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Guggenheim’s Investment Process

Designed to be disciplined, systematic, and repeatable,

and is structured to avoid cognitive biases, snap judgments,

our fixed-income investment process is disaggregated into

and other decision-making pitfalls identified by studies on

four specialized teams: Macroeconomic Research, Sector

behavioral finance. Our pursuit of compelling risk-adjusted return

Teams, Portfolio Construction, and Portfolio Management.

opportunities typically results in asset allocations that differ

This process does not rely on one key individual or group,

significantly from broadly followed benchmarks.

From the Desk of the Global CIO
Time will tell how successful President Trump will be in implementing his policy proposals,
but the various thematic areas being discussed—tax reform, infrastructure spending,
and deregulation—are all constructive for U.S. economic growth. The United States is the
locomotive of the world. When our economy is growing, dynamic, and strong, it is a boon to
the global economy, which is already experiencing a synchronous expansion. Thus far, U.S.
risk assets have rallied in anticipation of growth-oriented fiscal policy outcomes, but there
are obvious risks: no one wins in a trade war; border taxes and tariffs are notoriously regressive;
deportations and immigration limits deprive our labor force of a critically vibrant component;
and geopolitical tensions could needlessly escalate if the new administration is not careful.
Discounting such events, the U.S. economic backdrop is strong and should lead to a decline
in the corporate default rate. I expect risk assets will continue to perform well, even if a healthy
dose of caution causes consolidation around current levels.
As markets and the media focus on fiscal policy, and rightfully so, there are important implications
of monetary policy tightening to fixed-income portfolios. A strong corporate earnings recovery,
expansionary fiscal policies, falling unemployment, and upward wage pressure should lead the
Fed to raise the fed funds rate more than the market is currently expecting. I expect the Fed
will raise rates three times in 2017, flattening the yield curve. As our portfolio management
team discusses on page 2, we find a barbell portfolio structure prudent in such an environment.
The long end of the yield curve has discounted most of the rate increases in this cycle, so longdated bonds can add stability to a portfolio. Conversely, floating-rate positions enable portfolios
to benefit from higher coupon income when the Fed raises rates and yields rise at the short end
of the curve. In floating-rate securities, we see bank loans as relatively attractive, as historically
they have performed well in periods of Fed tightening.
Throughout this edition of the Fixed-Income Outlook, a common theme across sectors is that
we begin 2017 with tight spreads. As a result, spread tightening will not be the same tailwind
for credit market returns that it was in 2016.

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

Staying Cautious Following
the Faith-Based Rally

A series of conditions, all positive on their own, created the perfect environment
for strong risk-asset performance in 2016, and boosted expectations for corporate
profit growth in 2017. Among them were the recovery in oil prices, the Fed keeping
rates unchanged at 0.25–0.50 percent until December, a falling unemployment rate
(the lowest since 2007), and the moderate strengthening of the dollar (up only
Anne B. Walsh, JD, CFA
Assistant CIO, Fixed Income

5 percent in 2016 versus 10 percent in 2015, based on the trade-weighted dollar index).
As our sector teams highlight throughout this report, credit spreads tightened
considerably through the end of the year (see chart, bottom right). Spread tightening
was broad-based, but most pronounced in energy and metals/mining. We remain
positive on credit, with the view that spreads will tighten in the first quarter
as economic data and corporate earnings improve. However, we are wary of
maintaining too much exposure to corporate bonds, as tight spread levels heighten
the risk of a selloff. Much of the spread tightening that followed Donald Trump’s

James Michal
Portfolio Manager

victory on Nov. 8 is based on anticipation of his pro-growth policies coming to
fruition, an outcome that is far from certain. As Scott Minerd, Global CIO and
Chairman of Investments, discusses on page 1, this faith-based rally has stirred
up some concerns surrounding the market’s implied probabilities of success for
the current administration.
As we highlighted in our previous outlook, below investment-grade corporate
credit exposure has been reduced to 30 percent in our portfolios that have higher

Steve Brown, CFA
Portfolio Manager

risk tolerances. The majority of this exposure remains in bank loans with a smaller
allocation to high-yield corporate bonds. Bank loans have tended to be the bestperforming asset class when the Fed raises interest rates, followed by asset-backed
securities (ABS), then high-yield corporate bonds. Through the fourth quarter,
we continued to add incrementally to loans to keep within our targeted allocation.
In these portfolios we maintain minimal investment-grade corporate bond exposure
and have a large weighting to corporate and commercial ABS. We added non-Agency
residential mortgage-backed securities (RMBS), which include nonperforming loan

Eric Silvergold
Portfolio Manager

securitizations and re-securitizations, both of which carry relatively high current
yields and reduce spread duration over time via amortization. We expect these
to be relatively insulated should we experience a spread-widening environment.
Finally, our interest rate hedge reduced overall portfolio duration and allowed us
to profit as the market priced in a faster pace of Fed rate hikes.
In our more risk-constrained strategies, our exposure to below investment-grade
bonds is relatively small, with a higher weighting to bank loans than high yield.
We have added to collateralized loan obligations (CLOs), including middle market

2

Fixed-Income Outlook | First Quarter 2017

AAA-rated CLOs and broadly syndicated refinanced AA-rated CLOs. We generally
stayed in tranches with more structural credit protection—for example, securities for
which a failure to pay interest would trigger a credit event if not cured immediately—
which limits spread-widening potential in risk-off scenarios. We also added to short
spread duration defensive non-Agency RMBS securities. These portfolios combine
underweight rate duration positioning, significant allocation to floating-rate
securities, and structured credit exposure.
We find that maintaining a barbell duration position is prudent during a period
of yield-curve flattening, with floating-rate assets at the short end and some key
rate duration exposure at the long end (10–30 years). We believe this rate strategy
will continue to benefit versus our benchmark, the Bloomberg Barclays Agg,
from a greater jump in short-term rates as the Fed accelerates its pace of rate
hikes. Meanwhile, yields at the long end should stay anchored near 3 percent,
our Macroeconomic and Investment Research team’s projection of the terminal
fed funds rate in this tightening cycle. As our bank loan team discusses on page 17,
with Libor now above 1 percent (the Libor floor on most loans outstanding),
loans should gain from higher coupons along with other assets that will see
increased interest payments in 2017, including CLOs and some non-Agency RMBS,
which could lead to further spread tightening.

Percentile Rankings Illustrate the Tightening in Credit Spreads
December 2016

Credit spreads tightened
considerably through the end of
2016. While spread tightening
was most pronounced in energy
and metals/mining names, it was
generally broad-based. We expect
spreads to tighten further in the
first quarter, but remain cautious
on corporate bonds.
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Macroeconomic Outlook

Factoring in Late-Cycle Fiscal Stimulus
The Fed will likely need to hike rates at a faster pace than
the markets are pricing in.
U.S. real gross domestic product (GDP) growth in the fourth quarter was solid but
unspectacular, like most of the post-crisis period. The initial estimate came in at 1.9
Brian Smedley
Head of Macroeconomic and
Investment Research

percent, slightly below expectations and down from 3.5 percent in the third quarter.
The quarterly volatility seen in the second half of 2016 resulted mainly from large
swings in the contribution of net exports. Smoothing through the quarterly noise
reveals a trend-like pace of 1.9 percent real GDP growth over the past year.
Fiscal stimulus and deregulation are about to give the U.S. economy a shot in the arm.
We expect the combination of corporate and individual tax cuts plus infrastructure
spending to lift growth into the 2.5–3.0 percent range over the next couple of years,
with the largest impact likely to be seen in 2018. In the meantime, growth should

Maria Giraldo, CFA
Vice President

benefit from recent gains in consumer and business confidence, which will support
consumption and investment spending as precautionary savings are reduced
(see chart, top right).
We forecast the unemployment rate to fall below 4 percent before the end of the
expansion as faster GDP growth boosts employment while demographic constraints
limit gains in the size of the labor force. This would be well below the Fed’s
estimate of the natural rate of unemployment; however, we believe the Trump
administration’s fiscal agenda will not push up inflation materially because the
Fed will respond by tightening monetary policy faster. While CPI inflation will
rise in the first quarter due to the receding effects of low oil prices, we forecast a
subsequent decline as base effects fade and a stronger dollar helps to contain import
prices. These forces, combined with our forecast that crude oil prices will average less
than $60 per barrel in 2017, should help keep inflation near the Fed’s target this year.
Nevertheless, Fed policymakers will raise the fed funds rate at a faster pace than
the market is currently pricing in. This should cause the yield curve to flatten as
rates in the short end rise while the long end is stabilized by confidence in the
Fed’s willingness to contain inflation. Our research indicates that the terminal rate
at the end of this hiking cycle will be near 3 percent. We expect three Fed rate
increases in 2017, amid upside risks to growth and downside risks to unemployment
(see chart, bottom right). The next hike will most likely occur in June, but action at
the March FOMC meeting is still plausible. We do not think the Fed will begin to
shrink its balance sheet until well into 2018, and we expect any such shift to be
telegraphed well in advance as Fed officials seek to avoid another “taper tantrum.”
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Surge in Consumer and Business Confidence Will Support GDP Growth
Consumer Confidence

Consumer and business confidence
indicators have surged in the wake
of a contentious election cycle.
Optimism about the potential impact
of pro-growth fiscal and regulatory
policies should spur increased
spending, boosting real GDP growth.

Small-Business Optimism
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Source: Guggenheim Investments, Haver Analytics, Conference Board, NFIB. Data as of 1.31.2017. Shaded areas represent periods
of recession.

Fed Officials Now See Upside Risks to the Economic Outlook
Unemployment Rate

Based on the Summary of Economic
Projections, more Fed officials see
upside risks to growth—and downside
risks to the unemployment rate—than
those who see downside risks to
the economy. This optimism should
translate into a faster pace of policy
tightening.
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Source: Guggenheim Investments, Federal Reserve Board. Data as of 1.31.2017. *Equal to the number of FOMC participants who see upside
risks to their baseline projections minus the number who see downside risks, divided by the total of FOMC participants.
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Portfolio Strategies and Allocations

Guggenheim Fixed-Income Strategies

Bloomberg Barclays U.S. Aggregate Index1

Guggenheim Core Fixed Income2

23%

30%
41%

2%

68%

36%

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

G
 overnments & Agencies:
Treasurys 0%, Agency Debt 8%, Agency MBS 4%,
Municipals 11%

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

S tructured Credit:
ABS 16%, CLOs 8%, CMBS 9%, Non-Agency RMBS 2%

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

C orporate Credit/Other:
Investment-Grade Corp. 21%, Below-Investment Grade Corp. 1%,
Bank Loans 1%, Commercial Mortgage Loans 10%, Other 9%

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 1.1% sovereign debt. Totals may not sum to 100 percent due to rounding.
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2

Guggenheim Core Fixed Income: Other primarily includes 3% private placements, 1.9%
preferreds, 1.7% LPs, 1.1% sovereign debt, and 0.5% 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

Guggenheim Multi-Credit Fixed Income4

16%

19%

44%
56%

66%

G
 overnments and Agencies:
Treasurys 10%, Agency Debt 5%, Agency MBS 1%, Municipals 0%

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

S tructured Credit:
ABS 9%, CLOs 25%, CMBS 9%, Non-Agency RMBS 21%

S tructured Credit:
ABS 10%, CLOs 30%, CMBS 4%, Non-Agency RMBS 11%

C orporate Credit/Other:
Investment-Grade Corp. 6%, Below-Investment Grade Corp. 3%,
Bank Loans 4%, Commercial Mortgage Loans 0%, Other 5%

C orporate Credit/Other:
Investment-Grade Corp. 2%, Below-Investment Grade Corp. 10%,
Bank Loans 18%, Commercial Mortgage Loans 0%, Other 14%

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

4

Guggenheim Core Plus Fixed Income: Other primarily includes 1.9% cash, 1.2% preferred
stock, and 0.5% 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 10.0% cash, 2.0%
preferreds, 1.3% 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

Caution as Spreads Grind Tighter
Portfolio allocation as of 12.31.2016

21%

6%

Guggenheim
Core

Guggenheim
Core Plus

Yields look attractive compared to six months ago,
but spreads have discounted the potential for
pro-growth fiscal policies.
Optimism overtook the investment-grade corporate bond market in 2016. Demand
for yield facilitated $1.2 trillion of capital raising by U.S. investment-grade corporate
bond issuers ($652 billion on a net basis), surpassing 2015’s record by almost $15

2%

26%

billion (see chart, top right). By year end, spreads in the energy sector had retraced
to their tightest level since November 2014, when West Texas Intermediate spot
oil prices averaged $77 per barrel. A positive 2017 earnings outlook fueled the rally

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

more broadly, with average index spreads ending the year at their tightest level since
March 2015, as markets priced in anticipated pro-growth policy changes (see chart,
bottom right). Yields have risen against tightening spreads as the market has priced
in anticipated policy changes by the incoming administration into benchmark
Treasury yields. Spreads appear tight, but yields look more attractive today than
in the middle of 2016.
Investment-grade corporate bond spreads absorbed some of the increase in Treasury
yields, with spreads tightening by 15 basis points quarter over quarter to 123 basis

Jeffrey Carefoot, CFA
Senior Managing Director

points. The biggest moves once again stemmed from spreads tightening in energy
and basic materials. The backup in rates caused the Bloomberg Barclays InvestmentGrade Corporate Bond index to suffer a loss of 2.8 percent during the fourth quarter
of 2016, breaking a streak of three consecutive positive quarterly returns. However,
investment-grade corporate bonds outperformed duration-matched Treasurys by
0.8 percent.
The prolonged period of low interest rates has facilitated investor willingness
to accept weaker structural protections in exchange for yield. While this trend

Justin Takata
Director

has existed for at least a couple of years already, it is beginning to garner real investor
attention. The combination of weaker structures and hope-driven tightening
in spreads heightens our concerns. We believe spreads can grind tighter from
current levels, but weaker structures and increased leverage are currently laying
the groundwork for future downgrades. We continue to focus on higher quality
and timelier relative-value trades until spreads widen to compensate investors
appropriately for lower-quality credits and weaker structural protections.
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Another Year of Record Issuance
Gross Issuance

Demand for yield facilitated $1.2
trillion of capital raising by U.S.
investment-grade corporate bond
issuers ($652 billion on a net basis),
surpassing 2015’s record by almost
$15 billion.

Net Issuance
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Source: JP Morgan, Guggenheim Investments. Data as of 12.31.2016.

Market Absorbs Some of the Rate Backup
Yield to Worst (LHS)

10-Year Treasury Yield (LHS)

Investment-Grade Spreads (RHS)
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Treasury yields have risen by 104
basis points since bottoming
at 1.36 percent to reach 2.40
percent as of Jan. 23. Investmentgrade corporate bond yields
have followed Treasury yields
higher, but to a lesser extent,
demonstrating their capacity
to absorb some of the backup
in rates. Investment-grade bond
yields bottomed out at 2.75 percent
in July 2016, and were trading
at 3.30 percent as of Jan. 23,
an increase of 55 basis points.

100 bps
Jan. 2017

Source: Bloomberg Barclays Indices, Guggenheim Investments. Data as of 1.23.2017. Note: Yield to Worst is for the Bloomberg
Barclays Corporate Investment Grade index.
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High-Yield Corporate Bonds

Priced for a Fundamental Recovery
Portfolio allocation as of 12.31.2016

1%

3%

Guggenheim
Core

Guggenheim
Core Plus

We are constructive on high yield but keeping an eye out
for signs of an over-extended rally.
High-yield bond spreads tightened meaningfully in the second half of 2016 on the
back of an improving corporate earnings outlook and declining high-yield default
rate projections. High-yield bond spreads ended 2016 at only 472 basis points,
on average, which is historically consistent with a default rate projection between
2 and 4 percent (see chart, top right). Overall, the market appears to be priced for

10%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

the fundamental recovery that we expect to see in earnings data, interest coverage,
and leverage multiples by year-end 2017.
The Credit Suisse High Yield index gained 2.5 percent in the fourth quarter,
making it the fourth consecutive quarter of positive returns. For all of 2016,
the index returned 18.4 percent, its best performance since 2009. High-yield bond
spreads tightened 95 basis points quarter over quarter (281 basis points year over
year) to 472 basis points, retracing 80 percent of the spread widening that has
occurred since the oil bear market began in July 2014. All rating categories delivered
positive returns and CCC-rated bonds continued to outperform BB-rated bonds
and B-rated bonds.

Thomas Hauser
Managing Director

We remain constructive on high yield at current valuations, but are keeping an eye
on early indications that this rally is overextended. For example, the CBOE VIX
index, which tends to be closely correlated to changes in corporate bond spreads,
has been below its historical average for 52 consecutive trading days. Therefore,
potential factors that could spook equity investors may also drive spread volatility
in the high-yield sector. Given that the market is already priced for a fundamental
recovery, it may be vulnerable to disappointing economic data as well. That said,
high-yield spreads have room to tighten from current levels. On average, the troughs

Rich de Wet
Vice President

in average high-yield corporate bond spreads were 312 basis points in 1998 and 274
basis points in 2007. High-yield spreads also have some room to tighten against
investment-grade corporate bonds (see chart, bottom right). While we are not
expecting it, in the near term the emergence of disappointing data would cause
some contained spread widening. But between now until year end, we expect
spreads will see tighter levels.
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High-Yield Spreads Declined Along with Default Rate Expectations

Spread (bps)
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Declining default rate projections
have caused spreads to retrace nearly
all of the widening that has taken
place since the beginning of the oil
bear market in July 2014.
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Source: Moody’s, Credit Suisse, Bloomberg, Guggenheim Investments. Data as of 12.31.2016.

High-Yield Spreads Over Investment Grade Have Scope to Narrow
High-Yield Premium Over Investment-Grade Bonds
700
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Our internal calculations show that
high-yield corporate bond spreads
have only been tighter 29 percent
of the time since 1986 (based on
monthly spreads). Although they
appear to be rich on a standalone
basis, we expect that spreads
will see tighter levels this year.
When expressed as a premium to
investment-grade corporate bonds,
the chart shows that between 2005
and 2007, high-yield bond spreads
were 61 basis points tighter than
today, on average.

Sept. 2015 March 2016 Sept. 2016

Source: Bank of America Merrill Lynch, Guggenheim Investments. Data as of 12.31.2016.
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Bank Loans

Vanishing Spreads Amid Refi Activity
Portfolio allocation as of 12.31.2016

1%

4%

Guggenheim
Core

Guggenheim
Core Plus

Tighter loan spreads cause some concern, but the gradual
increase in Libor keeps loans looking attractive.
Low default volume, tightening spreads, and robust new issuance paint a strong,
healthy picture of the loan market to kick off 2017, but we worry about complacency.
We believe this is one of the toughest environments for credit pickers. Refinancing
and repricing activity continue to drive the primary loan market, reducing
average contractual spreads (the fixed spread over Libor agreed to in the loan

18%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

terms, ignoring trading prices and expected life of the loan expressed in discount
margins). According to S&P LCD, the average yield to maturity for newly issued
institutional loans was only 4.8 percent at the end of December, the lowest since
March 2014. Yields are likely to decline further if refinancing activity remains the
prominent driver of new-issue activity, but this could be partially offset by higher
short-term rates. The increase in Libor in 2016 completely offset the reduction
in the average contractual spread in loans (see chart, top right).
Loan market performance remained positive and steady in 2016. The Credit
Suisse Leveraged Loan index gained 2.3 percent in the fourth quarter, its fourth
consecutive quarter of positive returns, bringing full year returns to 9.2 percent.
Lower-quality loans outperformed again in the final quarter, with CCC loans

Thomas Hauser
Managing Director

returning 8.2 percent, versus 1.3 percent and 1.9 percent for BB-rated and B-rated
loans, respectively. Average discount margins for the index ended the year at only
461 basis points, their tightest since September 2014.
We continue to find loans attractive despite refinancing activity reducing spreads
on outstanding loans. With Libor crossing the closely monitored 1 percent level
(the floor on most currently outstanding loans), loans that are not refinanced
should benefit from a step up in coupons. We remain focused on primary market

Christopher Keywork
Director

opportunities where volumes have been robust and some call protection may
exist, but we are cognizant of limited net supply that could drive spreads tighter
(see chart, bottom right).
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Spreads Are Declining, but All-In Rates Are Rising
3-Month Libor (RHS)

L+490

1.40

L+470

1.20

L+450

1.00

L+430

0.80

L+410

0.60

L+390

0.40

L+370

0.20

L+350
Dec. 2012

June 2013

Dec. 2013

June 2014

Dec. 2014

June 2015

Dec. 2015

June 2016

3-Month Libor (%)

Nominal Spreads Over Libor (bps)

Nominal Bank Loan Spread Over Libor (LHS)

The increase in Libor in 2016—
approximately 80 basis points—
completely offset the reduction in
the average contractual spread in
loans from about Libor+470 basis
points to Libor+390 basis points.

0
Dec. 2016

Source: S&P LCD, Guggenheim Investments. Data as of 12.31.2016.

Loan Coupons Are Expected to Float Higher in 2017

With Libor crossing the closely
monitored 1 percent level (the floor
on most currently outstanding loans),
loans that are not refinanced should
benefit from a step up in coupons.
As the chart highlights, the majority
of loans have Libor floors of 1 percent
or less. Only a small portion of loans
with Libor floors at 1.25 percent or
above will continue to see coupons
unchanged unless they are refinanced.

Supply by Libor Floor Bucket
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Source: S&P LCD, Credit Suisse, Guggenheim Investments. Data as of 12.30.2016.
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Asset-Backed Securities and CLOs

Post-Crisis Tights
Portfolio allocation as of 12.31.2016

25%

35%

Guggenheim
Core

Guggenheim
Core Plus

With CLO debt at post-crisis tights, we prefer less credit
risk and spread duration.
The CLO primary market experienced a busy November and December as issuers
rushed to issue new deals or refinance existing deals ahead of the Dec. 24, 2016,
risk retention deadline. In the secondary CLO market, the BB CLO rally has been
nothing short of breathtaking. Securities that traded at dollar prices in the low 60s
in late February 2016 traded in the low 90s in December, and in the high 90s in

40%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

early January 2017. U.S. asset managers seeking low-risk floaters, and Asian investors
seeking dollar-based credit, have driven up senior CLO tranche prices. The entire
CLO capital structure reached post-crisis tights in the first weeks of 2017. Despite
this tightening, the CLO arbitrage (bank loan yields minus the cost of CLO liabilities)
remains challenged with loan spreads tight, Libor levels surpassing floors, and newissue volumes meager, restricting the pace of new-issue CLO creation (see chart,
top right).
Outside of CLOs, we expect a heavy calendar of aircraft lease securitizations in 2017.
In October, HNA Group’s Avolon unit acquired CIT’s commercial aviation leasing
business for about $4 billion, highlighting two aircraft market trends: significant
capital markets activity, and Asian investors seeking dollar assets. Meanwhile,

Matt Lindland
Senior Managing
Director

consumer performance observed in traditional ABS, such as credit cards and auto
loans, remains strong.
According to J.P. Morgan’s benchmark CLO indexes, CLOs returned 1.01 percent in
the fourth quarter, with lower quality tranches outperforming. For post-crisis CLOs,
BB-rated tranches returned 4.87 percent, compared to 2.13, 0.81, 0.80, and 0.58 percent
for BBB, A, AA, and AAA tranches, respectively. Spreads tightened across all tranche
ratings, ending the quarter at or near their post-crisis tights (see chart, bottom right).

Michelle Liu
Director

Given current CLO debt valuations, we prefer less credit risk and spread duration,
favoring the shorter AA and A-rated tranches offered in refinanced 2013–2014-issued
deals. Investment-grade tranches of middle market CLOs continue to offer a
significant spread pickup versus CLOs backed by broadly syndicated loans. As CLO
spreads continue to tighten, we find new issue CLO equity tranches intriguing, as a
contrarian may wish to lock in those tight liabilities anticipating wider entry points
to buy loans during a four- to five-year reinvestment period. Within ABS, we have
observed a stabilization within the shipping container market, and find value in

George Mancheril
Vice President
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select container ABS issues and aircraft lease securitizations.
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CLO Arbitrage Remains Challenged
Weighted Cost of Debt, Monthly Average for Completed CLO Transactions (LHS)
Average Institutional Loan Spreads (LHS)
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Even as CLO debt spreads tighten,
the CLO arbitrage—the difference
between bank loan spreads and the
cost of CLO liabilities in basis points—
remains tight, helping to restrict the
pace of new CLO issuance.
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Source: Intex, S&P, Moody’s, Wells Fargo Securities, Guggenheim Investments. Data as of 12.31.2016.

Post-Crisis CLO Spreads Tighten
Current

CLO prices have been driven up by
strong demand from U.S. managers
seeking low-risk, floating-rate assets,
and Asian investors looking for dollarbased credit.
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Source: JP Morgan, Guggenheim Investments. Data as of 12.31.2016.
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Non-Agency Residential
Mortgage-Backed Securities

Careful Search for Value
Portfolio allocation as of 12.31.2016

2%

21%

Guggenheim
Core

Guggenheim
Core Plus

Tight spreads necessitate caution, but improving credit
fundamentals beget opportunities.
Non-Agency RMBS investors shrugged off the negative effects of higher interest
rates on home price appreciation and prepayments and discounted the potential for
pro-growth fiscal policies to extend the current economic expansion. Non-Agency
RMBS spreads in higher-risk subsectors converged toward lower-risk subsectors
throughout the year (see chart, top right). Spreads in many subsectors are now near

11%

0%

post-crisis tights.
Most fixed-income instruments promise stable contractual principal and interest

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

cash flows. For RMBS, borrower behavior (voluntary prepayments and involuntary
defaults) is the primary driver of bond cash flows; contractual cash flows play a
secondary role (see chart, bottom right). In today’s environment of improving
borrower equity, increasing prepayments, and falling default rates, this variability
can tilt returns in investors’ favor by increasing a bond’s cash flows above what the
market expects. For example, consider the performance of a floating-rate option
ARM RMBS purchased in January 2015 and held until December 2016. Spreads
over Libor started and ended the period at approximately 230 basis points.
Basic bond math suggests the total return during the two-year holding period

Eric Marcus
Director

would be approximately 5.5 percent (two years of 230 basis points plus two years
of one-month Libor, which averaged 35 basis points). Due to better-than-expected
credit and prepayment performance, however, the actual return would have been
8.7 percent, according to JP Morgan research, as investors benefited not only from
receiving more cash than expected, but also from increased expectations for future
cash flows, which elevated bond prices despite unchanged spreads.
RMBS tracked the broader rally in credit risk markets in the fourth quarter 2016,

Karthik Narayanan, CFA
Director

posting a 2.4 percent total return, and bringing full-year 2016 total return to 8.4 percent.
More credit-sensitive, longer maturity, and subordinated tranches performed the best.
With spreads so low, we look to upgrade to shorter maturity and more senior tranches
for a relatively small spread concession. However, we believe opportunities exist to
earn returns in excess of quoted spreads due to the nature of discount-priced RMBS
in today’s favorable credit environment. Our outlook favors short maturity subprime
RMBS, nonperforming loan/reperforming loan (NPL/RPL) senior tranches, and senior
re-securitizations, as well as option ARM and subprime floaters with potential upside
from ongoing credit improvements. We would look for a widening of spreads on longer
maturity and more deeply subordinated securities to deploy capital to those subsectors.
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All Non-Agency RMBS Spreads Compressed in 2016
Current Spread

Spreads on all non-Agency RMBS
sectors have compressed over
the course of 2016. Tight spreads
necessitate a cautious outlook, but
opportunities exist to benefit from
improving credit fundamentals.

52-Week Range
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0

2

4
6
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8

Source: Wells Fargo, Guggenheim Investments. Data as of 12.31.2016. Note: CRT=credit risk transfer securities; SSNR=super-senior
tranche; ARM=adjustable-rate mortgage.

Uniquely Variable RMBS Cash Flows Represents an Opportunity for RMBS Investors
Contractual Principal
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Default Recoveries
Non-Agency RMBS
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RMBS presents a special case of
fixed income where borrower
behavior is the primary driver of
bond cash flows and contractual
payments play a secondary role.
This variability is a source of
positive optionality in today’s
improving mortgage credit climate.
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Source: Guggenheim Investments. Data as of 12.31.2016.
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Commercial Mortgage-Backed Securities

Strong Demand, Short Supply
Portfolio allocation as of 12.31.2016

9%

9%

Remain vigilant on property valuations.
Limited supply, voracious demand, and a general risk-on mentality fueled a rally
in the fourth quarter and into early 2017 that first targeted senior risk and has grown
to include subordinated risk as well. CMBS supply in 2017 will be limited as the

Guggenheim
Core

Guggenheim
Core Plus

roll-off of legacy CMBS continues to outpace new issuance. Strong demand is also
likely to persist in 2017 as U.S. investors remain supportive of unusually disciplined
late-cycle underwriting and European investors enter the CMBS market following

4%

2%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

U.S. adoption of risk retention rules. This solid technical supply/demand backdrop
should favor CMBS investors this year.
Despite a solid technical backdrop for CMBS, we are beginning to focus on property
valuation as a prospective risk based on very low nominal interest rate levels,
full occupancy and rent levels, and stable cap rate spreads. Valuations jumped
higher as interest rates continued to grind lower through this credit cycle. However,
when interest rates sit at near-zero levels, small nominal upward rate moves can
have relatively large impacts on valuation. Further, occupancy and rent levels
are relatively full following the last six years of solid property performance.
We are not seeing activity that would suggest improved occupancy and/or rent
performance will offset higher prospective cap rates. Finally, while we note that

Peter Van Gelderen
Managing Director

the spread between cap rates and interest rates is wide compared to historical
standards, we believe this basis is justified as market participants remain vigilant
about the risk of rising interest rates.
Post-crisis CMBS, as measured by the Bloomberg Barclays U.S. CMBS 2.0 index,
posted a positive total return of 0.9 percent for the third quarter. The senior-most
AAA-rated tranche of the index returned 0.5 percent, while the AA-rated, A-rated,
and BBB-rated CMBS 2.0 tranches had stronger total returns of 2.1, 4.3, and 2.6

Shannon Erdmann
Vice President

percent, respectively.
The sharp rally and low issuance volumes in the beginning of 2017 have driven us
to favor shorter tenor and floating-rate securities. Additionally, our deep dive credit
diligence has uncovered value in subordinated CMBS securities related to large
loan transactions.

Simon Deery
Vice President
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Limited Supply of CMBS Contributes to Rally

The CMBS market shrank in 2016 as
the roll-off of legacy CMBS outpaced
new issuance. Strong domestic and
foreign demand against a shrinking
market will create a solid technical
backdrop that should support further
spread tightening.
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Cap Rates Stay Wide vs. Treasury Yields
Cap Rate (LHS)

10-Year Treasury (LHS)

Spread (RHS)

Spread Average (RHS)
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The spread between cap rates and
Treasury yields is wide compared to
historical standards, but that wide
spread is justified due to concerns
that interest rates could rise from
today’s stilll low yields.
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Source: RCA, Morgan Stanley, Guggenheim Investments. Data as of 9.30.2016.
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Commercial Real Estate Debt

Foreign Demand Remains Strong
Portfolio allocation as of 12.31.2016

10%

0%

Guggenheim
Core

Guggenheim
Core Plus

The flow of funds from foreign sources into U.S. real estate
will be important in 2017.
A number of significant issues will have a direct effect on values and the
sustainability of the expansion as we get into the later stages of this cycle.
Chief among them is the prospect of higher interest rates for borrowers, which
may put a damper on valuations, especially in light of how low absolute rates
have been over the last four years. Total returns will be much more dependent

0%

0%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

on increases in net operating income than decreasing cap rates over the next two
to three years, thereby providing more normalized returns of 6–8 percent annually.
We will be watching closely, as cap rates have more pressure to move up than down
heading into 2017. The flow of funds into U.S. real estate will also be an important
factor in 2017, especially from foreign sources. A recent survey by the Association
of Foreign Investors in Real Estate indicates that 60 percent of its members believe
the U.S. provides the most stable and secure real estate investments (see chart,
top right), and that 95 percent of its members plan to maintain or increase their
investment in U.S. real estate. Yet one third of respondents were not as optimistic as
they were a year ago regarding overall opportunities. Finally, potential legislative
changes could have consequences for owners’ income and property values. These

William Bennett
Managing Director

include potential tax reform, depreciation changes, and perhaps a repeal of some of
the Dodd-Frank Act.
The real estate market has now seen seven years of increasing values since the lows
of late 2009 and early 2010. Overall values are 22.3 percent higher than they were at
their pre-recession peak (see chart, bottom right). Apartments lead by a wide margin,
at 50 percent higher than pre-recession levels. Central business district office
properties are up 45 percent, while all properties in non-major markets are only up

David Cacciapaglia
Managing Director

8.4 percent, indicating that not all markets have participated equally in the recovery.
In the short term, banks and life insurance companies will be the lenders of choice
(other than the Agencies for multifamily) as they offer certainty of execution and
the best pricing for borrowers. With short-term interest rates likely to increase by
75–100 basis points this year, we favor permanent mortgages with five- and sevenyear terms, and adding Libor-based products for shorter-term transactions as a hedge
against rising rates, particularly the shorter terms. We still see value in the bridge/
traditional business as well as construction lending. Banks’ appetite for this type
of lending has decreased, but this is due to their regulatory burden, not demand
from borrowers.
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Foreign Demand Should Be Strong in 2017
Countries Providing the Most Stable and Secure Real Estate Investments

A recent survey by the Association
of Foreign Investors in Real Estate
indicates that 60 percent of
members believe the U.S. provides
the most stable and secure real
estate investments. Furthermore,
95 percent of foreign investors plan
to maintain or increase their
investment in U.S. real estate.
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Source: Association of Foreign Investors in Real Estate, Guggenheim Investments. Data as of 12.31.2016.

Real Estate in Long Post-Crisis Recovery

Moody's/RCA Commercial Property Price Index
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The real estate market has been in a
seven-year bull market. Apartment
buildings and office space are leading
the way.
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Municipals

All Eyes on Washington
Portfolio allocation as of 12.31.2016
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Guggenheim
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Guggenheim
Core Plus

Policy changes, including tax reform and deregulation,
create opportunity and uncertainty.
The municipal bond market is likely to garner much attention as the Trump
administration brings tax reform to the fore. Details are lacking at this early stage,
but we expect that headlines about the potential impact of personal tax reform
on the existing tax-exempt and alternative minimum tax (AMT) bonds will be
a primary driver of increased volatility (see chart, top right). This is because tax
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Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

reform changes the value of the tax exemption, a feature of most municipal bonds.
Potential corporate income tax reform, in addition to personal income taxes,
could also have significant impact on institutional investor demand, in particular
from insurance companies (see chart, bottom right). Monitoring fund flows will
be among our top priorities, as they have historically served as a leading indicator
of municipal bond/Treasury ratios. Even with an anticipated increase in the
role of the private sector to finance infrastructure projects, we expect municipal
supply to surge in the second half of 2017 and into 2018. Concurrently, technical
weakness may arise as institutional and retail investors digest the details of tax
reform. In addition, rollbacks on regulations imposed following the financial
crisis may present an opportunity for new products, driven by increased leverage.

James Pass
Senior Managing Director

As a backdrop, with our expectation that the Fed will raise interest rates three
times in 2017, issuers could once again revert to issuing floating-rate debt. Overall,
uncertainty about federal programs and policies have the ability to overwhelm the
market in the coming months.
After slightly negative returns in the third quarter of 2016, municipal bonds suffered
another negative quarter of performance, with the Bloomberg Barclays Municipal
index losing 3.6 percent in the fourth quarter. Year-to-date returns for the index

Allen Li, CFA
Managing Director

ended 2016 in positive territory, however, at 0.2 percent.
During this period of uncertainty, our focus will be on essential A-rated revenue
bonds as well as on general-obligation bond issuers that have demonstrated a
willingness to address and implement meaningful pension reforms. With several
states experiencing a slower rate of tax revenue growth, credit selection will
become even more critical as state and local governments adapt to the Trump
administration’s policies. In particular, the potential repeal of the Affordable Care
Act could cause state and local governments to experience a significant decline
in revenues without an immediate replacement in place.
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When the top income tax bracket was
50 percent during the 1980s, 30-year
AAA-rated municipal bond yields
were roughly 84 percent of 30-year
Treasury yields as investors priced
the tax advantage. The top income
tax bracket has declined over the
years, diminishing the tax advantage
and causing municipal bonds to
trade closer to Treasurys of similar
maturities. Details of tax reform are
unclear, but we expect headlines
about its potential impact to create
volatility.

Tax Reform Could Create Volatility for Municipals
Average 30-Year AAA Municipal/Treasury Ratio, 1982-2015
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Source: TM3, Guggenheim Investments. Data as of 12.31.2016.

Institutions Gain Share Among Municipal Bond Holders
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Potential corporate income tax
reform could have significant impact
on institutional investor demand
for municipals, in particular from
insurance companies, which have
gained as a share of the municipal
market as the share of individual
investors has declined.
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Agency Mortgage-Backed Securities

Prepayment Risk Diminishes
Portfolio allocation as of 12.31.2016
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1%

Guggenheim
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Guggenheim
Core Plus

The likelihood that rates will rise means that prepayment
risk has decreased dramatically.
The post-election rise in market rates has substantially decreased the primary risk
for Agency MBS investors: cash flow uncertainty due to voluntary prepayments.
After years of declining rates, the majority of borrowers have taken advantage of
lower rates by refinancing. Going forward, the market’s post-crisis refinancing
exposure has decreased dramatically (see chart, top right). Investors have reacted
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28%

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

by holding pricing spreads at the low end of the post-crisis range. In addition to
declining prepayment-induced refinancing risk, an altered market structure since
the crisis has contributed to the recent historically low spread range. A combination
of restrictive regulations, ongoing litigation and a changing market buyer base
has altered the post-crisis historical Agency MBS and Treasury basis relationship
(see chart, bottom right). Absent a substantial 2017 decline in interest rates,
prepayment risk will be driven by wage and employment-related variables such as
purchase share turnovers, mobility, and first-time homebuyers entering the market.
These slow-moving variables will support current spread levels, and any potential
widening will fall well below pre-crisis levels. Risks to this view are repricing due
to extension risk and the risk of the Fed tapering reinvestment of MBS principal.

Jeffrey Traister, CFA
Managing Director

However, the majority of extension risk has already occurred, and unless the Fed
is willing to risk a housing market fallout after years of recovery, a 2017 Fed MBS
tapering event is only a remote possibility.
After positive performance in the first three quarters, Agency MBS lost 2.0 percent
in the fourth quarter, bringing the year-to-date return for 2016 to 1.7 percent.
Yields rose sharply in the aftermath of the election and currently stand at 2.85
percent, the highest level since the fourth quarter of 2014 and above the average

Aditya Agrawal, CFA
Director

yield of 2.60 percent over the last five years.
We prefer a combination of conventional 15- and 30-year MBS for duration
management, and we find value in low pay-up call protection pools. Specified pools
priced near their respective TBA coupons provide a good balance between yield
and prepay protection in the event of a flight-to-quality event. We continue to avoid
most premium priced loan-to-value pools as home price appreciation will continue
to erode the protection initially afforded to these bonds.
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Mortgage Refinancing: An “Out of the Money” Option for Most Borrowers
2008

With the decline in rates since the
financial crisis, the “coupon stack”
of the mortgage market reflects the
refinancing activity that has taken
place. In 2008, 87 percent of MBS
had a 5–6 percent coupon. Today, 81
percent has a 3–4 percent coupon.
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Source: Wells Fargo, Guggenheim Investments. Data as of 12.31.2016.

Altered Market Structure Supports Low Spreads

Reduced refinancing risk and an
evolving market structure have
contributed to the recent, historically
low spread range. Risks to this
view include extension risk and
an early tapering by the Fed of its
reinvestment of MBS paydowns.

Agency MBS Spread (30-Day Moving Average) vs. 7-Year U.S. Treasury
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Rates

Rates Reflect Market Optimism
Portfolio allocation as of 12.31.2016

8%

15%

Guggenheim
Core

Guggenheim
Core Plus

The recent rise in Treasury yields reflect a very optimistic
“if” scenario based on the incoming administration’s
anticipated policies.
The Treasury market focused on two events during the fourth quarter: The U.S.
elections on Nov. 8, and the FOMC meeting on Dec. 14. With the election of
President Trump, and the Republicans maintaining their majorities in the House

0%

38%

and the Senate, the expectation for stronger domestic growth through reduced
regulation and fiscal stimulus, potentially financed with increased Treasury
issuance, helped to drive nominal interest rates higher and the curve steeper.

Guggenheim
Multi-Credit

Bloomberg Barclays
U.S. Aggregate

In contrast to the election results, the Fed’s increase of its target for the federal
funds rate from a range of 0.25–0.50 percent to 0.50–0.75 percent had little
immediate impact on rates. The market was more focused on the Summary of
Economic Projections, which conveyed a more hawkish outlook through the
projection of three rate increases in 2017, up from two in September.
During the fourth quarter, the two-year Treasury yield increased from 0.76 percent
to 1.19 percent, and the 10-year Treasury yield increased from 1.60 percent to 2.45
percent, producing negative total returns for the period. The Bloomberg Barclays

Connie Fischer
Senior Managing Director

U.S. Treasury index returned -3.84 percent for the quarter, finishing 2016 with a
total return of 1.04 percent. The Bloomberg Barclays U.S. Agency index returned
-2.10 percent for the quarter and finished 2016 with a total return of 2.27 percent.
Looking forward, we expect the Fed to raise rates three times in 2017. This should
cause the curve to flatten, in which case we believe that a barbell position is prudent.
Treasury market volatility is likely to remain elevated until there is more clarity
around fiscal stimulus. Agency debt supply is projected to shrink in 2017, given that
interest rates have increased significantly, and there will be fewer callable bond

Tad Nygren, CFA
Director

redemptions. This should be a positive technical for Agency spreads, and we will
continue to look for attractive investment opportunities in longer-maturity Agency
bullets, STRIPS, and callable bonds.

Kris Dorr
Director
Note: “Rates” products refer to Treasury securities and Agency debt securities.
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The Yield Curve Flattens as the Fed Tightens
December 2015

June 2004

June 1999

February 1994

If history is a guide, the yield curve
will flatten as the Fed moves through
a cycle of rate hikes, shown here as
the spread between the five-year
and 30-year Treasury yields.
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Source: Guggenheim Investments, Bloomberg. Data as of 1.6.2017.

Market Repricing of the Fed Path Will Cause Yield Curve to Flatten
FOMC Central Tendency Range

FOMC Median

The Forward Overnight Index Swap
(OIS) curve is pricing in two Fed
rate hikes in 2017, versus a median
projection of three in the Fed’s
Summary of Economic Projections.
We expect three rate hikes this year,
which should result in a flatter yield
curve. In this environment, a barbell
strategy may be appropriate.

OIS Forward Curve
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Fed dots are likely to
rise further once fiscal
easing materializes.
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Source: Guggenheim Investments, Federal Reserve Board, Bloomberg. From the December 2016 Summary of Economic Projections. OIS data
as of 1.17.2017. Note: OIS forward rates reflect market expectations for the effective federal funds rate in the future. Central tendency is the
range of FOMC participant projections excluding the three highest and three lowest. The FOMC defines “longer run” as five to six years into
the future.

Fixed-Income Outlook | First Quarter 2017

27

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 that can affect them more significantly than the market as a whole. Because many municipal instruments are issued to finance similar projects, conditions in these industries can
significantly affect an investment. Municipalities currently experience budget shortfalls, which could cause them to default on their debts.
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. The referenced indices 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.
1
Guggenheim Investments total asset figure is as of 12.31.2016. The assets include leverage of $12.3bn for assets under management and $0.4bn 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, GS GAMMA Advisors, LLC, Guggenheim Partners Europe Limited and Guggenheim Partners
India Management.
2
Guggenheim Partners’ assets under management are as of 12.31.2016 and include consulting services for clients whose assets are valued at approximately $63bn.
©2017, 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 $209 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
$260 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 2,300 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
learn more about our expertise and values by visiting GuggenheimPartners.com
and following us on Twitter at twitter.com/guggenheimptnrs.

