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12/31/2025 4/30/2026 5/31/2026

12/31/25 4/30/26 5/31/26 MTD Change 
(bps)

YTD Change 
(bps)

3-Month 3.64% 3.67% 3.68% +1 +4

6-Month 3.62% 3.70% 3.75% +5 +13

2-Year 3.48% 3.88% 4.01% +13 +53

5-Year 3.73% 4.01% 4.14% +13 +41

10-Year 4.17% 4.37% 4.44% +7 +27

30-Year 4.85% 4.97% 4.98% +1 +13

US  TR EASUR Y  Y IEL D S

Sources: FactSet and Bloomberg
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Despite higher rates, the US Aggregate Bond Index posted a 
positive return in May, up 0.31%. For the second month in a 
row, negative price performance was offset by carry and 
tighter spreads.

The war in the Middle East, strong corporate earnings, and 
economic data releases continue to dominate investors' 
attention. Despite uncertainty around energy prices, US GDP 
growth looks solid, driven by resilient consumer spending and 
booming AI investment.

Treasury yields moved higher, led by the 2- to 5-year part of the 
curve, where yields rose 13-16 basis points (bps). Further out 
the curve, rates increased 9 bps or less.

Investment-grade (IG) corporate credit outperformed Treasuries, 
with spreads tighter by 7 bps. IG spreads remain in a narrow 
trading range and at an option-adjusted spread (OAS) of 72 
bps, they are now within 1 bp of the lows for this credit cycle, 
dating back to 2014.

KEY TAKEAWAYS
Rates sold off while most risk assets rallied as the US and Iran inched closer to reaching a deal and extending the ceasefire in the Middle East.  
Economic data and robust corporate earnings growth also provided support.

Interest rates were higher across the curve, led by the belly of the Treasury market. Spread product tightened versus Treasuries. The US Aggregate 
Bond Index posted a return of +0.31% for the month.

Kevin Warsh was confirmed as Fed Chairman of the FOMC, but he inherits a committee that appears to be divided and leaning "hawkish". The 
market expects the Committee to remain on hold in June and at the end of May was pricing in a 70% chance of one hike by year end.

MARKET & STRATEGY PERSPECTIVES

TAXABLE BOND SNAPSHOT
MAY 2026

High yield (HY) credit spreads also narrowed and are now less 
than 7 bps away from the YTD tights. Spreads tightened 11 bps, 
with the OAS of the Index closing May at 257 bps. The HY 
Index slightly outperformed the Aggregate Index, posting a 
0.49% return for the month.

Once again, securitized products outperformed Treasuries but 
lagged corporates. Spreads for Agency mortgage-backed 
securities (MBS) widened out mid-month as Treasury volatility 
moved higher. Spreads then tightened as volatility receded, and 
the Index ended the month at an OAS of 22 bps, +2 bps wider.

Against similar duration Treasuries, asset-backed securities (ABS) 
outperformed but lagged other spread sectors. The ABS Index 
posted an excess return for the month of 0.08%, versus 0.56% 
for IG corporates and 0.13% for MBS. 

The preferred sector lagged most other risk assets for the month, 
returning -0.43% in May, primarily due to the sensitivity of the 
index to rising interest rates.

TAXABLE BOND MARKET UPDATE & OUTLOOK

MTD YTD Yield to 
Worst

Bloomberg Aggregate Index 0.31% 0.42% 4.67%

US Treasuries 0.11% 0.00% 4.29%

Investment Grade Corporates 0.76% 0.67% 5.13%

Mortgage-Backed Securities 0.30% 0.77% 4.93%

Asset-Backed Securities 0.25% 0.86% 4.53%

Preferred Securities -0.43% 0.37% 6.33%

Taxable Municipal Bonds 0.46% 0.49% 5.31%

US Corporate High Yield Index 0.49% 1.68% 6.96%

F IXED  INCO ME SECTO R  PER F O R MANCE
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SECTOR ALLOCATION

DURATION & YIELD CURVE 

Our duration stance remains neutral. The FOMC appears to be stuck in a holding pattern as new Fed 
Chairman Kevin Warsh takes the reigns and uncertainty remains over the war in the Middle East and its 
potential impacts to the economy. Given this, we deem a neutral stance to be prudent until there is more 
clarity regarding the resolution of the conflict and the longer-term impacts to inflation and economic 
growth.

TREASURIES We continue to favor spread product over Treasuries in what remains an attractive carry environment, 
with a focus on high-quality, liquid issues and issuers.

GOVERNMENT RELATED Likewise, we maintain our overweight to taxable municipal bonds, supported by strong fundamentals and 
the relatively recession-resistant characteristics of the asset class.

CORPORATE BONDS

Tactically, we continue to overweight corporates. While macro risks warrant some caution and valuations 
remain rich relative to longer-term averages after tightening again this month, the credit story remains 
compelling for carry-focused investors. Overall, corporate fundamentals are solid, earnings remain 
supportive, and technicals continue to be favorable given attractive all-in yields.

SECURITIZED

Agency MBS and ABS remain core components of our portfolio allocation. Spreads for MBS are trading 
in the middle of their 6-month range, volatility has fallen from its recent highs, and technicals remain 
positive. We feel that the securitized market still offers attractive relative value and favorable risk-adjusted 
return potential in the current environment.

MARKET & STRATEGY PERSPECTIVES

TAXABLE BOND SNAPSHOT
MAY 2026

GW&K STRATEGY POSITIONING

Disclosures
This represents the views and opinions of GW&K Investment Management and does not constitute investment advice, nor should it be considered predictive of any future market performance. Data is from what we believe 
to be reliable sources, but it cannot be guaranteed. Opinions expressed are subject to change. Past performance is no guarantee of future results.

Indexes are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Index data has been obtained from third-party data 
providers that GW&K believes to be reliable, but GW&K does not guarantee its accuracy, completeness or timeliness. Third-party data providers make no warranties or representations relating to the accuracy, 
completeness or timeliness of the data they provide and are not liable for any damages relating to this data. The third-party data may not be further redistributed or used without the relevant third-party’s consent. Sources 
for index data include: Bloomberg, FactSet, ICE, FTSE Russell, MSCI and Standard & Poor’s.

HIGH YIELD & INVESTMENT-GRADE 
CORPORATE BOND SPREADS 

5/31/2016 – 5/31/2026

ASSET & MORTGAGE-BACKED SPREADS 

5/31/2016 – 5/31/2026

Bloomberg US Aggregate 
Asset-backed Bonds
Option Adjusted Spread: 47
Average: 54

Bloomberg US Mortgage-backed 
Securities Fixed Rate
Option Adjusted Spread: 22
Average: 37

High Yield 
Corporate Bonds
Option Adjusted Spread: 257
Average: 380

Investment-grade 
Corporate Bonds
Option Adjusted Spread: 72
Average: 111
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