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Figure 1  |  Market Review

  Sector OAS  
TSY

QTD  
OAS ∆

YTD  
OAS ∆

QTD Total 
Return

YTD Total 
Return

QTD Excess 
Return*

YTD Excess 
Return*

 

US Aggregate Index 28 -5 -6 2.03% 6.13% 0.48% 0.60%

US Credit Index 70 -9 -7 2.57% 6.90% 0.97% 1.27%

US Corporate Index 74 -9 -7 2.60% 6.88% 0.98% 1.23%

 

   Industrials 72 -9 -6 2.62% 6.81% 0.94% 1.10%

   Financials 73 -12 -9 2.41% 6.98% 0.94% 1.50%

   Utilities 81 -12 -1 3.08% 6.89% 1.31% 1.02%

   Non-Corporate Credit 39 0 -9 2.23% 6.71% 0.76% 1.34%

Quality
A 61 -9 -7 2.52% 6.85% 0.90% 1.23%

Baa 91 -14 -6 2.71% 7.03% 1.11% 1.33%

Maturity
Intermediate 65 -10 -6 2.04% 6.58% 0.72% 1.16%

Long 90 -12 -8 3.79% 7.56% 1.55% 1.46%

*Compared to duration matched treasuries. 
Source: Bloomberg. As of September 30, 2025.
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There was no shortage of events over the third quarter that would challenge investors’ posture toward risk. 
However, risk assets continued to perform reasonably well despite the subtle bumps along the way. The 
Federal Open Market Committee (FOMC) opened the door to cut the federal funds rate at the Jackson 
Hole Economy Symposium, and then weeks later, followed through with a 25 (0.25%) basis point reduction 
at its September meeting, citing a shift in risks tilted toward a weakening labor force. A large revision to the 
published payrolls data by the Bureau Labor Statistics (BLS), among other influential data variables such as 
an uptick in jobless claims and lay-off headlines rising, were areas believed to be supporting the Fed’s shift. 
As the quarter progressed, economic data teetered through the summer but more recently suggested it 
may be stronger than some had expected with an upward revision to second quarter GDP (3.8% from 3.3% 
Y-o-Y), driven by growth business investment and consumer spending. In our view, the excitement should 
be tempered as the impact of tariffs on inflation and broader policies of the U.S. administration remain 
unknown. A seemingly positive catalyst to markets over the third quarter was spending around AI and all 
of the subcomponents that go with it, from data center infrastructure builds to chip builds and the touted 
efficiency outputs of AI on the workforce announced by the largest technology companies within the U.S.1

Fixed income performance in the third quarter was strong, as lower interest rates boosted total returns and 
spreads continued to compress, driving excess returns at the index level. The Bloomberg US Credit Index 
spreads entered the quarter at 79 basis points, an already tight level relative to history, and continued 
their grind tighter reaching a level of 68 basis points before closing at 0.70%. There were only a few 
brief periods over the quarter when they widened, which was largely attributed to seasonal trends and 
economic data that suggested a weaker employment backdrop in August, as well as investors prepping 
for an influx of issuance to come in September. The longer-duration sector of Utilities (1.31% excess return) 
outperformed Industrials (0.94% excess return) and the shorter-dated Financials (0.94% excess return) 
segments. With the grind tighter in index spreads, the A-or-better cohort (0.90% excess return) trailed 
BBBs (1.11% excess return) as one may expect.1 

Across corporate subsectors, the Cable & Satellite segment lagged other sectors despite squeaking out a 
positive excess return of 3 basis points over the period. Other weaker sectors included Chemicals (0.49% 
excess return), which continued to face headwinds of a weaker petrochemical cyclical, and smaller sectors 
like Construction Machinery (0.54% excess return) and Consumer Products (0.55% excess return), which 
lagged largely due to limited room for further compression in spreads across their segment constituents. 
Better-performing segments were within the Energy arena, such as the Independent Energy (1.86% excess 
return) segment, which was helped by a successful close on an M&A deal. Other top-performing segments 
included those with longer-duration characteristics like Life Insurance (1.48% excess return) and Utilities 
subsectors (Natural Gas 1.53% excess return, Electric 1.30% excess return). Across corporate credit curves, 
we saw 5s/10s Non-Financials flatten half a basis point, while 10s/30s flattened 3.5 basis points. Financials 
followed a similar trend, as we saw 3s/5s flatten by 3 basis points and 5s/10s flatten by half a basis point. 
10s/30s Financials had the largest move, flattening by 5 basis points. 10s30s Non-Financials and Financials 
spreads sit at 17 and 12 basis points, respectively, which is extremely flat relative to the 10-year average.1,2

Thematically though, not much changed across fixed income credit markets in the third quarter, as the 
technical influence remained strongly intact with solid demand chasing the historically attractive all-in yields 
supported by yield-oriented buying as well as retail fund flows. A robust supply calendar was well digested, 
given the strong appetite for yields, notwithstanding credit spreads at their tights relative to history.
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Figures 2 & 3  |  3Q 2025 Credit Excess Return (%) and YTD 25 Credit Excess Return (%)

Source: MIM, Bloomberg. As of September 30, 2025. Source: MIM, Bloomberg. As of September 30, 2025.
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U.S. Investment Grade corporates recorded $397 billion in new issuance, which is ~23% higher than the prior 
four-year 3Q average. The surge was particularly pronounced in September, which emerged not only as the 
most active month of the quarter, but also the fifth-largest in recorded history, delivering $214 billion in new 
supply. A particularly notable development this quarter was the marked increase in long-end issuance, as it rose 
to 15.5% of all issuances versus YTD issuance of 11.2%. This brought the average maturity of Investment Grade 
new issuance in 3Q25 slightly higher at  10.1 years, although still lower than 3Q24. The year-to-date average 
tenor for Investment Grade issuance remains at its most compressed level since 2011, suggesting that while 
appetites for duration are returning, caution and flexibility continue to influence issuer behavior amid evolving 
macroeconomic expectations. In a year in which M&A funding was expected to be large, issuance picked up 
from the lull in 2Q25 to $37.4 billion. In terms of sector contributions, issuance was broadly led by names in the 
Technology and Utilities sectors, as well as by Yankee issuers and U.S. Banks.

Figure 4  |  2025 Issuance Outpacing 2024

Source: JP Morgan. As of September 30, 2025.
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Corporate Credit Curves

Figures 5 & 6  |  The Lack of Long-Dated Supply Has Contributed to the Flatness in the Credit Curve

Source: ICE Bank of America Merrill Lynch. As of September 30, 2025.
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Figure 7  |  Yield-Oriented Buying Has Been a Consistent Source of Demand 

Source: MIM, LIMRA. As of September 30, 2025.
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Source: MIM, Bloomberg. As of September 30, 2025.

Figure 9  |  From a Historical Perspective, the Likelihood of Forward Excess Returns Still
 Appears Limited From These Starting Levels of Spread (OAS)
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Figure 13  |  Utilities Still O�er Defensive Opportunities Relative to Industrials

Source: MIM, Bloomberg. As of September 30, 2025.
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Figure 14  |  Financials and Industrials Spread-Basis Continues To Remain Compressed

Source: MIM, Bloomberg. As of September 30, 2025.
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Market Outlook
Is there any value left in the investment grade credit market? That is the daily question we ask ourselves on 
the desk, and with increasing frequency, as the Bloomberg Corporate Index touched a new 27-year low of 72 
bps during the quarter. How we got here is a well-worn narrative at this point. At the risk of oversimplification, 
robust issuance continues to be overwhelmed by healthy demand from yield-sensitive investors. Rather than 
lament our defensive posture in portfolios, our focus is on how to best position in a market with an asymmetric 
risk profile, while acknowledging that supportive technicals could prolong this period of generationally tight 
spreads. Despite the Fed embarking on another rate-cutting cycle, we have a difficult time envisioning a return 
to the sub-3.5% corporate yield environment that persisted for much of the prior decade, which should allow 
investment grade credit to continue to garner some level of interest among insurance companies, pensions, 
foreign investors and retail investors. Our overriding concern is that current spread levels fail to provide 
adequate compensation for a number of potential negative catalysts. 

High on the list of potential catalysts is a deterioration in the macro backdrop. The economy has proven to 
be quite resilient, largely shrugging off tariffs, geopolitical risk and a U.S. government shutdown. Of greater 
concern may be the cracks forming in the labor market. Firing rates have remained steady, but new hires are 
trending lower, which potentially augers for a more challenging employment picture. As credit investors, we will 
keep a keen eye on the data, as weaker labor is often a precursor to weaker conditions in credit markets.
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While we have flagged these possible macro headwinds in previous outlooks, a risk that may prove to be 
more near term is a rise in “animal spirits.” Equity markets are higher, but they have been disproportionately 
driven by the largest names in the technology sector. For those companies in more stagnant sectors, and with 
the tariff picture slowly becoming clearer, companies may begin to once again feel emboldened to pursue 
transformational deals to drive value for shareholders. The third quarter featured business splits (Kraft Heinz, 
Keurig Dr. Pepper), an $85 billion acquisition in the rails sector (Union Pacific/Norfolk Southern) and a $55 billion 
LBO (Electronic Arts). Animal spirits are often synonymous with elevated levels of debt, and as we saw with 
Oracle’s $18 billion debt financing at the end of the quarter, large debt deals can cause indigestion for credit 
markets. We believe this theme bears watching and careful diligence to attempt to avoid credits more willing to 
lever the balance sheet.

The recent defaults of First Brands and Tricolor are yet another reminder that seemingly idiosyncratic  
events can have ripple effects across markets. While both companies were relatively small issuers, the 
reverberations extended across different markets and serve as further proof that security selection takes on 
added importance — particularly in a market where value is increasingly harder to find. Demanding appropriate 
compensation for taking incremental risk is our North Star in portfolios, as many of our favorite trades today 
remain those where we can upgrade the quality of the portfolio without sacrificing yield. Some examples are 
rotating out of cyclical areas of the market and into sectors like Utilities and Banking that we believe will be 
more resilient in a downturn. From a curve perspective, we continue to favor the attractive yield profile of the 
intermediate part of the curve while exposing the portfolio to less spread duration. Moving into lower dollar-
price securities at a historically depressed spread premium is another defensive implementation we currently 
favor. The new issue market remains robust and always a source of tactical opportunities, but we remain vigilant 
here, given the lack of concession.

We recognize this conservative bias may not draw us a crowd at a dinner party, but we believe these pockets 
of value can help protect against portfolio drawdown, while allowing for the ability to redeploy capital to riskier 
areas of the market when valuations become more commensurate with the level of risk.

Endnotes
1	 Bloomberg. As of September 30, 2025.
2	 Bank of America Merrill Lynch. As of September 30, 2025.
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