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With the government closed for the entire month of October and counting, 
we've entered the longest shutdown in US history. Investors showed little 
concern during the month, instead taking solace in an earnings season 
where companies have handily beaten estimates and are on track to 
report a fourth consecutive quarter of double-digit profit growth.

The Fed’s decision to add another 25-basis-point (bps) rate cut was 
another key market driver. Fed Chair Jerome Powell, however, cautioned 
that a decrease in December was “far from" assured, marking a hawkish 
shift relative to market expectations.

Treasury yields declined overall but moved higher following the Federal 
Open Market Committee (FOMC) meeting. Mid-month, the 2-year note 
reached its lowest yield since September 2022. The yield curve narrowed 
marginally and has remained relatively rangebound over the past six 
months.

Investment-grade (IG) corporates lagged Treasuries due to a moderate 
widening in spreads. Option-adjusted spreads (OAS) reached 72 bps 
early in the month, the tightest level since 1998, before widening as a 
surge of new supply hit the market in the final week. The $132 billion in 
issuance set a new October record, while investors also repriced 
expectations for a less accommodative Fed.

KEY TAKEAWAYS
The US Aggregate Bond Index returned 0.62% for the month of October. Yields fell modestly across the curve, while spreads for the overall 
index were unchanged. The year-to-date (YTD) gain climbed to 6.80%.

Despite the government shutdown, investors continued to bid up assets and both stock and bond markets were unphased. The positive 
economic backdrop remained in place while the US Federal Reserve (Fed) cut rates for the second straight meeting.

Rate volatility declined to a level not seen in four years, while stocks notched fresh record highs, buoyed by strong earnings and an easing 
central bank.

MARKET & STRATEGY PERSPECTIVES

TAXABLE BOND SNAPSHOT
OCTOBER 2025

12/31/24 9/30/25 10/31/25 MTD Change 
(bps)

YTD Change 
(bps)

3-Month 4.33% 3.95% 3.83% -12 -50

6-Month 4.28% 3.84% 3.83% -1 -45

2-Year 4.24% 3.61% 3.58% -3 -66

5-Year 4.38% 3.74% 3.69% -5 -69

10-Year 4.58% 4.15% 4.08% -7 -50

30-Year 4.78% 4.73% 4.65% -8 -13

MTD YTD Yield to 
Worst

Bloomberg Aggregate Index 0.62% 6.80% 4.33%

US Treasuries 0.62% 6.01% 3.91%

Investment Grade Corporates 0.38% 7.29% 4.82%

Mortgage-Backed Securities 0.86% 7.68% 4.66%

Asset-Backed Securities 0.38% 5.02% 4.22%

Preferred Securities 0.01% 5.47% 5.64%

Taxable Municipal Bonds 1.32% 7.82% 5.02%

High Yield Corporate Bonds 0.16% 7.39% 6.78%

F IXED  INCO ME SECTO R  PER F O R MANCE

US  TR EASUR Y  Y IEL D S

High-yield (HY) bonds underperformed, even as they posted a sixth 
straight month of positive returns. The sector’s lower duration limited its 
benefit from falling rates, while spreads rose modestly.

The securitized sector outperformed duration-matched Treasuries. The 
technical backdrop for Agency mortgage-based securities (MBS) remains 
constructive: spreads tightened as rate volatility declined, mortgage REIT 
(real estate investment trusts) demand increased, and government-
sponsored enterprise (GSE) portfolios expanded. The Fed also 
announced that quantitative tightening will conclude in December, with 
MBS runoff proceeds to be reinvested into Treasury bills.

Asset-backed securities (ABS) softened amid uncertainty following a 
handful of reports of alleged fraudulent activity. While widely viewed as 
an isolated event, spreads widened in sympathy with a broader risk-off 
tone in subprime auto. Nevertheless, the primary market remained active, 
with several new deals upsized into month-end.

The preferred market produced flat returns for the month, as the positive 
effects from a move lower in rates were offset by a modest move wider in 
spreads amidst a risk-off tone. Fundamental strength was reinforced, 
however, on the back of strong 3Q25 bank earnings, while supply 
technicals remain supportive.

Sources: FactSet and Bloomberg

TAXABLE BOND MARKET UPDATE & OUTLOOK
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High Yield Corporate Bonds
Option Adjusted Spread: 281
Average: 401

Investment Grade Corporate Bonds
Option Adjusted Spread: 78
Average: 116

Source: BloombergSource: Bloomberg
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SECTOR ALLOCATION

DURATION & YIELD CURVE 

Our duration stance remains neutral. The Fed has signaled that a further rate decrease in December is not a 
foregone conclusion, reflecting the tension between a potentially cooling labor market and inflation still above 
target. Assessing data remains challenging amid the government shutdown, uncertainty around the Fed’s 
reaction function, and ongoing political pressures on its independence.

TREASURIES We favor spread product over Treasuries in what remains an attractive carry environment.

GOVERNMENT RELATED We are overweight taxable municipal bonds, supported by strong fundamentals and the relatively recession-
resistant characteristics of the asset class.

CORPORATE BONDS
Tactically, we remain overweight corporates. While valuations and macro risks warrant some caution, the credit 
story remains compelling for carry-focused investors. Overall, corporate fundamentals are solid, earnings remain 
supportive, and technicals are favorable amid attractive all-in yields.

SECURITIZED
Agency MBS and ABS continue to be core components of our portfolio allocation. The securitized sector is 
supported by strong collateral performance and while spreads have recently tightened, the sector still offers 
attractive relative value and favorable risk-adjusted return potential in the current environment.

MARKET & STRATEGY PERSPECTIVES

TAXABLE BOND SNAPSHOT
OCTOBER 2025

GW&K STRATEGY POSITIONING

Disclosures
This represents the views and opinions of GW&K Investment Management and does not constitute investment advice, nor should it be considered predictive of any future market performance. Data is from what we believe 
to be reliable sources, but it cannot be guaranteed. Opinions expressed are subject to change. Past performance is not indicative of future results.

Indexes are not subject to fees and expenses typically associated with managed accounts or investment funds. Investments cannot be made directly in an index. Index data has been obtained from third-party data 
providers that GW&K believes to be reliable, but GW&K does not guarantee its accuracy, completeness or timeliness. Third-party data providers make no warranties or representations relating to the accuracy, 
completeness or timeliness of the data they provide and are not liable for any damages relating to this data. The third-party data may not be further redistributed or used without the relevant third-party’s consent. Sources 
for index data include: Bloomberg, FactSet, ICE, FTSE Russell, MSCI and Standard & Poor’s.

HIGH YIELD & INVESTMENT GRADE 
CORPORATE BOND SPREADS 

10/31/2015 – 10/31/2025

ASSET & MORTGAGE-BACKED SPREADS 

10/31/2015 – 10/31/2025

Bloomberg US Aggregate 
Asset-backed Bonds
Option Adjusted Spread: 55
Average: 55

Bloomberg US Mortgage-backed 
Securities Fixed Rate
Option Adjusted Spread: 28
Average: 37
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