* The Supreme Court struck down IEEPA-
based tariffs, removing a major pillar of the
administration’s current trade and fiscal

policy.

* The fiscal and economic impact is likely to
be limited, however, as the administration
is quickly pivoting to alternative authorities
to replicate the IEEPA tariff structure.

* Policy uncertainty remains elevated, with
open questions around substitute tariff
pathways, potential legal challenges, and
the treatment of refunds for previously
paid IEEPA duties.

In its February 20, 2026 ruling in Learning Resources, Inc.
v. Trump, President of the United States, the Supreme
Court invalidated the administration’s trade tariffs
implemented under the International Emergency Economic
Powers Act (IEEPA). The ruling covers tariffs on goods
imports from Canada, Mexico and China related to drug
trafficking (the so-called “fentanyl tariffs”) as well as broad-

based tariffs against trade partners related to trade deficits.

The ruling leaves in place tariffs implemented under
alternative authorities, such as Section 232 sectoral tariffs
and Section 301 tariffs against Chinese imports.
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negligible and hence omitted.

Source: US Customs and Border Protection

On the face of it, the ruling would appear to deal a serious
blow to the administration’s trade and manufacturing
agenda. There are also potentially significant fiscal
implications, as tariff revenue has been positioned as a
meaningful offset to the deficit impact of the
administration’s signature 2025 fiscal package. For
example, in its most recent long-term budget outlook, the
Congressional Budget Office projected that the fiscal
package would add $4.7 trillion to deficits over ten years,
while an assumed 15 percent tariff rate would bring in
roughly $3 trillion in revenue. As seen in the chart above,
the majority of the tariff revenue to date has stemmed
from IEEPA tariffs.
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In our view, however, the administration is likely to quickly
pivot to other tariff authorities to replicate the effects of
IEEPA. In fact, shortly after the Supreme Court ruling, the
president announced a ten percent global tariff rate that
relies on Section 122 of the Trade Act of 1974. Since
Section 122 tariffs can only last for 150 days, the United
States Trade Representative will likely initiate the lengthier
process for implementing Section 301 tariffs based on
unfair foreign trade practices (see the table below for
details on most likely legal authorities that the
administration can use to replicate the IEEPA tariffs).

At the very least, trade policy uncertainty is likely to remain
elevated for the foreseeable future. First, there is some
possibility that the administration may use the ruling as an
opportunity to lower tariff rates, given the midterm
elections and voter frustration with the high cost of living.
There is also a strong possibility that the use of Section
122 for broad-based tariffs across major trading partners
will face legal challenges. And finally, the Supreme Court
did not rule on potential refunds of IEEPA tariff payments
made by importers. That process is likely to play out over
an extended period of time given the sheer volume of
potential claims that a lower court would need to address,

and the need for the administration to process those
claims.

As for any economic impact of today’s ruling, much will
depend on how quickly and to what degree the
administration seeks to replicate the IEEPA tariffs with
other authorities. The immediate announcement of Section
122 tariffs suggests only a modest decline in the effective
tariff rate in the near term, with a similarly modest, though
positive, effect on growth. The inflation impact should be
limited. A somewhat lower effective tariff rate will dampen
goods inflation, but could result in higher services inflation
if aggregate demand increases.

Directionally, the immediate market reaction to the ruling
suggests discounting of a somewhat better growth
environment with lower inflation, but with increased fiscal
policy risks. The S&P500 rose after the announcement and
short-dated inflation swap rates fell slightly, while the 2-to-
30-year Treasury curve steepened by roughly five basis
points. The modest size of these moves likely reflects
widespread expectations that the administration will use
other authorities to sustain tariff rates at close to current
levels.

Figure 2: Other tariff authorities that can substitute for IEEPA tariffs

Basis Legal rationale Terms

Process / delegation Example

Presidential discretion 1971 oil imports

Section 122 of Balance of Up to 15% for 150 days, can
Trade Act of 1974  payments be extended by Congress
deficits

Unfair trade
practices

Section 301 of
Trade Act of 1974

trade practice

Section 232 of
Trade Expansion
Act of 1962

National security

threat specific

No limits on rate but action
must be “appropriate and
feasible” to change foreign

No limits on rate but product

USTR leads; must follow 2018 China
negotiation attempts, public intellectual property
comment period and hearings practices

2018 steel and
aluminum, 2025
autos and copper

USDoC leads investigation,
makes recommendation to
President; public comment
periods and hearings required

Section 338 of
Tariff Act of 1930

Discrimination
against US
commerce

Up to 50 percent on any/all
products from a country;
effective 30-days after
decision

Presidential discretion

Post-World War Il
tariffs against
France, Italy

Source: MacKay Shields, S&P Global Market Intelligence. USTR: United States Trade Representative; USDoC: United Stated Department of

Commerce



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.

No part of this material may be reproduced in any form, or referred to in
any other publication, without the express written permission of MacKay
Shields. ©2026 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.

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 Investment Management”
is the brand name and service mark used to represent a group of
affiliated investment advisors of New York Life Insurance Company,
including New York Life Investment Management LLC, a registered
investment advisor.

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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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.



