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Asset Allocation Perspective: December 2025

New

York Life Investment Management (NYLIM)

The economy & markets

As we look ahead to 2026, we anticipate neutral-to-supportive policy environments in Europe,

Japan, and China. The U.S. is likely to have an even more supportive policy backdrop, as the Fed
resumes its easing cycle and fiscal policy is supportive ahead of the U.S. midterm elections. This
constructive macro backdrop underlies our asset allocation themes: fully invested, leaning into

diver

sification, and focused on quality.

Supportive fiscal policy: The Takaichi administration is leaning into stimulus. Her Cabinet
approved a ~¥21.3T package on Nov 21 aimed at cost-of-living relief and growth investment.
Markets are now focused on the supplementary budget’s funding mix and issuance rather
than headline size.

Monetary caution: The BOJ held at 0.50% in October and pointed to lingering uncertainty
around tariffs and domestic demand. With core CPI at 3.0% y/y in October (core-core 3.1%),
a December move is possible but not a foregone conclusion; guidance and board dissents
suggest a gradual path.

Macro pulse: October exports rose ~3.6-3.7% y/y, helped by Asia/EU demand and a weaker
yen, even as U.S.-bound shipments fell 3.1% under the new tariff regime. Q3 data show the
economy contracted, underscoring why fiscal support is politically salient.

Rates, FX & market functioning: Long-dated JGB yields hit cycle highs (10y near 1.8%, 30y
~3.35%) as investors priced bigger issuance and term risk; auction metrics stayed fragile.
Looking ahead, we expect modest yen appreciation relative to the dollar in 2026.

External risks: The U.S.-Japan trade framework is in force, trimming — but not eliminating —
tariff headwinds. Separately, Beijing has escalated economic pressure (including seafood
import suspensions and travel curbs) after political tensions flared, a reminder that
geopolitics can still spill into trade and services.
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Asset allocation views: Our 2026 allocation convictions

e We have a constructive base case outlook for 2026, backed by policy neutrality (Europe) and
even support (Japan, U.S., China). In addition, we expect Al to remain a concentrated driver
of loose capital markets conditions, with earnings growth driving a strong pace of capital
expenditures. Over time, this combination of accommodative policy and an investment
super cycle may contribute to leverage building in the system. We do not see this as a
systemic risk today; instead we are fully invested with a focus on diversification and quality.

e |n public equities, we are staying invested in large cap equities, including market-weight
neutral position in U.S. equities. For new equity deployments, we are diversifying overall
exposure into financials, materials and digital infrastructure tied to the Al theme, high
quality small caps, and develop ex-U.S. equity including Japanese equities.

e Within a core bond allocation, favoring structured credit. Within credit, maintaining an
underweight position to floating rate bank loans.

e Aresilient market backdrop should contribute to further improvements in private markets
activity. We remain optimistic about private markets’ resilience given strong credit quality,
new sources of liquidity, and democratization of access. Here, too, we prefer finding both
diversification potential and quality in the historically resilient lower-middle market of
private equity and credit.

e To account for global transitions and sticky inflation, we are building commodity satellites
including gold, precious metals, and industrial metals.
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