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Introduction 

The MacKay Shields High Yield Team (“the Team”) utilizes a bottom -up, value-oriented approach to investing in the US high yield 

market. Our objective is to outperform the high yield market over the long-term through superior credit selection while mitigating 

downside risks. Given the asymmetric risk/return profile of investing in high yield bonds, we believe appropriate risk compensation 

and a focus on downside protection are required to invest successfully in our market. We have a long-term outlook and do not 

attempt to time the market. 

In line with MacKay Shields' Responsible Investing Policy, we recognize that material environmental, social, and governance 

(“ESG”) factors can have an impact on long-term investment outcomes and, therefore, are a natural and important component of 

disciplined investment research and portfolio management process. Each team member is accountable for incorporating ESG 

considerations into their analysis, ensuring a comprehensive evaluation of potential investments. While the firm policy will detail 

many aspects of our responsible investing processes, including our treatment of exclusions, approach to climate change, and 

governance of our responsible investing activities, the below policy is meant to illustrate how these processes are incorporated 

into and adapted for our Team’s specific investment philosophy and process.   

Research Process1  
We believe ESG integration is a critical and natural part of our fundamental research, and therefore that ESG research led by the 

investment team is the best approach to doing so, as our portfolio managers and analysts have the deepest understanding of 

companies and strongest relationship with managements. Our ESG research is driven by our bottom-up analysis of issuers, 

including sustainability reports where available, and through active dialogue with management. While we utilize third-party ESG 

data providers to complement our findings and understand how the market may perceive a company’s ESG risks and 

opportunities, our internal ESG risk groups are not based on third-party scores. Material differences between our assessment and 

market perception may be sources of opportunity.  

Our senior team members have significant investment experience and have research responsibilities for specific sectors, each 

with deep knowledge of their sectors. Most have spent the majority of their careers covering the same industries and all have  

 
1. The processes and procedures described in this Responsible Investing Policy, including without limitation ESG scoring, is applicable only to ac tively managed 

investment strategies.  From time-to-time the Team may manage accounts pursuant to non-actively managed investment strategies, including (without 
limitation) an account with investment strategy or investment objective to substantially track and index or to maintain a low  tracking error, and the processes 
and procedures described herein will not be applied to the management of such accounts. 

https://www.newyorklifeinvestments.com/assets/mackay-shields/documents/policies/mackay-shields-responsible-investing-policy.pdf
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longstanding relationships with high yield market participants. The senior team members are supported by our generalist high 

yield analysts and the firm’s dedicated Responsible Investing Team.  

The US High Yield market presents challenges regarding ESG: 

▪ The market is comprised of many small and/or private companies that are not covered by third party data providers. 
These companies generally have less ESG-related disclosure and may not have the resources to engage with data 

providers. 

▪ High Yield companies may operate in niche industries rather than large, broad sectors – requiring more nuanced and 

company-specific assessments of material ESG risk. 

▪ External data providers tend to view ESG through the lens of a shareholder, rather than a creditor.   

 

HIGH YIEL D ESG RISK GROU P  F RAMEWORK  

The Team, in consultation with our clients, initially developed an ESG Risk Group framework in 2014 to align with our existing 

Credit Risk Group framework, which we have used since our inception in 1991. We believe this ESG Risk Group framework is 

beneficial as it formalizes our investment team’s ESG analysis and provides greater transparency on all material risk 

considerations to our clients.  

We categorize securities in our portfolios into one of four Credit Risk Groups that are delineated by the strength of the asset 

coverage and the potential for default.  Risk Group 1 designate the highest quality credits, Risk Group 2 are somewhat weaker, 

Risk Group 3 are the riskiest credits, and Risk Group 4 are special situations. 

HIGH YIELD CREDIT RISK GROUPS 

       

GROUP 1  

Highest Quality 

Strongest credit profile 

Lowest volatility 

 GROUP 2  

Seasoned Issuers 

Significant equity value 

Strong credit statistics 

 GROUP 3  

Risk Credits 

Trading at discount 

More research intensive 

 GROUP 4  

Special Situations 

Significant discount 

to asset vale 

 

Similarly, ESG risk groups reflect our judgment of the scope and materiality of specific ESG factors and their anticipated im pact 

on the business’s viability and financial outcomes. ESG risk groups are categorized on: 

▪ Scope and scale of a company’s exposure to material ESG risks based on their industry; 

▪ Ability and effectiveness of the company to manage these ESG risks; and 

▪ Potential for the company to benefit or create value in the future. 
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HIGH YIELD ESG RISK GROUPS 

       

ES G GROUP 1  

Best in Class 

Industry ESG  

leaders 

 ES G GROUP 2  

Low Material Risk 

Positive ESG 

characteristics 

 ES G GROUP 3  

Material Risk 

Increased exposure  

to ESG risks 

 ES G GROUP 4  

Significant Risk 

Industry ESG laggards 

 

ESG RISK AND OP P ORTU NITY P ERF ORMANCE INDICATORS 2 

 

 

ENVIRONMENT 

 

 

SOCIAL  

 

 

GOVERNANCE  

Biodiversity 

Carbon Emissions 

Climate Change 

Pollution & Waste 

Renewable/Green 

Energy Transition 

Resource Management 

Sustainability 

Water Stress 

 Community Relations 

Employee Well-Being 

Global Norms 

Health and Safety 

Human Rights 

Job Creation 

Labor & Management Relationship 

Product Quality & Safety 

 Accounting Practices 

Board Structure & Ownership 

Business Ethics (“Good Actors”) 

Corruption & Instability 

Financial/Capital Structure 

Policy 

Incentive Structure 

Long-term Stakeholder & Customer Focus 

Regulatory Risk 
 

These four ESG risk groups are proactive, forward looking, and predominantly based in qualitative analysis, supplemented with 

quantitative data, where available and applicable to the respective issue. The risk groups are an aggregate assessment of the ESG 

factors that capture how exposed an issuer is to long-term ESG risks and opportunities. They are influenced by the controversies 

a particular issuer has experienced and how it has responded to such incidents, amongst other things. Analysts assess the issuer’s 

strategy and ability to manage ESG risks in order to understand the issuer’s ability to benefit or create value in the future. ESG 

risk groups are first compared on a relative basis with peers in similar industries and then compared across industries, given that 

certain sectors are more exposed to material ESG issues (e.g., energy and transition risk).  

Our ESG risk groups are evaluated continuously, with added scrutiny if there is a material change in the issuer. Our credit research 

process is also structured to capture the most severe violators of global norms through our ESG scoring process. Issuers that 

experience controversies related to violations of global norms would typically be classified as having Significant Material R isk, 

and, depending on the nature of the controversy, may require a significant return to compensate for that heightened risk, o r be 

considered uninvestible altogether. MacKay Shields has also implemented a norms-based indicator screen to assist investment 

teams in proactively identifying and assessing corporate issuers that are classified as very severe violators of the principles of the 

UN Global Compact. 

 
2. Not an exhaustive list of indicators used for ESG Integration. 
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Portfolio Construction 
We weigh our clients’ interest in strong returns against the risk factors associated with the portfolio. Our commitment is to  ensure 

that such factors, both financial and non-financial, are properly assessed and taken into consideration when constructing and 

managing client portfolios. The determination of whether specific securities warrant inclusion in the portfolio is first based on 

client mandate suitability. If the security fits client guidelines, then inclusion is based on our assessment of the risk -adjusted 

return potential versus other investment alternatives as well as the impact on the return and risk profile of the portfolio in 

aggregate. The manner in which ESG-related factors affect security selection may be qualitative as not all risks are easy to quantify.   

The most straightforward case of how ESG risks are implicated in portfolio construction involves two securities that have sim ilar 

return profile but different ESG characteristics.  We will prioritize the security with the better ESG rating because our view is such 

that an issuer that is more effectively managing all potential business risks, including non-financial risks, is more likely to 

outperform in the long-term.  In addition, a security’s ESG profile plays a large factor in our conviction level, and therefore the 

weighting, of that security in the portfolio. Generally, the largest positions in our portfolios have favorable ESG profiles.  Finally, a 

security having a higher ESG risk is subject to additional scrutiny in our research process.  We consider whether we are adequately 

being compensated for higher ESG risk with higher return potential. 

We work with clients on a case-by-case basis to determine whether additional ESG specific considerations should be taken into 

account in the construction of their respective portfolios (e.g., restricted security or industry list, prohibition of investments with a 

certain ESG Risk Group rating). We have experience managing customized ESG High Yield portfolios based on client risk, return, 

and sustainability objectives. Portfolios can be customized on sector exclusions, issuer exclusion lists, and third-party ESG rating 

guidelines. In addition, customized portfolios can utilize our ESG Risk Groups as part of their ESG guidelines. We can provide 

customized ESG reporting on ESG Risk Group exposures and third-party ESG data analysis.  

Engagement 
We view ourselves as lenders to the companies in which we invest and therefore, we develop close relationships with management 

teams characterized by open, constructive dialogue.  We believe engagement is important to improve disclosures and data 

transparency, enhance our understanding of a company’s potential ESG risks and opportunities, and effect positive change over 

time, where possible. We will typically engage with issuers that have sustainability-related controversies or where we have material 

concerns. ESG controversies are monitored by the senior investment professional responsible for the underlying credit. We also 

utilize third party ESG data to monitor sustainability-related controversies. We will trim or sell positions if we believe that these 

have not been remediated. 

We seek to engage with issuers through meetings with company management, investment roadshows, onsite visits, industry 

conferences, and other interactions. The Team maintains a centralized record of conversations and engagements with companies, 

which is readily accessible by the entire team and allows for continuous dialogue and information sharing.  

Collaboration with the Responsible Investing Team 
We believe that while ESG analysis is most effectively conducted directly by investment teams, the rapid evolution of sustainability 

issues, regulations, and global themes necessitates the provision of additional tools and resources to ensure thorough and 

responsible analysis. To meet our fiduciary obligations, analysts are equipped with internal ESG scoring tools and can draw on the 

expertise of the Responsible Investing team in engagement activity with an issuer when sustainability concerns are significant or 

closely aligned with a client's specific goals. This collaborative approach leverages both the deep asset and sector knowledge of 

the analysts and the RI team’s specialized insights into sustainability trends and regulations. By combining these strengths, we 

enhance the overall quality of the investment process, aligning financial returns with responsible investment practices and 

ensuring that our teams remain adaptable and informed in a changing landscape. 
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AD D I T I ON AL D I S CLAI ME R 

As all asset classes are not created equal when it comes to ESG data and application, we retain discretion to apply certain aspects of this policy to a greater/lesser 
extent depending on data availability, investment time horizon, and client objectives. In addition, [we believe that] there is no conflict between this policy and our 
responsibilities as an ERISA fiduciary with respect to our ERISA clients.  

I MP ORTAN T D I S CLOS URE  
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 serv ices 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.  

N OTE  TO UK AN D  E UROP E AN  AUD I E N CE  
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 NYL Investments Europe Limited, Hamilton House, 28 Fitzwilliam Place, Dublin 2 Ireland, which is authorised and 
regulated by the Central Bank of Ireland. 

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.  

 


