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Our core view is that income generation 

(carry) will replace price appreciation as the 

primary driver of total returns. With inflation 

settling at a “sticky” 3%1 and the term premium 

rising, we are positioning for a “higher-for-

longer” paradigm. 

Our approach to portfolio positioning: 

1. Duration discipline – play defense, stay neutral 

The trade: Neutral duration target with a bias toward the 

intermediate “belly” (3-7 years). 

The rationale: It is our view that interest rate risk remains 

mispriced. The market is pricing in an aggressive easing 

cycle (75-100 bps)2 that contradicts the reality of resilient 

growth and structural inflation. We believe the Fed will 

deliver fewer cuts than anticipated, creating a "policy 

disappointment" risk that will punish the front end. 

Simultaneously, the long end is potentially vulnerable to a 

supply-driven term premium shock. 

1. https://www.bea.gov/data/personal-consumption-expenditures-price-index-excluding-food-and-energy 
2. https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html 
3. https://www.goldmansachs.com/insights/articles/the-outlook-for-us-housing-supply-and-affordability 
 

The risks:  A deterioration in the labor market that sees 

the unemployment rate rising above 5% would force 

aggressive Fed easing, justifying a duration extension. 

Alternatively, a growth scare combined with sticky inflation 

would pressure real yields negative, necessitating a swift 

move to defensive duration. 

2. The quiet winner – Agency MBS 

The trade: We hold the view that an overweight Agency 

MBS as a core carry position and defensive substitute for 

tight Corporate Credit. 

The rationale: We maintain that agency MBS is the most 

attractive high-quality asset in the market, trading cheap 

relative to historical fair value. The thesis is dual-pronged; 

1) a structural housing undersupply (3-4 million units)3 

supports collateral value and 2) we believe demand for 

mortgages will increase on valuations. 

The risks:  If the Fed moves to actively sell MBS 

(quantitative tightening acceleration) rather than letting 

them roll off, supply will overwhelm demand.  Alternatively, 

a sharp rise in rate volatility would increase prepayment 

risk and damage the convexity profile of the asset class.

https://www.bea.gov/data/personal-consumption-expenditures-price-index-excluding-food-and-energy
https://www.cmegroup.com/markets/interest-rates/cme-fedwatch-tool.html
https://www.goldmansachs.com/insights/articles/the-outlook-for-us-housing-supply-and-affordability
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3. Credit strategy – fatten the belly, starve the 

long end 

The trade: It is our view to favor intermediate maturities 

(3-7 years); avoid long-duration US corporate bonds.  Our 

focus is on defensive sectors (utilities, healthcare) and 

select European and Emerging Markets for diversification 

and attractive value. 

The rationale:  We believe credit valuations are full, and a 

technical storm is brewing in the US. We are facing a 

significant supply headwind from AI infrastructure financing 

and a backlog of M&A deals. This issuance will likely 

concentrate in the long end, preventing spread tightening. 

The risks:  If the “AI Arms Race” cools, capex spending—

and the associated debt issuance—could plummet, 

removing the supply overhang.  Elevated recession fears 

would widen spreads materially, creating an attractive 

entry point for long-duration credit. 

4. Securitized markets – idiosyncratic alpha 

The trade: We are favorable to being long ABS and AAA 

CLOs; Selective in CMBS. 

The rationale:  Recent fraud cases in 2025 look to be 

idiosyncratic, not systemic.4,5  They reinforce the need for 

active underwriting, not sector abandonment. The US 

consumer remains a bright spot, with aggregate household 

balance sheets in their strongest position since the 1980s.6 

Certain subsectors within the CMBS market have been 

unfairly punished from model-driven rating agency 

downgrades.   

The risks:  If commercial real estate (CRE) refinancing 

stresses regional bank balance sheets, this could trigger a 

broader tightening of credit conditions.   

5. New frontiers – EM local currency 

The trade: We are also long select EM Local Currency 

Sovereigns (High Real Yields). 

The rationale:  It is our view that Emerging Markets are 

the clear beneficiaries of the improving US macro 

environment. The convergence of falling domestic inflation 

in EM and a structurally weaker USD (driven by Fed cuts) 

creates a tailwind. We are targeting countries with fiscal 

discipline that offer high real yields, using this as a 

diversifier against US-centric inflation risks. 

The risks:  A “flight to safety’ into the greenback would 

hurt EM returns, while any new aggressive trade tariffs 

would hurt EM exports and damage their fiscal balances. 

Summary 

Our base case is constructive, but risks remain (growth 

scare, policy mistake, higher inflation).  Focus on high 

quality carry while balancing caution and opportunity, 

accordingly. 

  

4. https://www.bloomberg.com/news/articles/2025-09-29/auto-parts-supplier-first-brands-files-for-bankruptcy 
5. https://www.bloomberg.com/news/features/2025-11-10/tricolor-auto-bankruptcy-kicked-off-by-jpmorgan-phone-call 
6. https://www.federalreserve.gov/releases/z1/20220909/html/recent_developments.htm 
 

https://www.bloomberg.com/news/articles/2025-09-29/auto-parts-supplier-first-brands-files-for-bankruptcy
https://www.bloomberg.com/news/features/2025-11-10/tricolor-auto-bankruptcy-kicked-off-by-jpmorgan-phone-call
https://www.federalreserve.gov/releases/z1/20220909/html/recent_developments.htm
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IMPORTANT DISCLOSURE 
Availability of products and services provided by MacKay Shields may be 

limited by applicable laws and regulations in certain jurisdictions and this 

document is provided only for persons to whom this document and the 

products and services of MacKay Shields may otherwise lawfully be 

issued or made available. None of the products and services provided by 

MacKay Shields are offered to any person in any jurisdiction where such 

offering would be contrary to local law or regulation. This document is 

provided for information purposes only. It does not constitute investment 

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. All investments contain risks and may lose 

value and these materials do not undertake to explain all of the risks 

associated with any investment strategy referred to herein. Clients and 

investors should not invest in any strategy referred to herein unless 

satisfied that they and/or their representatives have requested and 

received all information that would enable them to evaluate the merits 

and risks thereof. 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.  Any opinions expressed 

are the views and opinions of certain investment professionals at MacKay 

Shields which are subject to change without notice. There may have 

been, and may in the future be, changes to the investment personnel 

responsible for the management of the strategy(ies) described herein, as 

well as changes to the investment process utilized by such investment 

personnel.  Past performance is not indicative of future results.  

At the time of writing, MacKay Shields LLC maintains investments in the 

securities, issuers and/or companies cited herein.  References to such 

securities, issuers and/or companies  for educational and informational 

purposes only, and are intended to convey factual information and 

current market conditions.  Such names are not intended, nor should they 

be construed as, a recommendation to buy and sell any individual 

security. 

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 UNION AUDIENCE 
This document is intended only for the use of professional investors as 

defined in the Alternative Investment Fund Manager’s Directive 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 NYL Investments UK LLP, 200 Aldersgate Street, 

London UK EC1A 4HD, 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 NYL Investments Europe 

Limited, 77 Sir John Rogerson's Quay, Block C Dublin D02 VK60 Ireland. 

NYL Investments Europe Limited is authorized and regulated by the 

Central Bank of Ireland (i) to act as an alternative investment fund 

manager of alternative investment funds under the Alternative Investment 

Fund Managers Directive (Directive 2011/61/EU) and (ii) to provide the 

services of individual portfolio management, investment advice and the 

receipt and transmission of orders as defined in Regulation 7(4) of the 

AIFMD Regulations to persons who meet the definition of “professional 

client” as set out in the MiFID Regulations.  It has passported its license 

in additional countries in the EEA. 

This document only describes capabilities of certain affiliates of New York 

Life Investments and/or MacKay Shields LLC.  No such affiliates will 

accept subscriptions in any funds not admitted to marketing in your 

country or provide services to potential customers in your country, 

including discretionary asset management services, except where it is 

licensed to do so or can rely on an applicable exemption. 

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 investment advisers 

affiliated with New York Life Insurance Company. Investments are not 

guaranteed by New York Life Insurance Company or New York Life 

Investments. 

NOTE TO CANADIAN RECIPIENTS 
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 accordance 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. 

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 JAPANESE RECIPIENTS 
In Japan, this is issued by New York Life Investment Management Asia 

Limited (Financial Instruments Business Operator, Kanto Local Finance 

Bureau (FIBO) No. 2964, Member of Japan Investment Advisers 

Association and Type 2 Financial Instruments Firms Association) for 

institutional investors only. As costs and/or fees to be borne by investors 

vary depending on circumstances such as products, services, investment 

period and market conditions, the total amount nor the calculation 

methods cannot be disclosed in advance. All investments involve risks, 

including market fluctuation and investors may lose the principal amount 

invested. Investors should obtain and read the prospectus and/or 

information set forth in Article 37-3 of the Financial Instruments and 

Exchange Act carefully before making investment decisions. 

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 investment advisers 

affiliated with New York Life Insurance Company. Investments are not 

guaranteed by New York Life Insurance Company or New York Life 

Investments. 

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 recommend MacKay Shields or any products, funds 

or services described herein. Bloomberg does not guarantee the 

timeliness, accurateness, or completeness of any data or information 

relating to MacKay Shields or any products, funds or services described 

herein. 
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For more information 
800-624-6782 
newyorklifeinvestments.com 
mackayshields.com 

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 investment advisers affiliated with New York Life Insurance Company. Investments 
are not guaranteed by New York Life Insurance Company or New York Life Investments. 

 


