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Asset Allocation Perspective: December 2024
New York Life Investment Management (NYLIM)

The economy & markets

Though the U.S. saw a decisive political victory by Trump and the Republican Party, the path of
real policies ahead is much less certain. A “red sweep” — with control of the white house and
both chambers of Congress — leaves very little political obstacle to enacting changes around tax
and spending, trade, immigration, regulation, and industrial policy. However financial markets
are demonstrating concern, via higher U.S. yields, about the potential for higher government
spending. We believe that inflation and interest rates may be higher and more volatile in the
U.S. in the coming years, which may constrain aggressive fiscal expansion.

The recent rise in U.S. market yields, despite Fed policy cuts, has contributed to a stronger
dollar and weaker yen once again. We previously believed that the Bank of Japan (BOJ) would
want to wait until after wage negotiations in the spring to decide about interest rate policy,
because inflation in Japan is slowing and policy uncertainty is rising. However this weakness in
the yen may once again point to rate hike in December. We continue to believe the BOJ is
targeting a stronger yen level in the medium term, likely around 135-145 yen per USD.

On other areas of U.S. policy impacting investors, we are less certain. Extreme tariff policies
have already been threatened, and we believe that tariffs will move directionally higher,
potentially creating more inflationary pressure while slowing economic growth.

On industrial policy, there are potentially more constraints. The Inflation Reduction Act (IRA),
for example, was backed by 18 Republicans, and potentially supported by more now that many
“red” states have benefited from green energy subsidies. It is highly likely in our view that the
energy sector — alongside financial services and others — is likely to see less regulation. But
strong demand for energy to fuel Al data centers is likely to keep all energy types in high
demand.

Asset allocation views: a major turning point in private markets allocation

We see several major capital markets turning points impacting private markets allocation.
Outside of Japan, interest rates are moving lower, contributing to private credit growth and a
marketing bottoming process that may be attractive for both credit and equity in 2025. Deal
flow and price discovery have already picked up markedly in Europe. Our commercial real
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estate and direct lending investment teams believe that a strong period of allocation to these
sectors is already under way.

With respect to credit: across the U.S. and Europe, we believe that slow and steady rate cuts
create a positive backdrop for borrowers — by reducing borrowing costs and extending the
economic cycle — while still allowing for an attractive yield environment.

This cyclical turning point is accentuated by a structural turning point related to digitization,
electrification, and supply chain re-globalization. Concerns about economic competitiveness is
driving meaningful investment in data centers, energy, and related infrastructure. Given strong
government business, and consumer interest in these transitions, we believe that these capital
intensive investments are likely to continue.
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