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The economy & markets

- Despite significant moves in policy interest rates, long-term rates in many countries
have remained rangebound. We believe this reflects a battle over key factors influencing
the long end of the curve — not stable investor expectations. Long-term yields are
constructed of effectively three factors: inflation expectations, the policy rate’s path, and
supply and demand factors, also known as the term premium. In this cycle, each of these
factors is facing significant uncertainty. Recent developments, including changes in Bank
of Japan (BOJ) monetary policy and Fitch’s downgrade of U.S. debt from AAA to AA+,
create further uncertainty in the long-term path of interest rates. In our view, where
interest rates settle is important for investors, but why may be even more important. If
long rates are moving higher because of productive investment, they can do so
sustainably. If, by contrast, yields are moving because of a misstep in supply and
demand (the term premium), investors can expect more volatility.

Japan focus

- As | have said in previous notes, we have long expected that the Bank of Japan may
further ease its yield curve control policy this summer. As a result, we were less surprised
than some investors to see the change. Looking ahead, we expect the BoJ to maintain
very easy monetary policy. But in the near term, we believe investors have little
confidence in the recent policy approach. At the currently very low level of yields,
incremental investor interest in Japanese Government Bonds (JGBs) may be lower. Any
lower demand could contribute to higher JGB yields and another modest depreciation of
the yen.

- Despite this uncertain monetary policy and interest rate backdrop, we remain
constructive on Japanese equity in our portfolios. Structural policy changes and an
earlier stage of the economic cycle are supporting earnings growth for Japanese
companies, giving us high conviction in an overweight position to the asset class.

High conviction investment idea: high yield bonds amid a different credit cycle



- During the “lower for longer” period of the last economic cycle, lower-quality issuers
took advantage of lower interest rate expectations to capture funding opportunities by
issuing floating rate debt, whether in the public or private markets. As a result, the high
yield asset class, in the U.S. as well as many European countries, has seen a meaningful
improvement in average quality. Our investors believe there may be a milder default
cycle— and more resilient credit — than the median recession experience.

- While rising recession risk makes more attractive pricing opportunity (i.e. spread
widening) likely, those opportunities have been fleeting. Our teams are therefore
considering a higher structural allocation to the high yield asset class, taking advantage
of a potentially higher total return opportunity.
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About New York Life Investments

With $674 billion assets under managements® as of March 31, 2023, 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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1Assets under management (AUM) includes assets of the investment advisers affiliated with New York Life
Insurance Company, other than Kartesia Management, and Tristan Capital Partners, as of 3/31/2023. As of
12/31/2022 New York Life Investments changed its AUM calculation methodology, and AUM now includes
certain assets, such as non-discretionary AUM, external fund selection, and overlay services, including ESG
screening services, advisory consulting services, white labeling investment management services, and
model portfolio delivery services, that do not qualify as Regulatory Assets Under Management, as defined in
the SEC’s Form ADV. AUM is reported in USD. AUM not denominated in USD was converted at the spot
rate as of 12/31/2022. This total AUM figure is less than the sum of the AUM of each affiliated investment
adviser in the group because it does not count AUM where the same assets can be counted by more than
one affiliated investment adviser.
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Connect with Us

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.

“New York Life Investments” is both a service mark, and the common trade name, of certain investment advisors

affiliated with New York Life Insurance Company. The products and services of New York Life Investments’ boutiques
are not available to all clients and in all jurisdictions or regions.
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https://www.linkedin.com/company/nylinvestments
https://twitter.com/NYLInvestments
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