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New York Life Investment Management (NYLIM)

The economy & markets

- Valuations across geographies and asset classes moved higher in January, reflecting continued
optimism that central banks — with the notable exception of Japan — are at the peak of their
interest rate cycles. We believe valuations could move higher still if corporate earnings remain
resilient for Q4, or if market financial conditions continue to ease. However, we are concerned
that this rally in risk assets is akin to “central bank relief rallies” of the past, which have
historically been moments of relief before the reason central banks are ending their hiking
cycles — slowing growth — become clearer in the data. As such, we are strongly focused on high
quality, yield-generating securities in our portfolios (more on this below).

- Japanese equity has been thriving due to global risk-on sentiment and recent yen weakness.
Investors favor it not only for these tactical reasons but also for a structural reason: both the
public and private sectors in Japan are actively fostering a more competitive business
landscape. We believe ongoing efforts by the Japanese government, the Tokyo Stock Exchange,
and various companies have convinced investors of Japan's commitment to enhancing
competitiveness.

- We anticipate the Bank of Japan maintaining its negative interest rate policy until fiscal year-
end wage declarations. This could lead to higher bond yields and a subsequent strengthening of
the yen, potentially reaching the 120-140 level in 2024. While this may temporarily affect
investor sentiment in Japanese equity on a tactical level, we think the impact is unlikely to alter
their structural views as long as competitiveness policies persist.

Asset allocation

- Investors anticipate rate cuts from major central banks like the U.S. Federal Reserve and the
European Central Bank in the first half of this year, prompting consideration of locking in current
higher yields. With falling rates possibly signaling economic slowdown, a focused approach on
high-quality securities is vital. We identify three key areas for opportunity: short-duration
securities, private direct loans, and real estate rescue capital.

- Short duration credit: While most investors expect global interest rates to fall in the coming
months, timing around central bank moves is highly uncertain. The potential for declining short-
term interest rates in the coming months makes now an opportune time to lock in higher yields
using high quality corporate credit (including high quality high yield securities) and municipal
bonds, in our view.

- Private direct loans: We believe direct lending provides diversified exposure to the higher yields
in today’s market. However, given the economic uncertainties ahead, we like to focus on where
we perceive the lowest risk in the market. We particularly like the middle market and lower-
middle market in the U.S. and Europe, where our investors can be more selective and have
stronger covenants. Private credit opportunities often target 5, 7, or even 12 years of invested
capital, making selectivity highly important to avoid risk — but also creating an opportunity to
lock in today’s higher yields.

- Real estate rescue capital: In real estate, higher interest rates have been the main impediment
to the efficient functioning of the real estate market. Now that interest rates may have peaked,
investors are more comfortable deploying equity and credit into the market. To provide
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resilience in this asset class, we are looking at geographies (i.e. U.S. and Europe) and sectors (i.e.
life sciences, logistics, data centers) where we see growing demand on the 5-7 year window that
is important for real estate investment.
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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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