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AGENCY MORTGAGE-BACKED SECURITIES

Carry-Driven Returns Amid an Asymmetric Backdrop 

By Louis Pacilio

Agency MBS has posted modest year-to-date gains, with the Bloomberg U.S. MBS Index delivering 1.01 percent total return 
and 0.45 percent excess return. Spreads have proven resilient despite the bear flattening, supported by weak net issuance and 
healthy demand for structured cash flows. We view the sector as a defensive carry vehicle, though near-term risks may outweigh 
rewards given that the Merrill Lynch Option Volatility Estimate Index is near recent lows, and various latent catalysts suggest a 
higher volatility environment. 

We favor par coupon bonds, where attractive yields can offset modest spread widening.

	� Agency MBS spreads held firm as the yield curve flattened 
during the second quarter. The data-dependent Fed pivot 
should raise the floor on rate volatility, but that has yet to 
manifest, keeping the carry trade alive and well for now, 
albeit with added risks on the horizon.

	� Several factors—including a more data dependent Fed, low 
implied rate volatility, a flatter yield curve compressing bank 
net interest margins, and latent macro risks such as the 
weakening yen and Middle East tensions—skew the risk/
reward profile to the downside.

	� Despite this, ongoing government-sponsored enterprise 
support, persistently weak net issuance, and strong fund 
inflows have kept a lid on any episodes of spread widening. 
The muted reaction also reflects interest rate volatility 
concentrated around key economic data releases, with 
minimal realized volatility between those events.

	� A flatter yield curve is a mixed signal for Agency MBS. 
The bear flattening reallocates rather than eliminates 
the embedded cost of the homeowners’ prepayment 
option: As prepayment risk declines, extension risk 
increases, benefiting premium-priced Agency MBS, 
hurting discounted securities, and leaving 5.0–6.0 percent 
production coupons most exposed to duration whipsaw risk. 

	� Carry is doing the heavy lifting. We favor par coupon bonds, 
where attractive yields can offset modest spread-widening 
events. Agency MBS has lagged investment-grade 
corporates recently, so a rotation out of investment grade 
could be an eventual tailwind, though a downturn in global 
equities is likely required for that to materialize.

	� On the defensive side, 15-year par coupons now out-yield 
collateralized mortgage obligation floaters. It would take 
two Fed hikes to reverse this dynamic, and the shift may pull 
bank demand out of floaters and into 15-year fixed bonds. 

Agency MBS has posted modest 
year-to-date gains, with the 
Bloomberg U.S. MBS Index 
delivering 1.01 percent total return 
and 0.45 percent excess return.

Agency MBS +45 bps IG Corp +67 bps US Agg +30 bps
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While Lagging Investment Grade, Agency MBS Has Posted Modest Gains
Cumulative Excess Returns (2026)

Source: Guggenheim Investments, Bloomberg. Data as of 6.30.2026.
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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.

One basis point is equal to 0.01%.

Carry is the difference between the cost of financing an asset and the interest received on that asset.

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, including the possible loss of principal. In general, the value of a fixed-income security falls when interest rates rise and rises when interest rates fall. Longer term bonds are 
more sensitive to interest rate changes and subject to greater volatility than those with shorter maturities. During periods of declining rates, the interest rates on floating rate securities generally reset 
downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. 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. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs”), generally receive payments 
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-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 and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, 
counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate.

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 Corporate Funding, LLC, Guggenheim Wealth Solutions, LLC, Guggenheim Private Investments, LLC, 
Guggenheim Investments Loan Advisors, LLC, Guggenheim Partners Europe Limited, Guggenheim Partners Japan Limited, and GS GAMMA Advisors, LLC.
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