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Asset Allocation Perspective: February 2026
New York Life Investment Management (NYLIM)

The economy & markets

Japan’s fiscal and monetary balance has created substantial volatility in 2026. We expect headline-
driven concerns to persist, but remain positive on Japan fundamentals.

Politics and the fiscal path: Prime Minister Takaichi dissolved the Lower House and set a
February 8 snap election, in hopes of consolidating broader political support. Markets are
reading this as a push for bigger near-term fiscal support, which added significant upward
pressure to long-term Japanese government bond (JGB) levels.

Monetary policy and currency: After raising the policy rate to 0.75% in December, the Bank
of Japan (BOJ) has kept a gradual tone. Real interest rates remain negative, but officials
appear to be taking a patient stance to normalize policy, likely looking to avoid disorderly
moves as markets digest changes to politics and issuance.

Currency: The yen has been volatile; higher interest rates offered limited support against the
market’s reaction to higher potential fiscal spending. Luckily, even the discussion of
Japanese and U.S. policy action to shore up the JGB-USD exchange rate was effective in
stabilizing markets near term. We anticipate sustained currency volatility in the near term as
political changes persist. We believe that yen depreciation to 160 yen per USD would make
intervention more likely.

Macro pulse: Growth momentum has been mixed. Q3 softness was led by trade, while
domestic demand held up. Into the election and FY2026 budget, we expect headline-driven
volatility in interest rates and currency. Many global investors still hold positive views on the
Japanese economy and markets, but near-term positioning should favor quality cash flows,
hedged implementation, and very selective duration exposure.

Asset allocation views: regional preference in global allocations

January 2026 saw a resurgence of market-moving geopolitical events. Though the U.S.
administration has raised several of these geopolitical questions, rising event risk reflects a
longer-running shift in great power competition. We expect this dynamic to persist, and that
it will continue to impact trade, capital flows, and supply chains.

Globalization peaked after the Global Financial Crisis, but changing preferences related to
national and economic security have become more acute since the COVID-19 pandemic,
Russia’s invasion of Ukraine, the Al investment boom, and other similar developments that
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drove more attention — both by governments and by companies — to supply chains and
access to resources.

e Inan era defined by great power politics, investors should focus on addressing inflation and
political volatility risks by prioritizing real assets, commodities, infrastructure, and resilient
(or beneficiary) sectors. We also increasingly see global allocators considering their regional
allocations and bringing more diversification across both geography and sector.
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