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November 4, 2025 

A Note from the AB Fixed Income Trading Desk  
Thoughts from Our Senior Portfolio Managers 

The Bots vs. the Dot Plots 

"Absence of evidence is not evidence of absence.”—Carl Sagan 

With Halloween behind us and much of the data tape still dark from the government shutdown, investors focused on what they could 
actually see: a 25-basis-point Fed cut, quantitative tightening slated to end December 1, Big Tech earnings that kept the artificial 
intelligence (AI) story in the spotlight and a Trump–Xi summit that offered a few trade “treats.” Chair Jerome Powell’s deliberately 
noncommittal tone was meant to preserve flexibility, but in a data drought it read as hawkish and spooked some investors. Yields rose 
and equities dipped after the press conference, though major indices remain near all-time highs. In this edition, we focus on what we 
still know, what actually changed and the “monsters” that may still be lurking in the shadows. 

Key Takeaways 

• Central banks and corporate earnings drove sentiment, given the dearth of data. 
• The Fed is justified in migrating to neutral policy while maintaining maximum flexibility. 
• Valuations are frothy and downside risks are not being priced in. 

Recent Market Events and Data Releases (October 20, 2025–October 31, 2025) 

With releases on pause amid the shutdown, markets treated the Fed meeting as the Super Bowl and earnings as the commercials. 
 
Central banks: The Federal Reserve cut the target range by 25 basis points (bps) to 3.75%–4.00% and said quantitative tightening will 
conclude on December 1. Powell kept December “live,” emphasizing flexibility in a data-light backdrop and noting that the next move is 
“not a foregone conclusion—far from it,” which nudged expectations away from a pre-committed path. The Bank of Canada also cut 25 
bps. The European Central Bank and Bank of Japan held policy rates unchanged, as broadly expected. 

Earnings pulse: Big Tech set the tone, with results highlighting resilient demand, ongoing AI investment and disciplined cost control. 
More broadly, earnings have been strong: with roughly 57% of the S&P reported, EPS growth is running near 11%, with many sectors 
posting double-digit gains. That corporate lens matters even more with the usual run of economic data still delayed. 

Data backdrop: The shutdown continued to postpone several Tier 1 releases. September CPI was rescheduled to accommodate 
Social Security’s cost-of-living adjustment timeline and showed year-over-year inflation easing from 3.1% to 3.0% (Display 1). If the 
October CPI is missed, the US Treasury has a defined fallback methodology for Treasury Inflation-Protected Securities indexation. 

Trump–Xi summit: The leaders met for the first time in years and signaled a tactical pause on some trade frictions. Markets treated the 
outcome as a modest step toward stability. Core technology and strategic issues—such as advanced-chip export controls and TikTok’s 
ownership—remain unresolved. 

Markets and valuations: Rates steepened in a bear move after the Fed meeting as policy expectations were recalibrated (Display 2). 
Equity volatility popped around the meeting and then eased. Primary issuance was well absorbed, and investment-grade and high-yield 
spreads continued to tighten, remaining near all-time lows (Display 3). Overall risk appetite stayed constructive despite headline noise. 

 
 
Portfolio Manager Perspectives 

The week’s catalysts matter for both rates and risk assets. 

Policy path and rates: The Fed’s 25 bps cut and the decision to end US Treasury runoff on December 1 signal a shift toward 
normalization. Chair Powell avoided firm guidance to preserve flexibility, but the framing was “another step toward neutrality,” not a one-
and-done move. The Federal Open Market Committee (FOMC) remains data dependent, with a bias to ease while downside labor risks 
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persist. We expect another cut in December and a gradual move toward a neutral policy rate near 3% by 2026, with the pace set by 
labor prints. Tariff pass-through and other supply shocks remain watchpoints, yet the near-term priority is cushioning employment 
without reigniting inflation. 

We continue to believe risks are skewed toward softer labor, which puts a downward bias on yields. The worst case is not well priced in 
the curve, so rates could rally more than is currently implied. Practically, that argues for keeping duration balanced in the short and 
intermediate tenors, and being prepared for further curve steepening as the easing path becomes clearer. We also acknowledge that 
this is a crowded trade and, therefore, sensitive to shifts in sentiment. 

Credit stance: Spreads have been resilient alongside broader risk appetite, and that remains broadly justified by fundamentals, 
technicals, and the macro mix. Leverage is lower than in prior cycles, interest coverage is healthier, the index is higher quality, primary 
issuance is being absorbed and defaults are rising only gradually off the floor. That said, fundamentals are deteriorating on the margin, 
credit events are accelerating and dispersion is increasing. That argues for security selection over beta with an asymmetric downside. 
This favors up-in-quality within crossover (BBB/upper-BB), companies with stronger through-cycle cash-flow profiles and maintaining 
higher liquidity so portfolios can capitalize if conditions change. 

Equities vs. credit: Rates are not the only part of the market discounting downside risks. Equity valuations still embed very little 
downside relative to history, with optimism around AI doing much of the heavy lifting. We are not equity forecasters, but enthusiasm 
appears ahead of clear economics in places. The setup echoes prior episodes of “irrational exuberance.” The rising tide has lifted both 
the mega-caps and the “S&P 493,” pushing multiples near all-time highs (Display 4). Even if some underlying assumptions prove right, 
history suggests that forward returns from these levels are less forgiving (Display 5). 

We expand on this trade-off in our latest blog, Striking a Balance: How Adding High-Yield Bonds Could Ease Equity Volatility. 

Investment Implications 

With policy drifting toward neutral and the data still thin, favor positioning that works across a range of outcomes. Keep risk sized for a 
two-sided tape, let income do more of the work and make sure every sleeve has a clear job. 

• Portfolio risk—rebalance and keep flexibility: Bring allocations back to strategic targets. If equities have crept toward overweight, 
trim. Add back to duration where it has become too light, with an emphasis on short-to-intermediate maturities to preserve ballast. 
Keep ample liquidity so you can upgrade quality or add risk selectively as the data reemerge. Avoid outsized tilts; balance is the 
edge right now. 

• Carry over beta: Prioritize reliable income over market chase. Use core plus to pair rate ballast with diversified spread exposure, 
and lean on short-duration high yield to harvest carry while helping to limit price volatility. Let carry compound; do not rely on 
multiple expansion or spread tightening to do the heavy lifting. 

• Active management matters: This is a selection market. Favor managers who underwrite rigorously, rotate across sectors, 
manage the curve and liquidity, and can avoid avoidable impairments as dispersion rises. The ability to pivot as the data return—
and to express views with precision—matters more than broad beta exposure and overreach. 

The bots chase headlines; the dot plots remind us that policy evolves over time. Use this moment to check the math on your portfolio—
what returns you can reasonably expect, what risks you are taking to earn them and whether each sleeve has a clear job across 
stronger and softer scenarios. Stay disciplined, let carry compound and keep risk aligned with long-term goals. 

 

On behalf of the team, 

Scott DiMaggio, Gershon Distenfeld, Matt Sheridan, Fahd Malik, Will Smith, John Taylor, Serena Zhou, Tim Kurpis, Christian 
DiClementi, Sonam Dorji and AJ Rivers  

To learn more about AB’s fixed-income solutions and access other market insights, visit Fixed-Income Investments | AB. 

https://www.alliancebernstein.com/corporate/en/insights/investment-insights/striking-a-balance-how-adding-high-yield-bonds-could-ease-equity-volatility.html
https://www.alliancebernstein.com/us/en-us/investments/solutions/fixed-income-investments.html
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European Tariff Scenarios 

 

US Economic Scenarios 

 

 

 
Current analysis and forecasts do not guarantee future results.

2025 Forecasts 

Counterfactual  
No Tariffs at All 

(Percent) 

Upside 
No Universal 

Tariffs 
(Percent) 

Current Situation 
10% Universal 

Tariffs 
(Percent) 

April 2–9 
20% Universal 

Tariffs 
(Percent) 

Downside 
30% Universal 

Tariffs 
(Percent) 

Growth (YoY) 1.10 0.80 0.06 0.30 –0.60 

Inflation (Annual) 2.00 1.80 1.60 1.70 1.40 

ECB Deposit Rate 
(Year-End 2025) 2.00 1.75 1.75 1.75 1.00 

Recession 
Probability 30.00 40.00 60.00 70.00 90.00 

Economic Outcome Description  Probability (Percent) 
Hard Landing/Deep 
Contraction 

Either an external shock occurs, or business-cycle dynamics deteriorate 
sharply. Growth slows rapidly and central banks have to act 
aggressively to support growth.   

20 

Soft Landing/Mild Contraction Growth slows, labor markets weaken and central banks hurry to get 
back to neutral. The magnitude of the slowdown defines the terminal 
rate and inflation expectations determine the speed with which it is 
reached.  

35 

Rebalancing Both inflation and growth approach trend levels slowly, leaving the Fed 
comfortable easing policy slowly and remaining restrictive well into 
2025, with cuts of 25 basis points at some, but not all, meetings until the 
policy hits neutral in late 2025 or 2026.  

35 

Stagflation The economy slows, but inflation expectations rise, trapping the Fed 
between a rock and a hard place.   

5 

No Landing The economy performs despite headwinds, and inflation stays elevated 
enough to keep the Fed on hold for some time to come.  

5 
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Display 1: Core Inflation Eased in September, Supporting Policy Normalization 
Core CPI Index 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As of October 31, 2025 
Source: Bloomberg, US Bureau of Labor Statistics and AB 

Display 2: Treasuries Sold Off and Bear Steepened Post-FOMC Meeting 
US Treasuries—Active Yield Curve 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As of October 31, 2025 
Source: Bloomberg and AB 

Display 3: High-Yield Index Credit Spreads Continued to Compress Despite Headline Risk 
Option-Adjusted Spread 
 

 
 

Through October 31, 2025 
Source: Bloomberg High Yield Index and AB 
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Display 4: Price-to-Earnings Multiples Continue to Ascend Across Tech and Non-Tech Sectors 
Price-to-Earnings (12-Month Forward Estimate) 
 

 

 

 

 

 

 

Through October 31, 2025 
Source: Bloomberg, S&P and AB 

Display 5: The Old Adage “Buy Low and Sell High” Really Stands Out When Looking at Forward Returns 
10-Year Forward Total Returns by Price-to-Earnings Multiple 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

As of October 31, 2025 
Source: Bloomberg and AB 
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Investment Risks to Consider 

The value of an investment can go down as well as up, and investors may not get back the full amount they invested. Capital is at risk. Past performance 
does not guarantee future results.  

Important Information 

The views expressed herein may change at any time after the date of this publication. This document is for informational purposes only and does not constitute 
investment advice. AllianceBernstein L.P. does not provide tax, legal or accounting advice. It does not take an investor’s personal investment objectives or financial 
situation into account; investors should discuss their individual circumstances with appropriate professionals before making any decisions. This information should 
not be construed as sales or marketing material, or an offer or solicitation for the purchase or sale of any financial instrument, product or service sponsored by 
AllianceBernstein or its affiliates. References to specific securities are presented to illustrate the application of our investment philosophy only and are not to be 
considered recommendations by AB. The specific securities identified and described herein do not represent all the securities purchased, sold or recommended for 
the Portfolio, and it should not be assumed that investments in the securities identified were or will be profitable. AllianceBernstein and its affiliates may have 
positions in, and may effect transactions in, the markets, industry sectors and companies described herein. Note to All Readers: The information contained here 
reflects the views of AllianceBernstein L.P. or its affiliates and sources it believes are reliable as of the date of this publication. AllianceBernstein L.P. makes no 
representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast or opinion in this material will be realized. 
Note to Readers in Canada: AllianceBernstein provides its investment-management services in Canada through its affiliates Sanford C. Bernstein & Co., LLC and 
AllianceBernstein Canada, Inc. It should not be construed as advice as to the investing in or the buying or selling of securities, or as an activity in furtherance of a 
trade in securities. Note to Readers in the United Kingdom and Europe: For Investment Professional use only. Not for inspection by, distribution or 
quotation to the general public. Note to Readers in the United Kingdom: Issued by AllianceBernstein Limited, 60 London Wall, London EC2M 5SJ. Registered 
in England, No. 2551144. AllianceBernstein Limited is authorised and regulated in the UK by the Financial Conduct Authority (FCA). Note to Readers in Europe: 
Issued by AllianceBernstein (Luxembourg) S.à r.l. Société à responsabilité limitée, R.C.S. Luxembourg B 34 305, 2-4, rue Eugène Ruppert, L-2453 Luxembourg. 
Authorised in Luxembourg and regulated by the Commission de Surveillance du Secteur Financier (CSSF). Note to Readers in Switzerland: This information is 
directed at Qualified Investors only. Issued by AllianceBernstein Schweiz AG, Zürich, a company registered in Switzerland under company number CHE-
306.220.501. AllianceBernstein Schweiz AG is a financial services provider within the meaning of the Financial Services Act (FinSA) and is not subject to any 
prudential supervision in Switzerland. Further information on the company, its services and products, in accordance with Art. 8 FinSA, can be found on the Important 
Disclosures page at www.alliancebernstein.com. Note to Readers in Japan: For Institutional Investor use only. Not for inspection by, distribution or 
quotation to the general public. This document has been provided by AllianceBernstein Japan Ltd. AllianceBernstein Japan Ltd. is a registered investment-
management company (registration number: Kanto Local Financial Bureau no. 303). It is also a member of the Japan Investment Advisers Association; the 
Investment Trusts Association, Japan; the Japan Securities Dealers Association; and the Type II Financial Instruments Firms Association. The product/service may 
not be offered or sold in Japan; this document is not made to solicit investment. Note to Readers in Australia and New Zealand: This document has been issued 
by AllianceBernstein Australia Limited (ABN 53 095 022 718 and AFSL 230698). Information in this document is intended only for persons who qualify as “wholesale 
clients,” as defined in the Corporations Act 2001 (Cth of Australia) or the Financial Advisers Act 2008 (New Zealand), and should not be construed as advice. Note to 
Readers in Hong Kong: For Institutional Investor and Financial Advisor use only. Not for inspection by, distribution or quotation to the general public. 
This document is issued in Hong Kong by AllianceBernstein Hong Kong Limited 聯博香港有限公司. This document has not been reviewed by the Securities and 
Futures Commission. Note to Readers in China: The information contained here reflects AllianceBernstein Hong Kong Limited (AB) or its affiliates and sources it 
believes are reliable as of the date of this publication. This presentation has been provided to you for sole use in a private and confidential meeting. AB makes no 
representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast or opinion in this material will be realized. Past 
performance does not guarantee future results. The views expressed here may change at any time after the date of this publication. This presentation is for 
informational purposes only and does not constitute investment advice. AB does not provide tax, legal or accounting advice. In considering this material, you should 
discuss your individual circumstances with professionals in those areas before making any decisions. This presentation, and any information contained or 
incorporated by reference herein, does not constitute an offer to sell, or the solicitation of an offer to purchase, any financial instrument, product or service sponsored 
by AB or its affiliates within the People’s Republic of China (“PRC”, for such purposes, excluding Hong Kong, Macao and Taiwan). Note to Readers in Vietnam, the 
Philippines, Brunei, Thailand, Indonesia and India: This document is provided solely for the informational purposes of institutional investors and is not investment 
advice, nor is it intended to be an offer or solicitation, and does not pertain to the specific investment objectives, financial situation or particular needs of any person 
to whom it is sent. This document is not an advertisement and is not intended for public use or additional distribution. AllianceBernstein is not licensed to, and does 
not purport to, conduct any business or offer any services in any of the above countries. Note to Readers in Malaysia: For Institutional Investor use only. Not for 
inspection by, distribution or quotation to the general public. This document has been prepared upon request. Nothing in this document should be construed as 
an invitation or offer to subscribe to or purchase any securities, nor is it an offering of fund-management services, advice, analysis or a report concerning securities. 
AB is not licensed to, and does not purport to, conduct any business or offer any services in Malaysia. Without prejudice to the generality of the foregoing, AB does 
not hold a capital-markets services license under the Capital Markets & Services Act 2007 of Malaysia, and does not, nor does it purport to, deal in securities, trade 
in futures contracts, manage funds, offer corporate finance or investment advice, or provide financial-planning services in Malaysia. Note to Readers in Singapore: 
For Institutional Investor and Financial Advisor use only. Not for inspection by, distribution or quotation to the general public. This document has been 
issued by AllianceBernstein (Singapore) Ltd. (“ABSL”, Company Registration No. 199703364C). AllianceBernstein (Luxembourg) S.à r.l. is the management 
company of the Portfolio and has appointed ABSL as its agent for service of process and as its Singapore representative. AllianceBernstein (Singapore) Ltd. is 
regulated by the Monetary Authority of Singapore. This advertisement has not been reviewed by the Monetary Authority of Singapore. 
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