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U.S. Beckons Yield-Starved Global Investors

Shifting Demand Results in Opportunity

Guggenheim’s Investment Process
Our quarterly Fixed-Income Outlook shares insights from
the leaders of our 160+ member fixed-income investment
team and illuminates the uniqueness of our investment

Portfolio
Construction

management structure and process. The Guggenheim
Investments (Guggenheim) process separates research,
security selection, portfolio construction, and portfolio
management functions into teams with specialized

Macroeconomic
Research

Client

Portfolio
Management

expertise. This structure is intended to avoid cognitive
biases, snap judgments, and other decision-making pitfalls.
It also provides a foundation for disciplined, systematic,
and repeatable investment results that does not rely on
one key individual or group. The people and the process
are the same for institutional accounts and mutual funds.

Sector
Teams

We have organized this Outlook to present the relativevalue conclusions that are incorporated into our Core,
Core Plus, and Multi-Credit fixed-income portfolios,
resulting in asset allocations that differ significantly
from broadly followed benchmarks.

From the Desk of the Global CIO
Following a wildly volatile first quarter, we entered the second quarter expecting further market
gyrations. We were not mistaken. The British vote to leave the European Union (EU) wrong-footed the
many market participants who had positioned themselves for the opposite outcome. The result was
a market panic at the end of the quarter that only stabilized once central banks promised emergency
liquidity support. Markets responded, driving both bonds and stocks to new records: The 10-year
Treasury reached its all-time low yield of 1.36 percent on July 8, and U.S. stock indexes made new
all-time highs.
As if we needed any more evidence, this anomalous market alignment shows how investors today
have to spend as much time handicapping future monetary policy as they do on financial statement
analysis, credit due diligence, risk management, and relative value. Central banks around the world
are being called on to take extraordinary measures to deliver economic growth and financial stability,
and in the process have crossed into uncharted territory. Our Macroeconomic Research group works
closely with me and the rest of the investment team to evaluate the range of possible outcomes in
global policy, and together we determine the investment implications across the spectrum of fixedincome assets. Our macro overlay is a common theme for the sector teams in this edition of our
quarterly Fixed-Income Outlook.
Looking ahead, it is likely that we will experience further volatility before the year is out. The situation
in Europe and Japan is reaching a tipping point as policymakers stand pat and wait for incoming data
to support a sustained expansion, or take more action as conditions worsen (I believe the latter will be
the likely course). Whichever way policy tips, the outcome will be beneficial for U.S. credit markets.
If the European Central Bank (ECB) and the Bank of Japan (BOJ) believe economic conditions do not
merit more dramatic policy, risk assets will do relatively well because the U.S. economy is in good
shape. If the situation worsens, Europe and Japan will likely lower rates further into negative territory,
extend quantitative easing, or take even more extreme policy actions such as “helicopter money.”
In this case, foreign capital flooding into the United States in search of higher relative yields will act
like another round of quantitative easing, driving yields down and supporting risk assets.
Identifying investment opportunities in uncertain times requires a deep bench of portfolio managers,
sector experts, and macroeconomic analysts with highly specialized knowledge and experience.
Our process is designed to foster deliberative and logic-based investment decisions, the benefits of
which are most evident during periods of extreme volatility. I have great confidence that our team is
patient enough to build portfolios designed for compelling long-term risk-adjusted returns and nimble
enough to take advantage of opportunities that arise in volatile markets.

Scott Minerd
Chairman of Investments and Global Chief Investment Officer
Fixed-Income Outlook | Third Quarter 2016

1

Portfolio Management Outlook

Awash in Liquidity

While the rally in risk assets is likely to continue through the
third quarter as central banks step in, we have cautiously
reduced our positions in anticipation of higher volatility.
Our expectations for elevated volatility were confirmed as events unfolded this
Anne B. Walsh, JD, CFA
Assistant CIO, Fixed Income

summer. Heading into the United Kingdom’s Brexit referendum, risk assets sold off
broadly, and the pain continued when the “Leave” campaign won by a small margin.
In anticipation of this volatility, we positioned our portfolios more defensively in the
second quarter compared to the first quarter.
In portfolios with higher risk tolerance, we increased cash and short-term
investments, reduced our below investment-grade corporate credit exposure,
and reduced preferred bank debt allocations. Within investment-grade and high-

James Michal
Portfolio Manager

yield corporate bond portfolio allocations, we selectively increased our exposure
to the energy sector in response to the oil forecast by our Macroeconomic Research
team. We believe energy credits may offer the best upside potential and better value
on a total return basis.
As our ABS team explains on page 14, we continue to see opportunities in structured
credit. We added some exposure to CLOs rated BBB or lower in accounts where
appropriate. On average, BBB-rated post-crisis CLOs traded at 7.4 percent yields

Steve Brown, CFA
Portfolio Manager

in 2016, a 2.7 percent yield premium over BB-rated loan yields, despite carrying
a higher rating. We added to aircraft ABS, whole business, and some legacy CLOs
based on similar relative-value observations, but the supply of these bonds on the
secondary market has since diminished. We also selectively added to CMBS and
non-Agency RMBS in both the primary and secondary markets.
In our more risk-constrained accounts, we reduced exposure to high-yield corporate
bonds, sold preferreds, and added to shorter spread duration assets, and increased
cash. We also added to our investment-grade energy exposure in these accounts,

Eric Silvergold
Portfolio Manager

given the yield premium and diminishing downgrade risk. Nevertheless, we remain
cautious about adding to high-yield energy credits given the lower-risk profile of our
more conservative strategies.
The most notable change in our portfolios with more conservative guidelines was
adding to duration. As our Rates team discusses on page 26, sovereign bonds in
many countries set record low yields during the second quarter, and we believe rates
will move lower over time as a result of additional central bank monetary expansion
and bond buying. For example, our Core Plus strategy targeted 77.5–80 percent of the
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benchmark’s duration over the past several months, which we increased to
82.5–85 percent of the benchmark at the end of the second quarter. We have been
allocating to long-dated Treasurys and zero-coupon Agency debt to this end.
Our Macroeconomic Research team (see page 4) expects that the Fed will likely
remain on hold until December 2016 at the earliest. We may look to adjust our
key rate duration positioning at some point, while maintaining a large portfolio
allocation to floating-rate assets. However, at the current time, our portfolio barbell
strategy should benefit from further declines in long-term rates, while floatingrate assets are intended to deliver stable performance. This strategy also positions
portfolios for a duration selloff.
Risk assets recovered almost as quickly as they sold off following the Brexit vote,
suggesting that the initial selloff was an overreaction by financial markets.
The market remains awash in liquidity with global central banks at the ready to do
more if necessary. We believe the rally in risk assets is likely to continue through the
third quarter of 2016, although not without intermittent volatility. Given these views,
we intend to continue to use periods of market weakness to add to high-quality
structured credit and secured bank loans.

Tale of Two Markets: Fixed Income Rallies in First Half 2016
Total Return % July 2015–Dec. 2015

Most credit classes experienced a
positive turnaround after a rocky
performance in the second half
of 2015 and early 2016. While we
expect continued volatility, our asset
allocations are designed to perform
in a wide range of environments and
can excel in periods of uncertainty.
We continue to find compelling
investment opportunities in fixedincome asset classes that typically
are not included in the Barclays Agg.

Total Return % Jan. 2016–June 2016
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Source: Credit Suisse, Bank of America Merrill Lynch, Barclays, Citi, Guggenheim Investments. Data as of 6.30.2016. Representative
Indexes: Bank loans: Credit Suisse Leveraged Loan Index; High-Yield Corporate Bonds: Credit Suisse High-Yield Index; InvestmentGrade Corporates: Barclays Corporate Investment-Grade index; Agency MBS: Barclays U.S. Aggregate Index (Agency Bond subset);
Post-Crisis CLOs: JP Morgan CLOIE Index, CMBS 2.0: Barclays CMBS 2.0 Index, Treasurys: Barclays U.S. Aggregate Index (Treasurys
subset), ABS: BAML ABS Master BBB-AA Rated Index.
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Macroeconomic Outlook

Steady as She Goes

A strong U.S. consumer combined with a wary Fed and
global stimulus should support U.S. credit markets.
Slow and steady economic growth, a cautious Fed, low interest rates, and improving
oil market supply-demand fundamentals have created a favorable environment for
Brian Smedley
Head of Macroeconomic and
Investment Research

fixed-income markets. Gross domestic product (GDP) growth was soft at 1.2 percent
in the second quarter, a slight improvement from the first quarter’s 0.8 percent.
But the headline figures belie underlying strength. Real consumer spending rose at
a 4.2 percent annualized rate, the second-strongest quarter of the current expansion.
The abrupt acceleration in consumer spending appears to have caught businesses by
surprise, resulting in a sharp drawdown in inventories that subtracted 1.2 percentage
points from GDP growth. Inventory restocking should support growth in coming
quarters. Meanwhile, the United Kingdom’s Brexit referendum is unlikely to have

Maria Giraldo, CFA
Vice President

a meaningful impact on the U.S. economy, thanks in part to the decline in interest
rates and recovery in risk assets that followed. We continue to expect above-trend
GDP growth of around 3 percent in the third quarter.
Our confidence in the near-term growth outlook is underpinned by stable
fundamentals in the consumer sector, notwithstanding weakness in July retail
sales. Labor market gains have boosted real disposable personal income, which
rose at a solid rate of 2.4 percent year over year in the second quarter. Payroll gains
recovered strongly to an average of 274,000 in June and July, and wage growth is
trending higher (see chart, top right). Meanwhile, household debt and debt service
coverage ratios are well below pre-crisis peaks, and the personal saving rate of
5.3 percent is about 2 percentage points above what we would anticipate based
on its historical relationship with household net worth. We expect these factors
to cushion consumer spending from shocks to income or confidence.
Despite this relatively healthy economic backdrop, we expect the Fed to delay its
next rate hike until December at the earliest out of an abundance of caution. In our
view, policymakers will take time to gauge the implications of Brexit, and watch for
signs of firmer growth and inflation. Meanwhile, the ECB and BOJ are likely to follow
the Bank of England in increasing accommodation.
Monetary policy divergence is likely to benefit the U.S. dollar in the near term,
which would pose headwinds for the recovery in crude oil prices. Our research
team’s oil price model calls for a period of seasonal weakness in the second half of
2016 before prices rise to $55 by mid-2017 (see chart, bottom right). We see further
near-term oil price declines as an opportunity to add exposure to the energy sector.
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Job Creation Picked Up in the Summer
Y/Y Change in Average Hourly Earnings (RHS)

Monthly Change in Nonfarm Payrolls (LHS, in ‘000s)
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Solid fundamentals in the consumer
sector underpin our confidence
in the near-term growth outlook.
Payroll gains recovered strongly to
292,000 in June and 255,000 in
July, and wage growth is trending
higher. Labor market gains have
boosted real disposable personal
income, which rose at a solid rate of
2.4 percent in the second quarter,
and household debt and debt
service coverage ratios are well
below pre-crisis peaks.
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Source: Department of Labor Statistics, Guggenheim Investments. Data as of 8.5.2016.

Supply-Demand Dynamics Favor a Gradual Recovery in Oil Prices
Actual WTI Prices
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Our research team’s oil price
model calls for a period of seasonal
weakness in the second half of
2016 before prices rise to $55 by
mid-2017, which should help to
support credit markets into the
third quarter and beyond.
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Portfolio Strategies and Allocations

Guggenheim Fixed-Income Strategies

Barclays U.S. Aggregate Index1

Guggenheim Core Fixed Income2

25%

30%
41%
2%

67%

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

Governments & Agencies:
Treasurys 0%, Agency Debt 10%, Agency MBS 4%,
Municipals 10%

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

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

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

Corporate Credit/Other:
Investment-Grade Corp. 21%, Below-Investment Grade Corp. 1%,
Bank Loans 1%, Commercial Mortgage Loans 10%, Other 8%

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

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

1

2

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

6

34%

Guggenheim Core Fixed Income: Other primarily includes 2.9% private placements,
1.7% LPs, 1.6% preferreds, 1.2% sovereign debt, and 0.6% cash. 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

21%

Guggenheim Multi-Credit Fixed Income4

16%

51%

49%

64%

Governments and Agencies:
Treasurys 7%, Agency Debt 6%, Agency MBS 1%, Municipals 2%

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

Structured Credit:
ABS 12%, CLOs 22%, CMBS 8%, Non-Agency RMBS 21%

Structured Credit:
ABS 15%, CLOs 29%, CMBS 1%, Non-Agency RMBS 4%

Corporate Credit/Other:
Investment-Grade Corp. 7%, Below-Investment Grade Corp. 5%,
Bank Loans 5%, Commercial Mortgage Loans 0%, Other 5%

Corporate Credit/Other:
Investment-Grade Corp. 4%, Below-Investment Grade Corp. 12%,
Bank Loans 24%, Commercial Mortgage Loans 0%, Other 12%

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

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

3

4

Guggenheim Core Plus Fixed Income: Other primarily includes 3% cash, 1.6% preferred
stock, and 0.9% sovereign debt. Totals may not sum to 100 percent due to rounding.
Sector allocations are based on the representative account of each Guggenheim strategy.
Compositions may vary between accounts and are subject to change.
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Guggenheim Multi-Credit Fixed Income: Other primarily includes 8.2% cash, 1.7%
preferreds, 1.7% sovereign debt, and 0.3% private placements. Totals may not sum to
100 percent due to rounding. Sector allocations are based on the representative account
of each Guggenheim strategy. Compositions may vary between accounts and are subject
to change.
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Investment-Grade Corporate Credit

Global Demand Meets Abundant Supply
Portfolio allocation as of 6.30.2016

21%

7%

Guggenheim
Core

Guggenheim
Core Plus

Relatively high yields and abundant supply entice global
fixed-income investors.
Risk appetite was strong through the second quarter despite lackluster global
growth and Brexit fears. The primary investment-grade corporate bond market
ended the quarter with $656 billion of gross issuance year to date, just $5 billion
shy of last year’s first-half total, and keeping supply on track to equal 2015’s total
volume (see chart, top right). Lower global rates and quantitative easing have

4%

26%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

attracted investment-grade corporate inflows for every month this year. Although
investment-grade corporate bond supply remains high by historical standards, this
supply is offset by international demand due to lower rates globally. On the heels of
the BOJ’s negative rate decision, we continued to see strong demand for both shortand long-term corporate bonds during the second quarter from investors in Asia.
The ECB’s Corporate Sector Purchase Program of roughly €9 billion per month has
prompted investor demand from yield-starved Europe as well.
Investment-grade corporate bonds delivered a strong second-quarter performance,
with the Barclays Investment-Grade Corporate Bond index posting a positive 3.6
percent total return. This performance follows a 4 percent total return in the first
quarter of this year. Unlike the first quarter, however, investment-grade corporate

Jeffrey Carefoot, CFA
Senior Managing Director

bonds saw better spread performance in the second quarter with a move tighter
from 165 basis points to 156 basis points (see chart, bottom right). The biggest
moves were in energy and metals and mining, which saw average bond spreads
tighten by 74 basis points and 62 basis points over the quarter, respectively. Higher
commodity prices (particularly oil) have alleviated tail risks globally and attracted
buyers of investment-grade credit in the energy and metals and mining sectors.
We expect investment-grade corporate bond spreads to remain stable through the

Justin Takata
Director

next quarter. Although historically close to the lows for all-in yields on a spread
basis, there is room to tighten further from here. At 156 basis points, the Barclays
Investment-Grade Corporate Bond index is currently trading well wide of the
historical low of 82 basis points and ex-recession average of 117 basis points.
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Investment-Grade Gross Issuance Holds Steady
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U.S. investment-grade corporate
bonds offer attractive yields
relative to similarly rated corporate
bonds in other countries. As a
result, the primary market has
seen strong demand from foreign
investors as well as domestic
investors. The result is robust
monthly volumes in the second
quarter of 2016, which has put the
investment-grade corporate bond
market on track to exceed 2015’s
record issuance.
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Strong Demand Supports Investment-Grade Spreads and Yields
Yield to Worst (LHS)
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Investment-grade corporate
bond yields are near all-time
lows, but spreads remain around
40 basis points wide of the
historical ex-recession average
of 117 basis points. With foreign
demand expected to grow
stronger and energy corporate
bond valuations returning from
distressed levels, we believe
investment-grade corporate
bond spreads are likely to trade
through the historical average
within the next six to 12 months.
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High-Yield Corporate Bonds

Energy Leads the Way
Portfolio allocation as of 6.30.2016

1%

5%

Guggenheim
Core

Guggenheim
Core Plus

The energy sector currently offers the best potential total
return upside in the high-yield space.
The tally of U.S. dollar-denominated commodity-related corporate defaults between
January and June reached 75 individual companies, totaling $127 billion in total
volume, according to Bloomberg. Defaults are unlikely to cease completely in the
second half of 2016, but we believe they will slow, ending the upward trajectory
for the high-yield 12-month trailing default rate. Declining high-yield default

12%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

expectations are reflected in recent valuations, as weighted-average yields fell
to 7.1 percent at quarter-end from a peak of 10.4 percent in February, and spreads
tightened by 325 basis points. In the energy sector, average high-yield bond prices
have bounced back from the lows of 49 percent of par in February to 77 percent
in June, but there are still plenty of credits trading at less than 40 percent of par.
This suggests to us that expected defaults for the remainder of 2016 are already
priced into the market.
Largely driven by the rebound in commodity sectors, high-yield corporate bonds
turned in an impressive second quarter, returning 5.9 percent, their best quarterly
performance since first quarter 2012 (see chart, top right). Brexit-related concerns
briefly weighed on the market, but the weakness was primarily a spillover effect

Thomas Hauser
Managing Director

from the United Kingdom and Europe. U.S. high-yield bonds ultimately regained
their footing with spreads tightening by 80 basis points over the quarter, ending
June at 674 basis points. All rating categories delivered positive returns, with BBrated bonds, B-rated bonds, and CCC-rated bonds returns totaling 3.2 percent,
4.2 percent and 12.6 percent, respectively. Energy was once again the best
performing sector in the quarter—its 20.4 percent total return was the best threemonth return on record, based on Credit Suisse data (see chart, bottom right).
Sector spreads in the high-yield market show that all sectors have room for
further spread compression, but energy and basic materials present the most
total return upside for skilled credit pickers. We see value in these sectors in
particular, and also continue to find attractive opportunities in technology and
media. Monitoring defaults and recoveries, and adjusting portfolio allocations
accordingly, remains critical at this point in the credit cycle.
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Rebound in High-Yield Market Is Mostly Commodity Driven
Commodities High-Yield QTD Total Return

As oil and other commodity
prices rebounded from February
lows, commodity sector spreads
compressed from over 1,000 basis
points. As a result, the 5.9 percent
quarterly gain in the high-yield
corporate bond market was largely
due to the 12.1 percent total return
for commodity sectors in the second
quarter. While all sectors have room
for further spread compression,
energy and basic materials continue
to present the most total return
upside potential.

Ex-Commodities High-Yield QTD Total Return
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Source: Credit Suisse, Guggenheim Investments. Data as of 6.30.2016.

High-Yield Energy Sector Posts its Best Gain on Record
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Energy was the best-performing
sector in the second quarter,
posting a best-ever quarterly total
return of 20.4 percent. High-yield
corporate bond spreads tightened
by 80 basis points to end June at
674 basis points, which continues
to look attractive based on the
historical ex-recession average
of 525 basis points.
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Source: Credit Suisse, Guggenheim Investments. Data as of 6.30.2016.
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Bank Loans

Not Too Hot, Not Too Cold
Portfolio allocation as of 6.30.2016

1%

4%

Guggenheim
Core

Guggenheim
Core Plus

Moving slightly down in quality as loans deliver steady
performance.
The loan market has been relatively quiet over the past few months from
an investor’s perspective, delivering not-too-hot, not-too-cold performance.
Defaults remain largely constrained to the commodity sector (metals and
energy represent 60 percent of default volume based on count and amount),
which represents less than 5 percent of institutional loans outstanding. As such,

24%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

the 12-month trailing default rate of 2 percent as of the end of June is well below
the historical average of 3.8 percent. Institutional loan issuance of $121 billion has
declined by 40 percent on a year-over-year basis, but soft demand is reflected in
weak CLO issuance, as well as continued outflows from loan mutual funds.
Slow and steady, the Credit Suisse Leveraged Loan index delivered a relatively
modest quarterly total return of 2.9 percent with limited volatility. The sector
was largely insulated from the brief period of volatility that struck risk assets,
with discount margins widening by only 14 basis points in the week that
followed the historic Brexit vote. Ultimately, index margins ended tighter over
the quarter by 39 basis points.

Thomas Hauser
Managing Director

During the brief period of volatility, lower-quality loans sold off while
higher-quality, BB-rated loan performance and valuations remained steady.
More defensive sectors, such as consumer staples and healthcare, also performed
better than more cyclical sectors. These varying performance trends make
index-level statistics a misleading measure for value in the bank loan market.
The average price in the Credit Suisse Leveraged Loan index was 93.9 percent
of par at the end of June, which suggests loans have plenty of upside. Most of the
total return upside, however, exists in B-rated and CCC-rated loans (see chart,
top right), which are trading at average prices of 96.4 percent and 79.1 percent
of par, respectively (compared to BB-rated loans trading at 99.7 percent of par,
on average). Therefore, we currently see more relative value in single B or lowerrated credits in the loan space.
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Greater Upside Potential in Lower-Rated Bank Loans

The average price of loans in the
Credit Suisse Leveraged Loan index
is currently 93.9 percent of par,
indicating some price upside in the
loan market. However, reviewing the
data by rating demonstrates that the
biggest discounts—and therefore
the most upside—are found in loans
rated B or lower. As the highestquality segment of the loan market
appears fairly priced, we have been
opportunistically deploying capital
in B-rated loans over BB-rated loans
in order to benefit from returning
market risk appetite.

Bank Loan Average Price (Percentage of Par) by Rating
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Source: Credit Suisse, Guggenheim Investments. Data as of 7.21.2016.

Bank Loans Deliver Slow but Steady Performance

Bank loans, which are typically
floating rate with relatively short
durations, have underperformed
other fixed-rate bond markets in
2016, but they have performed as we
anticipated—delivering steady returns
with limited volatility. We expect
that the loan market will continue to
deliver positive performance through
the end of 2016, particularly as
investors price in a higher probability
of the Fed raising interest rates in the
second half of the year.
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Asset-Backed Securities and CLOs

Shifting Demand Results in Opportunity
Portfolio allocation as of 6.30.2016

24%

34%

Guggenheim
Core

Guggenheim
Core Plus

Value in new-issue aircraft lease transactions and CLOs
backed by loans to middle market companies.
After a volatile first quarter, improving conditions helped support successful
new-issue pricing across a range of esoteric ABS, such as whole business cash
flows and aircraft leases, among others. Meanwhile, CLO issuance posted a weak
first half, driven by tepid AAA and equity tranche appetite (see chart, top right).
Japanese AAA CLO buyers reacted to a weaker dollar/yen with wider bids, and

44%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

fast-money investors, who traditionally leverage AAA CLOs, were reluctant to buy
because of margin calls and redemptions during the volatile first quarter. Weighing
on demand for new-issue CLO equity is the fact that equity funds and business
development companies remain underwater, which interferes with capital-raising
efforts. Further, potential equity investors have adopted more conservative default
expectations. Finally, limited bank loan supply clouds the prospects for portfolio
creation. Ironically, slow CLO creation supports spreads for senior mezzanine CLO
tranches (see chart, bottom right). As a result, recently issued AA and A-rated CLO
tranches approached their post-crisis tights. In BBB, BB, and B-rated tranches,
we see a more nuanced market, with buyers wary of non-pristine CLO portfolios.
The CLO market gained 1.8 percent on a total return basis in the second quarter of

Brendan Beer
Managing Director

2016, based on J.P. Morgan’s CLOIE index. Pre-crisis and post-crisis CLOs gained
1.3 percent and 1.9 percent, respectively. Lower-rated CLO tranches outperformed
higher-rated tranches, with post-crisis CLOs rated AAA, AA, A, and BBB posting
total returns of 1.1 percent, 2 percent, 3 percent, and 7.1 percent, respectively.
We continue to find value in new-issue aircraft lease transactions, and in CLOs
backed by loans to middle market companies. In secondary markets, junior
mezzanine tranches of certain CLOs are struggling to find price stability, which

George Mancheril
Vice President

presents ongoing investment opportunities. Meanwhile, we remain cautious
in student loans, marketplace lending (formerly known as “peer-to-peer”), and
residential solar ABS. We think investors should apply a higher discount rate to
any long-term cash flows that rely upon contested tax or regulatory arrangements,
evolving technologies, or unproven consumer credit products. We prefer lending
secured by consumer credit products with long track records of repayment
performance, regulatory acceptance, and consensus around societal value.
Credit extended to businesses and corporations (as opposed to consumers) seems
less likely to see regulatory intervention to protect borrowers from their contractual
obligations to re-pay lenders.
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New Issue CLO Volume Remains Tepid
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CLO new issue volume has been
tepid this year largely due to waning
demand from foreign investors
who have been adversely affected
by currency fluctuations, as well as
“fast-money” investors still reeling
from high volatility at the beginning of
the year. The decline in the expected
forward path for short-term rates,
based on the FOMC’s median fed
funds rate projections, has also
weighed on demand by lowering
all-in yields on CLO investments.
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CLO Arbitrage Dwindles, Challenging the CLO Primary Market
CLO Weighted-Average Coupon: Quarterly Median (Spread over LIBOR)
Qtrly Median of All-in Primary Loan Spread: 80/20 B/BB Mix (incl. Floors)
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CLO liability costs (represented by
weighted-average CLO coupons) have
remained elevated while the rebound
in market risk appetite has caused
bank loan spreads to compress by
almost 100 basis points from the
first quarter to the second quarter.
As a result, the arbitrage opportunity
in CLOs (gauged by the difference
between loan spreads and CLO
coupons) has declined, contributing
to a challenging CLO primary market.
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Non-Agency Residential
Mortgage-Backed Securities

Market in Slow Motion
Portfolio allocation as of 6.30.2016

1%

21%

Guggenheim
Core

Guggenheim
Core Plus

Constructive themes of improving fundamentals and
limited supply remain firmly in place.
Despite positive performance for the non-Agency RMBS market in the second
quarter, broad market volatility dampened new issuance, which has totaled just
$16 billion year to date across a diverse mix of non-performing/re-performing
loans (NPL/RPL), new loans, and credit risk transfer deals. A $140 million rated
securitization of non-prime loans was priced in the second quarter—the first since

4%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

2008—but issuance has only managed to offset 40 percent of the $40 billion in
year-to-date pay downs of the $750 billion RMBS market. This supply shortage
has normalized over time but remains a favorable market technical. Ongoing
implementation of post-crisis banking regulations has created a secular decline in
dealer risk appetite. Dealer inventories fell in the second quarter and stand about
50 percent lower year over year (see chart, top right). Despite this weaker market
intermediation, secondary market turnover has remained within the historical
range as dealers now complete a larger portion of trades by crossing bonds between
end investors (see chart, bottom right).
The non-Agency RMBS market shrugged off global market volatility and returned
2.9 percent in the second quarter. Alt-A and Option ARM deals outperformed other

Eric Marcus
Director

subsectors and returned 4.1 percent. Long-running improvements in housing and
borrower credit fundamentals inform our constructive intermediate-term view on
the sector. Negative net supply and low dealer inventories should provide favorable
technical support as well. We expect near-term RMBS performance to take cues,
on a time-lagged basis, from broader credit markets.
Expectations for continued market volatily, and recent convergence of yield
spreads among many RMBS subsectors, have increased the attractiveness of

Karthik Narayanan, CFA
Director

securities that we believe are more defensive and less credit sensitive than the
overall market, including selected re-securitizations, subprime RMBS, and NPL/
RPL deals. These subsectors show stable prospective performance across a range of
potential interest-rate scenarios and yield 2.5–3.3 percent above their corresponding
benchmark rates. Bond performance would benefit from ongoing improvements
in mortgage credit and upward rating migration over time. We await a widening
of yield spreads on longer maturity/higher-risk securities in order to deploy capital
to those subsectors.
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Dealer Inventories Continue to Decline

Dealer inventories of non-Agency
RMBS have declined from
approximately $19 billion in 2013
to only $9 billion as of June 30,
2016, as banks continue to make
progress on implementing a
slew of post-crisis regulations.
We believe this trend is unlikely
to reverse soon as a result of
increased capital requirements for
banks to hold riskier assets on their
balance sheets.
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Source: Bloomberg, Federal Reserve Bank of New York, Guggenheim Investments. Data as of 6.30.2016.

Lower Trading Volume Offsets Shrinking Dealer Inventories
Monthly Volume as a % of Average Dealer Inventory (LHS)

Monthly Volume as a % of Outstanding Non-Agency RMBS (RHS)
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Despite the decline in dealer
inventories of non-Agency RMBS,
turnover rates (trading volume as
a share of the total non-Agency
RMBS market) have remained
stable. Dealers have continued to
facilitate Agency trades, where
they cross bond trades between
buyers and sellers directly rather
than risking their own capital.
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Source: Bloomberg, SIFMA, Federal Reserve Bank of New York, Guggenheim Investments. Data as of 6.30.2016.

Fixed-Income Outlook | Third Quarter 2016

17

Commercial Mortgage-Backed Securities

A Rally in Spreads, a Surge in Supply
Portfolio allocation as of 6.30.2016

8%

8%

Guggenheim
Core

Guggenheim
Core Plus

Market volatility in the first half of 2016 has given way
to a sharp rally in CMBS spreads and resurgence
in CMBS issuance.
Uncertainty surrounding a potential 2016 recession and anticipation of the
Brexit vote choked off new issue CMBS supply and kept the CMBS credit curve
historically steep in the first half of 2016. Despite causing a brief swoon in risk

1%

2%

assets, however, the Brexit vote marked a positive turning point in the CMBS
market. Since July 1, new issuance volumes have surged, and spreads on CMBS
bonds have tightened across the rating spectrum (see chart, top right). The positive

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

market tone has also been buttressed by higher quality conduit transactions
and the market’s first-ever risk retention transaction. Recent deals, featuring
bank-only origination (due in part to the closures/layoffs in smaller shops during
the first quarter) and more conservative debt underwriting metrics, have been
well-received by the market. In the risk-retention transaction, the underwriter’s
agreement to retain 5 percent of the deal and the transaction’s otherwise strong
credit metrics were rewarded with extraordinarily strong investor demand.
Ultimately, that deal’s success was marked with the tightest new issue execution
of the year, and reset secondary CMBS markets even tighter.

Peter Van Gelderen
Managing Director

Post-crisis CMBS, as measured by the Barclays U.S. CMBS 2.0 index, posted a
positive total return of 2.6 percent for the second quarter. All credit tranches posted
strong returns for the quarter, with AAA-rated, AA-rated, A-rated, and BBB-rated
CMBS 2.0 posting positive total returns of 2.6 percent, 3.5 percent, 2.3 percent,
and 1.3 percent, respectively.
Even with the CMBS rally, our evolving views on property fundamentals,

Shannon Erdmann
Vice President

multifamily underwriting standards, and energy markets have caused us to
become increasingly selective. Troubles in retail commercial properties are well
known, but recent data suggest hotel performance may have reached a plateau.
Additionally, despite favorable demographic trends in apartment housing,
we have become cautious about Freddie Mac and Fannie Mae’s voracious appetite
to finance class B and C multifamily properties. Finally, office vacancies in energy
markets such as Houston are beginning to spike as the ongoing downturn in oil
prices takes its toll on industry participants.

Simon Deery
Vice President
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CMBS Kicks Off Q3 with a Rally
12.30.2015

While credit-sensitive CMBS bonds
underperformed in the first half of
2016, they have rallied sharply in
the first weeks of the third quarter.
Since July 1, BBB- spreads have
narrowed approximately 200 basis
points and new issuance volumes
have surged.
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Source: Wells Fargo Securities, Guggenheim Investments. Data as of 8.5.2016.

Private-Label CMBS Issuance Shrinks in 2016
2015 Monthly Issuance ($ billions)

Market volatility in the first half
of the year sharply curtailed new
issue activity. Private-label CMBS
new issuance is roughly half what it
was in the same period last year.
New issuance volume is recovering
in the third quarter, however, with
four deals announced in the first
few weeks.
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Commercial Real Estate Debt

Will the Party Continue?
Portfolio allocation as of 6.30.2016

10%

0%

Guggenheim
Core

Guggenheim
Core Plus

Despite positive fundamentals, the second quarter saw
a significant decrease in lender appetite.
The Mortgage Bankers Association is forecasting a 1 percent decrease in loan
originations for 2016 as compared to last year’s $504 billion, but we are not as
optimistic. We believe originations will be 5–10 percent below last year’s results,
thanks in part to a 16 percent decline in sales volume in the first half of 2016
compared to last year’s record-setting volume (see chart, top right). This drop off

0%

0%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

was consistent with the risk-off sentiment of the first and second quarters, and
reflected concern that valuations in the U.S. real estate market had peaked over the
past 12 months. The overriding fear was that a decline in foreign capital coming into
the real estate market would slow the pace of purchases, and lending costs would
increase, especially as loan-to-value ratios rose above 70 percent. Nevertheless,
this concern will likely be unfounded, as foreign capital should continue to flow
into real estate assets with stable yields, spurred by higher risk for new real estate
investments in post-Brexit Europe. Cap rates are historically low but the spread
between the 10-year U.S. Treasurys and current cap rates is one of the highest in the
last 15 years—other than the last two financial downturns (see chart, bottom right).
The first half saw a leveling off of cap rates and overall returns on an unlevered basis

William Bennett
Managing Director

as reported by the National Council of Real Estate Investment Fiduciaries (NCREIF)
were 4.2 percent for the first six months and will probably be less than 10 percent
this year, indicating a return to more normalized returns. As our CMBS team
discusses on page 18, issuance was down in the first half of 2016, but commercial
mortgage lenders took up the slack. While overall first-half originations are almost
identical to the same period last year, we do not think this pace is sustainable for
the remainder of the year.

David Cacciapaglia
Managing Director

With this anticipated lack of liquidity, borrowers will have fewer lending options in
the second half of 2016, especially at loan-to-value ratios above 70 percent. This will
set the stage for wider spreads and tighter underwriting standards, a double benefit
for lenders. We still find strong relative value in higher-yielding bridge capital for
new acquisitions and traditional long-term permanent loans.

20

Fixed-Income Outlook | Third Quarter 2016

Commercial Real Estate Sales Decline
Apartment
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Optimistic street projections for
total commercial real estate loan
originations seem out of line with
recent commercial real estate sales
volumes, which declined by 16
percent in the first half of 2016.
We expect loan originations to end
the year approximately 5–10 percent
lower than 2015.
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Commercial Real Estate Loan Yields Look Attractive vs. 10-Year Treasurys
Cap Rates
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Much like yields across U.S. fixed
income, cap rates in the commercial
real estate market have declined
to historic lows, averaging only 5.2
percent as of the end of the second
quarter. However, average cap-rate
spreads to Treasurys of 352 basis
points continue to look attractive.
This spread over government
bonds is keeping demand for
commercial real estate loans alive,
particularly from foreign investors.

2%
1%
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Source: Federal Reserve Board, NCREIF equal-weighted current value cap rates. Data as of 6.30.2016.
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Municipals

Watching Election-Season Tax Debates
Portfolio allocation as of 6.30.2016

10%

2%

Guggenheim
Core

Guggenheim
Core Plus

Talk of tax reform will likely create uncertainty in the
otherwise-robust municipal bond market.
While we agree with the old adage that “all politics is local,” we are paying even
greater attention to the national and global political process. Notable events of
the second quarter include the establishment of the Puerto Rico fiscal control
board, the approval of Illinois’ six-month stop-gap budget that temporarily ended
a 12-month budget impasse, and the Brexit referendum. With the presidential
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1%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

and local elections less than three months away, we expect the municipal market
will face headwinds as each party begins to float trial balloons with regards to
tax reform. In California, if Prop 55—a referendum on extending to 2030 certain
temporary incremental increases in both income and sales taxes—does not pass,
it would create a significant funding gap starting next year in the most populous
U.S. state and largest issuer in the municipal market. Although the uncertain
outcome of the vote will likely cast a shadow over the market, we expect to
continue to see strong market demand from both traditional investors and new
participants, such as international investors looking for positive absolute yields.
With the drop in new supply in July (see chart, top right), this demand will likely
provide strong support to the market.

James Pass
Senior Managing Director

In the second quarter of 2016, the Barclays Municipal Bond index recorded a gain
of 2.6 percent, with the Barclays Revenue Bond index outperforming the General
Obligation Bond index by 50 basis points. As 30-year Treasury yields set record
lows, bonds with greater than 22-year maturities returned 6.8 percent for the
quarter compared to quarterly returns of only 2.3 percent for bonds with four to
six years remaining. Mirroring the rally in risk assets, BBB-rated municipal bonds
were also the best-performing rating group in the municipal market, with a total

Allen Li, CFA
Managing Director

return of 3.2 percent compared to quarterly returns of 2.2 percent, 2.4 percent,
and 3.1 percent for AAA, AA, and A-rated municipal bonds.
The reach for yield by going out in duration is evidenced in every rating category
in the municipal bond market. For example, 30-year BBB general obligation bonds
offer only 1.4 percent additional yield over five-year BBB general obligation bonds,
a decline from 2.1 percent premiums in February (see chart, bottom right). At this
point, given the significant flattening of the curve on the long end, there is little
reward for allocating to longer durations.
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Muni Issuance Plummets in July Despite Record Low Yields
Monthly Municipal Issuance ($ billions, LHS)

10-Year Treasury Yield (RHS)
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Municipal bond issuance fell by
around 45 percent from June to July,
the largest monthly dip since January
2011 when the Build America Bonds
program expired, despite record low
rates in the market. Issuers’ reticence
is most likely a result of uncertainty
over the election outcome, as well
as a general aversion to further
indebtedness.
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Declining Value at the Long End for All Ratings
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The reach for yield by going out in
duration is evidenced in every rating
category in the municipal bond
market. For example, 30-year BBB
general obligation bonds offer only
1.4 percent additional yield over
five-year BBB general obligation
bonds, a decline from 2.1 percent
premiums in February.
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Agency Mortgage-Backed Securities

No Need to Fear Refi Wave
Portfolio allocation as of 6.30.2016

4%

1%

Guggenheim
Core

Guggenheim
Core Plus

Demand remains strong as Agency MBS is one of few
positive-yielding, high-quality asset classes.
The liquidity and spread advantage of Agency MBS has made the sector an
attractive place to invest, even in the face of increasing prepayment speeds.
As foreign central bank policies continue to drive down global interest rates,
demand remains strong as Agency MBS is one of just a few positive-yielding,
high-quality asset classes. Agency MBS returns are especially strong after adjusting
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28%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

for both funding and currency hedging costs. Spreads may come under pressure
as supply is likely to increase as mortgage rates fall, yet this concern is being offset
by continued Fed sponsorship (see chart, top right). With benchmark yields hitting
historic lows, there are concerns that the Agency MBS market will experience
a refinancing wave similar to 2012, when the refi index was over 3,000 points
higher than today. Risks are rising, yet we foresee that it will take a further drop in
rates to ignite the same reaction. While the current rate available to borrowers is
virtually identical, today’s average outstanding borrower rate and the subsequent
refinancing incentive are much lower. In order to match past refinancing waves,
mortgage rates will need to drop another 50 basis points (see chart, bottom right).
Agency MBS gained 3.1 percent on a total return basis in the second quarter of 2016

Jeffrey Traister, CFA
Managing Director

based on the subcomponent of the Barclays U.S. Aggregate index, with spreads to
Treasurys remaining relatively flat at 106 basis points over the quarter. Agency MBS
yields declined further along with Treasurys during the quarter, from 2.35 percent
to 2.07 percent by the end of June 2016.
The loan balance pools we highlighted last quarter have appreciated significantly
and we now prefer current production 30-year FNMA 3 percent coupons. Portfolios
can also add convexity with moderate pay ups in selective 3 percent coupon loan

Aditya Agrawal, CFA
Director

balance and high loan-to-value pools. We would avoid most 3.5 percent coupon
securities originated in 2014 and 2015—these are likely to see a substantial
prepayment speed pickup in the coming months, as this is their first exposure
to lower-rate incentives. Some of the more seasoned vintages, which have already
had multiple opportunities to refinance, are still attractive.
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Agency MBS Spreads Remain Range-Bound Despite Widespread Volatility

Agency MBS spreads will come
under pressure as supply is likely
to increase as mortgage rates fall,
yet this concern is being offset by
continued Fed sponsorship and
strong foreign demand. Agency
MBS spreads have remained
in a tight 25 basis-point range
since the beginning of 2015. The
experience of the past 18 months
has demonstrated the resilience
of the Agency MBS asset class.
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Despite Similar Mortgage Rates, Refinancing Incentives Are Much Lower Today
Second Half 2012

July 2016

10-Year U.S. Treasury Yield
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Source: J.P. Morgan, Guggenheim Investments. Data as of 6.30.2016. *Average outstanding 30-year mortgage rate minus primary
mortgage rate.
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In the second half of 2012,
the MBA U.S. Refinancing index,
which measures refinancing activity,
reached 5,888. Despite Treasury
rates setting record lows in 2016,
the index reached 2,869, but has
since declined. The lower level of
refinancing activity is explained by
the lower refinance incentive—the
difference between the rate on
the average outstanding 30-year
mortgage and the primary rate.
Because the average outstanding
30-year mortgage rate is only 4.4
percent, there is much less incentive
for borrowers to refinance.
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Rates

U.S. Beckons Yield-Starved Global Investors
Portfolio allocation as of 6.30.2016
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13%

Guggenheim
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Guggenheim
Core Plus

Investors from outside of the United States seeking higher
relative yields will continue to support Treasurys.
The global move to lower yields continued in the second quarter. While the quarter
started out with a strong March employment report and hawkish rhetoric from
the Fed, economic and employment data for April and May surprised the market
by coming in below expectations, tabling a summer rate hike. As the quarter
progressed, global markets became increasingly focused on the United Kingdom’s
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39%

Guggenheim
Multi-Credit

Barclays
U.S. Aggregate

referendum vote on whether or not to stay in the European Union. To almost
everyone’s surprise, the United Kingdom voted to exit the EU, and global risk assets
sold off significantly while global sovereign bonds rallied to new all-time low yields
in many countries. During the course of the quarter, the 10-year U.S. Treasury yield
declined from 1.77 percent to 1.47 percent; the 10-year German bund yield declined
from 0.15 percent to -0.13 percent; the 10-year Japanese government bond yield
declined from -0.04 percent to -0.22 percent; and the 10-year U.K. gilt yield declined
from 1.41 percent to 0.86 percent.
With the move to lower yields, performance was strong for Treasury and Agency
bonds during the second quarter of 2016. The Barclay’s U.S. Treasury index
generated a total return of 2.1 percent for the quarter, and 5.37 percent year to

Connie Fischer
Senior Managing Director

date. The Barclays U.S. Agency index generated a total return of 1.73 percent for
the quarter with a year-to-date total return of 4.19 percent. The Barclays Global
Treasury index generated a total return of 4.05 percent for the quarter, with a yearto-date total return of 11.63 percent.
With extremely low and negative bond yields outside of the United States,
we believe that U.S. rates will remain relatively attractive. Higher yields in the
United States should attract foreign flows of capital, potentially reducing yields

Tad Nygren, CFA
Director

further (see chart, top right). Additionally, we believe that German bund yields will
remain low and possibly move lower, and given the historical correlation, this could
also support U.S. rates (see chart, bottom right). We find particular value in longer
Agency bullets, callable bonds, and strips.

Kris Dorr
Director
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Better Relative Value in U.S. Treasurys

Global sovereign bonds rallied to
new all-time low yields in many
countries. Higher yields in the
United States should attract
foreign flows of capital, potentially
reducing yields further. On a real
and nominal basis, U.S. 10-year
Treasurys offer better returns
than 10-year sovereigns in other
developed countries.

Real Yield

Nominal Yield
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France

Source: Bloomberg, Guggenheim Investments. Data as of 7.30.2016. Real yields shown are deflated by the latest consumer price index
reading in each country.

Post-Brexit Flight to Safety Puts Pressure on Yields
U.S. 10-Year Treasury Yields

Germany 10-Year Bund Yields
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Sovereign yields declined further
following the U.K.’s vote to leave
the EU as investors sought refuge
from volatility. German 10-year
bund yields closed below zero in
the second quarter. U.S. 10-year
Treasury yields also fell, ending
the quarter at only 1.47 percent.
We expect global central bank
accommodative monetary policy
will continue to push rates lower,
with the 10-year Treasury note
possibly reaching 1 percent.
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Source: Bloomberg, Guggenheim Investments. Data as of 7.30.2016.
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Important Notices and Disclosures
This article is distributed for informational purposes only and should not be considered as investing advice or a recommendation of any particular security, strategy or investment product. This article
should not be considered research nor is the article intended to provide a sufficient basis on which to make an investment decision. This article contains opinions of the authors but not necessarily
those of Guggenheim Partners or its subsidiaries. The authors’ opinions are subject to change without notice. Forward looking statements, estimates, and certain information contained herein are
based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained from sources believed to be reliable, but are not assured as to accuracy.
Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy or, nor liability for, decisions based on such information.
RISK CONSIDERATIONS Investing involves risk, including the possible loss of principal. Fixed income investments are subject to credit, liquidity, interest rate and, depending on the instrument,
counter party risk. These risks may be increased to the extent fixed income investments are concentrated in any one issuer, industry, region or country. The market value of fixed income investments
generally will fluctuate with, among other things, the financial condition of the obligors on the underlying debt obligations or, with respect to synthetic securities, of the obligors on or issuers of the
reference obligations, general economic conditions, the condition of certain financial markets, political events, developments or trends in any particular industry and changes in prevailing interest
rates. Investing in bank loans involves particular risks. Bank loans may become nonperforming or impaired for a variety of reasons. Nonperforming or impaired loans may require substantial workout
negotiations or restructuring that may entail, among other things, a substantial reduction in the interest rate and/or a substantial write down of the principal of the loan. In addition, certain bank
loans are highly customized and, thus, may not be purchased or sold as easily as publicly traded securities. Any secondary trading market also may be limited and there can be no assurance that an
adequate degree of liquidity will be maintained. The transferability of certain bank loans may be restricted. Risks associated with bank loans include the fact that prepayments may generally occur
at any time without premium or penalty. High yield debt securities have greater credit and liquidity risk than investment grade obligations. High yield debt securities are generally unsecured and
may be subordinated to certain other obligations of the issuer thereof. The lower rating of high yield debt securities and below investment grade loans reflects a greater possibility that adverse
changes in the financial condition of an issuer or in general economic conditions or both may impair the ability of the issuer thereof to make payments of principal or interest. Securities rated below
investment grade are commonly referred to as “junk bonds.” Risks of high yield debt securities may include (among others): (i) limited liquidity and secondary market support, (ii) substantial market
place volatility resulting from changes in prevailing interest rates, (iii) the possibility that earnings of the high yield debt security issuer may be insufficient to meet its debt service, and (iv) the
declining creditworthiness and potential for insolvency of the issuer of such high yield debt securities during periods of rising interest rates and/ or economic downturn. An economic downturn or an
increase in interest rates could severely disrupt the market for high yield debt securities and adversely affect the value of outstanding high yield debt securities and the ability of the issuers thereof
to repay principal and interest. Issuers of high yield debt securities may be highly leveraged and may not have available to them more traditional methods of financing. Asset-backed securities,
including mortgage-backed securities, may be subject to many of the same risks that are applicable to investments in securities generally, including currency risk, geographic emphasis risk, high yield
and unrated securities risk, leverage risk, prepayment risk and regulatory risk. Asset-backed securities are particularly subject to interest rate, credit and liquidity and valuation risks. The municipal
bond market may be impacted by unfavorable legislative or political developments and adverse changes in the financial conditions of state and municipal issuers or the federal government in case
it provides financial support to the municipality. Income from the municipal bonds held could be declared taxable because of changes in tax laws. Certain sectors of the municipal bond market
have special risks tha can affect them more significantly than the market as a whole. Because many municipal instruments are issued to finance similar projects, conditions in these industries can
significantly affect an investment. Municipalities currently experience budget shortfalls, which could cause them to default on their debts.
Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security
Investors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, Transparent Value Advisors, LLC, GS GAMMA Advisors, LLC,
Guggenheim Partners Europe Limited and Guggenheim Partners India Management. This material is intended to inform you of services available through Guggenheim Investments’ affiliate businesses.
INDEX DEFINITIONS Leveraged loans are represented by the Credit Suisse Leveraged Loan Index which tracks the investable market of the U.S. dollar denominated leveraged loan market. It consists
of issues rated “5B” or lower, meaning that the highest rated issues included in this index are Moody s/S&P ratings of Baa1/BB+ or Ba1/ BBB+. All loans are funded term loans with a tenor of at least
one year and are made by issuers domiciled in developed countries. High yield bonds are represented by the Credit Suisse High Yield Index, which is designed to mirror the investable universe of the
$US denominated high yield debt market. Investment grade bonds are represented by the Barclays Corporate Investment Grade Index, which consists of securities that are SEC registered, taxable
and dollar denominated. The index covers the U.S. corporate investment grade fixed income bond market. Treasuries are represented by the Barclays U.S. Treasury Index, which includes public
obligations of the U.S. Treasury with a remaining maturity of one year or more. The S&P 500 Index is a capitalization weighted index of 500 stocks, actively traded in the U.S, designed to measure the
performance of the broad economy, representing all major industries. The referenced indices are unmanaged and not available for direct investment. Index performance does not reflect transaction
costs, fees or expenses.
1
Guggenheim Investments total asset figure is as of 06.30.2016. The assets include leverage of $11.4bn for assets under management and $0.5bn for assets for which we provide administrative
services. Guggenheim Investments represents the following affiliated investment management businesses: Guggenheim Partners Investment Management, LLC, Security Investors, LLC, Guggenheim
Funds Investment Advisors, LLC, Guggenheim Funds Distributors, LLC, Guggenheim Real Estate, LLC, Transparent Value Advisors, LLC, GS GAMMA Advisors, LLC, Guggenheim Partners Europe
Limited and Guggenheim Partners India Management.
2
Guggenheim Partners’ assets under management are as of 06.30.2016 and include consulting services for clients whose assets are valued at approximately $57bn.
©2016, Guggenheim Partners, LLC. No part of this article may be reproduced in any form, or referred to in any other publication, without express written permission of Guggenheim Partners, LLC.
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Contact us
New York
330 Madison Avenue
New York, NY 10017

About Guggenheim Investments
Guggenheim Investments is the global asset management and investment advisory
division of Guggenheim Partners, with $202 billion1 in total assets across fixed
income, equity, and alternative strategies. We focus on the return and risk needs

212 739 0700

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

Chicago

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

227 W Monroe Street

understand market trends and identify undervalued opportunities in areas that are

Chicago, IL 60606

often complex and underfollowed. This approach to investment management has

312 827 0100

enabled us to deliver innovative strategies providing diversification opportunities

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

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

and attractive long-term results.

About Guggenheim Partners
Guggenheim Partners is a global investment and advisory firm with more than
$240 billion2 in assets under management. Across our three primary businesses

London

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

5th Floor, The Peak

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

5 Wilton Road

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

London, SW1V 1LG

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

+44 20 3059 6600

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

