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Rates Are Headed Lower
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Can We Trust the Recessionary Signal of an 
Inverted Yield Curve, or Is it Distorted by QE?



The Yield Curve as a Recession Signal: This Time Is Always Different

3m10y Treasury Yield Curve (bps)

Source: Guggenheim Investments, Haver Analytics, Federal Reserve, Bloomberg. Data as of 07/31/2019. Shaded areas represent periods of recession. 
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"If it has not been a reliable indicator of future inflation and 

most recessions are inflation-induced I am not prepared to 

bet the mortgage on the signals that the yield curve are 

giving off right now“- Gerald Corrigan

"The changed supply outlook for Treasuries 

has introduced a fair amount of noise into the 

Treasury yield curve“- Peter Fisher

"Declines in the term premium and perhaps a great deal 

of saving chasing a limited number of investment 

opportunities around the world have led to a somewhat 

permanent flattening or even inversion of the yield curve, 

and that pattern does not necessarily predict a slowing in 

the economy or recession“- Ben Bernanke

"There’s the term premium, which has been very low 

by historical standards. And so arguments are made 

that a flatter yield curve has less of a signal embedded 

in it“- Jerome Powell



The Slowdown in Money Supply Growth is Ominous

Source: Guggenheim Investments, Bloomberg. Data as of 08/12/2019. 
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Our U.S. Recession Probability Model Indicates Recession Risks Are Rising 
Model Based Recession Probability
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Sugar High: Mounting Risks in 
Corporate Debt



Total Corporate Liabilities Have Receded from an All-Time High…

Ratio of U.S. Nonfinancial Corporate Liabilities to GDP and Average

Investment-Grade Corporate Bond Yields

Source: Haver, Guggenheim Investments. Data as of 06/30/2019 for yields and 3/31/2019 for nonfinancial corporate liabilities. Corporate bond yields are based on Bloomberg Barclays Investment-Grade Corporate Bond 
Index, and are smoothed based on a 3-month average of monthly data before December 1989, and a 3-month average of daily data from December 1989 through current.. 
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…But Corporate Debt to GDP Remains at Record Levels…
Ratio of U.S. Nonfinancial Corporate Debt to GDP and Average

Investment-Grade Corporate Bond Yields

Source: Guggenheim Investments, Haver Analytics. Data as of 03/31/2019 for nonfinancial corporate debt and 06/30/2019 for yields. Corporate bond yields are based on Bloomberg Barclays Investment-Grade Corporate 
Bond Index, and are smoothed based on a 3-month average of monthly data before December 1989, and a 3-month average of daily data from December 1989 through current.
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… As Corporate Earnings Growth Slows to a Crawl …
S&P 500 Earnings Before Interest, Taxes, Depreciation and Amortization,

YoY % Change 

Source: Guggenheim Investments, Bloomberg. Earnings data as of 06/25/2019. EBITDA = Earnings Before Interest, Tax, Depreciation & Amortization. 
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…And Leverage Multiples for New Loans Are at Record Highs…

Credit Stats for New Issue Large Corporate U.S. Bank Loans

Source: Guggenheim Investments, S&P LCD. Data as of 06/30/2019.
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…And Corporate Interest Coverage Deteriorates as the Cycle Ages…

U.S. Nonfinancial Corporate Interest Coverage, Actual, and Guggenheim Forward Estimates

Source: Moody’s, Haver, Guggenheim Investments. Data as of 03/31/2019. Q2 2019 – Q4 2022 estimates for interest coverage (net interest expense and misc. payments / 
profit before tax without adjustments for inventory valuation and capital consumption) are based on Guggenheim estimates of cash flow and interest expense over the next 5 
years. 
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…Making A Default Wave Likely

Actual and Estimated High Yield Default Rate and High Yield Spreads

Source: Guggenheim Investments, Moody’s, Bloomberg, Credit Suisse. Spreads as of 08/28/2019 and defaults as of 03/28/2019. Spread projections are based on the average change in high-yield corporate bond 
spreads 12 months ahead of the last three recessions.  
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Rise In Corporate Leverage Increases Downgrade Risk
Morgan Stanley Investment-Grade Corporate Tracked Universe
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IG Upgrades Are Outpacing Downgrades, HY Downgrades Accelerating
Moody’s Upgrades and Downgrades for IG Credits, Count

Source: Guggenheim Investments, Bloomberg, Moody’s. Data as of 06/30/2019.
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History Suggests High-Yield Spreads Will Not Tighten Further

Credit Suisse High Yield-Index Bond Spreads vs. Months Following End of Recession
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The Disappearance of Liquidity From Traditional Providers in the 
Corporate Bond Market

Primary Dealer Net Inventories of Corporate Bonds and Share of Trading Volume

Source: Federal Reserve Bank of New York, Bloomberg, Guggenheim. Data as of 08/14/2019. LHS = Left hand side. RHS = Right hand side.
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• Shrinking bank balance sheets and a multitude of post-crisis regulation have resulted in a 92 

percent decline of primary dealer inventory of corporate bonds (excluding commercial paper) 

since its peak in October 2007. 

• Prior to the financial crisis, primary dealer inventory represented at least 40 percent of monthly 

trading volume in corporate bonds. Today, primary dealers hold less than 5 percent of corporate 

bond monthly trading volume.



A Fallen Angel Wave Could Overwhelm the Bond Market
Historical Fallen Angel Volume
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Source: Guggenheim Partners, ICE BofA Merrill Lynch. Data as of 06/30/2019. Forward estimates assume no growth in the par value of BBB corporate bonds or high-yield corporate bonds, and are based 

on fallen angel rates one year before the 2001 and 2008 recessions began. 

A recession could see 15% 

or more of BBBs 

downgraded to HY, forcing 

index funds to sell



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, GS GAMMA
Advisors, LLC, Guggenheim Partners Europe Limited and Guggenheim Partners India Management.

The information presented herein has been prepared for informational purposes only and is not an
offer to buy or sell, or a solicitation of an offer to buy or sell, any security or fund interest or any
financial instrument.

No representation or warranty is made by Guggenheim Investments or any of their related entities
or affiliates as to the sufficiency, relevance, importance, appropriateness, completeness, or
comprehensiveness of the market data, information or summaries contained herein for any specific
purpose. The views expressed in this presentation are subject to change based on market and other
conditions. The opinions expressed may differ from those of other entities affiliated with
Guggenheim Investments that use different investment philosophies. All material has been
obtained from sources believed to be reliable, but its accuracy is not guaranteed. Forward looking
statements, estimates, and certain information contained herein are based upon proprietary and
non-proprietary research and other sources.

Past performance is not indicative of comparable future results. Given the inherent volatility of the
securities markets, it should not be assumed that investors will experience returns comparable to
those shown here. Market and economic conditions may change in the future producing materially
different results than those shown here. All investments have inherent risks.

The views and strategies described herein may not be suitable for all investors. This material is
provided with the understanding that it is not rendering accounting, legal or tax advice. Please
consult your legal or tax advisor concerning such matters.

The comparisons herein of the performance of the market indicators, benchmarks or indices may
not be meaningful since the constitution and risks associated with each market indicator,
benchmark or index may be significantly different. Accordingly, no representation or warranty is
made to the sufficiency, relevance, importance, appropriateness, completeness, or
comprehensiveness of the market data, information or summaries contained herein for any specific
purpose.
Forward-Looking Statements. This discussion material may contain forward-looking statements.
Forward-looking statements, estimates, and certain information contained herein are based upon

proprietary and non-proprietary research and other sources. 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.

© 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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