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Macroeconomic Update

Fed to Get the Recession It Wants in 2023

The Fed will likely overdo it with rate hikes, viewing a recession as the least bad outcome for

the economy.

The Fed has abandoned talk of a soft or even "softish” landing,
with the September Summary of Economic Projections pointing to
a 90-basis point rise in the unemployment rate to 4.4 percent by
end-2023, an increase consistent with a recession. The seemingly
endless string of upside inflation surprises has cemented the

Fed's view that the labor market needs to soften and aggregate
demand needs to weaken further, which will require keeping policy
restrictive for some time.

Signs are piling up that the economy is heading in the direction the
Fed wants. While gross domestic product (GDP) rebounded in the
third quarter to an inflation-adjusted 2.6 percent, private domestic
demand (consumption and fixed investment) continued to slow,
growing just 0.1 percent. The slowdown was led by a collapse in
housing activity, historically the first sector to be hit by rising rates,
cutting about 1.4 percentage points from GDP's growth rate. The
sharp tightening in financial conditions means a broader economic
slowdown lies ahead, which should help to loosen up the labor
market. Early signs of this can be seen in slower wage growth, job
openings and quits trending down, and monthly job growth in
October coming in at less than half the pace of early 2022.

Inflation remains unacceptably high, but several factors point to a
substantial downshift in 2023. Goods prices have started to drop,
and supply chain improvement along with input and import costs
suggest further deflation in the goods sector lies ahead. Services
inflation is now the main price stability concern, but even the Bureau
of Labor Statistics and several Fed speakers have acknowledged
that the lagged data on home rental prices doesn't reflect the sharp
slowdown in market rents that has taken place (and that will start to
show up in the data next year).

With the economy cooling and inflation likely to fall, we expect that
rate hikes will be winding down in coming months, particularly with
rising strains in global markets. But having been repeatedly burned
by expectations that inflation would cool—and fearing a replay of the
“stop-start” rate hike campaigns of the 1970s—the Fed will likely err
on the side of overdoing it with rate hikes, viewing a recession as the
least bad outcome for the economy. With a recession likely in 2023
and the bond market already pricing in a terminal fed funds rate near
5 percent, we think high quality fixed income looks attractive.
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Fed's Unemployment Rate Forecast Suggests a 2023 Recession Is Likely
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Source: Guggenheim Investments, Haver Analytics. Data as of 9.30.2022.
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as investing
advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation of an offer
to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal professional
regarding your specific situation.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-looking
statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained from sources
believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor liability for, decisions
based on such information.

Investing involves risk. In general, the value of fixed-income securities fall when interest rates rise. High-yield securities present more liquidity and credit risk than investment grade bonds and may be subject to
greater volatility. Asset-backed securities, including mortgage-backed securities, may have structures that make their reaction to interest rates and other factors difficult to predict, making their prices volatile
and they are subject to liquidity risk. Investments in floating rate senior secured syndicated bank loans and other floating rate securities involve special types of risks, including credit risk, interest rate risk,
liquidity risk and prepayment risk.
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