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Sector Commentary Investment Themes

Agency Mortgage-Backed Securities

Outperformance Expectations Come to Fruition

By Louis Pacilio

One of our largest overweights, Agency MBS delivered 8.61 percent total returns and 1.71 percent excess returns for 2025, outperforming 
investment-grade corporate excess returns by 52 basis points and leading the Bloomberg U.S. Aggregate Index. Gains were driven by 
strong 30-year MBS performance, particularly 3–5 percent coupons priced at $90–$100, while higher prepayment expectations weighed 
on coupons above 6 percent in late 2025. Avoiding exposure to GNMA securities further supported relative outperformance within the 
MBS Index.

Improved funding dynamics and GSE portfolios to backstop Agency MBS valuations going forward.

Agency MBS +171 bps IG Corp +119bps US Agg +78 bps
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Agency MBS Was the Best Performing Agg Subsegment in 2025
Cumulative Excess Returns (2025)

Source: Guggenheim Investments, Bloomberg. Data as of 12.31.2025.

Agency MBS delivered 8.61 percent 
total returns and 1.71 percent excess 
returns for 2025, outperforming 
investment-grade corporate excess 
returns by 52 basis points and leading 
the Bloomberg U.S. Aggregate Index.

	� Spreads tightened steadily throughout the quarter, with 
December delivering exceptionally strong performance. 
However, elevated valuations for lower coupon securities may 
require sustained investor inflows to maintain current levels.

	� Par coupon MBS in the 30-year 5 percent range offer reasonable 
valuations and improving income potential, making them a 
preferred allocation for new investments. These securities are 
well-positioned to benefit from the anticipated return of bank 
buyers and the expansion of government-sponsored enterprise 
(GSE) portfolios in 2026.

	� The Fed's shift to reserve management in December enhanced 
to-be-announced funding levels, increasing the sector’s 
attractiveness to levered investors such as hedge funds and 
mortgage real estate investment trusts. This dynamic provides 
additional technical support for Agency MBS valuations, 
as these investors continue to exert growing influence on 
mortgage spreads.

	� Housing policy risk remains elevated ahead of anticipated 
reforms in 2026. However, the Trump administration’s focus on 
mortgage rates and the expansion of the GSE portfolio provide 
downside protection against adverse policy impacts on the 
convexity profile of existing mortgages.

	� Multiple supportive factors—including uncapped Standing 
Repo Facility access, the GSE portfolio backstop, the Trump 
administration’s emphasis on housing affordability, and a dovish 
incoming FOMC chair—establish a strong policy framework that 
mitigates significant downside risk for Agency MBS.

	� In the event of sector weakness, we expect a robust policy 
response, with intervention likely preempting meaningful 
spread widening. This asymmetric risk profile underscores 
the defensive nature of Agency MBS while preserving upside 
potential for investors.
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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 Private Investments, LLC, 
Guggenheim Investments Loan Advisors, LLC, Guggenheim Partners Europe Limited, Guggenheim Partners Japan Limited, and GS GAMMA Advisors, LLC.

Not FDIC insured. Not bank guaranteed. May lose value.
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