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

The economy & markets

- Japanese financial assets are caught in a tug-of-war between international and domestic
factors. Domestically, inflation remains robust, so we believe it is likely that the Bank of Japan
(BOJ) will raise interest rates again this year. However a domestic election, as well as
uncertainty around the global economic and financial market outlook, drive uncertainty around
this critical investment factor.

- Ifthe U.S. economy holds up and capital markets conditions remain relatively favorable, then
we believe the 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.

- Despite recent equity market volatility, we see price-to-earnings ratios of Japanese equity as
attractive relative to other global opportunities, as long as restructuring progresses. For now,
policies focused on long-term economic and financial market competitiveness are continuing to
evolve, which makes us bullish on Japanese equity in the medium term. We carefully watch
policy announcements that may suggest restructuring will continue or not. This makes the
Japanese election this fall important not only for policy but also for potential market outcomes.

Asset allocation views: high conviction in middle market direct lending opportunities

- We see private credit in general, and direct lending in particular, as a key investment
opportunity for investors. Although private credit has been a high-demand asset class in the last
two years, McKinsey research shows that investors remain underweight in this asset class
relative to their targets, suggesting room for future expansion.

- Though our investors expect lower policy rates in the U.S. and Europe over the next year, we
believe yields remain attractive on an absolute and relative basis. In fact, slightly lower yields
may be beneficial for the asset class. Lower rates reduce pressure on borrowers and can make
it more likely that a healthy portfolio can be sustained. What’s more, global megatrends around
digitization, electrification, and supply chain re-globalization make it highly likely, in our view,
that economic activity and interest rates will be supportive of the asset class in the medium
term.

- Interms of investment strategy, the middle market and lower middle market are our highest
conviction segments in the private credit asset class. Fundraising has been stronger in large and
mega funds for the last two years, which we believe creates an important strategic buyer for
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middle market assets in the years ahead. In addition, the middle market has historically
provided lower risk if economic growth slows in a more pronounced way; compared to similar
asset classes, default rates for middle market private companies have been lower and recovery
rates have been higher than in large and mega funds. A larger pool of companies can allow
lenders to be more selective, and smaller deal teams can contribute to much stronger
covenants and lender protections compared to larger funds.
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