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Volatility and Yield Curve Dynamics Present Tactical Opportunities

By Kris Dorr and Tad Nygren

Elevated fiscal deficits leave the long end of the Treasury curve vulnerable to selloffs as investors seek higher yields to compensate for 
the risk associated with increasing supply. The passage of the One Big Beautiful Bill by the House in May exacerbated these concerns, 
highlighting the potential for further volatility. Regulatory changes may offer banks some balance sheet relief, but they are unlikely to 
significantly enhance their appetite for Treasurys, keeping the market wary of fiscal policy’s effects on Treasury demand.

We still expect the curve to steepen over the longer term.

	� Tariff announcements in April induced volatility across asset 
classes, with Treasurys trading within a 25–50 basis point 
range. The S&P 500 dropped over 10 percent before rebounding 
following the Trump administration’s 90-day tariff pause.

	� Elevated volatility throughout the quarter led to a markedly 
steeper yield curve. Short-term Treasury yields decreased  
by 10–15 basis points, while long-term yields increased by  
20–25 basis points.

	� Concurrently, a weaker-than-anticipated inflation report and a 
moderating labor market have bolstered market expectations for  
a Fed rate cut this year, potentially starting in the third quarter.

	� The appointment of Michele Bowman as Vice Chair for 
Supervision of the Board of Governors is anticipated to lead  
to an easing of bank regulatory requirements.

	� With the Fed nearing a potential easing of monetary policy,  
we favor owning duration in the front and intermediate 
segments of the Treasury curve.

	� Elevated volatility in the long end of the curve presents 
opportunities to tactically add duration. The 10-year Treasury 
remains at the higher end of its 3.75–4.75 percent trading range, 
supporting this strategy.

	� As longer maturity sovereign yields rise globally, and U.S. dollar-
hedged carry remains attractive due to higher U.S. short-term 
rates compared to other developed countries, we see potential 
value in owning duration in non-U.S. dollar sovereign bond 
markets and hedging back to U.S. dollars.

	� Current Treasury yields create a favorable environment for 
investing in higher quality fixed-income securities.
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Elevated volatility throughout the 
quarter led to a markedly steeper 
yield curve. Short-term Treasury yields 
decreased by 10–15 basis points, while 
long-term yields increased by  
20–25 basis points.

Historical 2s10s Yield Curve Is Likely to Steepen

Source: Guggenheim Investments, Bloomberg. Data as of 7.11.2025.
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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%.

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 Partners Europe Limited, 
Guggenheim Partners Japan Limited, GS GAMMA Advisors, LLC, and Guggenheim Private Investments, LLC.
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