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1Q 2026: Beware the Ides of March 
 

• The bombing of Iran dominated the headlines in March and became the quarter’s primary concern among market participants given 
the significant impact on oil prices and associated economic risks.  ICE Brent Crude futures prices surged by more than 60% in March 
and 94% for the quarter to mark the largest quarterly gain since 1990, finishing above $118/bbl for the first time since 2022. 
 

• Away from oil, the most consequential impact was felt in the global rates markets as fears of 2022 style inflation surged and sovereign 
yield curves flattened alongside hawkish repricing of central bank activity.  This was particularly acute in European regions like the UK 
given its status as a net energy importer, where investors early in the quarter anticipated two rate cuts in 2026 which flipped to 
expectations of two rate hikes by year end, driving the yield on 2-Year UK gilts higher by 89 basis points (bps) in March alone.   
 

• U.S. markets experienced similar volatility as expectations for inflation rose and Fed rate cuts were removed, causing the 2-Year yield 
to rise 42 bps over the month and 32 bps for the quarter.  The 10-Year yield experienced the largest monthly increase since 2024 
(+38 bps) while the MOVE index, a measure of interest rate volatility, rose to the highest level since Liberation Day.  However, there 
was little change to long-run inflation expectations, as markets anticipated a quick end to the Middle East conflict and the potential for 
higher fuel prices to be a meaningful drag on longer term growth. 
 

• Risk assets were somewhat weaker, but more stable than rates markets, with the S&P 500 Index registering five consecutive weeks 
of negative total returns to finish the quarter with a 4.4% loss.  High yield credit spreads widened by 26 bps in March and 51 bps over 
the quarter, while investment grade credit spreads finished the quarter only 11 bps wider (+3 bps in March).   
 

 
Our View: We believe the conflict in Iran will be resolved in weeks rather than months, making the inflationary impact modest, particularly 
given that the economy is very different than it was in 2022.  We are later in the cycle, rates are already restrictive, there is no fiscal stimulus 
in place to support consumption, and labor markets are clearly softening.  Persistently higher energy costs instead are a tax on consumption 
and increase the risk of demand destruction that is inherently disinflationary and that could force a quicker return to easing.  However, a 
large-scale fiscal response could raise the risk of demand-driven inflation, and is a development we are closely monitoring.  
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1Q 2026: Beneath the Fog of War 
 

• With the Middle East conflict dominating headlines and capturing investor attention, economic fundamentals were overlooked as 
inflation fears grabbed the spotlight.  Key indicators like labor market data showed volatility in the headline figures and continued 
weakness in the underlying details, while survey-based data highlighted a growing bifurcation in consumer sentiment.   
 

• Nonfarm payroll growth turned negative in February with the economy shedding 133k jobs per BLS data, a development that would 
likely have spurred dovish expectations absent the war.  This follows a stretch of flat payroll growth over the past year, and 24 of the 
past 25 payroll releases being revised to the downside in subsequent updates.   
 

• Early in the quarter, the administration put forth a targeted affordability agenda to support U.S. consumers and build on the 
momentum from the passing of the OBBBA last July.  Features like lower gas prices and mortgage rates were primary tenets of the 
agenda, though the progress made on those fronts was quickly reversed by the fallout from the war.  The nationwide average gas price 
rose from $2.83 a gallon to $4.06 over the quarter according to the American Automobile Association, while the 30-year mortgage 
rate rose by over 50 bps in March after briefly dipping below 6% earlier in the quarter. 
 

• At the same time, the first quarter saw favorable developments from OBBBA tax overhauls like larger consumer tax refunds, with the 
U.S. Government estimating the average refund amount to increase anywhere from $300 to $1,000 per household.   Deregulation 
efforts also resulted in increased M&A activity, while depreciation changes and interest expense deductions resulted in growing 
business capex plans. 

 

 

Our View: Chances of a recession entering the year were decreasing given a benign fiscal path and easing monetary policy, with our base 
case evolving to an economy likely to keep growing, although slowly.  However, the tightening of financial conditions stemming from the 
war, and reversal in the progress towards better affordability, complicates the near-term outlook.  We view risks to consumer activity and 
economic growth as skewed to the downside, particularly given weaker labor markets the potential fallout from higher fuel prices if the war 
is longer than expected.  
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1Q 2026: The AI Divide Grows Wider 
 

• Continued evolution of AI capabilities and swelling AI-related capex spending plans created significant uncertainty throughout the 
quarter given shifts in investor sentiment, assessments of ultimate winners and losers, and concerns of obsolescence among sectors 
like software that were deemed to be most heavily affected. 
 

• For high-quality hyperscalers, the dramatic increase in capex spending plans was met with little resistance as Amazon brought a 
$37bn deal to market that was easily absorbed by end investors, with the deal marking the largest non-M&A offering on record.   
Hyperscaler capex is projected to surpass $600bn in 2026 per Bloomberg, a significant increase over 2025 levels that marks a shift 
from self-funded expansion towards a sustained reliance on capital markets.   
 

• AI is also introducing a new dimension of credit differentiation within software, where credit risk is increasingly influenced by perceived 
long term business model durability rather than near term earnings performance.  Certain software categories—particularly those 
providing workflow, data processing, or service functions that are more easily replicated or compressed by AI enabled tools—face 
heightened scrutiny from credit investors, and hence, wider spreads. 
 

• While software skepticism crept into most corners of credit markets, the scrutiny was heavily directed towards broadly syndicated 
loans (BSL) given the typically smaller size and lower quality nature of BSL borrowers and concentration of software companies in that 
market.  The resulting selloff drove an increase in the share of software loans trading at stressed levels with short remaining maturities, 
factors which have historically corresponded to higher default rates.  
 
 

Our View: As debt investors, AI spending plays a relatively small role in our markets, though that may change, particularly as hyperscalers 
increase leverage to fund ever-increasing capex plans.  However, should the return on that massive investment fail to materialize or take 
longer to realize than expected, sky-high equity valuations could plummet back to earth, potentially creating a negative wealth effect that 
could crimp high-end consumer spending and have meaningfully negative implications for the economy. 
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1Q 2026: (Private) Credit Markets Begin to Wobble 
 

• Fears around the impact of AI on software companies, which also make up a significant percentage of private credit borrowers, drove 
sizable redemption requests from several private credit funds.  Most of those funds invoked gates to limit withdrawals, doing little to 
reassure investors as many high-profile private credit managers experienced double-digit share price declines over the quarter.   
 

• In addition to software concerns, investors in traditionally more levered credit vehicles like BSLs are also having to contend with 
permissive covenants and yearslong increase in liability management exercises, a combination that has driven recovery rates to 
historical lows.   
 

• Despite the increased stress in private credit markets, there was little evidence that it had spilled into high quality public credit 
markets.  Even with the increase in volatility associated with the war, investment grade market activity remained robust with total 
issuance for the quarter reaching $650bn per estimates from Bank of America, marking the highest total amount of first quarter 
issuance on record.   
 

• Meanwhile, the large increase in yields during the quarter also spurred yield-based buying across IG and HY markets, which helped to 
mitigate the spread widening that would typically be associated with such a spike in volatility.  The yield on the Bloomberg U.S. 
Corporate Index rose by 33 bps over the quarter while the Bloomberg U.S. High Yield Index yield rose 87 bps, leading to negative total 
returns of -0.54% and -0.50%, respectively.  
 

 
Our View: Public credit markets held up remarkably well given all the negative headlines, while the locked-up nature of private credit 
vehicles significantly reduces the potential for forced sales in that sector, limiting the risk of an immediate and broadly-based contagion.  
However, the ripple effects of such an abrupt slowdown in the private credit markets are difficult to predict, and we remain very aware of the 
potential for further volatility as investors reassess the liquidity and risk backdrop across the credit spectrum.  
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1Q 2026: Securitized Markets Still Offer Better Relative Value 
 
 

• Agency MBS got off to a strong start early in the quarter following President Trump’s announcement that Fannie Mae and Freddie Mac 
would be buying $200bn of agency MBS securities, with nominal current coupon spreads immediately tightening by 20 bps.  January 
duration-adjusted returns of +52 bps registered in the 93rd percentile going back to 2000, while the push for lower mortgage rates 
supported performance across lower and belly coupons. 
 

• However, the Treasury selloff in March and associated rise in 30-year fixed mortgage rates saw agency MBS nominal spreads move to 
YTD wide levels of 129 bps as rate volatility increased, offsetting those gains.  The sector finished the quarter with 16 bps of 
outperformance versus risk-free Treasuries, while wider spreads increased the relative value appeal versus investment grade 
corporates and other high-quality segments of fixed income markets.  
 

• Spreads among collateralized loan obligations (CLOs) widened across the capital stack given the elevated volatility and concerns 
about underlying software exposure.  Spreads on AAA tranches widened by 13 bps given increased trading for liquidity purposes, 
while BBB tranches finished roughly 30 bps wider on concerns of collateral weakness.   
 

• Meanwhile, valuations across securitized credit more broadly followed a similar pattern over the quarter; the January tightening of 
agency MBS spreads also supported senior tranches of non-agency MBS and high quality CMBS/ABS issues, while the market 
moves in March saw increased dispersion across tranches, with lower rated issues generally widening more.   

 
 
 
Our View: We remain constructive on securitized markets given better relative value and generally wider spread levels than broad-based 
corporate markets, where valuations there appear to still be priced for only a narrow range of possible outcomes.  Agency MBS is a favored 
sector given its liquidity and government guarantee, while the diversification of collateral types, structures, and risk profiles across 
securitized credit provide opportunities for diligent underwriting to support differentiated return potential.   
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1Q 2026: Core and Core Plus Fixed Income Positioning Summary 
 
Securitized sectors continue to be favored versus corporates given more attractive relative value, though portfolios maintain sufficient 
liquidity to protect against downside risks and capitalize on periods of volatility, which we expect to continue in the coming months.   
 
Characteristic Positioning Comments 

Duration Approximately 0.3 years 
long versus the benchmark 

We view the hawkish repricing of Fed activity and backup in rates to end the quarter as overdone, particularly in 
the context of a labor market that continues to operate at stall speed 

Curve Expectations for a steeper 
curve  

Overweight short and intermediate tenors of the curve given expectations that the Fed will resume easing and 
look to get to at least neutral in 2026 

MBS • Agency MBS – large 
overweight 
 
 

Non-Agency MBS – maintain 
allocation 

• Small bias towards specified pools given better convexity characteristics, but maintain exposure to TBAs for 
greater liquidity 

• Emphasize middle coupons (3.5% - 4.5%) for a favorable mix of spread and prepayment protection 
 
 

• Legacy (pre-GFC) and newer issue non-agency MBS bonds benefit from solid fundamentals, including lower 
loan-to-value ratios, seasoned borrower profiles, and home price appreciation 

ABS Moderate overweight • Focus on AAA CLOs for more liquidity and defensive carry 
• Diversified exposure across non-traditional collateral offering attractive risk-adjusted yields 

CMBS Small overweight Bias towards non-agency CMBS single asset single borrower deals for transparency into underlying collateral 

Investment 
Grade Credit 

Large underweight • Late cycle dynamics and minimal yield compensation inform defensive and selective positioning (up in quality, 
bias towards non-cyclical industries, emphasis on liquidity) 

• Continued allocation to electric utilities given growing demand for power generation and data storage 
High Yield / 
Loans 

Minimal allocation Target high conviction issuers and idiosyncratic credits for alpha generation potential rather than broad-based 
exposure given still-rich valuations, even with the modest widening over the quarter 

International Moderate allocation • Explore opportunities in non-U.S. credit to capture incremental spread premium relative to domestic issues 
• Geopolitical volatility created opportunities to add small positions in high-quality, USD-denominated EM 

sovereigns 
• Add small amount of UK duration, where allowed, given significant increase in short-term interest rates 
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Important Disclosure 

All information is as of the date of this presentation unless otherwise indicated. Source: Bloomberg, TCW 

Portfolio characteristics and holdings are subject to change at any time. Past performance is no guarantee of future results. The views and forecasts expressed in this quarterly review are as of March 31, 2026, are 

subject to change without notice and may not come to pass. TCW reserves the right to change its investment perspective and outlook without notice as market conditions dictate.  

INVESTMENT RISK 

Fixed income investments entail interest rate risk, the risk of issuer default, issuer credit risk, and price volatility risk. Strategies investing in bonds can lose their value as interest rates rise and an investor can lose 

principal. Mortgage-backed and other asset-backed securities often involve risks that are different from or more acute than risks associated with other types of debt instruments. MBS related to floating rate loans may 

exhibit greater price volatility than a fixed rate obligation of similar credit quality. With respect to non-agency MBS, there are no direct or indirect government or agency guarantees of payments in pools created by non-

governmental issuers. Non-agency MBS are also not subject to the same underwriting requirements for the underlying mortgages that are applicable to those mortgage-related securities that have a government or 

government-sponsored entity guarantee. The strategy’s investments denominated in foreign currencies will decline in value if the foreign currency declines in value relative to the U.S. dollar. The securities markets of 

emerging market countries can be extremely volatile. Securities prices and returns will fluctuate with market conditions, currencies and the economic and political climates where the investments are made. All investing 

involves risk including the potential loss of principal. Market volatility may significantly impact the value of your investments. Recent tariff announcements may add to this volatility, creating additional economic uncertainty 

and potentially affecting the value of certain investments. Tariffs can impact various sectors differently, leading to changes in market dynamics and investment performance.  

NOTICE TO PROSPECTIVE INVESTORS WHO INVEST THROUGH INTERMEDIARIES 

Certain unaffiliated intermediaries, including, but not limited to, registered investment advisers, broker-dealers, banks and consultants (each, a “Firm”), may offer/recommend private funds or strategies sponsored by 

The TCW Group, Inc. and its affiliates (“TCW” and together with the private funds and strategies, the “TCW Accounts”) to Firm clients. The Firm does not receive any compensation from TCW if a client invests in the TCW 

Account. However, the client may pay the Firm a fee (e.g., advisory fee, consultancy fee, due diligence fee, etc.) and indirectly pays TCW a management fee through the investment in the TCW Account. As a result of this 

arrangement, a conflict of interest may exist in that the Firm may have an incentive to endorse and make positive statements about TCW. The Firm, its clients or personnel may be or have been invested in vehicles 

managed, advised, or sponsored by TCW, and the Firm, its clients or personnel or affiliates potentially may invest in such vehicles in the future.  

NOTICE TO PROSPECTIVE INVESTORS WHO INVEST THROUGH A WRAP FEE OR OTHER PLATFORM   

Certain unaffiliated firms that sponsor a wrap fee program or other platform (each, a “Sponsor”) may include private funds or strategies offered by The TCW Group, Inc. and its affiliates (“TCW” and together with the 

private funds and strategies, the “TCW Accounts”). The Sponsor charges TCW an administrative or service fee to make a TCW Account accessible to the Sponsor’s clients through the program or platform. The Sponsor 

may also pay the management fee charged by the TCW Account on behalf of the Sponsor’s clients. As a result of these arrangements, a conflict of interest exists in that the Sponsor may have an incentive to endorse or 

recommend a particular TCW Account to its clients rather than other products accessible on the program or platform. The Sponsor, its clients or personnel may be or have been invested in vehicles managed, advised, 

or offered by TCW, and the Sponsor, its clients or personnel or affiliates potentially may invest in such vehicles in the future.  

STRATEGY DISCLOSURE (U.S. AND NON-U.S.)   

This material is for general information purposes only and does not constitute an offer to sell, or a solicitation of an offer to buy, any security. Any issuers or securities noted in this document are provided as illustrations 

or examples only, for the limited purpose of analyzing general market or economic conditions and may not form the basis for an investment decision, nor are they intended to serve as investment advice. Any such 

issuers or securities are under periodic review by the portfolio management group and are subject to change without notice. TCW makes no representation as to whether any security or issuer mentioned in this document 

is now in any TCW portfolio. TCW, its officers, directors, employees or clients may have positions in securities or investments mentioned in this publication, which are subject to change without notice. Any information 

and statistical data contained herein derived from third party sources are believed to be reliable, but TCW does not represent that they are accurate, and they should not be relied on as such or be the basis for an 

investment decision. All information is as of the date of this presentation unless otherwise indicated.  

An investment in the strategy described herein has risks, including the risk of losing some or all of the invested capital. An investor should carefully consider the risks and suitability of an investment strategy based on 

their own investment objectives and financial position. There is no assurance that the investment objectives and/or trends will come to pass or be maintained. The information contained herein may include preliminary 

information and/or “forward-looking statements.” Due to numerous factors, actual events may differ substantially from those presented herein. TCW assumes no duty to update any forward-looking statements or opinions 

in this document. This material comprises the assets under management of The TCW Group, Inc. and its subsidiaries, including TCW Investment Management Company LLC, TCW Asset Management Company LLC, and 

Metropolitan West Asset Management, LLC. Any opinions expressed herein are current only as of the time made and are subject to change without notice. The investment processes described herein are illustrative only 

and are subject to change. Past performance is no guarantee of future results. © 2026 TCW  
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ADDITIONAL STRATEGY DISCLOSURE  (Non-U.S. – Australia, Brunei, China, DIFC, Hong Kong, Indonesia, Japan, Kazakhstan, Korea, Malaysia, New Zealand, Oman, Peru, Qatar, Saudi Arabia, Singapore, Switzerland, 

Taiwan, Thailand, and UK) This material is for general information purposes only and does not constitute or form part of an invitation or offer to issue or sell, or a solicitation of an offer to buy, any security, specific 

product or services. This material is only directed at institutional investors and only provided upon their request. The distribution of this material in certain jurisdictions and/or to certain investors may be restricted or 

prohibited and should therefore not be relied upon by such persons. Accordingly, this material may not be used in any jurisdiction except under circumstances that will result in compliance with any  applicable laws and 

regulations. Persons to whom this presentation is communicated should inform themselves about and observe any such restrictions.  

FOR INSTITUTIONAL INVESTORS IN AUSTRALIA ONLY  

This material is intended only for use in Australia by “wholesale clients” within the meaning of Corporations Act 2001 (Cth). TCW Australia Pty Ltd ABN 86 630 943 609 AFSL 545329 (TCW Australia) is the distributor of 

this material in Australia. TCW Australia holds an Australian Financial Services License (no. 545329) which authorizes it to carry on a financial services business only with respect to wholesale clients. Registered address: 

Level 22, 1 Martin Place; Sydney, NSW 2000, Australia.  

FOR INSTITUTIONAL INVESTORS IN THE DIFC ONLY  

TCW Asset Management (DIFC) Limited is regulated by the Dubai Financial Services Authority (DFSA). This marketing material is intended only for Professional Clients or Market Counterparties and no other Person 

should act upon it.  

FOR INSTITUTIONAL INVESTORS IN JAPAN ONLY   

FOR GENERAL INFORMATIONAL PURPOSES ONLY – TCW Japan, Ltd.; Registration NO.: Director of Kanto Local Finance Bureau (Financial Instruments Business Operator) No.3158; Member of Investment Management 

Association of Japan; Member of Type II Financial Instruments Firms Association  

FOR INSTITUTIONAL INVESTORS IN THE UNITED KINGDOM (UK) ONLY   

The investments referred to in this brochure may not be suitable for all investors. It is categorically offered at the request of the recipient who is categorised as a Professional Client or an Eligible Counterparty under 

applicable law. This brochure is directed at persons who are classified as Professional clients and Eligible Counterparties only. The distribution of this brochure in certain jurisdictions may require that it is translated into 

the official language of those countries. Should any inconsistency arise between the official language version and the English version, the official language version shall prevail for the relevant investors. Currency 

movements may affect the value of investments. Investors should also be aware that the value and income of any securities or investments and the price of shares and the income derived from them, which are mentioned 

in this brochure, may fall as well as rise. Past performance is not a guarantee to future performance. Under no circumstances should information or any part of it be copied, reproduced or redistributed. TCW Europe 

Limited is authorised and regulated by the Financial Conduct Authority: 33 Cork Street, 4th Floor | London W1S 3NQ, UK.  
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