
  Investment Insights 08.2026 

 

From Emerging Market Debt 

Emerging market airline bonds have been one of 

the stronger credit stories of 2026. In the first half 

of the year, EM airline bonds delivered a positive 

return of 2.7%, while developed market airline 

bonds returned -1.1%, based on ICE global high 

yield index. The performance gap is not simply 

about higher yields. More importantly, it reflects a 

market reassessment of EM airline fundamentals: 

stronger liquidity, better cost structures, improving 

balance sheets and more visible growth runways 

than many investors previously assumed. 

The starting valuation helped, but fundamentals have done 

the heavy lifting. EM airline bonds began the year with a 

wider spread cushion1 than DM peers, giving investors 

more protection against volatility. The outperformance has 

persisted because several EM carriers have delivered 

credible credit-improvement stories, rather than simply 

benefitting from a post-pandemic rebound. In many cases, 

they are structurally stronger businesses than they were 

before the pandemic, particularly in Latin America, where 

most airlines used pandemic-era restructurings to reduce 

debt, reset cost bases and emerge with more disciplined 

financial policies.   

1. A spread cushion  is the extra yield gap (or credit spread) a corporate or riskier bond offers over a risk-free benchmark like a U.S. Treasury, which 
acts as a safety buffer against price drops or market volatility 
2. A high-beta issuer is a corporate or governmental borrower whose issued securities (such as bonds or shares) exhibit a high beta—meaning they are 
significantly more volatile or sensitive to broader market movements than the average baseline. 
3. Source: Pegasus Airlines. 
 
 

A leading Latin American airline group is a good example 

of the new EM airline profile. It has emerged with a more 

disciplined balance sheet, diversified regional and 

international operations, strong liquidity and a more 

rational competitive environment. Its network spans 

domestic, regional, North American and transatlantic 

routes, giving it multiple demand pools rather than 

dependence on one market. The key bondholder appeal is 

not just growth, but quality of growth: strong margins, 

positive free cash flow and leverage metrics that compare 

favourably with many global airline peers. 

However, one of the important lessons this year is that EM 

airline performance has not been uniform. Selected higher-

beta issuers2 have offered more complicated but potentially 

rewarding recovery stories. A good example is a leading 

Turkish low-cost carrier sold off sharply after regional 

conflict disrupted routes and pushed fuel costs higher. The 

near-term impact was visible: weaker first-half profitability, 

temporary route suspensions and pressure from jet fuel. 

But the underlying credit story remains compelling. The 

airline has a young, fuel-efficient fleet, a competitive cost 

base, strong liquidity, limited non-lease debt and a 

distinctive network connecting Türkiye, Europe, the CIS 

and the Middle East.3 As suspended routes reopen and 

fares adjust to higher fuel costs, the recovery path is 

visible.  
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Therefore, the sectoral EM airline outperformance has not 

required perfect conditions. In fact, some of the best 

opportunities have emerged where headline risks looked 

severe but balance-sheet resilience remained intact. 

Investors have been willing to look through temporary 

disruption when liquidity is strong, refinancing risk is 

manageable and the business has clear operating levers to 

restore margins. 

Fuel has been one of the biggest differentiators across the 

sector. Higher oil prices and wider jet fuel crack spreads 

have affected all airlines, but not equally. Some carriers 

hedge fuel more effectively, while the majority hedge crude 

oil but remain exposed to the refining margin between 

crude and jet fuel. That distinction has mattered. Airlines 

with flexible networks, strong pricing power, efficient fleets 

or better fuel-cost pass-through have been better 

positioned to protect margins. In EM, the market has 

rewarded operators that can combine cost discipline with 

fare adjustment and route flexibility. 

Demand fundamentals also favour selected EM carriers. In 

many emerging markets, air travel is still underpenetrated. 

Rising middle-class incomes, tourism development, weak 

rail alternatives and expanding regional connectivity create 

a longer growth runway than in more mature DM markets. 

This does not eliminate cyclicality, but it gives well-run EM 

airlines an organic demand tailwind. For bondholders, that 

supports revenue growth, aircraft utilisation and operating 

leverage, provided capacity is managed prudently. 

It is important to acknowledge that many DM airlines 

remain high-quality credits, particularly those rated 

investment grade. They benefit from deeper capital-market 

access, larger loyalty programmes, more established 

funding channels and potentially lower jurisdictional risk. 

That said, dispersion within DM airlines has increased. 

Some DM high yield issuers are facing more pressure from 

fragile capital structures, transition risk and the fuel shock.  

The thesis, therefore, is not that DM airlines are 

fundamentally weaker across the board. Rather, many of 

their strengths have already been well recognised in bond 

valuations, while EM airlines offer more room for positive 

catalysts because investors have been slower to price in 

balance-sheet repair, operational discipline and structural 

demand growth. 

Technical factors have reinforced the move. The EM high 

yield segment has attracted demand from investors looking 

for carry and idiosyncratic credit improvement. Airline 

bonds are a relatively small subsector, so when 

fundamentals improve and supply remains limited, spread 

moves can be meaningful. In this environment, EM airline 

bonds have benefited from both sector-specific recovery 

and broader demand for higher-quality EM high yield, from 

both dedicated EM and crossover communities. 

 

 

Figure 1: A distinctive and diversified route network | International route network spans 121 destinations currently 

 

 

Source: Official website of the above-mentioned leading Turkish airline 

 

Figure 2: Resilient load factor despite of the Middle 

East conflict 

 

Data as of July 2026 

Source: Official website of the above-mentioned leading Turkish 

airline; Load factor: the percentage of available seats on an airline’s 

flights that are filled with paying passengers. 
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Conclusion 

EM airline bonds have outperformed this year compared to 

DM airlines, driven by a combination of the market 

becoming more comfortable underwriting improving 

fundamentals and attractive starting yields. Several EM 

carriers are now more liquid and more resilient than their 

spreads previously implied, supported by young fleets, low-

cost operations, disciplined financial policies, manageable 

maturities and clear catalysts such as route normalisation, 

fare catch-up, margin recovery and continued travel 

demand growth. The sector remains selective, but we 

believe the best credits offer a compelling mix of structural 

growth, operational improvement and balance-sheet 

recovery. The main downside risks are overly extended 

geopolitical disruption, higher oil prices or wider jet fuel 

crack spreads, which could delay margin recovery and 

pressure cash flows. A second risk is that capacity growth 

or fleet commitments outpace demand recovery or slowing 

deleveraging.
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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 Investment Management 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 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 Investment Management. 

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 the Investment Management 

Association of Japan and the 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.  



 

 
For more information 
nylim.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 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. 

 

 


