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2Q 2025:  Business and Labor Market Outlook Muddled by Tariff Volatility 
 
 

• Reciprocal tariffs announced on April 2nd or “Liberation Day” were much higher than expected.  Highlighting the announcement was a 

proposed levy on Chinese imports of 145%, with steep tariffs also assigned to other countries deemed to be trade “offenders”.  The policy 

also saw a baseline 10% tariff rate on all imports, raising the effective tariff rate to levels not seen since pre-WWII.  

 

• The aggressive tariff policy caught investors and other countries off guard, leading to escalating retaliatory tariffs, dramatically higher 

volatility, and widespread concerns about rampant inflation and slowing economic growth.  Businesses struggled to provide forward 

earnings guidance or plan for capital expenditures under the new trade policy, leading to acute uncertainty that dominated the quarter as 

the ensuing 90-day tariff reprieve and de-escalation with China further confused the outlook for business leaders and consumers.    

 

• Despite the volatility, labor markets remained reasonably resilient with the unemployment rate hovering around 4.2% for most of the 

quarter.  Both anecdotal and hard data suggested that hiring has slowed while layoffs have yet to substantially increase.  Meanwhile, a 

drop in the labor force participation rate, spurred partly by immigration policy, also supported the resilience of official data. 

 

• Although the unemployment rate is historically a key barometer for labor market health, it is backward looking and typically lags economic 

conditions by at least a couple quarters.  At the same time, monthly payroll numbers, which have only softened modestly, are subject to 

massive revision given all the necessary statistical adjustments included in those estimates.  However, more consistent leading labor 

market indicators such as rising initial and continuing jobless claims, falling temporary worker employment, stagnating wage growth, and 

the labor market differential (share of respondents indicating jobs are plentiful minus those saying jobs are hard to get) falling to the 

lowest level since 2021 point in a different direction. 

 

 
Our View:  Forward looking labor data suggests the labor market is set to continue softening, with higher unemployment rates the likely 
outcome.  Uncertainty created by the on again/off again nature of tariffs exacerbates already difficult conditions for companies in the current 
environment, and to the extent rising input prices put pressure on profit margins with companies unable to pass along all those costs to 
consumers, companies will likely be forced to resort to layoffs to defend margins, increasing the risks to employment going forward.  
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2Q 2025:  Resilience of the Consumer Called into Question   
 
 
• Consumer sentiment cratered in April as equity markets tumbled and fears of a global trade war grew, with large declines in sentiment 

evident across income cohorts, age groups, and political affiliations.  The University of Michigan’s Consumer Sentiment Survey fell to 52.2 

in both April and May, down from 74.0 at the start of the year and the second-lowest reading this decade.  Meanwhile, the “expectations” 

component of the survey fell to 47.3 – the lowest level since 1980, a telling sign of what is likely to come as “soft” survey-based data 

results typically precedes actual “hard” data. 

  

• The drop in confidence is especially important as recent research suggests that the top 10% of income earners drive 50% of the overall 

consumer spending in the U.S., a record high in Moody’s data going back to 1989.  While no one expects that top 10% to suddenly file for 

bankruptcy or to see delinquency rates on credit cards or auto loans jump higher, given the reliance on that upper income cohort, a shift in 

behavior to be more careful with spending given rising uncertainty has serious negative implications for U.S. economic activity. 

 

• To that end, consumer spending faltered over the quarter as U.S. retail sales fell by 0.9% in May on a month-over-month basis to mark the 

largest decline so far this year.  Moreover, recent analysis by McKinsey & Co. showed that more than 60% of consumers have changed or 

expected to change spending habits given the introduction of tariffs, including cutting back nonessential spending and trading down to 

lower cost goods, a theme also evident on corporate earnings calls. 

 

• Adding to the growing headwinds faced by consumers was the end of the moratorium on student loan payments implemented during 

COVID, which has seen the share of student loan borrowers more than 90 days past due rising to pre-pandemic levels of 8%.  All borrowers 

must contend with the burden of payments that weren’t made for 5+ years, while delinquent borrowers risk lower credit scores, less 

availability of credit generally, and those with federal loans could also see wages garnished, further hampering spending going forward.  

 

 

Our View:  Although consumer confidence improved later in the quarter as equity markets rebounded, it hasn’t yet returned to pre-Liberation 

Day levels, suggesting that there remains lingering concerns about the durability of equity gains in the current uncertain environment.  This 

uncertainty, coupled with comments from numerous retailers about wealthy consumers trading down to save money and the ongoing stress in 

lower income cohorts, should lead to lower levels of consumption, reduced consumer spending, and ultimately, slower economic growth down 

the road. 
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2Q 2025:  The Yield Curve Steepens Amid Lower Inflation and Elevated Term Premium 
 
 

• Inflation expectations soared over the quarter with increases expected over both the short and long term.  This contrasted with realized 

inflation where headline CPI came in below consensus expectations in both April and May, with prices in core goods and shelter both 

decelerating.  Meanwhile, TIPS breakeven inflation rates remained relatively well contained, reflecting an investor base that assumed 

tariffs would lead only to a temporary increase in prices rather than longer-term effects.   

 

• Despite encouraging inflation prints, the Federal Open Market Committee (FOMC) opted to remain patient and keep rates steady, though 

late-quarter comments from key FOMC officials hinted at the possibility of resuming cuts in the near future.  Combined with weakening 

macro data, this led investors to price in a more active Fed and caused short rates to fall, though long rate rose as the curve steepened, 

reflecting a combination of tariff driven inflation fears, rising term premiums likely due to elevated volatility, and heightened concerns 

about the sustainability of U.S. deficits given increasing fiscal spending. 

 

• Concerns about fiscal deficits aren’t new, but the issue has taken on renewed importance with many market participants expressing angst 

around Treasury issuance, liquidity, and foreign demand.  However, there have been no substantive signs of meaningful foreign selling of 

Treasuries, with the most recent data from the Treasury Department showing the amount of Treasuries held by foreign investors remained 

near the record high set in March.  

 

• If a substantial mismatch between supply and demand for Treasuries were to materialize, presumably it would show up in various ways – 

rising bid/ask spreads, failing auctions, elevated collateral or repo rates, or dislocations in the difference between cash bond and futures 

market pricings, and we have seen none of those.  Moreover, the amount of Treasury futures open interest – a proxy for the size of the 

widely speculated about basis trade – relative to the size of the overall Treasury market has remained within historical norms, suggesting 

that rate moves were not driven by an unwinding of the basis trade, as was speculated by many during the quarter.   

 
Our View:  We believe the underlying trend in inflation is lower, and while tariffs may lead to short-term increases in prices, they are primarily a 
tax on consumption and are expected to be disinflationary over the medium to longer term.  This dynamic should provide the Fed cover to ease 
more aggressively than is currently expected if and when the labor market shows more concrete signs of weakening.  These fundamentals are 
expected to be far more influential on rates over the next few quarters than any issues with increasing deficits.  While ever-rising debt levels 
create existential challenges for U.S. fiscal policies and taxpayers in the decades ahead, as long as the U.S. dollar remains the world’s reserve 
currency and Treasuries remain the pre-eminent risk off asset, those challenges are manageable. 



 

4 
 

 
For Investment Professional Use Only 

 

 
2Q 2025:  Portfolio Positioning Themes and Outlook 
 
 
Portfolios are broadly positioned in expectation of a slowing economy with periodic bouts of volatility: 
 

• Long duration overall with an emphasis on 2-5 year maturities, and an underweight to the 30 year part of the curve 

• Overweight non-government sectors overall vs. benchmarks  
o Large overweight to agency mortgage-backed securities (MBS), non-agency MBS, select ABS sectors, and high quality CMBS 

which are anticipated to be more resilient in a slowing economy 
o Underweight to corporate credit given tight credit spreads and poor relative value with a minimal allocation to high yield credit 

 
What are some potential catalysts that could push credit spreads wider, boost relative performance, and drive higher allocations in both 
investment grade and high yield credit? 
 

o Higher tariff rates will likely put pressure on corporate profit margins, either reducing earnings and profitability or forcing more 
layoffs to protect margins 

o Higher unemployment and weaker labor markets should lead to declines in consumption and spending, slower overall growth, 
lower earnings, and ultimately wider spreads given increasing risks 

o Trump induced volatility due to tariffs or any of a number other issues.  President Trump wields uncertainty as a weapon to 
extract concessions from counterparties, so we believe further bouts of volatility are to be expected. 

o With equity markets priced well above historical norms, there is meaningful downside should today’s ebullient expectations fade 
whether due to trade tensions, geopolitical events, oil prices, or some other exogenous shock 

o If and when the Fed cuts rates due to any of the above, interest rates will fall substantially and all-in yields for corporate bonds 
will also drop, even as spreads widen.  Lower overall yield is likely to limit demand from yield-based buyers, exacerbating the 
move wider in spreads 
 

 

Our View:  While wider credit spreads is our base case view, we don’t require that outcome to generate positive excess return.  As currently 

constructed, given the greater overweight in securitized sectors relative to the underweight in corporate credit, TCW portfolios generally carry 

meaningful yield premiums versus their benchmarks, providing opportunities for outperformance even in relatively stable market environments. 
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2Q 2025:  Credit Markets Shrug Off Early-Quarter Volatility  
 
 

• Credit spreads for both investment grade and high yield corporates finished the quarter 11 and 56 bps tighter, respectively, though these 

ending levels mask the sharp widening that occurred following Liberation Day.  In the days immediately following the April 2 

announcement, investment grade corporate spreads widened 25 bps from start-of-quarter levels, ultimately reaching 119 bps at the wides, 

while high yield spreads widened 106 bps to 453, though neither reached long-term average spread levels despite the large move.  

 

• Despite the initial widening, the 90-day tariff reprieve and progress towards a trade deal with China reignited investor risk sentiment, 

which when combined with resilient demand for still-attractive all-in corporate credit yields, drove excess positive total and excess returns 

for investment grade and high yield corporates.  The Bloomberg U.S. Corporate Index advanced 1.8% and outpaced duration-matched 

Treasuries by 104 bps, while the Bloomberg U.S. Corporate High Yield Index gained 3.5% with 217 bps of excess returns as spreads retraced 

the April widening and then some.  

 

• However, with spreads back to the extremely narrow levels where they ended 2024, corporate credit markets present an unfavorably 

asymmetric risk and reward profile.  To provide context to this asymmetry, at a duration of around 7 years for the Bloomberg US Credit 

Index, and with the Index ending spread level of 79 bps it would take only about 12 bps of spread widening to erase a year’s worth of 

spread carry, with greater increases in spreads causing underperformance relative to a credit risk free Treasury bond.  

 

• Receptive capital markets and robust investor risk appetite saw the return of more aggressive issuance from borrowers, including a PIK 

(Pay In Kind) toggle from a major apparel company to fund an acquisition by a private equity company.  This structure is considered 

aggressive because the issuer can choose to pay the coupon in cash or in more bonds, with the latter saving cash, but increasing leverage.  

These structures are relatively rare – only a handful of them are issued annually – and only appear when markets are wide open, demand is 

high, investors are less discerning about risks, and power has shifted significantly in favor of issuers over bondholders.  

 

 

Our View:  We continue to believe that credit spreads at current levels are too tight and do not provide sufficient compensation for the risks 

being assumed in the current market.  As such, allocations remain defensive, focused on higher quality, less cyclical issuers in sectors we believe 

will be more resilient in a slowing economy.  We emphasize strong liquidity so that we are well positioned to be active during periods of 

dislocation and volatility to add quickly to exposures at more attractive levels, as we did in early April. 
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2Q 2025:  Better Opportunities in Securitized Markets 
 
 

• Despite a challenging April, agency MBS finished the quarter on solid footing alongside a steepening of the yield curve and reduction in 

rate volatility.  The sector returned 1.2% and beat Treasuries by 17 bps on a duration-matched basis, with nearly every coupon across the 

30-Year conventional coupon stack performing well absolutely and relative to Treasuries.  Middle and upper coupons continued their run 

of strong returns this year as the demand for carry remained firm, while lower coupons benefitted from the duration effect of lower rates.  

 

• While home prices are generally higher, the so-called “sand and sunshine states” of Arizona, Florida, and Texas have seen lower home 

price appreciation (HPA) than the national average.  These locales benefited the most from COVID era migration and as a result, have seen 

higher supplies of new homes, which is correlated with lower levels of HPA.  Because most prepayment models use national HPA 

expectations in their cash flow estimates, there is a likelihood that mortgage pools with greater concentrations in those states will prepay 

more slowly than the models predict, creating mispricings that can benefit knowledgeable investors. 

 

• Consistent with the risk-on theme evident in corporate credit over the second half of the quarter, securitized credit also experienced 

spread tightening across sectors, particularly higher beta and more risky corners of the market.  As a result, credit curves across sectors 

and structures flattened over the quarter, reversing much of the steepening that had occurred in early 2025.  Illustratively, the spread 

between AAA and BBB rated CLOs and non-QM RMBS returned to the some of the lowest levels in two years.  

 

• However, risks remain despite optimistic market pricing, particularly among consumer-related sectors.  Data from Fitch shows that 

subprime auto delinquencies are up by 47 bps on the year, more than 300 bps higher than in 2021 and above the level seen during the 

Global Financial Crisis.  Similarly, charge-offs in credit card trusts increased over the quarter, while the amount being rolled over on credit 

cards each month rose to the highest level since 2012, evidence that borrowers are struggling to keep up with regular expenses.   

 
 

Our View:  Securitized products generally trade at more favorable spread levels than corporates, making the relative value proposition 

attractive and informing sizeable overweight positions across portfolios.  Further, in an environment where economic, policy, and market 

uncertainty remain elevated, the securitized markets can provide strong structures to withstand volatility and ample opportunity for disciplined 

active managers given the variety of collateral, structures, and liquidity profiles available across sectors.    
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2Q 2025:  Core and Core Plus Fixed Income Positioning Summary 

Portfolios remain positioned for ongoing volatility with a continued focus on liquidity and downside protection, with ample dry powder to take advantage of 
periodic dislocations like we saw in April. 
 

Characteristic Positioning Comments 

Duration Approximately 0.4 years 
long versus the benchmark 

Rates remain restrictive and above fair value, especially given the likelihood for further economic slowing 

Curve Expectations for a steeper 
curve  

Overweight short and intermediate tenors of the curve given expectations that the Fed will eventually have 

to ease more aggressively than markets expect as growth cools  
 

MBS • Agency MBS – large 

overweight 

 

 

• Non-Agency MBS – 

maintain allocation 

• Prefer specified pools given better convexity characteristics, but maintain exposure to TBAs for liquidity 

• Emphasize lower coupon (<3.5%) issues for upside price potential and middle coupons (4% - 4.5%) for a 

favorable mix of spread and convexity relative to current coupons, with small position in floating rate 

CMOs for additional income 

• Non-agency MBS bonds backed by seasoned and re-securitized legacy collateral benefit from solid 

fundamentals including lower loan-to-value ratios and delinquency rates given seasoned borrower profiles 

and home price appreciation 

ABS Moderate overweight • Prefer AAA and AA rated CLOs that offer liquidity, robust structures, and attractive spreads 

• Diversified exposure across higher yielding non-traditional collateral  

CMBS Small overweight, bias to 

add 

Cautious overall with targeted exposures to trophy property types via single asset single borrower non-

agency CMBS deal structures, including some exposure down the capital structure 

Investment 

Grade Credit 

Large underweight • Though underweight, positioning emphasizes more defensive industries like communications and 

consumer non-cyclicals 

• Banks represent a sizeable position given attractive valuations and fundamentals, though underweight 

relative to the Index given potential for spread widening as consumer spending slows 

• Minimal exposure to cyclical credit sectors and non-corporate credit 

Leveraged 

Finance 

Minimal allocation Target high conviction issuers and idiosyncratic credits over broad-based exposure given tight valuations 

across both loans and bonds 

International Small allocation • Modest position in European corporates given slightly spreads versus the U.S.  

• Minimal emerging market exposure, focused on high-quality sovereign issues 
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All information is as of the date of this presentation unless otherwise indicated. 

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 June 30, 2025, 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. Source: Bloomberg, TCW 

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.  
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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. © 

2025 TCW  

ADDITIONAL STRATEGY DISCLOSURE  (Non-U.S. – Australia, Brunei, China, DIFC, Hong Kong, Indonesia, Japan, Kazakhstan, Korea, Malaysia, 

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, 
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this material may not be used in any jurisdiction except under circumstances that will result in compliance with any 2 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: 12 Warrane Road, Roseville Chase NSW 2069 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 Japan Investment Advisers Association; 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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