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The economy & markets

Inflation, and central bankers’ response to inflation, continues to drive the global
economic story. Some central banks, such as the U.S. Federal Reserve and Bank
of Canada have been most aggressive in their response to fighting inflation, while
the European Central Bank and Bank of Japan have been considerably less
aggressive. The widening gap between central bank approaches is contributing to
cross-asset volatility, including in currencies. As long as this differential in central
bank approaches continues, we believe the yen will see sustained pressure to
depreciate.

Japan focus

A weaker yen, higher global inflation, and higher global energy costs have
contributed to inflationary pressures in Japan. Consumer prices in Japan reached
3.0% which, outside of the impact of consumption taxes, is the first such increase
in 31 years. Without a commensurate increase in wages, this inflationary
environment is likely to be difficult for Japanese households.

The Bank of Japan and the Kishida administration seem to agree that the central
bank needs to maintain its policy stance until wages rise. As a result, we expect no
changes in the Bank of Japan’s accommodative monetary policy, and for the yen to
remain weak against the dollar.

Combined with the Bank of Japan’s accommodative monetary stance, the Kishida
administration is considering a fiscal package to support wage growth and
investment. There is merit to the idea that the depreciation of the yen could be an
opportunity to invest in Japanese productivity and capture increased global
competitiveness. My concern is that stronger fiscal spending could contribute to
even higher inflation in the meantime.

In the meantime, global investors may continue to challenge the yen and Japanese
government bond (JGB) JGB yields until the Fed’s interest rate hiking cycle peaks,
in our view in a few months. This means the Bank of Japan could continue to
intervene in currency markets in attempts to combat the negative influence of yen
depreciation on Japanese households. However for now the Bank of Japan has no



choice but to maintain its yield curve control approach, even after Governor Kuroda
is replaced.

High conviction investment idea: stay invested

- This economic cycle has been very different from the last. After the global financial
crisis, investors experienced very different global economic conditions — low but
stable growth, low rates, and steadily increasing liquidity — than those prevailing
today. In this cycle high inflation may make it difficult for policymakers to use
further accommodative monetary and fiscal policy, since those policy efforts
contributed to inflation in the first place.

- As aresult, the opportunities we may see coming out of the next recession could
be different from those in the last economic cycle. In public markets, we believe it
is important to stay invested in order to earn dividends and yield that help offset the
cost of higher inflation.

- In private markets, we see liquidity as a major source of investment strength in this
economic cycle. As economic and market risks intensify, liquidity providers could
present meaningful opportunity, both in bridging the economic gap for high-value
assets, and by finding price opportunities in distressed ones.
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About New York Life Investments

With over $700 billion in assets under management as of December 31, 2021, New York
Life Investments (www.newyorklifeinvestments.com) is comprised of the affiliated global
asset management businesses of its parent company, New York Life Insurance
Company (New York Life), and offers clients access to specialized, independent
investment teams through its family of affiliated boutiques. New York Life Investment
Management Asia Limited is based in Tokyo (www.newyorklifeinvestments.jp) and
serves as a contact point for Japanese institutional investors in Japan.
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Connect with Us


http://www.newyorklifeinvestments.com/
www.newyorklifeinvestments.jp
http://www.newyorklifeinvestments.com/
www.newyorklifeinvestments.jp
https://www.linkedin.com/company/nylinvestments
https://twitter.com/NYLInvestments

Disclosures:

This material represents an assessment of the market environment as of a specific date; is subject to change; and is not
intended to be a forecast of future events or a guarantee of future results. This information should not be relied upon by
the reader as research or investment advice regarding the funds or any particular issuer/security. The strategies discussed
are strictly for illustrative and educational purposes and are not a recommendation, offer or solicitation to buy or sell any
securities or to adopt any investment strategy. There is no guarantee that any strategies discussed will be effective.

This material contains general information only and does not take into account an individual’s financial circumstances.
This information should not be relied upon as a primary basis for an investment decision. Rather, an assessment should
be made as to whether the information is appropriate in individual circumstances and consideration should be given to
talking to a financial professional before making an investment decision.
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