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10 Macro Themes for 2019

This collection of charts presents 10 of the macroeconomic trends we believe are

. . . . Investment Professionals
most likely to shape the investment environment in 2019.

Scott Minerd
Chairman of Investments,

1. The Fed Will Pause to Start 2019 Global CIO
Macroeconomic and

2. Stocks Will Rebound in Response to a Fed Pause and Surpass Their Highs Investment Research Group
Brian Smedley

3. AFed Pause Will Allow Excesses to Become More Pronounced Group Head,
Senior Managing Director

4. A Historically Tight Labor Market Will Ultimately Call for More Fed Hikes Maria Giraldo, CFA
Managing Director

5. 10-Year Treasury Yields Will Rebound as the Outlook Improves Jeffrey Traister, CFA
Managing Director

6. U.S. Economic Growth Will Cool as Rising Rates Weigh on Consumption glatt Bush, CFA, CBE

irector

7. Recession Will Be Avoided in 2019, but Watch Out for 2020 Paul Dozier
Director

8. Credit Spreads Will Widen as Recession Fears Mount Chris Squillante
Director

9. The U.S. Corporate Default Rate Will Rise Margaret Kleinman, CAIA
Vice President

10. U.S. Political Battles Will Undermine Confidence and Increase Risk Premia Jerry Cai

Senior Associate

Joshua Michnowski
Analyst

This document 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 contains opinions
of the authors but not necessarily those of Guggenheim Partners or its subsidiaries. The author's 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. 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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The Fed Will Pause to Start 2019

Household Net Worth as a Percent of Disposable Personal Income and the Real Fed Funds Rate = The stock market selloff

represents a negative wealth

shock to consumers, who
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Source: Guggenheim Investments, Haver Analytics. Actual data as of 9.30.2018, Guggenheim estimate for 4Q18 net worth. Shaded areas represent periods of recession.

growth for the U.S. economy
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Stocks Will Rebound in Response to a Fed Pause and Surpass Their Highs

S&P 500 Earnings per Share and Implied S&P 500 Index Level * With a Fed pause helping to
alleviate monetary policy
$180 concerns, the market will
S&P 500 EPS is likely turn its focus to
S&p 5_00 Actual / forecasted to rise f dy tal
Implied Level another 9 percent, undamentals.
$170 —— supporting a rally in
Historical High, 9.20.2018 2,931 equities. = A relative bright spot
following 2018’s volatile end
P/E Multiple Unchanged (17.1x) + 5 007 which is forecasted by
$150 — | 9% Earnings Growth ’ analysts to be 9 percent for
Hist. Average P/E Multiple (19.0x) + 3940 2019.
9% Earnings Growth ’
$140 = While this would represent a

slowdown from the 27
percent rise in earnings in

$130 2018, it would still be above
the historical average.

$120 V »= The combination of decent
earnings growth and a
modest recovery in

$110 price/earnings multiples will
likely push the S&P 500

$100 . . . . , : : , , . . . index to new highs.
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Source: Guggenheim Investments, Thomson Reuters, BofA Merrill Lynch Global Research. Data as of 12.31.2018. S&P 500 2018 year-end EPS is based on realized EPS from Q1 2018 -
Q3 2018 and consensus estimates for Q4 2018. The P/E multiple, or P/E ratio, is calculated by dividing the current price of a stock by its trailing 12-month earnings per share.
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A Fed Pause Will Allow Excesses to Become More Pronounced

Nonfinancial Business Gross and Net Debt as a Share of U.S. Gross Domestic Product = A pause in monetary policy
tightening may grant a short-
—Net Debt / GDP = Gross Debt / GDP lived reprieve to debtors
facing pressure from rising
80% borrowing costs. This will

encourage more debt
accumulation in the first half
70% ,:’" of 2019 as borrowers take

advantage of calmer market
conditions, particularly in
500 r""\‘\ /\ investment-grade
(o]

\VJ corporates.
/'/_-\ * The ratio of nonfinancial
50% w business debt to gross
\-—A/

domestic product (GDP) is

already at a level that

exceeded the beginning of
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N,w"" past recessions, on both a

gross and a net basis.

30% = A more dovish Fed will allow
/ excessive leverage to

become more pronounced.

20%| T T T T T T T T T T T T T T
1960 1964 1968 1972 1976 1980 1984 1988 1992 1996 2000 2004 2008 2012 2016

Source: Guggenheim Investments, Haver Analytics. Data as of 9.30.2018. Shaded areas represent periods of recession.
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A Historically Tight Labor Market Will Ultimately Call for More Fed Hikes

NFIB Small Business Survey: Single Most Important Problem* and Employment Cost Index
(Wages and Salaries)

= Most Important Problem = Labor Quality (LHS) ====Employment Cost Index, YoY% (3Q Lag, RHS)
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While the Fed will slow the
pace of rate hikes, it will not
stop hiking altogether given
how strong the labor
market continues to be.

Job openings now exceed
the number of unemployed,
causing many businesses
to complain of shortages of
qualified workers, raising
labor’s bargaining power,
and driving up wage
growth.

With above-potential GDP
growth likely to cause job
gains to run above labor
force growth, unemployment
will fall further in 2019,
leading to an acceleration of
wage gains and increasing
production bottlenecks from
labor constraints.

We expect the Fed will
raise rates two times in
2019 to try to cool the labor
market to a more
sustainable pace.

Source: Guggenheim Investments, Haver Analytics. Data as of 12.31.2018 for labor quality, 9.30.2018 for employment cost index. *Note: Represents percent of respondents citing labor quality as the single most important problem. Shaded areas
represent periods of recession. The employment cost index (ECI) is a quarterly economic series detailing changes in the cost of labor for businesses in the United States. The ECl is prepared by the U.S. Department of Labor’s Bureau of Labor

Statistics.
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10-Year Treasury Yields Will Rebound as the Outlook Improves

10-Year Treasury Yields vs “Terminal Fed Funds” as Proxied by the January 2020
Fed Funds Futures Contract

10-Year Treasury Yield

Source: Guggenheim Investments, Bloomberg. Data as of 1.8.2019.
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We observe a strong
relationship between the
10-year Treasury yield and
market pricing of where the
fed funds rate is expected
to be at the end of the
hiking cycle, also known as
the terminal rate.

In 2007, the 10-year
Treasury yield peaked
around 5.25 percent, which
coincided with the terminal
fed funds rate.

In the current cycle, the 10-
year Treasury yield has
been highly correlated with
the implied rate on January
2020 fed funds futures.

Our forecast of two Fed
rate hikes in 2019 would
bring the January 2020 fed
funds futures-implied rate to
around 2.90 percent, lifting
the 10-year Treasury yield
to about 3.15 percent.
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U.S. Economic Growth Will Cool as Rising Rates Weigh on Consumption

University of Michigan Survey Opinions on Buying Conditions: Net Good Time to Buy Due to = As the Fed tightens in order
Interest Rates (3m Mov. Avg.) to slow economic growth
toward potential, interest
=—Homes ==\/ehicles ===large Household Durables rate-sensitive sectors have
been the first to show signs
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V Net Bad Time to Buy |, percent year over year by
-20% the fourth quarter of 2019.

o1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Source: Guggenheim Investments, Bloomberg, University of Michigan. Data as of 10.31.2018. Shaded areas represent periods of recession.
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Recession Will Be Avoided in 2019, but Watch Out for 2020

Guggenheim Recession Probability Model
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Source: Guggenheim Investments, Bloomberg, Haver Analytics. Data as of 9.30.2018. 4Q18 recession probability is based on Guggenheim forecast of model inputs. Shaded areas

represent periods of recession.

While GDP growth is set to
decelerate meaningfully in
2019, the economy is
unlikely to enter a recession
this year.

Our recession model is
signaling relatively low
recession risk in the next 12
months. The yield curve has
not yet inverted, Fed policy is
not yet restrictive, and
leading indicators, though
slowing, are still positive.

Looking further ahead, we
continue to expect a
recession will begin in 2020,
as a historically tight labor
market forces further
tightening by the Fed,
pushing the overleveraged
corporate sector into a
downturn.
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Credit Spreads Will Widen as Recession Fears Mount

Corporate Spread to Treasurys by Rating: Cumulative Change in Basis Points Around
Recessions, Average of Last Three Cycles*
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Source: Guggenheim Investments, Bloomberg. Data as of 8.2.2018. *Note: includes recessions beginning in 1990, 2001, and 2007. 1990 cycle data begins at -13 months for AAA, AA, A,
and BBB due to limited data availability. One basis point is equal to 0.01 percent.

Corporate bond spreads
typically widen about a year
ahead of the start of a
recession as investors
respond to a deteriorating
economic environment by
seeking higher
compensation for credit risk.

With a recession likely to
begin in 2020, we expect
that spreads will be wider by
the end of 2019. The most
pronounced widening would
occur in the lower quality,
high-yield sector.

Given a significant duration
extension and quality
deterioration in the
investment-grade corporate
bond market compared to
past cycles, the negative
price impact from spread
widening will be more
pronounced.

In anticipation of spread
widening and poor credit
performance, we have been
upgrading the credit quality
of our portfolios and shifting
to government-backed
assets that may benefit from
a flight to safety.
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The U.S. Corporate Default Rate Will Rise

Moody’s U.S. Speculative-Grade Default Rate and Guggenheim Model Estimate

- High-Yield Corporate Bond Spreads

Moody's High-Yield Default Rate = == Model
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Source: Guggenheim Investments, Moody’s, Credit Suisse, Federal Reserve. Data as of 12.31.2018. Guggenheim'’s high-yield default rate model is based on the U.S. Federal Reserve’s Senior

Loan Officer Survey and high-yield corporate bond spreads. Shaded areas represent periods of recession.

= The significant widening in

credit spreads in the fourth
quarter of 2018 caused the
high-yield corporate bond
new issue market to seize up
completely in December for
the first time on record.

While spreads may tighten in
the short term, we expect the
Fed’s Senior Loan Officer
Survey likely to show more
banks tightening lending
standards than easing for the
first time since January 2017
later in the year.

Given higher borrowing
costs, lack of issuance in
high-yield corporates, and a
likely tightening of bank
lending standards, we expect
the high-yield default rate to
climb in the second half of
2019.

We expect this to mark the
beginning of a prolonged
period of stress in corporate
credit similar to the period
between 1998 and 2002.
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U.S. Political Battles Will Undermine Confidence and
Increase Risk Premia

Presidential Approval Rating: Spread Between President’'s Party and Opposition Party Voters, in
Percentage Points
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Source: Guggenheim Investments, Gallup. Data as of 12.22.2018. Blue shading denotes Democrat presidents, red shading denotes Republican presidents.

The U.S. political climate has
become more polarized
under President Trump than
at any point in the post-war
period, continuing a
longstanding trend.

This can be seen in the
spread between the
president’s approval rating
with his own party relative to
opposition party voters.

With the 2020 election
looming and voters
appearing to prefer
confrontation over
compromise, bi-partisan
efforts will be increasingly
difficult, resulting in gridlock.

Partisan conflicts will
become more acute with
Democrats having recently
taken control of the House of
Representatives, as they
now have subpoena power.

Legislative battles over the
budget, trade issues, the debt
ceiling, and investigations into
the Trump administration will
undermine confidence and
weigh on markets.
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Disclosures and Legal Notice

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.

This material is distributed or presented for informational or educational purposes only and should not be
considered a recommendation of any particular security, strategy or investment product, or as investing
advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in
connection with the making of investment decisions, and does not constitute a solicitation of an offer to buy
or sell securities. The content contained herein is not intended to be and should not be construed as legal
or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal professional regarding
your specific situation.

This material contains opinions of the author or speaker, but not necessarily those of Guggenheim
Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice.
Forward looking statements, estimates, and certain information contained herein are based upon
proprietary and non-proprietary research and other sources. Information contained herein has been
obtained from sources believed to be reliable, but are not assured as to accuracy. Past performance is not
indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor
liability for, decisions based on such information. No part of this material may be reproduced or referred to
in any form, without express written permission of Guggenheim Partners, LLC.

Forward Looking Statements. This discussion material contains forward-looking statements, which give
current expectations of market activities and market performance. Any or all forward-looking statements in
this material may turn out to be incorrect. They can be affected by inaccurate assumptions or by known or
unknown risks and uncertainties. Although the assumptions underlying the forward-looking statements
contained herein are believed to be reasonable, any of the assumptions could be inaccurate and,
therefore, there can be no assurances that the forward-looking statements included in this discussion
material will prove to be accurate. In light of the significant uncertainties inherent in the forward-looking
statements included herein, the inclusion of such information should not be regarded as a representation
that the objectives and plans discussed herein will be achieved. Further, no person undertakes any
obligation to revise such forward-looking statements to reflect events or circumstances after the date
hereof or to reflect the occurrence of unanticipated events.

Investing involves risk, including the possible loss of principal. Investments in fixed-income
instruments are subject to the possibility that interest rates could rise, causing their values to decline. High
yield and unrated debt securities are at a greater risk of default than investment grade bonds and may be
less liquid, which may increase volatility.

1. Guggenheim Investments assets under management are as of 9.30.2018. The assets include leverage
of $11.8bn for assets under management. Guggenheim Investments represents the following affiliated
investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment
Management, LLC, Security Investors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim
Funds Distributors, LLC, Guggenheim Real Estate, LLC, GS GAMMA Advisors, LLC, Guggenheim
Partners Europe Limited, and Guggenheim Partners India Management.

2. Guggenheim Partners assets under management are as of 9.30.2018 and include consulting services
for clients whose assets are valued at approximately $66bn.

©2019 Guggenheim Partners, LLC. All Rights Reserved. No part of this document may be reproduced,
stored, or transmitted by any means without the express written consent of Guggenheim Partners, LLC.
The information contained herein is confidential and may not be reproduced in whole or in part.
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Guggenheim’s Investment Process

Guggenheim’s fixed-income portfolios are managed by

a systematic, disciplined investment process designed to
mitigate behavioral biases and lead to better decision-making.
Our investment process is structured to allow our best research
and ideas across specialized teams to be brought together and
expressed in actively managed portfolios. We disaggregated
fixed-income investment management into four primary and
independent functions—Macroeconomic Research, Sector
Teams, Portfolio Construction, and Portfolio Management—
that work together to deliver a predictable, scalable, and
repeatable process. Our pursuit of compelling risk-adjusted
return opportunities typically results in asset allocations that
differ significantly from broadly followed benchmarks.

Portfolio
Construction

| Fixed-Income |
Portfolios

Macroeconomic Portfolio

Management

Research

Sector
Teams

Guggenheim Investments

Guggenheim Investments is the global asset management
and investment advisory division of Guggenheim Partners,
with $207 billion" in total assets across fixed income, equity,
and alternative strategies. We focus on the return and risk
needs of insurance companies, corporate and public pension
funds, sovereign wealth funds, endowments and foundations,
consultants, wealth managers, and high-net-worth investors.
Our 300+ investment professionals perform rigorous research
to understand market trends and identify undervalued
opportunities in areas that are often complex and
underfollowed. This approach to investment management
has enabled us to deliver innovative strategies providing
diversification opportunities and attractive long-term results.

Guggenheim Partners

Guggenheim Partners is a global investment and advisory firm
with more than $265 billion? in assets under management.
Across our three primary businesses of investment
management, investment banking, and insurance services,

we have a track record of delivering results through innovative
solutions. With 2,400+ professionals based in more than 25
offices in six countries, our commitment is to advance the
strategic interests of our clients 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.
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