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3Q 2025:  Broader Economy Showing Signs of Cooling 
 
 

• Substantially weaker payroll growth numbers underwhelmed expectations while previous figures faced significant downward revisions, 

suggesting a job market that was weaker than previously understood.   

 

• Moreover, the job openings rate fell to multi-year lows as businesses, still facing an uncertain operating environment, curtailed hiring.  

While layoffs have yet to move markedly higher, the low-hiring low-firing state of the labor market has pressured those out of work and 

looking for a job, with nearly a quarter of the unemployed population still struggling to land a job after 27 weeks.  

 

• The unemployment rate increased to 4.3%, which remains low by historical standards, though the forward-looking picture is somewhat 

unclear given the significant reduction in labor supply.   

 

• Potentially lower overall employment levels come during a time where consumption has already decelerated, with year-to-date retail sales 

and personal consumption expenditures tracking well below 2023 and 2024 levels despite the pulling forward of purchase activity in tariff-

impacted sectors.   

 

• With the lower income cohort having been stretched for years given the impact of higher rates, the upper income tier of earners has 

accounted for an increasing share of overall spending.  However, recent data from VantageScore shows that even these borrowers are also 

facing challenges as they now exhibit the fastest delinquency growth rates on major loan types (autos and credit cards).  

 

 
Our View:  Job markets remain key to the outlook, and we continue to expect further cooling of labor demand will weigh on overall economic 
activity and consumer spending.  Despite a weakening job market, unemployment may not move significantly higher if the supply of labor 
through reduced immigration is similarly constrained.  However, the economic result of either activity is likely to be similar – lower levels of 
consumer spending and a slowing economy. 
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3Q 2025:  The Importance of Policy Sequencing  
 

 
Source: TCW 

 

• The Trump administration’s policy goals are expected to have a mixed impact on the economy, with the more negative policies 

implemented first, while those with an anticipated positive impact expected to materialize as we move into 2026.  

 

• This was prominently displayed in 1H25, where significant tariff hikes suppressed muddled outlooks and crushed confidence, the impact of 

DOGE halted years of government contribution to the employment ranks, and immigration policy suppressed the available workforce.  

 

• There are, however, components of the administration’s agenda that are decidedly pro-growth, including exemptions on tips and overtime 

that could bolster consumer spending, corporate tax incentives for research and development that should drive capital investment, and 

deregulation that stands to increase bank balance sheet capacity, infrastructure spending, and activity related to mergers and acquisitions. 

 

Our View:  We came into the year pessimistic about the economic outlook, and while we still believe the economy is set to slow, there are 

clearly pro-growth tailwinds on the horizon from a policy perspective, with the question being can the economy bridge the gap between then 

and now as headwinds from more aggressive early-year actions start to fade.  This transition is made more complicated by the continued cooling 

of the labor market and general slowdown in consumption, leaving little room for error from both the administration and the Fed.  The odds 

remain tilted toward an overall slowdown, but given the many crosscurrents in the economy and the penchant of this administration for 

headlines, we expect volatility to continue to be a feature of markets going forward.      
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3Q 2025:  The Fed is Forced into Action 
 
 

• With employment metrics worsening, the Fed resumed its easing cycle in September with a 25 bps cut, though this was a foregone 

conclusion by the time the meeting arrived.  Instead, the more interesting development to come out of the quarter’s Federal Open Market 

Committee (FOMC) meetings was the growing divide among committee members to perceived risks to the dual mandate.  

 

• Some FOMC members cited upside risks to inflation as a case for keeping policy more hawkish, while others – particularly those vying for 

the upcoming Fed Chair opening – referenced the labor market as reason to turn more accommodative.  This differing of opinions was 

reflected in the most recent dot plot (with drastic differences in the future path of Fed policy) as well as in the July FOMC meeting, in which 

two Governors dissented for the first time in nearly three decades.      

 

• Away from internal FOMC debates, the quarter also saw increased pressure from the executive branch to lower policy rates, calling into 

question the notion of Fed independence.  Though Chair Powell assuaged concerns numerous times with a commitment to acting in the 

best interest of the country based on incoming data, the addition of Trump-appointee Miran to the board did little to quiet the narrative. 

 

• An independent central bank is critical to maintaining credibility and proper functioning of markets, and while speculation abounds 

regarding the next Fed Chair, the Chair is only one person in a voting committee and cannot make unilateral decisions.   Even one or two 

more members sympathetic to the administration’s agenda aren’t likely enough to overwhelm the full committee and the Fed is widely 

regarded as a robust enough institution to maintain independence in the current environment.  

 
Our View:  Despite all the noise surrounding independence, the Fed’s hardest challenge is balancing their competing mandates of full 
employment and price stability.  With weaker labor data, investors have turned more aggressive in the pricing of future policy with the Fed 
expected to reach “neutral” by end-2026, though we believe there is more room to run, particularly in the front end, as the economic backdrop 
weakens further and the Fed needs to get to neutral – or even accommodative – more quickly.   
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3Q 2025:  Credit Markets Offer Unbalanced Risk/Reward Profiles 
 
 

• In a continuation of this year’s trend, spreads for both investment grade (IG) and high yield (HY) issues tightened over the quarter by 9 and 

23 basis points (bps), respectively, supported in part by persistent demand for attractive all-in yields.  In the IG market, strong sponsorship 

on behalf of insurers and other yield-based buyers saw spreads reach 68 bps intra-quarter – the lowest level since the mid-1990s. 

 

• This demand translated to robust supply as both IG and HY issuers capitalized on receptive markets.  While the week after Labor Day 

typically sees elevated activity, this year brough the third-largest IG issuance day on record with $43bln priced.  Meanwhile, HY issuance 

year-to-date reached over $260bln, a more than 12% increase from this same time last year per BofA Global Research.  

 

• While corporate balance sheets in general are in decent shape and the risk of an imminent default wave is low, valuations at historically 

tight levels provide minimal protection against future volatility and spread widening.  In fact, empirical evidence suggests that forward 

excess returns (return over a risk-free Treasury of similar duration) are likely to be negative in both the IG and HY markets at current 

spread levels.  

 

• There are, however, opportunities in non-traditional areas of the market to add incremental values to portfolios.  One such area is in 

Australian semi-government bonds (akin to an agency or municipal issue in the U.S.), which offer a roughly 35 bps spread premium to the 

U.S. AA-rated corporate Index.  Similarly, select European issues offer better relative value for similar levels of credit risk, despite a modest 

give up in liquidity given smaller markets overseas.  

 

 

Our View:  We continue to believe that credit spreads 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 variety of economic conditions.  This more cautious positioning also provides liquidity that can be quickly deployed during bouts of 

volatility like in early April, where the team added significantly on better entry points and benefitted from the subsequent tightening. 
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3Q 2025:  Securitized Markets Offer Better Relative Value 
 
 

• With the FOMC delivering a rate cut and the future path of interest rates becoming clearer, interest rate volatility subsided during the 

quarter to greatly benefit agency mortgages.  The agency MBS sector was the best performer in the securitized space, gaining over 2.4% 

and delivering 83 bps of excess returns as the current coupon spread tightened from 147 bps to 125 bps.  

 

• The return pattern across the 30-Year coupon stack was not uniform, however, with the move lower in rates challenging performance for 

premium-priced higher coupons.  On a duration-adjusted basis, 2.0 and 2.5 coupons performed the best, with 4.5 belly coupons also doing 

well as money managers rotated down in coupon, driving 7.0 coupons to negative excess returns.  With this, the defining feature of the 

quarter for agency MBS was the reversal of the carry trade in favor of total return.   

 

• This year, borrowers have exhibited an aggressive response to refinancing relative to moves lower in mortgage rates, with even modest 

declines in mortgage rates producing outsized refinance responses.  This is especially true for pools issued in the last two years with 

typically higher coupons, which have exhibited much higher prepayment speeds than would be expected given higher loan balances and 

more efficient servicers. 

 

• Other securitized sectors also performed well over the quarter as the spread tightening observed in credit markets carried over to 

structured products.  The securitized components of the Bloomberg Aggregate Index generated positive total and excess returns, while 

out-of-benchmark areas like CLOs and non-agency MBS similarly exhibited strong performance.   

 
 

Our View:  Though spreads have moved tighter, 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, the securitized markets can 

provide strong structures to withstand volatility and ample opportunity for disciplined active managers to capture yield premiums given the 

variety of collateral, structures, and liquidity profiles available across sectors.    
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3Q 2025:  Core and Core Plus Fixed Income Positioning Summary 

Though cracks emerged in the labor market over the quarter, a large swath of the market, particularly in corporate credit, remains priced to more optimistic 
outcomes.  Portfolios therefore maintain ample liquidity and prioritize more defensive corporate credit positioning to capitalize on better entry points ahead.  
 

Characteristic Positioning Comments 

Duration Approximately 0.3 years 
long versus the benchmark 

Though the Fed resumed easing, rates remain restrictive and above fair value, especially given the likelihood 

for further labor market weakening 

Curve Expectations for a steeper 
curve  

Overweight short and intermediate tenors of the curve should the Fed have to ease more aggressively than 

is expected by markets  
 

MBS • Agency MBS – large 

overweight 

 

 

• Non-Agency MBS – 

maintain allocation 

• Prefer specified pools with better convexity characteristics as prepayment concerns re-emerge, 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 incremental 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 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, and large U.S. banks given attractive valuations and fundamentals 

• Minimal exposure to cyclical credit sectors and non-corporate credit; slightly overweight municipals given 

spread widening during the quarter 

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 non-U.S. credit to capture incremental spread over domestic issues 

• 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 September 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.  

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