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Where Are We Today?
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The U.S. Economy is in the Overheating Stage

Source: Bloomberg, OECD, Haver Analytics. Guggenheim Investments. Historical data as of 12/31/2017.

U.S. Real GDP Growth vs Potential GDP Growth
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Strong Growth Will Push Us Further Below Full Employment

Source: Guggenheim Investments, BLS, Haver Analytics, Congressional Budget Office. Data as of 09/30/2018.  

U.S. Unemployment Rate, with Months to Start of Next Recession After Full Employment Was Reached
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Faster Growth Has Boosted Core Inflation

Source: Guggenheim Investments, Haver Analytics, BEA. Data as of 06/30/2018.

Core Inflation Lags Real GDP Growth By Six Quarters
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Core inflation lags real 

GDP growth by 18 

months
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Tariffs Will Exacerbate Inflationary Pressures

Source: Haver Analytics, Guggenheim Investments. Data as of 09/30/2018. 
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CPI Laundry Equipment, 3 Month Percent Change

Response to 20% tariff on 

imported washing machines
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The Fed is Beginning to Warn About the Need for Restrictive Policy

Source: Guggenheim Investments, Haver Analytics, Federal Reserve Board. From the Summary of Economic Projections released in September 2018. Note: Excludes Pres. Bullard, who does not submit long-run projections or forecast a change in 

policy. 
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Average participant sees 

terminal rate 50bp above 

neutral
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Terminal Fed Funds Rate Projections Relative to Neutral (September 2018 SEP)
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A Restrictive Fed Will be Problematic For Overleveraged Companies

Source: Morgan Stanley Research, Guggenheim. Data as of 03/30/2018.

Morgan Stanley Investment-Grade Corporate Tracked Universe
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Leverage will rise even 

further when earnings fall 

during the next recession



Global Financial Conditions Will Tighten as QE Goes Into Reverse

Source: Guggenheim Investments, Haver Analytics, Federal Reserve Bank of New York. Data as of 09/30/2018. Note: Quarterly average. Based on constant 10/2017 exchange rates. 

Net Monthly Central Bank Purchases of Securities, in USD Billions (Includes Fed, ECB, BoJ, BoE)
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Where Are We Heading?
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Our U.S. Recession Dashboard Points to Early 2020 Recession

Source: Haver Analytics, Bloomberg, Guggenheim Investments. Data as of 09/30/2018 for unemployment, yield curve, and hours, 08/31/2018 for others. *Note: includes cycles ending in 1970, 1980, 1990, 2001, and 2007.

Assumes Current Cycle Ends in February 2020
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Fading Fiscal Impulse Supports Our 2020 Recession Forecast

Source: Citi, Guggenheim Investments. Data as of 02/16/2018.

U.S. Fiscal Impulse: Contribution to Real GDP Growth, in Percentage Points
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The Fed is Likely to Return to the Zero Lower Bound…

Source: BCA, Janet Yellen, “The Federal Reserve’s Monetary Policy Toolkit: Past, Present, and Future”, Guggenheim Investments. *For recessions prior to 1990, the total amount of easing is the difference between the maximum and the minimum 

monthly average of the effective federal funds rate in a period extending from six months prior to the start of the recession to six months after it ends. For the last three recessions, the periods of continuous reductions in the intended federal funds 

rate are June 1990 to September 1992, December 2000 to January 2002, and August 2007 to December 2008. Uses the Laubach-Williams natural rate estimate.

Change in Fed Funds Rate During Past Recessions, in Percentage Points*

Recession Total Rate Cuts Funds Rate Trough vs Natural Rate

August 1957 - April 1958 -2.9 ---

April 1960 - February 1961 -2.8 ---

December 1969 - November 1970 -5.5 -5.0

November 1973 - March 1975 -7.7 -4.7

January 1980 - July 1980 -4.8 -1.6

July 1981 - November 1982 -10.4 -3.3

July 1990 - March 1991 -5.3 -3.6

March 2001 - November 2001 -4.8 -2.8

December 2007 - June 2009 -5.1 -3.2

Average -5.5 -3.5
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…Requiring Another Round of QE

Source: Haver Analytics, Guggenheim Investments. Actual data as of 09/30/2018. Assumes balance sheet runoff continues through September 2019 and QE resumes at a monthly purchase pace of $100 billion starting in April 2020.
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What Are the Implications for Japan?
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BOJ Normalization is Nowhere in Sight as Inflation is Still Below Target

Source: Haver Analytics, Guggenheim Investments. Data as of 10/10/2018. Note: Excludes effects of 2014 consumption tax hike.

Japanese CPI* and Core CPI*, YoY Percent Change
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Yield Curve Tweak, Reduced Purchases Position QE For the Long Haul

Source: Bloomberg, Guggenheim. Data as of 10/10/2018.

BOJ Monthly Asset Purchases, 10-year JGB Yield, Yield Curve Control (YCC) Target, and YCC Tolerance Bands 
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Reduced BOJ Purchases Have Weighed on Money Supply Growth

Source: Haver Analytics, Guggenheim Investments. Data as of 10/16/2018. 

Japanese M2 and Reserves Growth (YoY%)
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Reduced Monetary Accommodation is a Drag on Output

Source: Haver Analytics, Guggenheim Investments. Data as of 10/16/2018. 

Japanese Nominal GDP and M2 Growth (YoY%)
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Budget Deficits Are a Key Driver of Growth

Source: Haver Analytics, Guggenheim Investments. Annual data as of 2017.
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Japan Has Little Scope to Increase Accommodation to Match the Next 

Fed Easing Cycle

Source: Haver Analytics, Guggenheim Investments. Data as of 09/30/2018 for policy rates, 06/31/2018 for balance sheets.
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Yield Convergence Will Cause Sharp Yen Appreciation in U.S. Recession

Source: Bloomberg, Guggenheim Investments. Data as of 10/10/2018.

Dollar/Yen Exchange Rate and 2-Year Real Yield Differentials (6-month moving average) 
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Trends in Population Growth Are Not Favorable for Japan

Source: Haver Analytics, United Nations, Guggenheim Investments. Actual data as of 2015.
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Higher Participation Is Offsetting Shrinking Working Age Population

Source: Haver Analytics, Guggenheim Investments. Data as of 08/30/2018
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But Japan’s Labor Force Participation Already Well Above Other Economies

Source: Haver Analytics, Guggenheim Investments. Data as of 06/30/2018
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More Foreign Workers Could Help Boost Potential Growth in Japan

Source: Haver Analytics, Guggenheim Investments. Actual data as of 2015.
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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.

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.

© 2018 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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