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2Q 2026: YTD Markets – A Tale of Two Parts 
Markets year to date have experienced two distinct and very different environments.  The first was in January and February and was characterized by 
falling rates, weaker labor markets, and expectations for rate cuts.  The second started with the conflict in Iran and involved higher inflation expectations, 
higher rates and expectations for rate hikes. 

 
• Rates: After moving lower during the first two months of the year, U.S. Treasury yields surged in March alongside higher oil prices and more hawkish 

Fed expectations.  Early-year expectations for rate cuts quickly gave way to anticipated rate hikes to combat energy-driven inflation, with energy-
importing countries like the UK experiencing more drastic moves. 

Portfolio Changes: TCW reduced durations to just slightly longer than benchmarks across styles in February as rates moved lower 
before adding it back in March, with additions focused on U.S. and UK front-end maturities given a view that hawkish repricing was 
overdone.  

 
• Credit: Market participants largely ignored the potential demand destruction and growth implications of higher rates, with credit spreads only 

softening modestly as spread volatility proved short-lived and small in magnitude.  During the peak of the conflict, U.S. IG and HY credit spreads 
widened by just 9 and 44 basis points (bps), respectively, closing the quarter close to the tights of the year. 

Portfolio Changes: Portfolios added high-quality credit in March at more attractive entry points, though the quick retracement of 
spreads informed subsequent trimming in line with our value discipline. 

 
• Agency MBS: January’s announcement that the government-sponsored entities (GSEs) would purchase up to $200bln of agency MBS benefitted 

the sector and provided a catalyst for the current coupon spread to fall below 100 bps for the first time since 2022.  The start of the conflict, 
however, saw much of this momentum get reversed as rate volatility spiked, though the sector stabilized as peace deals were announced, oil prices 
fell, and rate volatility moderated. 

Despite weakness due to higher rates and elevated volatility, agency MBS performed better than expected, at least partially attributable 
to the impact of the GSE buying acting as a stabilizer.  Consistent with corporate credit, small additions were made as spreads widened, 
though opportunities were limited given the modest moves.  

 
Our View: Assuming the conflict in Iran continues to move in a positive direction and oil flows through the Straits of Hormuz increase, we expect oil prices 
should stay contained, rates will fall, and trends that were in place at the start of the year – including AI-related uncertainty, private credit hiccups, and 
mixed labor market signals – will return to the forefront.  As the economy reverts to these underlying trends, positioning that was highly beneficial during 
that period should boost relative performance temporarily lost in the recent volatility.   
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2Q 2026: Inflation and the Labor Market 
 

• The second quarter began with a classic energy-related inflation scare as headline metrics increased alongside higher oil prices, though core 
inflation remained contained and even showed signs of disinflation in demand-sensitive sectors.  Moreover, trimmed mean inflation – which strips 
out the highest and lowest outliers – showed inflation closer to 2.4%, revealing a softer underlying trend.  
 

• A series of cease fires and progress towards a more lasting resolution saw oil prices fall sharply from early-quarter peaks, with front-month Brent 
crude futures contract prices declining by more than 30%.  This development pulled market-based inflation expectations lower as both breakevens 
and zero-coupon inflation swaps closed the quarter below pre-conflict levels, while the sharpness of the drawdown also hints at demand weakness 
and softer underlying global activity than widely acknowledged.  
 

• Meanwhile, it appears that the labor market may be stabilizing amid upside surprises to job openings over the quarter, though it is likely still early to 
tell if this is truly a structural shift.  Underlying components of the data, like voluntary quits and shrinking difference between those saying jobs are 
plentiful versus those saying jobs are hard to get, point to a broader employment backdrop that remains tenuous, with workers lacking confidence 
in the ability to quickly find new jobs. 
 

• Despite the increase in overall job postings, wage growth has flatlined over the past several months, removing a key source of inflationary pressure 
and differentiating this energy shock from the one in 2022 when the labor market was significantly tighter.  Real wages (wages adjusted for inflation) 
turned negative during the quarter, marking a clear shift in the pricing dynamic of wages away from the employee towards the employer – a 
development that is likely to continue alongside growing AI implementation. 

 

 

Our View: We believe that fears of rekindled inflationary pressures have been overblown, particularly given the state of the labor market, the trajectory of 
wages, and the fact that current elevated inflation readings have been concentrated in energy and related sectors, which should moderate as oil prices 
normalize.  However, we remain wary of upside risks to inflation which could materialize if measured inflation starts to become more broad-based, 
inflation expectations move higher, or there is a meaningful fiscal response to higher prices in the form of transfer payments to consumers.   
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2Q 2026: A Fed Overhaul and Hawkish Tilt 
 

• June’s Federal Open Market Committee meeting and press conference were highly anticipated given it was the first chance for markets to hear 
from newly appointed Chair Kevin Warsh and his vision for the Fed.  The meeting struck a more hawkish tone than many anticipated as FOMC 
members signaled a growing chance of rate hikes in 2026, while comments from the Chair did little to push back on this interpretation given an 
explicit and unwavering commitment to bring inflation back to the 2% target.  
 

• We would argue that the bar to sound hawkish was low; Warsh’s campaign was centered around lower rates and easing monetary policy.  The press 
conference and promise to rein in inflation is therefore best viewed as a credibility building exercise, with apparent success given the market 
reaction and seemingly fewer concerns about Fed independence.  
 

• Warsh also announced task forces to examine and reevaluate Fed operations and policy implications across five dimensions: Fed communication, 
the balance sheet, reliance on existing data sources, productivity/jobs, and the Fed’s inflation framework.  The initial timeframe for feedback from 
the task forces was year-end, though markets could see some changes before then.  
 

• For example, a major theme during the press conference was Warsh wanting to move away from forward guidance, likely spelling an end to the dot 
plot and other official projections.  This shift may already be underway as research from Citadel shows that from 2021 to 2026, in the week 
following a Fed meeting, there was an average of 16 public appearances by Fed officials.  In the week following Warsh’s meeting, there were just 
eight.  
 
 
 

Our View: While the bar to sound hawkish was low, we view the bar to actually raise rates as high and expect the next Fed move to be a cut in rates.  Though 
the Fed is likely to be patient with any moves, barring a re-escalation of the Iran conflict, or the risk of more entrenched inflation, we expect the economy will 
ultimately return to the broader trends that existed early in the year, which would be consistent with cuts to bring rates closer to neutral or even 
accommodative rather than the current restrictive stance.  
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2Q 2026: Muted Volatility in Credit Markets 
 
 

• U.S. IG and HY corporate credit spreads, as represented by the Bloomberg U.S. Corporate and Bloomberg High Yield Corporate indices, finished 
the quarter 14 and 47 bps tighter, respectively.  Spread tightening highlights not only how quickly credit rebounded from March’s volatility, but also 
the enduring appeal of current yields across both sectors, which continues to attract yield-based buyers.  Consistent demand has also helped to 
suppress spread volatility, with IG corporates trading in just a 12 bps range during the quarter. 
 

• That said, spread as a percentage of yield – or how much extra compensation investors receive above the risk-free rate – remains at the lowest 
levels of this cycle, providing little cushion against adverse moves in spreads, and providing little incentive to hold corporate debt versus other 
sources of portfolio yield.  
 

• As companies race to finance AI capability and capacity, capex needs have expanded meaningfully and YTD issuance in the debt markets has 
significantly increased year-over-year, with IG ($1.2trln) and HY ($184bln) issuance both up roughly 32% per data from Bank of America and J.P. 
Morgan.  The AI capex buildout is among the largest industrial spending waves in history and has encompassed nearly every sector, though 
profitability on these massive investments has yet to be proven at scale, creating an uncertain picture of ultimate winners and losers, and the 
potential for downside risk if realized profits do not meet expectations. 
  

• The spending frenzy has been met with even more robust demand from investors that has spurred a wave of initial public offerings (IPOs) and 
primary market activity.  However, there is a growing divergence between primary demand and investor confidence, exemplified by the recent 
SpaceX IPO.  Though it was oversubscribed and opened strong, it traded 7 to 30 bps weaker in secondary markets given no earnings history, 
negative free cash flow, and years of capex forecasted, eventually trading with a significant yield premium to other BBB rated peers.   
 
 

 
Our View: With trillions of dollars being spent on AI capex over the next couple years, it is hard to imagine a scenario in which all of that money is invested 
prudently without waste or mishaps.  History suggests that major industrial buildouts generate significant mal-investments and this one isn’t likely to be 
different, and as a consequence there will almost certainly be winners and losers, underscoring the need for discipline when underwriting new deals and 
the borrower’s place in the AI ecosystem.  With broad credit valuations not reflecting any sort of risk – whether across AI or the economy in general – 
portfolios remain defensively positioned from an allocation perspective, focusing on bottom-up issue selection based on a foundation of solid company 
fundamentals.  
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2Q 2026: Securitized Markets Also Tight, But Offer Better Relative Value 
 
 

• Agency MBS registered 30 bps of excess returns versus risk-free Treasuries in the second quarter, supported by moderating rate volatility that 
helped nominal spreads tighten from 125 bps to 109 bps.  The broader sector continues to trade directionally with rate volatility, though 
opportunities for differentiated exposures remain given the breadth and varying characteristics across the coupon stack, with lower coupons 
offering upside price potential on lower mortgage rates and upper coupons providing better carry (though with greater prepayment risks). 
 

• The non-agency MBS (NMBS) sector recovered from March volatility with spreads tightening across capital structures and credit curves flattening 
as lower rated and more subordinated tranches experienced a more pronounced tightening.  NMBS offers attractive yield and spread premiums 
and solid underlying collateral given the downward trend in loan-to-value rations and home price appreciation, resulting in positive excess returns 
across collateral types year-to-date.  
 

• Similarly, non-agency commercial mortgage-backed securities (CMBS) have performed well on a duration-adjusted basis this year, though 
bifurcation remains at the property level.  Rating actions across major rating agencies have remained elevated in recent quarters and are primarily 
downgrades as some property types and borrowers are struggling with higher rates and vacancies.  This has also led to a growing share of CMBS 
loans being liquidated at losses, with the severity of losses highest across office and retail.  
 

• The asset-backed security (ABS) sector continues to grow and evolve, with major sectors broken down into consumer and commercial ABS 
types.  Commercial issuance and opportunities have been most topical given the amount of data center spend that has been financed through the 
ABS market, including from weaker sponsors or more risky profiles that are capitalizing on receptive capital markets to get deals done at tight 
valuations reinforcing the need for detailed diligence work.   

 
 
 
 
Our View: We remain constructive on securitized markets given better relative value and generally wider spread levels than similarly rated corporate 
counterparts, though issue selection remains critical to managing downside risks and navigating a market backdrop marked by generally optimistic 
pricing.  Agency MBS is a large allocation across portfolios given the liquidity and still-attractive spread levels, while positions in securitized credit are 
focused on high-quality collateral, utilizing the structured nature of the sector to add additional spread and yield premiums in subordinated tranches 
where appropriate.   
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2Q 2026: Core and Core Plus Fixed Income Positioning Summary 
 
We view the range of possible market and economic outcomes as having broadened since the start of the year, warranting a continued focus on liquidity 
and discipline in portfolio construction.  Securitized sectors currently offer more compelling relative value versus corporate credit and therefore remain a 
larger allocation across portfolios.  
 

Characteristic Positioning Comments 

Duration Approximately 0.2 years long 
versus the benchmark 

We believe the bar for rate hikes is high, informing a modest duration overweight to capitalize on rates 
gradually falling as inflation fears subside  

Curve Expectations for a steeper curve  Overweight short and intermediate tenors of the curve given a view that the hawkish repricing of Fed 
policy is overdone 

 
MBS • Agency MBS – large overweight 

 
 

• Non-Agency MBS – large 
allocation 

• Agency MBS position utilizes specified pools for better prepayment characteristics and TBAs for 
liquidity 

• Emphasize middle coupons (3.5% - 4.5%) for an attractive combination of carry 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 senior tranches of CLOs for liquid carry and structural protection 
• Diversified exposure across non-traditional ABS collateral offering attractive risk-adjusted yields 

CMBS Small overweight CMBS position is focused on single asset single borrower deals for transparency into underlying 
collateral 

Investment 
Grade Credit 

Large underweight • Current credit spreads offer investors minimal protection against prospective volatility or spread 
widening, informing a continued underweight  

• Exposure is diversified across industries with a general bias towards higher quality issues until more 
attractive entry points arise  

High Yield / 
Loans 

Minimal allocation Focus on idiosyncratic opportunities and bottom-up issue selection to capture compelling yields, drive 
alpha potential, and minimize beta to broader risk assets 

International Moderate allocation • Explore opportunities in non-U.S. credit for incremental spread premium relative to domestic issues 
• Maintain small position in high-quality, USD-denominated emerging market sovereigns 
• Selective positioning in UK duration, where allowed 
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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 June 30, 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  

  



     INVESTMENT PROFESSIONAL USE ONLY 

 
 

                                                                                                                                    8 

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 14, 50 Bridge Street, Sydney NSW 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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