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10 Macro Themes for 2023

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

. . . . Macroeconomic and
are most likely to shape the investment environmentin 2023. Investment Research Group
1. Inflation Will Fall More than the Fed Expects S Mo Director,

Chief Economist

2. The Unemployment Rate Will Rise from Historically Low Levels Matt Bush, CFA, CBE
Managing Director,

3. A Recession Will Start Around the Middle of 2023 5. Feonomist
Maria (_5ira|¢;lo, CFA

4. Strong Credit Fundamentals Will Limit Spread Widening Ly Pl

5. Attractive Yields Will Drive Fixed-Income Returns F\llleafrfmgggr{;ra[)ii?tt;:%?FA
Paul Dozi

6. High-Quality Fixed Income Will Outperform Equities S

. . . . . . . . Chris Squillante

7. Bonds Will Again Provide Diversification as Fed Wins the Inflation Battle Director
Jerry Cai

8. Structural Housing Supply Shortage Will Limit Downside to Home Prices Vi e

. . . Margaret Kleinman, CAIA
9. China Reopening Will Boost Energy Demand Vice President

10. Divided Government and Narrow Majorities Will Spur Debt Limit Drama

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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Inflation Will Fall More Than the Fed Expects

Core PCE Price Index, YoY% Change
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=== Guggenheim Forecast

U.S. inflation is set to fall sharply
in 2023, with many of the factors
that drove inflation higher now
reversing.

6%
Goods prices are already falling,
and supply chain improvements
suggest more declines are
5% ahead. Timely alternative
measures of rent, the largest
contributor to current inflation,
\ suggest the official data will slow
\ . )
4% “ Eed - substantially later this year.
\PrOJectlon Services inflation ex-housing will
\ ’ come down as pent-up demand
\\ from the pandemic fades and
39, \\ wage growth normalizes in a
Fed Inflation Target N cooling labor market.
We expect core PCE inflation
will come in under 3 percent,
2 5522, e S S well below the 3.5 percent the
Fed expects.
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Source: Guggenheim Investments, Haver Analytics. Data as of 11.30.2022.
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The Unemployment Rate Will Rise from Historically Low Levels

Unemployment Rate: Increase from Trailing 2-Year Low
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Fed communication has made it
clear that reported inflation must
not only come down, but it must
stay contained over the medium
term. To be confident that will
happen, the Fed needs to see a
weaker labor market to keep
wage pressures in check.

The Fed’s unemployment
projections have been steadily

rising, and officials now expect to

see more than a 1 percentage
point rise in the unemployment
rate.

The lagged effect of recent Fed
tightening may be enough to
cause higher unemployment
(several leading indicators that
we track support this view),

but if not the Fed will continue
to hike until it sees a weaker
labor market.

Source: Guggenheim Investments, Haver Analytics, Federal Reserve. Data as of 12.31.2022. Shaded areas represent recession. Red line shows the magnitude of the unemployment rate increase the Fed is projecting this year, which historically
has only occurred in recessionary periods.
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A Recession Will Start Around the Middle of 2023

Guggenheim Model-Based U.S. Recession Probability
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Source: Guggenheim Partners, Haver Analytics, Bloomberg. Data as of 12.31.2022. Hypothetical lllustration. Actual results may vary significantly from the results shown.
Shaded areas represent recession.
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Our recession forecasting tools
suggest that a recession will
likely start around the middle
of 2023.

An increase in the unemployment
rate of the size the Fed is
envisioning has always been
associated with a recession.

Among other signs, an inverted
yield curve and a falling Leading
Economic Index are clear
warnings of an impending
economic downturn.

We do not expect an overly
severe recession. The economy
does not appear to have major
imbalances that would amplify

a recession, and household

and corporate balance sheets
are in good shape in aggregate,
which should help cushion

the downturn.
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Strong Credit Fundamentals Will Limit Spread Widening

U.S. Nonfinancial Corporate Net Interest Payments as a Share of Corporate Output
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Source: Guggenheim Investments, Haver Analytics. Data as of 9.30.2022. Note: Gross Value Added (GVA) used to measure corporate output. Shaded areas represent recession.

In 2020 and 2021, U.S
companies issued record
volumes of debt in an effort to
improve balance sheet liquidity
and lock in extremely low
borrowing rates for years to come.

Subsequently, the strong pace of
nominal economic growth drove
robust corporate output and
revenue growth.

As a result, interest expense for
U.S. nonfinancial corporates
stands at just 2.0 percent of output,
the lowest since the 1960s.

These dynamics should result in
more manageable interest
expense levels even in a possible
earnings recession, which should
limit spread widening relative to
prior cycles.
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Attractive Yields Will Drive Fixed-Income Returns

Bloomberg U.S. Aggregate Bond Index Yield and 1-year Forward Return
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Source: Guggenheim Investments, Bloomberg. Data as of 12.31.2022. Past performance does not guarantee future returns.
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The Fed’s aggressive tightening
cycle drove a painful resetting of
bond yields in 2022, but the
upshotis that the central bank
has put “income” back in fixed-
income, thereby improving its
return prospects.

Based on the yield of the
Bloomberg U.S. Aggregate Bond
Index (the Agg) at the start of
2023, history would suggest that
this year’s total return profile for
bonds is at its most attractive
since 2008.

The historical relationship
between annual returns and
starting yields on the Agg would
suggest a total return of nearly 6
percent for 2023 in our view.

A recession could boost returns
further if an investor flight to
safety drives bond yields lower.
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High-Quality Fixed Income Will Outperform Equities

Guggenheim Bull/Bear Market Indicator
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Source: Guggenheim Investments, Haver Analytics, Bloomberg. Data as of 12.7.2022. Past performance does not guarantee future returns.
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Our internal models based on
economic and market indicators
have flipped to a risk-off asset
allocation regime, where safer
assets such as high-quality
corporate bonds are expected

to outperform riskier assets such
as equities.

Past “bear” regimes have seen
outperformance of bonds relative
to stocks.

Our analysis suggests we should
remain in this bond-favorable
environment throughout2023.
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Bonds Will Again Provide Diversification as Fed Wins the Inflation Battle

Rolling 52-Week Correlation Between the S&P 500 and the Bloomberg U.S. Aggregate Bond Index
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Fixed-income assets are often
used to provide income and
diversification within a multi-asset
portfolio. The lower the
correlation with equities, the
greater the potential
diversification benefits.

Prior to the late-1990s, stocks
and bonds were positively
correlated, in part due to high
expected inflation and inflation
uncertainty.

After more than 20 years in which
low inflation supported a negative
correlation, the return of high
inflation following the COVID
pandemic flipped the correlation
positive again.

With inflation, as well as inflation
expectations, likely to fall as a
recession begins, we expect the
correlation to once again turn
negative.

Negative correlation will add to
the appeal of core fixed income.

Source: Guggenheim Investments, Bloomberg, Federal Reserve Bank of Philadelphia. Data as of 1.6.2023. Shading denotes positive-correlation regimes. Past performance does not guarantee future returns.
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Structural Housing Supply Shortage Will Limit Downside to Home Prices

Housing Vacancy Rate vs. Aggregate Loan-to-Value Ratio = After surging in 2020 and 2021,
home prices have been declining
=\/acant Housing Units, % of Housing Stock (LHS) in recent months as the jump in

— Outstanding Mortgage Debt, % of Housing Stock (RHS) mortgage rates has weighed
heavily on demand.
5.5% 60%

= These declines have sparked
fears of a deep downturn in home
prices, reminiscent of the 2007—
5.0% 55% 2012 experience.

= We see these fears as overblown,
as housing market fundamentals
are very different than the last time
home prices fell.

4.5% 50%

= Most importantly, housing supply
remains near decades-low
levels due to a long period of
underbuilding, with high mortgage
3.5% 40% rates also deterring would-be
sellers.

4.0% 45%

= |n addition, deleveraging over the
3.0% 35% past decade will prevent any
significant forced selling. This tight
supply environment should keep
home price declines contained in
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Source: Guggenheim Investments, Haver Analytics. Data as of 9.30.2022. Note: vacancy rate includes homes for rent and for sale. Excludes seasonal rental properties. Shaded areas represent recession.
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China Reopening Will Boost Energy Demand

China Flight Bookings and Crude Oil Imports = China’s sharp reversal of its zero
COVID policy will boost mobility,
= Monthly Flight Bookings, Millions, 6-Month Avg. (LHS) in turn liting energy demand in
—— Crude Oil Imports, MMbbl/d, 6-Month Avg. (RHS) China and across Asia and
supporting oil prices amid a U.S.
65 13 recession.
= The removal of COVID
60 12 - I
restrictions—plus Beijing’s
ending the crackdown on real
95 " estate and internet platforms—
will stabilize China’s economy
50 10 and support global growth.
= The reopening of China will also
45 9 lift emerging market currencies
and weigh on the U.S. dollar.
40 8

= However, we do not see
35 7 meaningful inflationary pressure
emanating from China’s
reopening. Limited government

30 6 stimulus means the recovery will
not be investment-driven, and

25 u 5 China’s sizable goods-producing
capacity will allow it to absorb a

20 4 surge in consumption, especially
when export demand is

15 3 deteriorating.
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Source: Guggenheim Investments, Wind, Haver. Flight bookings data as of 11/30/2022, crude oil imports data as of 12.31.2022.
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Divided Government and Narrow Majorities Will Spur Debt Limit Drama

Narrow majorities in Congress
have become more common in

Net Majorities in the House of Representatives & Senate (% of Total Seats of Respective Chamber)

B Democrat Control B Republican Control recent years, resulting in policy
. gridlock and dysfunction. Divided
40% government after last year’s

midterm elections will exacerbate
that dynamic.

30%
=  Animmediate threat from the

gridlock is the debate over the
debt ceiling, which will need to be
raised before extraordinary
measures from the Treasury are
exhausted, as early as June.

20%

10%

= This year's debt limit debate
looks to be contentious, with new
House rules complicating matters
and with both parties looking to
score a win ahead of 2024
elections.

0%

-10%
= While we do not expect a default,
the standoff is likely to go until

the last minute, possibly resulting
in a reprise of the 2011 debt limit
debate, which led to a U.S. credit
rating downgrade and a market
selloff. The debate could also
result in a government shutdown,
which would worsen the market

-40% impact.
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Source: Guggenheim Investments, House.gov, Senate.gov. *Independents counted as members of party with which they caucus.
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Disclosures and Legal Notice

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.

Applicable to United Kingdom investors: Where this material is distributed in the United Kingdom, it is
done so by Guggenheim Investment Advisers (Europe) Ltd., a U.K. Company authorized and regulated by
the Financial Conduct Authority (FRN 499798) and is directed only at persons who are professional clients
or eligible counterparties for the purposes of the FCA’s Conduct of Business Sourcebook.

Applicable to European Investors: Where this material is distributed to existing investors and pre 1
January 2021 prospect relationships based in mainland Europe, it is done so by Guggenheim Investment
Advisers (Europe) Ltd., a U.K. Company authorized and regulated by the Financial Conduct Authority
(FRN 499798) and is directed only at persons who are professional clients or eligible counterparties for the
purposes of the FCA's Conduct of Business Sourcebook.

Applicable to Middle East investors: Contents of this report prepared by Guggenheim Partners
Investment Management, LLC, a registered entity in their respective jurisdiction, and affiliate of
Guggenheim Partners Middle East Limited, the Authorized Firm regulated by the Dubai Financial Services
Authority. This report is intended for qualified investor use only as defined in the DFSA Conduct of
Business Module.

1. Guggenheim Investments assets under management are as of 12.31.2022 and include leverage of
$15.2bn. Guggenheim Investments represents the following affiliated investment management businesses
of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors,
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim
Partners Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Partners Europe Limited,
Guggenheim Partners Japan Limited, GS GAMMA Advisors, LLC, and Guggenheim Partners India
Management.

© 2023 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. Guggenheim
Funds Distributors, LLC is an affiliate of Guggenheim Partners, LLC. For information, call 800.345.7999 or
800.820.0888.

Member FINRA/SIPC GPIM 55765
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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

Macroeconomic
Research

Fixed-Income |
Portfolios

Portfolio

Management

Sector
Teams

Guggenheim Investments

Guggenheim Investments is the global asset management and
investment advisory division of Guggenheim Partners, with more
than $217 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
250+ 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 diversified financial services firm that
delivers value to its clients through two primary businesses:
Guggenheim Investments, a premier global asset manager and
investment advisor, and Guggenheim Securities, a leading
investment banking and capital markets business. Guggenheim’s
professionals are based in offices around the world, and our
commitment is to deliver long-term results with excellence and
integrity while advancing the strategic interests of our clients.
Learn more at GuggenheimPartners.com, and follow us on
LinkedIn and Twitter @GuggenheimPtnrs.
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