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Current Market Themes

▸ U.S. economy has been resilient but a cooling labor market presents risk▹ Net new job creation neared zero as employers follow a “no hire, no fire” approach▹ Inflation accelerated but Fed expects further price pressures to be short-lived▹ Uncertainty eased as tariff and fiscal announcements were digested

▸ Fed cut rates for the first time in 2025▹ Fed Chair Powell acknowledged the difficulty in balancing the risks affecting labor
markets and inflation, but noted risks to the labor market were the Fed's focus▹ The Fed’s September “dot plot” signals 50 bps in additional cuts for 2025, though views
remain split, with 7 members favoring no additional cuts in 2025

▸ Treasury yields moved lower across the curve in Q3▹ Front end Treasury yields moved lower on Fed rate cut expectations▹ Yields settled into a narrow trading range as market volatility eased▹ Credit spreads continued to tighten and neared historically narrow levels

For the Quarter Ended September 30, 2025
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2023 2024 2025

CPI YoY 6.4 6.0 5.0 4.9 4.0 3.0 3.2 3.7 3.7 3.2 3.1 3.4 3.1 3.2 3.5 3.4 3.3 3.0 2.9 2.5 2.4 2.6 2.7 2.9 3.0 2.8 2.4 2.3 2.4 2.7 2.7 2.9

Unemployment 
Rate 3.5 3.6 3.5 3.4 3.6 3.6 3.5 3.7 3.8 3.9 3.7 3.8 3.7 3.9 3.9 3.9 4.0 4.1 4.2 4.2 4.1 4.1 4.2 4.1 4.0 4.1 4.2 4.2 4.2 4.1 4.2 4.3

U.S. Real GDP 
QoQ 2.9 2.5 4.7 3.4 0.8 3.6 3.3 1.9 -0.6 3.8 1.7%

Est.*

Consumption 
QoQ 4.5 1.5 3.1 3.0 1.7 3.9 4.0 3.9 0.6 2.5 1.5%

Est*

Worse Neutral Better

Economic Growth Rebounds Amid Sticky Inflation

For the Quarter Ended September 30, 2025
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Tariff Revenue Nears $200 Billion Year-to-Date
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Monthly Tariff Revenue

Collected tariff rate of ~12% 

For the Quarter Ended September 30, 2025
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Factors Influencing Slower Than Expected 
Pass-Through of Goods Inflation

The Fed's Dual Mandate Remains Complicated

Aug-25
2.9%

Dec-25
3.2%

Mar-26
3.0%

Sep-26
2.7%

1%

2%

3%

4%

5%

Sep-23 Sep-24 Sep-25 Sep-26

Core PCE Inflation (YoY)
Mean Forecast Actual

For the Quarter Ended September 30, 2025
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Cumulative Job Growth
Jun-25 through Aug-25 

Aug-25
4.3%

Dec-25
4.4%

Mar-26
4.4%

Sep-26
4.4%

3%

4%

5%

Sep-23 Sep-24 Sep-25 Sep-26

Unemployment Rate
Mean Forecast Actual

Month Payrolls

June ’25 -13k

July ’25 79k

August ’25 22k

Avg. 
29k 

The Fed's Dual Mandate Remains Complicated

For the Quarter Ended September 30, 2025
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▸ Net new job creation nears zero▸ Sticky services inflation▸ Increasing retail credit card
balances▸ Rising student loan
delinquencies▸ Planned federal spending cuts

▸ Slower tariff-based inflation
passthrough▸ Stabilizing credit card
delinquencies▸ Corporate fundamentals

▸ Easing Fed Policy▸ Resilient consumer spending▸ Positive real disposable
personal income growth▸ Fiscal tailwinds to business
investment
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Economic Uncertainty Challenges Outlook

For the Quarter Ended September 30, 2025
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Fed’s Updated Summary of Economic Projections

For the Quarter Ended September 30, 2025
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The Latest Fed “Dot Plot” 
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cuts in ’25
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For the Quarter Ended September 30, 2025

PFM Asset Management | pfmam.com Page 11 of 77



3.25%

3.50%

3.75%

4.00%

Jun-25 Jul-25 Aug-25 Sep-25

2-Year U.S. Treasury Yield
June 30, 2025 – September 30, 2025
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For the Quarter Ended September 30, 2025

PFM Asset Management | pfmam.com Page 12 of 77



Front End Treasury Yields Move Lower
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For the Quarter Ended September 30, 2025
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1-5 Year Indices
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Government Sector Strategy

AGENCY BULLETS CALLABLE AGENCIES SUPRANATIONALS

Summary:
• Spreads remain rich, especially in the 1–

5y area, trading near or through
Treasuries

• Limited issuance outside of 12 months
continues to suppress spreads while
demand remains strong

Outlook:
• Spreads expected to remain tight
• Maintain low allocations in favor of other

sectors
• Continue to monitor ongoing privatization

efforts of Fannie Mae and Freddie Mac

Summary:
• Front-end spreads remained stable amid

low volatility
• Lower rates have driven a wave of

redemptions and increased callable
issuance

• Valuations remain rich across the front
end

Outlook:
• Evaluate callables cautiously with a

preference for longer lockouts

Summary:
• Spreads remain near historic lows offering

5-10 bps over federal agency bullets in 1-
5y area

• Bonds continue to be well bid despite
limited month-to-date supply

Outlook:
• Expect supply to increase through

October before year-end slowdown
• Continue evaluating new issues,

especially for constrained accounts
• Opportunistically sell for rebalancing or

sector rotation

Current outlook Outlook last month Negative Slightly 
Negative

Neutral Slightly 
Positive

Positive

Reduce Allocations Reduce Allocations Reduce Allocations

For the Quarter Ended September 30, 2025
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OVERALL

FINANCIALS

INDUSTRIALS

Fundamentals:

• Corporate balance sheets remain strong and
default risk is low

• Increased M&A activity poses idiosyncratic
risks but is not expected to pressure the
broader market

• Economic backdrop remains supportive with
recession risks appearing limited

• Risks include persistent inflation, slower
growth, and less accommodative Fed policy

• Political uncertainty and potential punitive
policies could weigh on sentiment

• Look to retain flexibility to add allocations if
spreads widen

Technicals:

• Demand for short-term credit remains robust,
even with modestly lower yields

• Supply has been well absorbed with new
issuance expected to be the primary source of
opportunity

• Falling yields may prompt buyers to lock in still-
attractive front-end yields

• Short-term credit offers a favorable alternative
to historically narrow longer-duration spreads

• Carry and curve rolldown are expected to drive
excess returns

• Secondary market liquidity remains healthy,
supporting tactical adjustments

Valuations: 

• Short-term credit spreads are narrow but not at
historic tights

• Longer-duration credit is extremely rich with
spreads at tightest levels since late ‘90s

• Lower-rated spreads at multi-decade tights;
breakevens are snug on the long end

• IG credit remains rich relative to agency MBS
and other sectors

• Taxable munis and certain industries (e.g.,
autos, pharma, tech) appear cheap

• Modestly lower yields not expected to have
significant impact on demand

Current outlook Outlook last month Negative Slightly 
Negative Neutral Slightly 

Positive Positive

Short (<5 year) Corporates: 
Opportunistically trim

Longer Corporates: 
Maintain underweight 

(contribution to duration) vs. 
benchmarks

Corporate Sector Strategy

ess, or suitability.

For the Quarter Ended September 30, 2025
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Narrow spreads are offset by 
higher all-in yields

Corporate Index Yield vs OAS (2010 – 2025)

For the Quarter Ended September 30, 2025

PFM Asset Management | pfmam.com Page 21 of 77



20

34

50

58

71

79

0

20

40

60

80

100

120

140

Sp
re

ad
 (B

as
is

 P
oi

nt
s)

1 Year Range

September 30, 2025

September 30, 2019

3mo   2yr   5yr      7yr  10yr    30yr

Single A U.S. Corporate Spread Curve

Flatter spread curve reduces attractiveness 
of longer-duration corporates

U.S. Corporate Bond Spread Curve Flattens

For the Quarter Ended September 30, 2025

PFM Asset Management | pfmam.com Page 22 of 77



Summary:
• Decline in mortgage rates is boosting

prepayments in 6%+ coupons
• 2025 net supply projected to modestly

decline
• Valuations have richened; OASs now at

narrowest levels since 22Q3

Outlook:
• Reduce allocations to 15-yrs and lower- 

coupon 30-yrs in longer-duration accounts
• Volatility expected to increase due to

economic and political uncertainty
• Sector likely to underperform over near

term

Summary:
• Spreads little changed; strong returns YTD
• Fundamentals are weak but stabilizing with

soft rent growth and rising vacancies
• Secondary market activity remains light

with low dealer inventory

Outlook:
• Increased new issuance expected in

October
• Valuations are below historical averages

and look cheap to other sectors
• Sector expected to perform well if/when

volatility increases

Summary:
• Prime ABS fundamentals remain stable;

credit metrics have normalized and
structures remain resilient to recession
scenarios

• Decline in all-in yields may lead to spread
widening and softer demand

Outlook:
• New issuance expected to taper after

October, potentially offering technical
support

• Carry expected to be driver of excess
returns

• Spread widening possible on heightened
economic and political risks

Current outlook Outlook last month Negativ
e

Slightly 
Negativ
e

Neutral Slightly 
Positive

Positive

Reduce allocations in longer-duration 
strategies Maintain allocations Maintain allocations

AGENCY MBS AGENCY CMBS ASSET-BACKED

Securitized Sector Strategy

For the Quarter Ended September 30, 2025
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Fixed – Income Sector Outlook – 4Q 2025
Sector Our Investment Preferences

C O M M E R C I A L  P A P E R
 /  C D

T R E A S U R I E S
T-Bill

T-Note

F E D E R A L  A G E N C I E S
Bullets

Callables

S U P R A N AT I O N A L S

C O R P O R AT E S
Financials
Industrials

S E C U R I T I Z E D
Asset-Backed

Agency Mortgage-Backed
Agency CMBS

M U N I C I P A L S

Negative Slightly 
Negative Neutral Slightly

Positive Positive

For the Quarter Ended September 30, 2025
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▸ The Federal Open Market Committee (FOMC)
lowered the target range for the federal funds rate to
4.00-4.25% during the September 17th meeting, citing
weakening in the labor market.▸ U.S. Treasury yields across all maturities moved
lower over the quarter. The change in yields reflected
ongoing market sensitivity to the Fed, with concerns
regarding the labor market taking center stage amid
ongoing weakness. As a result of the Treasury rally,
total returns were positive for the quarter.▸ Federal Agency & supranational spreads remained
low and traded in a narrow range throughout Q3.
Excess returns remained muted in part due to limited
issuance, which is a trend we expect to continue.▸ Investment-Grade (IG) corporate bonds generated
strong excess returns as spreads narrowed to multi-
year lows across most maturities. Lower-quality and
longer-duration bonds led performance, supported by
strong investor demand.

▸ Asset-Backed Securities spreads tightened but
remain modestly elevated versus 12-month lows.
While excess returns were positive, they lagged those
of IG corporates. Auto loan collateral modestly
outperformed credit card-backed securities.▸ Agency-backed mortgage-backed securities
(MBS) delivered solid performance with positive
excess returns across the board.  Longer-duration
MBS stood out as a top-performing IG sector in Q3.
Agency-backed commercial MBS (CMBS) also
posted positive excess returns for the quarter.▸ Short-term credit (commercial paper and negotiable
bank CDs) yields declined as Treasury issuance
surged and the Fed cut rates. Short-end yield spreads
widened over the quarter and demand remained
strong as investors viewed the sector as a hedge
against future rate cuts.

Fixed-Income Sector Commentary – 3Q 2025

For the Quarter Ended September 30, 2025
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Fixed-Income Sector Outlook – 4Q 2025▸ U.S. Treasury volatility is expected to increase from
multi-year lows given both fiscal and monetary policy
uncertainty. The potential collective impact of further
policy changes on economic growth, inflation, and
labor markets are unknown. We expect to see an
ongoing steepening of the yield curve given the
expectation for future Fed rate cuts.▸ Federal Agency & Supranational spreads are likely
to remain at tight levels. Government-heavy accounts
may find occasional value on an issue-by-issue basis.▸ Taxable Municipals continue to see little activity due
to an ongoing lack of supply and strong demand
which continues to suppress yields in both the new
issue and secondary markets. We expect few
opportunities in the near term.▸ Investment-Grade (IG) Corporate bond
fundamentals and valuations weakened while
technicals have improved modestly. We will evaluate
opportunities with a focus on industry fundamentals
and issuer credit quality while identifying rich holdings
to tactically reduce allocations.

▸ Asset-Backed Securities fundamentals remain intact
and credit metrics have normalized. Consumer credit
trends will depend on the labor market and the
consumer’s response to monetary policy easing,
which tends to work on a lag. We expect spreads to
continue to exhibit volatility with a bias towards
widening, while low issuance in Q4 will support
technicals in the sector.▸ Mortgage-Backed Securities are expected to
underperform over the short term with spreads at their
narrowest levels in 3-years. We may use any
meaningful spread widening to add at more attractive
levels.▸ Short-term credit (commercial paper and negotiable
bank CDs) spreads in Q4 will continue to be primarily
driven by expectations about monetary policy
decisions by the FOMC. Given the positively sloped
shape of the money market yield curve, we favor a
mix of floating rate securities in the front end and fixed
rate securities in longer maturities.

For the Quarter Ended September 30, 2025
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Factors to Consider for 6-12 Months 
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Stance Favorable 
to Risk Assets 

Stance Unfavorable 
to Risk Assets 

Current outlook Outlook one quarter ago

For the Quarter Ended September 30, 2025
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