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

The economy & markets

The U.S. Federal Reserve has finally begun cutting interest rates, which gives our investment
teams a more constructive view on the global asset allocation opportunity.

We believe that U.S. interest rate cuts will continue, but will happen on a relatively slow
cadence. Economic growth and employment are holding up, meaning that faster cuts may not
be required. This informs our high conviction asset allocation ideas because a slowly
normalizing yield curve has historically been constructive for private credit growth and allowed
both equity and debt asset classes to perform well.

If the U.S. economy holds up and capital markets conditions remain relatively favorable, then
we believe the Bank of Japan (BOJ) would likely raise interest rates again in December. If the
U.S. economy slows more rapidly than we expect, then we believe the BOJ would wait until
April of next year or later. We think further hikes from there will depend heavily on where U.S.
policy rates stabilize. We continue to believe the BOJ is targeting an exchange rate level of 125-
140 yen per USD.

Asset allocation views: the commercial real estate cycle is turning

Our investment team believes that the European commercial real estate markets, and many
sectors in the U.S. as well, have bottomed. We also believe capitalization rates have stabilized,
and solid operating fundamentals have kept rents moving higher despite uncertainty about the
economy. In our view, this suggests that the next 12-18 months could present attractive
opportunities across the real estate capital stack. We believe that investors should consider
allocating soon, as the window for deploying capital may be relatively short.

A key driver of this cycle turning point is the fact that central banks outside of Japan have
begun cutting interest rates. In response, yield curves have begun to steepen. A normalizing
yield curve has historically signaled a coming improvement in private credit growth, which is
constructive for real estate.

We see three emerging opportunities as a result of this change. First, we believe that credit can
continue to do well in an interest rate environment that normalizes slowly. These conditions
have historically provided relief to borrowers and banks, while still affording investors
historically attractive interest rates.

The second opportunity is in equity. We think valuations in European commercial real estate
may have already bottomed. Though we expect some price discovery is still due in U.S. office
space, other sectors such as industrial, warehousing, and others may present valuable
opportunities.
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Finally, we believe investors may look at opportunities to take advantage of special situations
that occur as a result of refinancing pressures, recapitalization needs, and idiosyncratic distress
where core assets are still attractive. Investors can do this via opportunistic equity.
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