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2025—Bonds Take Center Stage

We believe the bond market in 2025 is positioned  
for strong performance, driven by a resilient U.S. 
economy, moderating inflation and a shift toward  
a higher steady-state interest rate environment.  
Fiscal policies continue to support growth while 
monetary conditions stabilize, creating a favorable 
backdrop for fixed income investments. Rising  
institutional and retail demand for bonds, fueled  
by steadying yields and reduced Fed balance  
sheet runoff, underscores the broad appeal of  
fixed income as a reliable source of income and  
portfolio durability. With tight credit spreads and 
elevated equity valuations highlighting the relative  
attractiveness of bonds, fixed income can offer  
a unique combination of yield, stability, and  
diversification in an uncertain market landscape.
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Fade the animal spirits and focus on  
diversification and valuations
In today’s market, elevated valuations and pockets 
of exuberance—driven by lingering “animal  
spirits”—call for a disciplined and cautious approach. 
Investors should resist chasing speculative rallies 
or overvalued sectors, as the current environment 
is devoid of easy “home runs.” Instead, success in 
this cycle hinges on a focus on diversification and 
reasonable valuations, targeting steady, sustainable 

returns. With growth moderating, somewhat sticky 
inflation and policy uncertainties on the horizon, a 
strategy aimed at “singles and doubles” is essential. 
By allocating across high-quality assets, prioritizing 
income and avoiding concentrated risks, we maintain 
investors can navigate this complex market with  
resilience and confidence, building durable portfolios 
for long-term success.

Securitized Assets: A Compelling Value Proposition
We believe securitized assets present a compelling 
opportunity for 2025, offering better relative value 
compared to corporate credit. High-quality securitized  
sectors such as Agency mortgage-backed  
securities (MBS) and AAA-rated CLOs provide 
attractive carry and strong structural protections. 
Agency MBS spreads, historically wide relative to 
investment-grade corporate bonds, are poised to 

tighten as rate volatility decreases, bank demand 
returns and supply remains limited due to higher 
mortgage rates. Similarly, AAA CLOs offer a yield 
advantage over comparably rated corporate bonds 
backed by resilient leveraged loan performance and 
sound fundamentals. Growing institutional investor 
demand for yield is expected to further drive spread 
compression in these markets.
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MBS spreads historically wide to Investment Grade Corporates
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Favor high yield over investment grade corporates 
In our view, U.S. high yield bonds present a more 
compelling opportunity than investment-grade  
corporates in 2025, offering elevated carry and 
select potential for moderate spread compression. 
While investment-grade bonds provide stability and 
all-in yields around 5%, spreads are near historical  
tights with limited room for further tightening. In  
contrast, high yield offers yields of 7-8%, with BB 
and single-B credits benefiting from resilient  
corporate fundamentals, improving earnings and 
relatively low default rates, which are expected to 

decline to ~2.5%. Additionally, the shorter duration  
of the high yield market today compared to  
previous years means spreads are less tight than 
they appear on an outright basis, offering better 
compensation for credit risk. We expect spreads  
in U.S. high yield that are forecasted to remain  
range-bound, particularly in the first half of the year, 
as demand remains strong and economic growth 
continues. Periodic episodes of volatility are likely  
to be buying opportunities, offering the chance to 
earn excess returns.
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The duration of the high yield market has shortened by more than one year, rendering  
the market less sensitive to interest rate and spread moves

Within the securitized space, certain sectors stand 
out for their risk-reward profiles. Prime auto and credit 
card ABS deliver strong income opportunities, with 
stable consumer credit trends and tighter underwriting  
supporting credit performance. Non-agency RMBS, 
such as the Credit Risk Transfer (CRT) market, offers 
attractive relative value, particularly in senior and 
mezzanine tranches, backed by robust fundamentals 
and favorable technicals. However, cautious  
positioning is advised to navigate macroeconomic 
risks, policy uncertainties and spread dispersion 
across vintages. These sectors provide diversification 
and incremental yield in a market where credit  
fundamentals are expected to stay robust.

While there is cautious optimism for CMBS, it also 
presents opportunities for selective investors. 
High-quality conduit and SASB deals in in-demand 
sectors like multifamily, industrial and higher-end 
retail stand out, supported by modest cash flow 
growth and better sponsorship. However, risks in 
legacy office-heavy exposures and rising delinquency 
rates necessitate careful selection, particularly in 
subordinated tranches. With CMBS spreads offering  
a premium to corporate credit and improving 
technicals driving new issuance, this sector can 
provide attractive relative value for investors willing 
to navigate its inherent challenges.
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Resilient Foundations and Select Opportunities  
in Emerging Markets 
We believe emerging market debt (EMD) offers ample  
opportunities for investors in 2025, driven by divergent 
return drivers and structural advantages relative to  
developed market counterparts. Higher-yielding 
issuers outperformed in 2024, supported by resilient 
growth, a favorable commodity price environment and 
conservative leverage among corporate issuers. These  
structural features, coupled with a persistent risk 
premium, enable EMD to compound returns over time. 
While risk premiums have compressed compared to 
historical levels, the current profile still offers better 
compensation when adjusted for the lower duration 
and evolving market dynamics of the asset class. 
Accordingly, it is our belief that hard currency sovereign 
and corporate bonds are likely to deliver high single- 
digit returns in 2025, with selective positioning being 
a key driver of excess performance.

The outlook remains constructive, but external  
risks warrant attention. While country-level political 
risks are less prominent due to a quieter electoral 
calendar, global uncertainties such as U.S. trade  
policy under the incoming administration, the war  
in Ukraine and geopolitical tensions in the Middle 
East could contribute to volatility. Investment  
opportunities are strongest in reform-focused 
economies like South Africa, where productive 
capacity is improving, and Turkey, where economic 
orthodoxy has returned, enabling diverse issuers to 
access primary markets. As these countries continue  
structural reforms, EMD remains a compelling option 
for investors seeking diversification and attractive 
carry, albeit with an emphasis on careful selection 
and risk management.
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In Europe, the outlook for high yield is more cautious 
due to weaker macroeconomic fundamentals and 
slower earnings growth, which could limit broad 
market performance. However, opportunities may 
exist in defensive sectors and high-quality credits 
where spreads offer attractive entry points.  

Overall, U.S. high yield stands out for its carry  
advantage and potential for modest spread  
compression, making it an attractive complement  
to more defensive fixed income allocations.  
European high yield may serve as a tactical play  
for selective investors.
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Rate Volatility Presents Opportunities Along the Yield Curve 
The opportunity to profit from long-end rate volatility in 
2025 is compelling, but outright duration risk may not 
offer the most favorable risk-return profile. Instead, 
yield curve trades and butterfly structures provide 
a more efficient way to capitalize on relative value 
opportunities while managing overall portfolio risk. 
Further fiscal expansion and expectations for higher 
issuance could widen term premia further, creating 
opportunities for steepening trades as long-end 
yields remain elevated. Conversely, flattening trades 
may outperform if disinflation accelerates or if global 
risks lead to a flight-to-quality, compressing long-end 
yields. Butterfly trades, such as 2s/10s/30s structures, 
offer convex payoffs by isolating curve volatility and 
mitigating exposure to outright rate moves.

These approaches minimize directional risk while 
taking advantage of curve dynamics, providing 
better risk-adjusted returns than outright duration 
bets. They also act as hedges against inflation 
or unexpected central bank actions, while their 
higher convexity offers attractive non-linear pay-
offs. However, investors should remain mindful of 
liquidity constraints and potential mismatches in 
curve volatility. By using steepening, flattening and 
butterfly strategies, investors can tactically position 
portfolios to benefit from long-end volatility with a 
more balanced risk-return profile.
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Emerging market yields

Source: JP Morgan as of December 17, 2024. It is not possible to invest directly in an index. See disclosures for index 
descriptions. Past performance is not indicative of future results.
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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. ©2025, 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.

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.

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 
schedule 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.

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 
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.

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 
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.

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.
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SOURCE INFORMATION

All ICE Data Indices referenced herein (Each such Index, The 
“INDEX”), are products of ICE Data Indices, LLC (“ICE DATA”), and 
are 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 
part 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 subjected 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. Inclusion 
of a security within an Index is not a recommendation by ICE 
Data to buy, sell, or hold such security, nor is it considered to be 
investment advice. 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.

INDEX DESCRIPTIONS

ICE BofA Liquid U.S. Treasury Index – tracks the performance 
of USD denominated sovereign debt publicly issued by the US 
government in its domestic market. Bills, inflation-linked debt and 
strips are excluded from the Index.

JPMORGAN CEMBI BROAD DIVERSIFIED HIGH YIELD  
INDEX – JPMorgan CEMBI Broad Diversified High Yield is a sub 
components of the JPMorgan CEMBI Div Broad Composite 
Blended Yield Index, which cover the sub investment grade part  
of this composite index.

JPMORGAN EMBI GLOBAL DIVERSIFIED INDEX – JPMorgan 
EMBI Global Diversified Index is an unmanaged, market-
capitalization weighted, total-return index tracking the traded 
market for US-dollar-denominated Brady bonds, Eurobonds, 
traded loans, and local market debt instruments issued by 
sovereign and quasi-sovereign entities.

JPMORGAN GOVERNMENT BOND–EMERGING MARKET  
INDEX – JPMorgan GBI-EM Global 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.

USE OF ISSUER NAMES

Issuer names used herein are provided as examples for 
educational and illustrative purposes only and are not intended, 
nor should they be construed as, recommendations to buy or sell 
any individual security.


