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For the first time in a long time, rising yields 
have made bonds a much more powerful part 
of the asset allocator’s toolkit. How should 
asset allocators be thinking about the role of 
fixed income in portfolios?
Entry Points Matter 
Mathematically, when investors buy in at a higher yield, 
the coupon income can cushion them against significant 
capital losses. To put this in perspective, we looked at 
points in history when yields were around their recent 
levels, and then looked at the range of return outcomes  
of the relevant indices (Figure 1). 

Over the long term, we looked at every month where 
investment-grade bonds were yielding 4% - 6% and 
plotted the annualized total return over the next 5 years. 

In all cases, total returns were positive, and in 71% of the 
observations, index returns were 5% - 7.5% a year. 

Turning to the U.S. high yield index1, we looked at months 
when bonds were yielding 8% - 9%. As might be expected 
in a more volatile asset class, outcomes were somewhat 
more dispersed. More than 70% of the time the index 
returned 5% or more and in 13% of cases returned double-
digit gains. Losses occurred in just 3% of observations.

The Opportunity in High Yield  
Investors can often reduce overall portfolio volatility and 
reduce downside risks by allocating to high yield from other 
assets such as equities. Today, while overall yields remain 
attractive, spreads have tightened considerably since 
hitting 6% in July 2022. With that in mind, we recommend 
a relatively defensive stance in high yield, focusing on the 
higher-quality part of the market. 

Assessing the Entry Point  
for Fixed Income
Fixed Income in 2024—Lessons from History 

Figure 1: Annualized returns over 5-year holding periods | distribution of monthly observations
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1. Bloomberg High Yield Corporate Index

Data from January 1973 to December 2023. Investment-grade bonds = Bloomberg Gov/Credit from 1973-1975; Bloomberg US Aggregate from 1976-Present. 
High-yield bonds = Bloomberg High Yield Corporate Index: 1983 – Present. Source: Bloomberg L.P. and MacKay Shields. It is not possible to invest directly  
in an index. Past performance is not a reliable indicator of future performance.
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Although overall high yield credit trends remain stable, with 
low historical leverage and higher interest coverage ratios, 
CCC issuers have diverged from the rest of the market. In 
2023 we saw a continued upgrade trend for the BB-B part 
of the market, but there was a faster pace of downgrades 
among low single-B and CCC-rated issuers. This was 
partly due to the impact of higher financing costs for more 
levered companies, and issuers in some sectors such as 
telecoms and media are facing secular pressures. 

The U.S. High Yield Maturity Wall
Against that backdrop, how concerned should investors be 
about approaching maturity walls, where companies will 
need to refinance maturing debt at higher interest rates? 

Roughly US$110 billion worth of U.S. high yield bonds 
are coming due in 2024 and 2025. At about 8% of the 
market, we think this volume is manageable, particularly 
given continued strong investor demand for credit. That 
said, demand in the primary market has mostly been for 
BBs and single-Bs. For example, of the roughly US$180 
billion in new deals last year, only about 1% was in CCC’s 
according to JPMorgan. 

The good news is that most of the bonds coming due 
imminently are higher-quality credits (Figure 2). The bulk of 
the CCC maturities are after 2026, offering some runway 
for more levered companies to refinance.  

We don’t expect significant defaults in the high yield market. 
Default rates may move closer to their long-term averages 
of 3% to 4% but, barring a severe macroeconomic event, 
we don’t see them going much higher.

Potential for Seismic Shifts in the Municipal Market
We believe we could see investment flows shift back to the 
municipal bond market this year as the interest-rate cycle 
starts to turn, and this should support valuations. Overall, 
we think municipals could be a strong late-cycle asset 
class solution.

In terms of the broad credit fundamentals, we believe 
municipal issuers should remain resilient, even in an 
economic slowdown scenario. Revenue streams among 
state governments are diverse; we have seen broad-based 
replenishment of rainy-day funds, and municipal revenue 
collections hit an all-time high last year (Figure 3).

Source: NASBO Fiscal Survey of States, Spring 2023

Data as of January 31, 2024
Source: ICE Data

Figure 2. Majority of lowest-rates bonds mature after 2026 | $BN

Figure 3. States continue to grow their reserve levels
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In terms of credit quality, given that municipal issuers have 
the flexibility to raise revenues and even cut expenses 
when they need to, it gives them the latitude to stay 
relatively stable.

This year we changed our asset allocation guidance to a 
slight high yield overweight relative to investment grade, to 
70:30 rather than the 80:20 we’d consider neutral for the 
average moderate municipal bond investor. One reason 
is that we think spreads in general are somewhat more 
attractive in the high yield space. 

Second, if investment flows do pick up, we think a reversal 
could benefit some of the high yield segments more.

Finally, organizational changes among players in the 
high yield municipal landscape may result in changes 
in their strategy and philosophy in terms of what types 
of bonds they want to buy. For example, in recent years 
we saw a tendency to chase yield that wasn’t always in 
line with the fundamentals. If somewhat indiscriminate 
buying turns to equally indiscriminate selling, this could 
create some attractive relative value opportunities for 
active security selection. 

Meanwhile, in the taxable municipal market, we expect to 
see institutional demand rebound this year, especially from 
international buyers as yield curves normalize, and some of 
the currency hurdles in terms of hedging costs diminish. 

What Are the Risks? 
While entry points look attractive in several fixed-income 
sectors, we live in uncertain times. Looking to the future, 
what could go wrong with our thesis?

One negative scenario would be a reacceleration of 
inflation, causing interest rates to rise further. However, 
given current yield levels, rates would need to rise 
significantly to result in a capital loss. 

A second scenario would be a severe hard landing. This 
would cause credit spreads to widen, corporates would 
underperform Treasuries and high yield would typically 
underperform investment grade. That said, history suggests 
in that scenario, credit would still outperform equities. 

Overall, on a risk-adjusted basis, we believe fixed income 
remains an attractive and potentially resilient option in a 
late cycle environment.

Important disclosure: 
Availability of this document and products and services provided by MacKay Shields LLC 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 
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 document 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. ©2024, MacKay Shields LLC. All Rights Reserved.  

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.

Additional risks of investing in fixed income securities  
High yield securities (junk bonds) have speculative characteristics and present a greater risk of loss than higher quality debt securities.  These 
securities can also be subject to greater price volatility.  

Investments in bonds are subject to interest-rate risk and can lose principal value when interest rates rise. Bonds are also subject to credit risk, 
in which the bond issuer may fail to pay interest and principal in a timely manner.  

The above does not represent a complete description or list of risks. Consult your professional advisors prior to making any investment.

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, individual 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 performance of an index should not be relied upon as an accurate measure of comparison.



Bloomberg U.S. Government/Credit Bond Index  
The 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.

Bloomberg US Aggregate Bond Index  
The Bloomberg US Aggregate Bond Index is a broad-based index that measures the investment-grade, US dollar-denominated, fixed-rate 
taxable bond market, including Treasurys, government-related and corporate securities, mortgage-backed securities (agency fixed-rate and 
hybrid adjustable-rate mortgage pass-throughs), asset-backed securities, and commercial mortgage-backed securities, with maturities of at 
least one year. Index results assume the reinvestment of all capital gain and dividend distributions.

Bloomberg US Corporate High Yield Bond Index  
The Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. 
Securities are classified as high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an 
emerging markets country of risk, based on EM country definition, are excluded.

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.

ICE Data Indices, LLC (“ICE Data”), is used with permission. ICE® is a registered trademark of ICE Data or its affiliates, and BofA® is a 
registered trademark of Bank of America Corporation licensed by Bank of America Corporation and its affiliates (“BofA”) and may not be 
used without BofA’s prior written approval. ICE Data, its affiliates and their respective third-party suppliers disclaim any and all warranties 
and representations, express and/or implied, including any warranties of merchantability or fitness for a particular purpose or use, including 
the indices, index data and any data included in, related to, or derived therefrom. Neither ice data, its affiliates nor their respective third-
party suppliers shall be subject to any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the 
indices or the index data or any component thereof, and the indices and index data and all components thereof are provided on an “as 
is” basis and your use is at your own risk. ICE Data, its affiliates and their respective third-party suppliers do not sponsor, endorse, or 
recommend MacKay Shields LLC, or any of its products or services.

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

New York Life Investment Management LLC engages the services of federally registered advisors. MacKay Shields LLC is an affiliate of New York Life Investment 
Management.

“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors affiliated withNew York Life Insurance Company.


