasurys:
Bloomberg Barclays Treasurys index; Agency MBS Fixed Rate: Bloomberg Barclays U.S. MBS index; Investment-Grade Corporate
Bonds: Bloomberg Barclays U.S. Corporate Bond index.
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Macroeconomic Outlook

When Fiscal and Monetary
Policy Collide
Ill-timed fiscal stimulus will require more aggressive Fed
policy tightening, ultimately ending in recession.
Seasonal adjustment challenges and winter weather appear to have taken a toll on
U.S. economic data in the first quarter, as seen in previous years. Nevertheless, the
Brian Smedley
Head of Macroeconomic
and Investment Research

outlook for near-term economic growth has brightened due to the spending bill that
was passed by Congress in February. With significant federal spending increases
and tax cuts in the pipeline, the economy will grow well above potential in 2018
and 2019. The good news is that this will support corporate earnings in the near
term. The bad news is that this is how business cycles end.
The problem is that above-potential economic growth drives above-potential job
creation, which will push the unemployment rate further below its sustainable rate
(see chart, top right). Payroll growth has averaged 211,000 over the last six months

Maria Giraldo, CFA
Managing Director

and 188,000 over the last year, roughly double the rate that would be necessary
to maintain a stable unemployment rate given U.S. demographics. We expect the
unemployment rate to fall to 3.5 percent or lower—a full percentage point or more
below its estimated natural rate—before the cycle ends.
With a tighter labor market comes faster wage and price inflation. Inflation has
rebounded from last year’s slump, with the Fed’s preferred core inflation measure
having accelerated from 0.9 percent in August to 2.3 percent in March on a six-

Matt Bush, CFA, CBE
Director

month annualized basis. Twelve-month inflation numbers turned higher in March
as last year’s decline in wireless services prices provided a favorable base effect,
bring core inflation to 1.9 percent, essentially at target.
With lawmakers doubling down on fiscal stimulus at a time when the labor market
is already beyond full employment, the Fed will need to tighten monetary policy
further (see chart, bottom right). We expect the Fed to deliver three more rate
hikes in 2018 and another four in 2019 as it attempts to engineer a soft landing.
However, history suggests that its odds of success are low. We continue to forecast
that a recession will begin around early 2020, when a fading fiscal impulse collides
with tight monetary policy and an overextended economy.
The combination of rate hikes and supply congestion in the front end of the yield
curve underpins our expectation for further bear flattening. Three-month Libor
will bear the brunt of Fed tightening, owing to the combined effect of a higher
fed funds rate and declining excess reserves as the Fed’s balance sheet shrinks.
We maintain an up-in-quality bias, as the Fed’s determination to avoid overheating
will ultimately spell trouble for credit markets.
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Fiscal Stimulus Will Drive Unemployment Below a Sustainable Level
Unemployment Gap vs. Fiscal Balance, % of GDP
Unemployment Gap as % of GDP (Inverted, LHS)

Fiscal Balance as % of GDP (RHS)
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With significant federal spending
increases and tax cuts in the pipeline,
the economy will grow well above
potential in 2018 and 2019.
The problem is that above-potential
economic growth drives abovepotential job creation, which will
push the unemployment rate
further below its sustainable rate.
This will require further monetary
tightening that will ultimately end
in recession.
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Source: BLS, Haver Analytics, Congressional Budget Office, Guggenheim Investments. Data as of 3.31.2018. Gray areas represent periods of
recession. LHS = left hand side, RHS = right hand side.

Recession Risks Rise as the Labor Market Moves Beyond Full Employment
U.S. Unemployment Rate, with the Point When Full Employment Was Reached

With lawmakers doubling down
on fiscal stimulus at a time when
the labor market is beyond full
employment, the Fed will need to
tighten monetary policy further.
The chart illustrates that recession
occurs approximately two to
three years after full employment
is reached. For example, the last
recession began 31 months after
full employment was reached.
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Source: BLS, CBO, Haver Analytics, Guggenheim Investments. Data as of 3.31.2018. Gray areas represent periods of recession.

Fixed-Income Outlook | Second Quarter 2018

5

Portfolio Strategies and Allocations

Guggenheim Fixed-Income Strategies

Bloomberg Barclays U.S. Aggregate Index1

Guggenheim Core Fixed Income2

30%

32%
37%

2%

69%
31%

G
 overnments & Agencies:
Treasurys 37%, Agency Debt 2%, Agency MBS 29%,
Municipals 1%

G
 overnments & Agencies:
Treasurys 0%, Agency Debt 9%, Agency MBS 12%,
Municipals 10%

S tructured Credit:
ABS 1%, CLOs 0%, CMBS 1%, Non-Agency RMBS 0%

S tructured Credit:
ABS 15%, CLOs 8%, CMBS 8%, Non-Agency RMBS 1%

C orporate Credit/Other:
Investment-Grade Corp. 25%, Below-Investment Grade Corp. 0%,
Bank Loans 0%, Commercial Mortgage Loans 0%, Other 4%

C orporate Credit/Other:
Investment-Grade Corp. 19%, Below-Investment Grade Corp. 1%,
Bank Loans 1%, Commercial Mortgage Loans 8%, Other 8%

The Bloomberg Barclays Agg is a broad-based flagship

Guggenheim’s Core Fixed-Income strategy invests

index typically used as a Core benchmark. It measures

primarily in investment-grade securities, and delivers

the investment-grade, U.S. dollar-denominated, fixed-

portfolio characteristics that match broadly followed

rate taxable bond market. The index includes Treasurys,

core benchmarks, such as the Bloomberg Barclays Agg.

government-related and corporate securities, MBS

We believe investors’ income and return objectives are

(Agency fixed-rate and hybrid ARM pass-throughs), ABS,

best met through a mix of asset classes, both those

and CMBS (Agency and non-Agency). The bonds eligible

that are represented in the benchmark, and those that

for inclusion in the Barclays Agg are weighted according

are not. Asset classes in our Core portfolios that are

to market capitalization.

not in the benchmark include non-consumer ABS and
commercial mortgage loans.

1. Bloomberg Barclays U.S. Aggregate Index: Other primarily includes 1.6% supranational
and 1.0% sovereign debt. Please see disclosures at the end of the document. Totals may
not sum to 100 percent due to rounding.

6

2. Guggenheim Core Fixed Income: Other primarily includes 3.7% private placements, 1.7%
preferreds, 1.2% LPs, and 0.8% sovereign debt. Please see disclosures at the end of the
document. 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

16%

28%

Guggenheim Multi-Credit Fixed Income4

28%
58%

71%

55%

G
 overnments and Agencies:
Treasurys 11%, Agency Debt 4%, Agency MBS 13%, Municipals 1%

G
 overnments and Agencies:
Treasurys 0%, Agency Debt 0%, Agency MBS 1%, Municipals 0%

S tructured Credit:
ABS 9%, CLOs 26%, CMBS 6%, Non-Agency RMBS 15%

S tructured Credit:
ABS 18%, CLOs 32%, CMBS 3%, Non-Agency RMBS 19%

C orporate Credit/Other:
Investment-Grade Corp. 5%, Below-Investment Grade Corp. 1%,
Bank Loans 3%, Commercial Mortgage Loans 0%, Other 8%

C orporate Credit/Other:
Investment-Grade Corp. 3%, Below-Investment Grade Corp. 3%,
Bank Loans 14%, Commercial Mortgage Loans 0%, Other 9%

Guggenheim’s Core Plus Fixed-Income strategy employs

Guggenheim’s Multi-Credit Fixed-Income strategy

a total-return approach and more closely reflects our

is unconstrained, and heavily influenced by our

views on relative value. Like the Core strategy, Core

macroeconomic outlook and views on relative value.

Plus looks beyond the benchmark for value. Core Plus

As one of Guggenheim’s “best ideas” strategies, our

portfolios have added flexibility, typically investing up

Multi-Credit portfolio allocation currently reflects a

to 30 percent in below investment-grade securities and

heavy tilt toward fixed-income assets that we believe

delivering exposure to asset classes with riskier profiles

more than compensate investors for default risk. Our

and higher return potential. CLOs and non-Agency

exposure to riskier, below investment-grade sectors is

RMBS are two sectors we consider appropriate for our

diversified by investments in investment-grade CLOs

Core Plus strategies, in addition to more traditional core

and commercial ABS debt, which simultaneously allow

investments such as investment-grade corporate bonds.

us to limit our portfolio’s interest-rate risk.

3. Guggenheim Core Plus Fixed Income: Other primarily includes 4.9% cash, 0.9%
preferred stock, and 0.8% sovereign debt. Please see disclosures at the end of the
document. 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.

4. Guggenheim Multi-Credit Fixed Income: Other primarily includes 3.9% cash, 2.1%
preferreds, and 2.2% private placements. Please see disclosures at the end of the
document. 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 Bonds

The Easy Money Has Been Made
Portfolio allocation as of 3.31.2018

19%

5%

Guggenheim
Core

Guggenheim
Core Plus

Changes in monetary policy, rising corporate leverage, and
a deteriorating technical landscape are taking a toll.
On Feb. 1, 2018, the Barclays Corporate Credit index spread reached 85 basis points,
its tightest level since 2007. By the end of the first quarter, however, spreads had
retraced by 25 percent to 110 basis points, a sign that the tightening trend in
investment-grade corporate credit spreads appears to be approaching its natural
conclusion. The positive technical backdrop that accommodative monetary

3%

25%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

policy supported for so long may be the very thing that unravels our fragile credit
ecosystem as the market transitions from quantitative easing to quantitative
tightening. Credit spreads will likely experience bouts of fatigue over the next
quarter, though these episodes will likely be met with support as rising rates
drive demand from pension funds. Foreign holdings of corporate debt remain high,
but rising foreign exchange hedging costs could stymie the technical support bid
for U.S. dollar-denominated corporate bonds (see chart, top right).
Meanwhile, the path of rising rates, as well as the recent widening of credit spreads,
should call into question the ability of some companies to manage their increased
debt loads. Corporate debt structures have enjoyed low financing for the better
part of a decade. This, along with favorable corporate tax reform, has resulted in

Jeffrey Carefoot, CFA
Senior Managing Director

increased M&A activity so far this year. Leverage for the investment-grade universe
has steadily risen from about 1.7x in 2012 to 2.5x in 2017, which could pose problems
as the windfall from tax cuts dissipates (see chart, bottom right).
The Bloomberg Barclays U.S. Corporate Bond index lost 2.3 percent during the first
quarter of 2018 as a result of a duration-driven selloff plus some spread widening.
Excess returns were -0.8 percent and spreads widened 16 basis points quarter over
quarter. Returns were negative for all ratings, with AAA-rated, AA-rated, A-rated,

Justin Takata
Managing Director

and BBB-rated bonds losing 3.1 percent, 1.8 percent, 2.6 percent, and 2.2 percent,
respectively.
All told, the easy one-way trade in investment-grade corporate spreads is nearing its
end. The path forward will require that investors better understand the credits they
own, and determine the appropriate duration for their portfolios. As spreads come
under pressure and negative technicals become more pronounced, we believe deep
fundamental analysis will be key to identifying the pitfalls and the opportunities of
a more challenging investment environment.
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Spread Tightening May Be Reaching Its Natural Conclusion
Investment-Grade Corporate Option-Adjusted Spread (LHS)

Investment-Grade Corporate Yields (RHS)
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April 2017

Foreign holdings of corporate
debt remain high, but rising
foreign exchange hedging costs
could stymie the technical
support bid for U.S. dollardenominated corporate bonds.
With longstanding technicals
weakening, spreads will likely
experience bouts of fatigue over
the next quarter, and tightening
may be nearing its natural
conclusion.

2.80%
June 2017
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Source: Bloomberg Barclays, Guggenheim Investments. Data as of 4.23.2018. LHS = left hand side, RHS = right hand side.

Rising Leverage May Be a Problem Later as Tax Windfall Dissipates
Investment-Grade Net Leverage

Investment-Grade Gross Leverage

Leverage for the investment-grade
universe has steadily risen from
about 1.7x in 2012 to 2.5x in 2017,
which could pose problems as the
windfall from tax cuts dissipates.
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Source: Morgan Stanley Research, Guggenheim Investments. Data as of 12.31.2017. Gray area represents recession.
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High-Yield Corporate Bonds

Turning the Corner
Portfolio allocation as of 3.31.2018

1%

1%

Guggenheim
Core

Guggenheim
Core Plus

Demand for high-yield corporate bonds waned in the first
quarter as Treasurys sold off, but signs of a turnaround
are visible.
High-yield corporate bonds are trading at yields above 6 percent for the first time
since December 2016, mostly due to the backup in benchmark Treasury rates (see
chart, top right). While five-year Treasury yields rose 61 basis points year to date

3%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

through April, spreads are 26 basis points tighter, continuously retesting cycle lows
as higher yields attract income seekers back into the market.
Although we saw a pickup in volatility in the first quarter, we believe higher yields
against a relatively benign credit backdrop will stem a mass exodus from the highyield market. The ICE Bank of America Merrill Lynch High-Yield index posted a 0.9
percent loss on a total return basis, as higher-duration BB-rated bonds delivered
their worst performance since the third quarter of 2015 with a 1.7 percent loss,
compared to a 0.4 percent loss for B-rated bonds and a 0.5 percent gain for CCCrated bonds. Since 10-year Treasury yields began to move higher in early September
2017, BB-rated bonds have returned -0.8 percent, the only rating category in
leveraged credit to record a loss over this period.

Thomas Hauser
Senior Managing Director

The selloff in Treasurys caused some trepidation among leveraged credit investors
as higher-duration BBs experienced negative price returns. Between January and
March, high-yield mutual funds and exchange-traded funds experienced net
outflows totaling $15.5 billion, but we expect a turnaround in demand. Funds saw
a net inflow of $920 million in one week during April followed by the largest inflow
in over a year of $3 billion (see chart, bottom right). We also note that primary
dealer inventories of high-yield bonds have plunged, falling from approximately
$5 billion at year-end 2017 to only $1 billion in mid-April, according to New York

Rich de Wet
Director

Federal Reserve Bank data. The last time dealer inventories fell to similar levels was
in March 2016, when a swift pickup in demand caught dealers by surprise. To the
extent investors are looking for opportunities in high yield as volatility levels off,
we view B-rated credits relatively favorably in the current environment as they
balance credit and duration risks and offer wider spreads compared to their own
history than other rating categories.
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High-Yield Corporate Bond Yields Top 6 Percent
High-Yield Spread

Treasury Yield

While five-year Treasury yields rose
61 basis points year to date through
April, spreads are 26 basis points
tighter, continuously retesting cycle
lows as higher yields drive investor
demand. Although we saw a pickup
in volatility in the first quarter,
we believe higher yields against a
relatively benign credit backdrop will
stem a mass exodus from the highyield market.
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High-Yield Mutual Fund and ETF Flows Turn Positive
Weekly Flows
$4bn

Between January and March, highyield mutual funds and exchangetraded funds experienced net
outflows totaling $15.5 billion,
but we expect a turnaround in
demand. Funds saw a net inflow
of $920 million in one week during
April followed by the largest inflow
in over a year of $3 billion.
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Bank Loans

A Double-Edged Sword
Portfolio allocation as of 3.31.2018

1%

3%

Guggenheim
Core

Guggenheim
Core Plus

Concerns about inflation and a steeper path for Fed rate
hikes buoyed investor demand for floating-rate assets, but
defaults are ticking higher.
Loan mutual funds and exchange-traded funds have seen net inflows of almost
$4 billion year to date through April, compared to net outflows of over $15 billion
for high-yield corporate bond funds. We saw similar activity in mutual fund flows

14%

0%

in late 2016, when a 127 basis point backup in 10-year Treasury yields—from a low
of 1.36 percent in July 2016 to 2.63 percent in March 2017—was accompanied by
cumulative net loan fund inflows of $23 billion over the same period (see chart,

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

top right). Bank loans outperformed high-yield corporate bonds for the second
quarter in a row on the back of strong investor demand.
The Credit Suisse Leveraged Loan index posted gains across all ratings. On average,
leveraged loans returned 1.6 percent for the quarter, with CCC-rated loans delivering
the strongest gains of 3.6 percent, compared to 1.2 percent for BB-rated loans,
and 1.6 percent for B-rated loans.
The significant increase in rates may attract investors to floating-rate loans, but it
will have negative consequences for some borrowers. This is highlighted in the

Thomas Hauser
Senior Managing Director

recent uptick in default activity, with both the 12-month trailing par and issuerweighted default rates going up in the first quarter of 2018 (see chart, bottom right).
Nevertheless, the loan market continues to look healthy, with no widespread
deterioration at this stage. Loan interest coverage stands at 3.8x compared to the
15-year average of 3.5x and historical low of 2.6x. This is largely the result of heavy
refinancing activity last year, which helped drive loan spreads tighter and kept
the increase in borrowing costs contained. But with refinancing activity taking
a backseat to mergers and acquisitions activity this year, borrowing costs have been

Christopher Keywork
Managing Director

increasing. We do not expect meaningful deterioration in loan interest coverage
until Libor reaches 3 percent or more, but as recent default activity shows,
we could see some early casualties from the steady rise in borrowing costs.
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Loan Fund Flows Turned Positive as Treasury Yields Rose
Cumulative Four-Week Bank Loan Fund Flows (LHS)
$5b

One-Month Average 10-Year Treasury Yield (RHS)
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Bank loan mutual funds and ETFs
saw inflows of $4 billion year to
date through April. We saw similar
activity in mutual fund flows in late
2016, when a 127-basis point backup
in 10-year Treasury yields—from a
low of 1.36 percent in July 2016 to
2.63 percent in March 2017—was
accompanied by cumulative net loan
fund inflows of $23 billion over the
same period.
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Source: Bloomberg, Lipper, Guggenheim Investments. Data as of 4.27.2018. LHS = left hand side, RHS = right hand side.

Loan Defaults Are Ticking Higher in 2018 as Rates Rise
Issuer-Weighted Default Rate

Par-Weighted Default Rate

Recession

12%
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8%

Rising rates will have negative
consequences for some
borrowers. This is highlighted
in the recent uptick in default
activity, with both the 12-month
trailing par and issuer weighted
default rates going up in the first
quarter of 2018.

6%
4%
2%
0%
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: S&P LCD, Bloomberg, Guggenheim Investments. Data as of 3.31.2018. Gray areas represent periods of recession.
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Asset-Backed Securities and CLOs

Wary of Hidden Risks
Portfolio allocation as of 3.31.2018

22%

35%

Guggenheim
Core

Guggenheim
Core Plus

We continue to find opportunities in CLOs and ABS, but
look for ways to limit risk as the credit cycle nears its end.
Total new-issue CLO volume declined from the first quarter 2017, but net new
volume (excluding refi/resets) has more than doubled (see chart, top right).
We have sharply limited participation in new transactions as equity sponsors
continue to aggressively weaken CLO documents against creditor interests.
Amid a flurry of volume, spreads tightened through January but backed up in the

50%

1%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

latter part of the quarter as equity volatility increased (see chart, bottom right).
ABS spreads tightened slightly over the quarter, with overall performance
marginally negative due to rising rates and rising swap spreads over Treasurys.
Total new-issue volume of $66.2 billion remained dominated by auto ABS, though
commercial ABS broke into second place with 32 percent share of the market.
Aircraft ABS performance remains positive for credit and spread performance,
though we remain focused on collateral valuation standards and the strength of
servicers and equity sponsors. Container ABS spreads have widened marginally
on trade and tariff politics. Whole business ABS spreads broadly performed well.
Performance across issuers reflects a range of idiosyncratic factors.
Per the JP Morgan CLOIE indexes, quarterly CLO performance was positive despite

Matt Lindland, CFA
Senior Managing Director

an environment of rising rates and widening spreads. Post-crisis CLO index returns
were 0.61 percent for AAA-rated securities, 0.67 percent for AA, 0.59 percent for A,
0.77 percent for BBB, 1.41 percent for BB, and 1.70 percent for B grades.
Credit performance in leveraged loans remains strong, though cyclical and
idiosyncratic risk concerns are increasing. With less than two years remaining
until our Macroeconomic and Investment Research team’s projected recession,
we are cognizant of the growing risk of a negative credit event related to the turn

Michelle Liu, CFA
Director

in the credit cycle. We continue to favor investment grade-rated refi CLOs with
relatively short spread durations, as they offer reasonable spreads for a short and
loss-remote profile. We also remain alert to the extension risk in new-issue CLO
securities and the impact on option-adjusted spreads and price volatility. A CLO
with a longer weighted-average life (WAL) typically sees a greater price impact in
a spread widening environment than a CLO with a shorter WAL. For this reason,
we have now instituted a CLO pre-purchase test that avoids tranches that could
become significantly impaired in a downturn as a result of a long WAL and its

George Mancheril
Vice President

14

rating. In ABS, we remain focused on high-quality senior tranches from issuers
with demonstrated capability to perform and refinance.
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Refi/Reset CLO Volumes Declined in the First Quarter
Refi

Reset
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Refi/Reset as a Share of Total (RHS)
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First quarter new issue volume of
$33 billion plus $21 billion of refi/reset
issuance was lower than in 2017, but
continued to represent the majority of
institutional loan demand.
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Source: JP Morgan, Guggenheim Investments. Data as of 3.31.2018.

CLO Spreads Tightened to Below 100 Basis Points in the First Quarter
AAA

AA

AAA CLO spreads tightened to below
100 basis points in early March, but
have backed off marginally since then.
A and AA-rated CLO also reached
tights not seen since 2014, but have
since widened.
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Non-Agency Residential Mortgage-Backed Securities

Investor Demand Meets Short Supply
Portfolio allocation as of 3.31.2018

1%

15%

Guggenheim
Core

Guggenheim
Core Plus

Improving fundamentals and limited supply have insulated
the sector from broader market volatility.
Healthy housing fundamentals, improving borrower credit performance, and
negative net supply helped non-Agency RMBS shrug off broader market volatility in
the first quarter and supported the uninterrupted trend of credit spread tightening
that began in the second quarter of 2016. The non-Agency RMBS market continues
to function at an institutional scale with approximately $650 billion outstanding

19%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

and annual trading volume of 15–20 percent of outstanding balance. New issue
in RMBS has picked up to $50 billion to $70 billion per year in recent years, but
this supply has merely offset paydowns arising from prepayments, defaults, and
amortization (see chart, top right), leaving investors with a relatively stable pool of
reinvestment opportunities. First-quarter new issuance totaled $12 billion, with
an increased number of prime jumbo sponsors lured to the market by established
securitization execution and a historically low pricing discount to Agency MBS
passthroughs. Relative to 2017, we expect higher issuance of 2.0 prime and
nonqualified mortgage RMBS and a reduction in non- and re-performing (NPL/RPL)
mortgage-backed issuance.
Non-Agency RMBS recorded strong performance in the first quarter, posting a

Karthik Narayanan, CFA
Managing Director

1.7 percent total return, outperforming the Bloomberg Barclays U.S. Aggregate
Bond index and most other fixed-income subsectors. Trading volume increased
in January and February from the seasonal lows of December 2017 but tapered to
below $2 billion per week in March. The more credit-sensitive Option ARM and
subprime-backed subsectors posted the strongest performance as investors showed
comfort with paying higher prices for improved expected future cashflows.
Non-Agency RMBS spreads reached post-crisis tights in the first quarter, with

Eric Marcus
Director

more credit-sensitive sectors performing the best (see chart, bottom right). The flat
credit curve gives little compensation for increased spread duration, subordination,
or idiosyncratic event risks. Low supply creates incentives for investors to
compromise security selection and credit standards and gravitate toward higherrisk trades. We remain vigilant for such underwriting “creep” and continue to favor
shorter-maturity, structurally senior tranches for their lower prospective price
volatility, as well as passthroughs backed by credit-sensitive collateral types, which
should benefit from improving credit fundamentals.
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New Issue and Paydowns Remain Approximately in Balance
Issuance
$100bn

Paydowns

New issue in RMBS has picked up
to $50 billion to $70 billion per
year in recent years, but this supply
has merely offset paydowns arising
from prepayments, defaults, and
amortization. Investors have been
left with a relatively stable pool of
reinvestment opportunities.
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Source: Wells Fargo, Guggenheim Investments. Data as of 3.31.2018.

Spreads Tightened to Post-Crisis Lows
3.31.2018

Non-Agency RMBS spreads
reached post-crisis tights in the
first quarter, with more creditsensitive sectors performing the
best. The flat credit curve gives
little compensation for increased
spread duration, subordination,
or idiosyncratic event risks.
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Commercial Mortgage-Backed Securities

Stay Disciplined
Portfolio allocation as of 3.31.2018

15%

16%

Guggenheim
Core

Guggenheim
Core Plus

We focus on originator and manager experience as new
entrants flood the CRE CLO market.
CMBS new issuance rose 66 percent in the first quarter of 2018 over the same
period last year, driven primarily by single asset/single borrower (SASB) deals
(up 228 percent) and, to a lesser extent, conduit CMBS (up 13 percent) (see chart,
top right). Despite this strong start, we expect CMBS new issuance to slow through
the remainder of the year as loan supply declines. Most pre-crisis loans have been

3%

2%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

refinanced at this point, and high property valuations have slowed commercial real
estate transaction volumes. The increased competition among conduit originators,
insurers, and banks will likely result in weaker underwriting standards for conduit
loans. Risk retention or no, we expect conduit underwriting standards to migrate
lower throughout the remainder of the year and feature more interest-only, higher
loan-to-value, and storied properties (see chart, bottom right).
Another notable development in the first quarter was the growth in CRE CLOs,
with new issuance up 89 percent over the same period last year. CRE CLOs finance
transitional value-add properties using short-term, floating-rate loans. In the postcrisis era, specialty lenders have offered this product to facilitate the rehabilitation
and stabilization of multifamily properties. As property owners/operators move

Peter Van Gelderen
Managing Director

from core to value-add investing in search of higher yields, borrower demand for
floating-rate loans has increased, and new lenders have moved into the space.
We now see the emergence of private equity funds and others with limited
track records and no demonstrated commitment to transitional lending finance
entering the CRE CLO market. In addition, the property type composition has
drifted significantly from its post-crisis multifamily focus to office, retail, and hotel
properties. We are particularly vigilant as we review these securities, focusing

Shannon Erdmann
Director

particularly on originator experience and collateral composition.
Post-crisis CMBS, as measured by the Barclays U.S. CMBS 2.0 index, posted a loss
of 1.2 percent for the first quarter. The senior-most AAA-rated tranche of the index
had the weakest return, with a loss of 1.4 percent. AA-rated and A-rated tranches
lost 0.68 percent and 0.7 percent, respectively, while BBB-rated CMBS 2.0 tranches
held on to a positive total return of 1.5 percent.
We continue to favor more defensive, loss-remote investments in conduit CMBS
and CRE CLO transactions. We have also remained active in SASB where the
underlying property quality is high and transaction terms are fairly balanced
between lender and borrower.
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SASB Deals Increased 228 Percent in the First Quarter
First-Quarter Issuance
CRE-CLO

SASB

CMBS new issuance rose 66 percent
in the first quarter of 2018 over the
same period last year, driven primarily
by single asset/single borrower (SASB)
deals (up 228 percent) and, to a lesser
extent, conduit CMBS (up 13 percent).
Despite this strong start, we expect
CMBS new issuance to slow through
the remainder of the year as loan
supply declines.
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Interest-Only Deals Have Increased as Conduit Underwriting Standards Weaken
Average % of Interest-Only Exposure in Conduit Deals by Vintage
Full-Term Interest Only (% of Deal)
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standards to migrate lower
throughout the remainder of the
year and feature more interest-only,
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Commercial Real Estate Debt

Musical Chairs
Portfolio allocation as of 3.31.2018

8%

0%

Guggenheim
Core

Guggenheim
Core Plus

With falling sales volume and normalized maturities, the
supply of mortgage loan opportunities will be significantly
less this year.
Mortgage origination volumes of $540 billion in 2017 broke the record set in
2007 (see chart, top right), but we do not believe this trend will continue in 2018.
While lender demand remains strong, supply is likely to wane due to declining

0%

0%

sales activity and lower new construction completions for most property types.
Additionally, most borrowers likely to refinance have already done so, and Agencies
have signaled skepticism about the potential for continued origination growth

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

after two years of frenzied activity, particularly in multifamily originations that
accounted for 44 percent of new loans.
Our sector has attracted nontraditional lenders to the market, which warrants
some attention as it could lead to an oversupply of capital. Private funds have
seen a significant increase in lending volume over the past two years, and this is
expected to increase again in 2018 (see chart, bottom right). Private funds have
raised equity capital faster than they are investing it and have turned to mortgage
debt to provide short-term high yields to their investors. These private funds

William Bennett
Managing Director

initially tried to fill the void left by banks on first-lien construction loans and have
since migrated to bridge financing to deploy funds and provide yield. Banks and
life insurance companies have a strong appetite for bridge financing. As with any
supply/demand imbalance, spreads have tightened for this product and all product
types other than construction loans in the first quarter. We do not expect this trend
to change for the rest of the year barring an unforeseen disruption in the markets.
Instead, competition for product will put downward pressure on pricing and,
perhaps more worrisome, underwriting will get more aggressive to

Ted Jung
Vice President

win transactions.
As Libor rates continue to rise, we see opportunities for lenders that can provide
fixed-rate coupons for bridge transactions as a way to differentiate from the pack.
With the cost of new construction still increasing, we are constructive on the
bridge transitional product as a way for borrowers to compete at a lower rental basis.
With 10-year Treasury yields near 3 percent, longer-term loans beyond 10 years are
becoming more attractive and have less competition than traditional seven- and
10-year terms.

20

Fixed-Income Outlook | Second Quarter 2018

Mortgage Origination Is Likely to Slow in 2018

Mortgage origination volumes
of $540 billion in 2017 broke the
record set in 2007, but we do not
believe this trend will continue in
2018. While lender demand remains
strong, supply is likely to wane due to
declining sales activity and lower new
construction completions for most
property types.
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Debt Funds Show Signs of Significant Growth
Closed-End Private Real Estate Dry Powder by Fund Type
Debt
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Strong demand has attracted
nontraditional lenders to the market.
Private funds have seen a significant
increase in lending volume over the
past two years, and this is expected
to increase again in 2018 given
substantial dry powder. This could
result in an oversupply of capital and
may lead to further deterioration in
underwriting standards.
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Municipal Bonds

Driven by Individual Investors
Portfolio allocation as of 3.31.2018

10%

1%

Guggenheim
Core

Guggenheim
Core Plus

Income-seeking retail investors are driving the market
for municipal bonds, but a disciplined approach can still
uncover opportunities.
Long-dated municipal bonds outperformed Treasurys in the first quarter, and
remained attractive relative to investment-grade corporate bonds on a taxableequivalent basis. We expect long Treasury rates will continue to drive tax-exempt

0%

1%

municipal bond performance as higher rates beget higher relative value of
tax-exempt yields. With a long duration bias, the municipal market is uniquely
sensitive to an investor base disproportionately represented by individual

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

investors compared to other fixed-income asset classes. As such, return-chasing
behavior commonly found among retail investors has proved a stronger driver of
performance than developing trends in credit fundamentals (see chart, top right).
Primary new-issue supply declined 13 percent year over year, and we expect
persistent low supply levels to provide a supportive technical backdrop in 2018 and
beyond (see chart, bottom right). Absent a political catalyst, supply expectations
for the next few years are constrained by the elimination of advanced refunding
bonds and the consequences of supply patterns from the prior decade. We expect

James Pass
Senior Managing Director

softer supply through 2020 due to the 10-year anniversary of the 2009–10 Build
America Bond program, which replaced significant portions of long-dated taxexempt bonds that would have been callable and funded by refunding supply.
The Bloomberg Barclays Municipal Bond index posted a 1.1 percent loss in the first
quarter of 2018, with longer-maturity bonds significantly underperforming the
short-end as rates increased. Losses were fairly evenly distributed by rating, with
AAA-rated bonds down 1.2 percent, AA-rated and A-rated bonds down 1.1 percent,
and BBB-rated bonds down 1.0 percent for the quarter.

Allen Li, CFA
Managing Director

Technical factors will likely continue to dominate the municipal market’s
attention, but we emphasize the need to maintain credit discipline, understanding
that systemic and idiosyncratic credit risk will be pushed to the forefront in
the next recession, which our Macroeconomic Research and Investment Group
estimates will begin in late 2019 to mid-2020. We continue to favor higher-quality
revenue bonds from issuers that are fundamentally sound on a standalone basis.

Michael Park
Vice President
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Tax-Exempt Municipal Bond Fund Flows Are Linked to Performance
Rolling Six-Month Total Return Muni Index (RHS)

Weekly Fund Flows (LHS)
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Upcoming 10-Year Call Periods of Tax-Exempt Bonds Temper Supply Outlook
New Money: AMT

New Money: Taxable

New Money: Tax-Exempt

We expect persistent low supply
levels to provide a supportive
technical backdrop in 2018 and
beyond. We also expect softer
refunding supply through 2020
due to the 10-year anniversary of
the 2009–10 Build America Bond
program, which replaced significant
portions of new money long-dated
tax-exempt bonds that would have
been callable and refunded.
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Agency Mortgage-Backed Securities

Weathering the Storm
Portfolio allocation as of 3.31.2018

5%

3%

Guggenheim
Core

Guggenheim
Core Plus

We expect stable performance amid increased supply and
a benign prepayment environment.
Agency MBS performance was negative in the first quarter, driven largely by
broad market volatility as rates rose, the yield curve flattened, and spreads
widened. The Bloomberg Barclays U.S. MBS index posted a -1.19 percent total
return. Yields ended the quarter at 3.30 percent, higher than the previous quarter,
while option-adjusted spreads were roughly 4 basis points wider over the quarter

1%

28%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

(see chart, top right). Conventional MBS outperformed GNMA; 30-year MBS
underperformed 15-year MBS; and lower coupons underperformed higher coupons.
Prepayment speeds declined over the quarter.
In our view, MBS spreads still have the potential to widen modestly from here,
as levels are tight compared to longer-term historical averages, and 2018 net supply
is expected to be higher than it has been in recent years. However, carry remains
attractive and could absorb most of the expected spread widening. Further, we
expect the sector to continue to provide diversification and lower volatility within
a broad fixed-income portfolio. We anticipate the current environment of rangebound rates, low volatility, and reasonable valuations relative to credit sectors
will result in support for the sector as investors continue to look for opportunities

Aditya Agrawal, CFA
Director

to add high-quality spread assets. Moreover, market volatility and wider spreads
in the first quarter validated the sector’s defensive profile. Stable Agency RMBS
spreads relative to investment-grade corporate bonds have persisted since early
February, resulting in strong performance for Agency MBS compared to the
broader aggregate and the corporate subcomponent during the period (see chart,
bottom right). Strong sector performance is particularly notable since two of the
largest buyers have stepped away recently: the Fed continues to reduce its MBS

Louis Pacilio
Vice President

portfolio, and U.S. banks have not added in the sector.
We continue to favor less negatively convex assets in which either the collateral
or structure offers some cash flow stability. Accordingly, we find select subsectors
attractively priced in the current environment, including longer-maturity Agency
multifamily, better call-protected pools, and some collateralized mortgage
obligation structures. We continue to avoid assets such as Ginnie Mae MBS,
in which valuations are relatively stretched and may be affected more by the
Fed’s policies or change in regulatory regime.

24

Fixed-Income Outlook | Second Quarter 2018

Market Volatility and Rising Rates Hurt First-Quarter MBS Performance
Bloomberg Barclays U.S. MBS Index Spreads
Zero-Volatility Spread (LHS)

Option-Adjusted Spread (RHS)
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Agency MBS yields ended the
quarter at 3.30 percent, higher from
the previous quarter, while optionadjusted spreads were roughly 4 basis
points wider over the quarter.

35

60

30

50

25
40

20

30

15

20

10

10

5

0
0
Jan. 2014 June 2014 Nov. 2014 April 2015 Sept. 2015 Feb. 2016 July 2016 Dec. 2016 May 2017 Oct. 2017 March 2018
Source: Bloomberg, Barclays, Guggenheim Investments. Data as of 3.31.2018. The zero-volatility spread measures the spread that an
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Agency RMBS and CMBS Outperformed the Agg as Credit Sold Off
February-March 2018 Performance
Agg
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Stable Agency RMBS spreads relative
to investment-grade corporate bonds
have persisted since early February,
resulting in strong performance
for Agency MBS compared to the
broader aggregate and the corporate
subcomponent during the period.
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Rates

Higher Yields, Flatter Curve
Portfolio allocation as of 3.31.2018

10%

15%

Guggenheim
Core

Guggenheim
Core Plus

Increased volatility could lead to wider credit spreads and a
migration to higher-quality fixed-income assets.
The first quarter set the stage for an optimistic 2018 for capital markets: gross
domestic product growth finished 2017 on a solid footing and 2018 estimates were
similar; employment growth remained strong; inflation was under control; equity
markets set new highs; and the new Tax Cuts and Jobs Act of 2017 had just been
signed into law. This combination of data and events helped to drive a continued

0%

39%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

bear flattening of the Treasury yield curve, with yields 20–40 basis points higher
across the curve. Increased Treasury supply, which was mostly concentrated at
the front end, also contributed to the increase in yields at the front of the curve.
On March 21, 2018, in an ongoing effort to continue tightening monetary policy
under newly appointed Fed Chair Jerome Powell, the Federal Reserve delivered a 25
basis point increase in the federal funds rate. We have witnessed increased volatility
in risk assets and, as the Fed continues its tightening cycle, this volatility is unlikely
to subside anytime soon (see chart, top right). This increased volatility could lead to
wider credit spreads and a migration to higher-quality fixed-income assets. Federal
Open Market Committee (FOMC) economic projections remained at three hikes
for 2018, although the individual data actually showed a migration toward four

Connie Fischer
Senior Managing Director

expected hikes for 2018 (see chart, bottom right). The FOMC projections for 2019
and longer term were revised slightly higher as well. We believe the Fed will raise
rates three more times in 2018 for a total of four.
The move higher in yields during the quarter produced negative total returns for
the Treasury market. The overall U.S. Treasury index returned -1.2 percent for the
quarter. The U.S. Treasury 20+ year index, a proxy for long-end Treasury market
performance, returned -3.4 percent for the quarter. The Agency index returned -0.7

Kris Dorr
Managing Director

percent. The global Treasury index was the positive outlier, delivering total returns
of 2.9 percent for the quarter.
Looking ahead we expect the FOMC to increase the fed funds rate by another 25
basis points at its June meeting. We believe that the market will eventually move
to expecting a total of four rate hikes in 2018, which would cause the Treasury yield
curve to flatten further. A move wider in spreads, along with higher interest rates in
general, could present more relative value opportunities in Agency debentures.

Tad Nygren, CFA
Managing Director
Note: “Rates” products refer to Treasury securities and Agency debt securities.
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Equity Market Volatility Spiked as the Market Priced a Steeper Path of Rate Hikes

Number of Hikes Priced Into Fed Funds Futures
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We have witnessed increased volatility
in risk assets and, as the Fed continues
its tightening cycle, this volatility is
unlikely to subside anytime soon.
This increased volatility could lead to
wider credit spreads and a migration
to higher-quality fixed-income assets.
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Source: Bloomberg, Guggenheim. Data as of 4.24.18. VIX is the ticker for the Chicago Board Options Exchange SPX Volatility index,
which reflects a market estimate of future volatility. LHS = left hand side, RHS = right hand side.

Average Number of Hikes per Year Projected by FOMC Participants
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FOMC economic projections
remained at three hikes for 2018,
although the individual data actually
showed a migration toward four
expected hikes for 2018. The FOMC
projections for 2019 and longer term
were revised slightly higher as well.
We believe the Fed will raise rates
three more times in 2018 for a total
of four.
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Source: U.S. Federal Reserve, Guggenheim Investments. Data as of 3.21.2018.
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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.
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.
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,
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 Bloomberg 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. Treasurys are represented by the Bloomberg 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 Chicago Board Options Exchange (CBOE) Volatility index (VIX)
shows the market’s expectation of 30-day volatility using the implied volatilities of a wide range of S&P 500 index options. Collateralized loan obligations are represented by the JP Morgan CLO
index (CLOIE). Commercial mortgage-backed securities issued after 2010 are represented by the Bloomberg Barclays CMBS 2.0 index. The Bloomberg Barclays Global Treasury index tracks
fixed-rate, local currency government debt of investment grade countries, including both developed and emerging markets. The referenced indexes are unmanaged and not available for direct
investment. Index performance does not reflect transaction costs, fees or expenses. Basis point: One basis point is equal to 0.01 percent. Likewise, 100 basis points equals 1 percent.
Applicable to Middle East investors: Contents of this report prepared by Guggenheim Partners Investment Management, LLC, a registered entity in their respective jurisdiction, and affiliate of
Guggenheim KBBO Partners Limited, the Authorised Firm regulated by the Dubai Financial Services Authority. This report is intended for qualified investor use only as defined in the DFSA Conduct
of Business Module.
1. Guggenheim Investments total asset figure is as of 3.31.2018. The assets include leverage of $12.2bn for assets under management. In April 2018, Guggenheim Investments closed the sale of the
firm’s Exchange Traded Fund (“ETF”) business representing $38.6bn in assets under management, which will be reflected in the 6.30.2018 assets under management. 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. Guggenheim Partners assets under management are as of 3.31.2018 and include consulting services for clients whose assets are valued at approximately $66bn. In April 2018, Guggenheim
Investments closed the sale of the firm’s Exchange Traded Fund (“ETF”) business representing $38.6bn in assets under management, which will be reflected in the 6.30.2018 assets under management.
©2018, 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 more than $246 billion1 in total assets across
fixed income, equity, and alternative strategies. We focus on the return and risk

212 739 0700

needs of insurance companies, corporate and public pension funds, sovereign

Chicago

and high-net-worth investors. Our 300+ investment professionals perform rigorous

227 W Monroe Street

research to understand market trends and identify undervalued opportunities

Chicago, IL 60606

in areas that are often complex and underfollowed. This approach to investment

312 827 0100

management has enabled us to deliver innovative strategies providing diversification

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

wealth funds, endowments and foundations, consultants, wealth managers,

opportunities and attractive long-term results.

About Guggenheim Partners
Guggenheim Partners is a global investment and advisory firm with more than
$305 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 more

5 Wilton Road

than 2,400 professionals based in more than 25 offices in six countries around

London, SW1V 1LG

the world, our commitment is to advance the strategic interests of our clients

+44 20 3059 6600

and to deliver long-term results with excellence and integrity. We invite you to

Tokyo
Otemachi First Square, West Tower
1-5-1, Otemachi, Chiyoda-ku
Tokyo 100-0004
+03 4577 7880

learn more about our expertise and values by visiting GuggenheimPartners.com
and following us on Twitter at twitter.com/guggenheimptnrs.

