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

The economy & markets

We see Japan at a crossroads in geopolitical, macroeconomic, and political terms. We remain
constructive on the opportunity for Japanese investments, despite some likely headline-driven
volatility.

Politics and the fiscal path: The Takaichi cabinet’s stimulus, including tax relief, may have
seemed large at first, but appears more justifiable if there is a negative hit to the economy
from falling Chinese imports and tourism.

Monetary policy and currency: The Bank of Japan raised the policy rate to 0.75%, a 30-year
high, and the meeting summary flagged openness to further hikes if inflation and wages hold
up. Despite their recent uptrends, Japan’s short- and long-term interest rates are far below
nominal growth, and so markets are now treating 2026 as a “measured normalization” year
rather than a single-step shift. The yen depreciated despite the rate increase; currency
volatility remains headline- and rates-sensitive as both the BOJ and U.S. Federal Reserve face
considerable uncertainty in 2026.

Macro pulse: After an increase in October, both core and headline inflation returned to 2.9%
year-on-year in November. Growth softened in Q3 as net exports — especially autos to the
U.S. under the new tariff regime — turned to a drag. But domestic demand held up
surprisingly well. We believe wage negotiations are of critical importance for both growth
and inflation in 2026.

Asset allocation views: Our 2026 global macro outlook

We believe U.S. capital markets conditions will remain constructive in 2026, supported by
modest Fed easing, targeted liquidity support, and a pro-growth fiscal policy backdrop ahead
of U.S. midterms elections. These factors are typically supportive of resilient corporate
profitability, which should in turn prevent a sustained uptick in layoffs.

We are also constructive on Al’s contribution to the global economy in 2026, because we
believe under-supply is still a global challenge — with demand firm. As a result, we expect Al
to remain a concentrated driver of loose capital markets conditions, with a strong virtuous
cycle of earnings growth and capex intentions rewarded by the market.
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e We expect U.S. assets to remain important —and even overweight — in global portfolios, but
a shifting geopolitical backdrop is likely to support regional and asset class diversification.

e A constructive market backdrop should contribute to further improvements in private
markets activity, and we are already seeing signs that deal flow accelerated in H2 2025 after
a trade policy-related slowdown in H1. We remain optimistic about private markets’
resilience given strong credit quality, new sources of liquidity, and democratization of
access.

e Despite our constructive outlook, U.S. equity and credit valuations are high. As a result, we
are focused on diversification, quality, and complexity as ways to add value to portfolio
construction in 2026.
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