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The economy & markets

- Recent data suggested that U.S. inflation is slowing more quickly than expected. As a
result, investors became convinced that the Federal Reserve is done hiking interest rates.
A “Fed relief rally”, accompanied by rallies in stocks, bonds, and credit, is typical of the
late cycle.

- Our concern is that this late cycle dynamic is no different from those of the past. Inflation
is slowing because growth is slowing. Once earnings expectations slow, too, then a
decline in bond yields would not be enough to support equities.

- The good news for investors is that recession isn’'t here yet for most countries. As a
result, investors can use moments of market uplift to rebalance their portfolios to the
themes that they expect to be more durable. For example, we believe there may be
investment opportunity in credit asset classes, where we perceive higher yields
compensating investors for known macroeconomic risks. U.S. high vyield credit in
particular has benefited from pandemic-era programs to shore up balance sheets. We
also believe private credit in U.S. and European markets offers opportunities, which |
discuss in more detail below.

Japan focus

- We believe the very weak yen, which contributed to higher inflation, increases the
likelihood that the Bank of Japan will take further steps towards a more flexible yield
curve and higher interest rates. For investors, this means that past experience may not
be helpful in charting the path of the future — we are in a new paradigm now. We believe
it is unlikely that the Bank of Japan moves too quickly, as they want to ensure proper
wage growth and demand-side driven inflation before they move away from the long-
held negative interest rate policy.

- In terms of demand-driven inflation, Prime Minister Kishida recently announced more
fiscal stimulus to support households through the higher inflationary period. He has also
encouraged companies to partner with the government in boosting wages next year.
These policies are likely to contribute to stronger economic growth, which would align
with what the Bank of Japan would need to see before changing its negative interest rate
policy. But investors should be aware of the tendency of fiscal stimulus, in the form of



income tax cuts and stimulus payments to lower income households, to contribute to
inflationary pressure rather than to combat them.

High conviction investment idea: U.S. and European private credit

- Periods of high volatility and rising economic risk can feel like the time to retrench in
risk assets. Instead, we encourage investors to consider it a time to prepare.

- | mentioned last month that a generational opportunity may be unfolding in private credit.
In my view, this is a perfect example of an area to prepare for a market opportunity. To
balance risk and opportunity, we are particularly interested in private credit in the lower
middle market of the United States and Europe.

- The U.S. is large, mature, and fairly homogenous in structure, increasing competitive
pressure for larger deals. This makes the lower middle market an area of the market with
more attractive valuations and company fundamentals in our view.

- The European market, by contrast, is more fluid — growing, maturing, and expanding
where its U.S. peers are more rigid. It is also more fragmented, with documentation,
origination strategy, and banking structure varying by country. This creates an
opportunity for private credit partners who can navigate a decentralized region, offering
distinct advantages to investors. Here, we are also focused on the sponsor-less market,
which, due to Europe’s many countries and fragmented opportunity, is approximately
nine times bigger than the sponsor-driven market. In our view, focusing on this segment
allows investment teams to avoid compromising on quality of management teams,
information provided, collateral secured, and other essential investment items.

Please note that starting in January 2024, this note will no longer be distributed to media
reporters directly. Instead, it will be available on the NYLIM Japan website.
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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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