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Outlook 2024

As we navigate the intricate financial landscape of 2024,
the overarching concerns surrounding the size and scale
of the U.S. budget deficit, coupled with the substantial
Treasury debt issuance required to address it, continue
to captivate the attention of investors.

While the prevailing narrative suggests that these fiscal challenges
may fuel interest rate volatility throughout the year, we find ourselves
at a juncture where rising term-premia indicate that the market has
already largely factored in the deteriorating supply outlook. The
outcome of the 2024 U.S. Presidential election is a pivotal variable to
watch. Amid these dynamics, we view current yield levels as laying
the foundation for robust fixed income returns for the foreseeable
future. Moreover, there are distinct opportunities that merit attention.

Emerging markets debt beckons with potential, offering a

fresh avenue for investors seeking growth across corporate,
hard-currency-sovereign and local-currency debt. Closer to home,
agency mortgage-backed securities (MBS) stand as a compelling
choice, boasting higher yields than investment-grade corporate debt
while, in our view, carrying negligible credit risk. In addition, significantly
higher mortgage rates have notably mitigated prepayment risk,
reinforcing agency MBS as an attractive proposition. Meanwhile,
high yield corporate bonds continue to hold appeal within the higher
echelons of credit quality. Lower-rated CCC debt took center stage
in 2023. However, deteriorating credit trends suggest that a repeat
performance is unlikely.
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Economics Trumps Treasury Supply

Against a backdrop of long-simmering concerns
over U.S. debt sustainability, we expect the outlook
for deficits and supply to remain a driver of
rate-market volatility in 2024, especially around quar-
terly refunding announcements and longer-dated
Treasury auctions. Federal Reserve policy may also
contribute to investor hand-wringing over the supply
picture, as the central bank’s ongoing quantitative
tightening operations, or balance sheet run-off of

Treasury Coupon Issuance, Actual and Forecast
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Treasuries and MBS, will add additional supply
back into the market likely through the first half

of next year. Treasury will also need to offset via
issuance the loss of income on the Federal Reserve’s
securities portfolio, as the central bank continues
to fund low-yielding assets with expensive bank
reserves. This later dynamic may remain in place
for several more years.
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Still, we believe that any market volatility related to
fiscal news may ultimately prove limited, at least in
2024. First, estimates of the Treasury term premium
have risen notably in recent months, suggesting that
a worsening supply outlook may already be largely
discounted. In addition, we expect some factors
that drove the significant increase in the fiscal year
2023 deficit will not repeat, namely, the inflation ad-
justment to social security outlays and weak capital
gains tax revenues. Further, the growth slowdown
we anticipate next year should put downward
pressure on rates. We suspect this will be a more
significant driver of fixed income markets, espe-
cially as moderating inflation will open the door to
less restrictive monetary policy. Finally, the Treasury
Department has already demonstrated sensitivity
to market concerns over the supply picture, limiting
the increase in long-term Treasury auction sizes
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in the most recent refunding announcement. We
suspect Secretary Yellen will continue with this more
flexible approach, within the context of regular and
predictable issuance.

One important caveat to our views revolves around
the presidential election, and the potential that for-
mer President Trump returns to office. This scenario
could precipitate a material rise in yields and vola-
tility, as a Trump presidency—especially if it coin-
cides with Republican control of Congress—would
dampen any move toward entitlement reform, raise
market expectations that the 2017 tax cuts would
be extended, and increase the odds that corporate
tax increases in the Inflation Reduction Act would
be eliminated. Progress on fiscal reform, while clear-
ly not a priority today, would surely be kicked further
down the road.



Bonds Outperform Equities

In assessing the potential of investment returns,
starting levels of bond yields and equity multiples
are very good indicators of potential returns over a
medium-term horizon. At present, bond yields are at or
near the highest levels since before the Global Finan-
cial Crisis. On average, these yields have historically
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led to outperformance over medium-to-longer-term
horizons. This contrasts with current equity valuations,
as indicated by the Shiller cyclically-adjusted price/
earnings (CAPE) ratio, which historically correlates
with underperformance when at current levels.
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Moreover, the consistency of returns from bonds is
noteworthy. Data illustrate a more stable distribution
of bond returns compared to equities, enhancing the
appeal of fixed income investments. A historical per-
spective reinforces this view: in the last century, only

Current Valuations Favors Bonds Over Stocks
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a few instances, such as during the Great Depres-
sion and the dot-com crash, have seen U.S. equities
outpacing bonds with yields and multiples at or near
current levels.
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Source: Bloomberg, Shiller date: http://www.econ.yale.edu/~shiller/data.htm, MacKay Shields; Bonds represented by the

Bloomberg US Government/Corporate Bond Index from Jan 1973 to Jan 1976 and the Bloomberg US Aggregate bond index from

Feb 1976 to Oct 2023. Stocks represented by the S&P 500.
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Another key metric we look at is the equity risk pre-
mium (ERP), which we calculate as the earnings yield
or the inverse of the S&P 500’s price/earnings ratio,
minus the yield of the 10-year U.S. Treasury note.
Currently, the ERP hovers slightly over 1%, a figure
comparable to the lows of 2007. This suggests that
equity valuations, in relation to bonds, are at an unusu-
ally high level, unlikely to be sustained in the long term.
This scenario presents a compelling case for prioritiz-
ing fixed income over equity in multi-asset portfolios.

Given today’s yield levels, we advocate for a stron-
ger focus on fixed income, even when considered
independently of equity valuations. Not only does
fixed income present attractive return potential, but,
in our view, it also offers a buffer in portfolio per-
formance during market downturns, particularly as
current dis inflationary trends persist.

Emerging Opportunities in Developing Market Debt

From a total return perspective, we believe current
yield levels across Emerging Market debt sub-asset
classes offer significant positive potential for 2024.
As we always advocate, country and issuer selection

Emerging Market Yields Offer Notable Opportunity
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remain paramount to investment success,
and we detect trends of divergence within each
sub asset class.
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Source: JP Morgan. HC Corporates represented by World, Fixed Income Indices, J.P. Morgan, CEMBI Broad Diversified, Financials
Face Constrained Broad Index, All Maturities, Stripped Yield to Maturity. HC Sovereign represented by World, Fixed Income
Indices, J.P. Morgan, EMBI Global Diversified, Face Constrained Index, All Maturities, Stripped Yield to Maturity. Local Currency
represented by World, Fixed Income Indices, J.P. Morgan, GBI-EM Global Diversified, Index, All Maturities, Yield.
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For Emerging Market Hard Currency Corporates,
we favor defensive sectors over cyclical sectors.
Furthermore, TMT companies (technology, media
& telecommunications) in Latin America are facing
a tough competitive landscape and a challenging
growth-stagnation trend going forward. We are also
cautious on the petrochemical sector across re-
gions due to large supply emanating from China,
depressing margins for this industry worldwide.
Utilities should continue to do well as a defensive
sector, and we especially like the Indian renewable
energy sector, which remains in growth mode
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and is well-aligned with the Indian government’s
clean energy transition objectives. Another area of
opportunity, the Macao gaming industry continues
to benefit from positive structural changes. The
industry has shifted its focus from junket operators
to one of premium mass market with higher profit
margins. It has also successfully diversified its
revenues by expanding into entertainment and
attracting a new segment of consumers that are
younger and more social media savvy, in addition to
the well-established, traditional casino consumers.
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Within Emerging Market Hard Currency Sovereigns,
while investment-grade spreads are not particularly
appealing to us, there are selective value oppor-
tunities in high yield sovereigns, where we think
markets are too pessimistic on default proba-
bilities. Similarly, within Emerging Market Local
Currency Sovereigns, we believe high yielders

in Latin America and Europe should outperform
amid easing inflation and attractive term premia.

Fixed Income Resiliency

T
Sept-15

T T T
May-18 Jan-21 Sept-23

However, low yielders in Asia may struggle, facing
tight interest rate differentials against the U.S. and
slower disinflation prospects.

For Emerging Market debt, we believe the theme
of divergence across asset classes, regions, coun-
tries and sectors will be prevalent, which provides
abundant investment opportunities for 2024.



4  Lockin Mortgages in 2024

The attractiveness of U.S. Agency Mortgage-Backed as loan demand cools in a slowing economy. This

Securities (MBS) is underscored by a convergence potential increase in bank demand for MBS could
of monetary policy shifts and market dynamics. The provide further support to the market, making
Federal Reserve’s move away from quantitative eas- agency MBS an even more attractive investment.

ing and its rate hikes have significantly widened the
spread of agency MBS over U.S. Treasuries. This
shift, along with high interest rates and a cooling
housing market, has greatly mitigated prepayment
risks, enhancing the appeal of agency MBS in the
fixed-income market.

Contrasting this with the investment-grade corporate
bond market, spreads recently touched new lows for
the year, not adequately reflecting the broader eco-
nomic slowdown, heightened market volatility and
geopolitical risks. This disconnect suggests that cor-
porate bonds may not be fully pricing in the prevailing
A notable factor in this landscape is the market economic uncertainties. In contrast, agency MBS,
technical pressures related to the banking sector. The with their higher yields, wider spreads and reduced
FDIC’s completion of the sales of agency MBS from prepayment risks, appear to offer a more accurate

the portfolios of Silicon Valley Bank and Signature reflection of the current economic environment. This
Bank has alleviated some market pressure, potentially makes them a particularly appealing option for inves-
ushering in a period of more stable MBS pricing. tors seeking stability and yield in an uncertain market.
There remains approximately $3 billion of agency With the technical headwinds from banking sector
CMOs that are still to be sold, but we expect these challenges easing and the prospect of renewed bank
sales to be completed by the end of this year. How- interest in MBS, agency MBS are poised to be a key
ever, bank demand for MBS has been notably weak, investment choice, offering both relative safety and

a trend that might see a turnaround should market potential for superior performance in the coming year.

volatility stabilize. Bank demand may also resurface

Mortgage-Backed Securities Poised to Outperform
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Source: Bloomberg and MacKay Shields as of November 24, 2023. MBS yield reflects the yield on FNMA currency coupon MBS,

Corporate Yield is represented by the yield-to-worst on the Bloomberg US Corporate 5-10 Year Index of A or higher credit quality;
MBS CC Spread is the currency coupon yield minus the average yield on a 5-year and 10-year US Treasury and the Corp OAS is

the option-adjusted spread of the Bloomberg US Corporate 5-10 Year Index of A or higher credit quality.
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5 Stressed Credits Fall Out of Favor

At the beginning of 2023, few would have predicted As shown in the chart below from JP Morgan, the

that CCC-rated bonds would have their best year “upgrade-to-downgrade” ratio for the high yield

since 2016. As of November 30, 2023, the CCC market remains above one (i.e., for every $1 of high
segment of the ICE BofA US High Yield Index has yield bonds downgraded by credit rating agencies,
returned a remarkable 13.7%. $1.3 in high yield bonds were upgraded). While this

ratio has declined sharply from the 2021 high, it

However, we believe it will be difficult for CCCs to suggests that broad credit trends remain stable.

continue their strong performance in 2024 versus
the higher-quality part of the market.

Last 12 Months U.S. HY Upgrade to Downgrade Ratio (by Par)
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Source: JP Morgan. As of September 30, 2023.

Fixed Income Resiliency



Beneath the surface, however, there is a stark
difference in credit trends between CCC issuers
and the rest of the high yield market. As seen
in the chart below, so far in 2023, the number of
CCC issuers downgraded (65) have significantly

outnumbered the number upgraded (38). On the
other hand, both BB and B issuers have contin-
ued to more frequently experience upgrades than
downgrades.

Number of Issuer Upgrades and Downgrades YTD to September 2023
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Source: JP Morgan. As of September 30, 2023.

It is important to note that CCCs represent only
11% of the market, and we believe the credit out-
look for high yield remains strong. The quality of
high yield bonds has improved significantly in the
past decade. The ICE BofA US High Yield Index
is now comprised of 51% BBs (on a par value
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basis) at the end of 2022, up from 43% at the end
of 2011. High yield issuers today are generally
publicly traded companies—69%, according to
JP Morgan. Even if the U.S. economy heads into a
recession, it is unlikely that default rates spike far
above historical norms.



Source Information

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, Bloomberg Equity Indices and all other Bloomberg indices
referenced herein are service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”),
the administrator of the indices (collectively, “Bloomberg”) and have been licensed for use for certain purposes by MacKay Shields
LLC (“MacKay Shields”). Bloomberg is not affiliated with MacKay Shields, and Bloomberg does not approve, endorse, review, or rec-
ommend MacKay Shields or any products, funds or services described herein. Bloomberg does not guarantee the timeliness, accu-
rateness, or completeness of any data or information relating to MacKay Shields or any products, funds or services described herein.

Comparisons to an Index

Comparisons to a financial index are provided for illustrative purposes only. Comparisons to an index are subject to limitations
because portfolio holdings, volatility and other portfolio characteristics may differ materially from the index. Unlike an index, individ-
ual portfolios are actively managed and may also include derivatives. There is no guarantee that any of the securities in an index are
contained in any managed portfolio. The performance of an index may assume reinvestment of dividends and income, or follow other
index-specific methodologies and criteria, but does not reflect the impact of fees, applicable taxes or trading costs which, unlike an
index, may reduce the returns of a managed portfolio. Investors cannot invest in an index. Because of these differences, the perfor-
mance of an index should not be relied upon as an accurate measure of comparison.

The following index may be referred to in this document:

Bloomberg U.S. Aggregate Bond Index

The Bloomberg U.S. Aggregate Index represents securities that are SEC-registered, taxable, and dollar denominated. Must have at
least one year to final maturity regardless of call features. Must have at least $300 million par amount outstanding. Must be rated
investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, S&P, Fitch. Must be dollar-denom-
inated and non-convertible.

Bloomberg U.S. Government/Credit Bond Index
Bloomberg US Government/Credit Bond Index is a broad-based flagship benchmark that measures the non-securitized component of the US
Aggregate Index. It includes investment-grade, US dollar-denominated, fixed-rate Treasuries, government-related and corporate securities.

ICE BofA US High Yield Index

The ICE BofA US High Yield Index tracks the performance of U.S. dollar-denominated, below-investment-grade, corporate debt publicly
issued in the U.S. domestic market. The ICE BofA US High Yield Index tracks the performance of U.S. dollar-denominated,
below-investment-grade, corporate debt publicly issued in the U.S. domestic market. Qualifying securities must have a below-in-
vestment-grade rating (based on an average of Moody’s, S&P and Fitch) and an investment-grade-rated country of risk (based on an
average of Moody’s, S&P and Fitch foreign-currency, long-term, sovereign debt ratings). In addition, qualifying securities must have at
least one year remaining term to final maturity, a fixed-coupon schedule and a minimum amount outstanding of $100 million. Original
issue zero-coupon bonds, “global” securities (debt issued simultaneously in the Eurobond and U. S. domestic bond markets), 144a
securities and pay-in-kind securities, including toggle notes, qualify for inclusion in the Index. Callable perpetual securities qualify
provided they are at least one year from the first call date. Fixed-to-floating rate securities also qualify provided they are callable within
the fixed-rate period and are at least one year from the last call prior to the date the bond transitions from a fixed to a floating-rate
security. DRD-eligible and defaulted securities are excluded from the Index.

S&P 500 Index
The S&P 500 Index is an unmanaged index that is widely regarded as the standard for measuring large-cap U.S. stock market performance.
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JPMorgan EMBI Global Diversified Index

JPMorgan EMBI Global Diversified Index is an unmanaged, market-capitalization weighted, total-return index tracking the traded mar-
ket for U.S.-dollar-denominated Brady bonds, Eurobonds, traded loans, and local market debt instruments issued by sovereign and
quasi-sovereign entities.

JP Morgan Government Bond-Emerging Market Index

JPMorgan GBI-EM Gilobal Diversified (GBI-EM) series, launched in June 2005, is the first comprehensive global emerging markets
index of EM local government bond debt. There are three root versions of the GBI-EM with a Diversified overlay for each version;
GBI-EM Broad / GBI-EM Broad Diversified, the GBI-EM Global / GBI-EM Global and the GBI-EM / GBI-EM Diversified.

Important Disclosure

Availability of this document and products and services provided by MacKay Shields LLC may be limited by applicable laws and reg-
ulations in certain jurisdictions and this document is provided only for persons to whom this document and the products and services
of MacKay Shields LLC may otherwise lawfully be issued or made available. None of the products and services provided by MacKay
Shields LLC are offered to any person in any jurisdiction where such offering would be contrary to local law or regulation. This doc-
ument is provided for information purposes only. It does not constitute investment or tax advice and should not be construed as an
offer to buy securities. The contents of this document have not been reviewed by any regulatory authority in any jurisdiction.

This material contains the opinions of certain professionals at MacKay Shields but not necessarily those of MacKay Shields LLC. The
opinions expressed herein are subject to change without notice. This material is distributed for informational purposes only. Forecasts,
estimates, and opinions contained herein should not be considered as investment advice or a recommendation of any particular
security, strategy or investment product. Information contained herein has been obtained from sources believed to be reliable, but not
guaranteed. Any forward-looking statements speak only as of the date they are made and MacKay Shields assumes no duty and does
not undertake to update forward-looking statements. No part of this document may be reproduced in any form, or referred to in any
other publication, without express written permission of MacKay Shields LLC. ©2023, MacKay Shields LLC. All Rights Reserved.

MacKay Shields LLC is a wholly owned subsidiary of New York Life Investment Management Holdings LLC, which is wholly owned by
New York Life Insurance Company. “New York Life Investments” is both a service mark, and the common trade name of certain invest-
ment advisers affiliated with New York Life Insurance Company. Investments are not guaranteed by New York Life Insurance Company
or New York Life Investments.

Information included herein should not be considered predicative of future transactions or commitments made by MacKay Shields
LLC nor as an indication of current or future profitability. There is no assurance investment objectives will be met. Past performance
is not indicative of future results.

Note To UK And European Audience

This document is intended only for the use of professional investors as defined in the Alternative Investment Fund Manager’s Direc-
tive and/or the UK Financial Conduct Authority’s Conduct of Business Sourcebook. To the extent this document has been issued in
the United Kingdom, it has been issued by MacKay Shields UK LLP, 80 Coleman Street, London, UK EC2R 5BJ, which is authorised
and regulated by the UK Financial Conduct Authority. To the extent this document has been issued in the EEA, it has been issued by
MacKay Shields Europe Investment Management Limited, Hamilton House, 28 Fitzwilliam Place, Dublin 2 Ireland, which is authorised
and regulated by the Central Bank of Ireland.
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Note to Canadian Audience

The information in these materials is not an offer to sell securities or a solicitation of an offer to buy securities in any jurisdiction of
Canada. In Canada, any offer or sale of securities or the provision of any advisory or investment fund manager services will be made
only in accordance with applicable Canadian securities laws. More specifically, any offer or sale of securities will be made in accor-
dance with applicable exemptions to dealer and investment fund manager registration requirements, as well as under an exemption
from the requirement to file a prospectus, and any advice given on securities will be made in reliance on applicable exemptions to
adviser registration requirements.

Risks of Investing in Asset and Mortgage-Backed Securities

One of the principal risks of mortgage-related and asset-backed securities is that the underlying debt may be prepaid ahead of sched-
ule if interest rates fall, thereby reducing the value of an investment. If interest rates rise, there is less prepayment risk but defaults may
increase, potentially causing losses. This is not a complete list of risks associated with the strategy. Consult your professional advisors
for further guidance.

Risks of Investing in Emerging Markets

Foreign securities are subject to interest rate, currency exchange rate, economic, and political risks. The risks of investing in emerging
markets include, but are not limited to, the risks of illiquidity, increased price volatility, smaller market capitalizations, less government
regulation, less extensive and less frequent accounting, financial and other reporting requirements, risk of loss resulting from problems
in share registration and custody, substantial economic and political disruptions and the nationalization of foreign deposits or assets.
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