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Executive summary

Two months into 2026, markets are still defined by tension. The U.S. is getting later in its economic and credit cycles, yet policy remains supportive enough to delay a slowdown. 

Valuations are high, yet earnings are concentrated in a narrow set of AI leaders that continue to drive returns. Global investors have digested a rapid pace of policy change, but this 
sentiment ï and hedging behavior with it ï can turn on a dime. These crosscurrents shape our macro view for 2026: a supportive global policy backdrop should keep financial 

conditions loose, encouraging both risk -taking and corporate investment ï even as market tensions test investorsô conviction. 

Recent developments Base case for 2026 Risks to the base case view

2026 has brought considerable macro developments, but 
sources of economic stability have kept markets largely 

resilient. Specifically for the U.S.: the resumption of Fed 

easing, de-regulation, and AI capex buildout supported 

valuations. Concerns about market concentration risk and 

the maturation of the credit cycle continue to be raised but 
are not disruptive.

More broadly, geopolitical risk has become a more tangible 

market force. The new U.S. National Security Strategy 
makes this shift explicit, but this is clearly a global 

development. Countries globally are elevating national 

security and supply chain resilience, and great power 

competition over key resources is liable to continue. 

Political uncertainty in Japan, the UK, and France continue 

to contribute to upward pressure on government bond 

yields. Risks have been contained so far, but policy 

credibility is in focus amid broader debt concerns.

Private markets deal flow and M&A activity are improving, 

thanks to lower rates, cyclical tailwinds, and, in the U.S., a 

de-regulatory impulse. 

Questions over allocatorsô preference for U.S. and not-U.S. 

assets continue. 

Despite risks raised in the early part of this year we believe 
capital markets conditions will remain constructive, 

supported by modest Fed easing, targeted liquidity support, 

and a pro-growth fiscal policy backdrop ahead of midterm 

elections. These factors should support corporate 

profitability thereby limiting a sustained uptick in layoffs.

We expect AI to remain a concentrated driver of loose 

capital markets conditions, with a strong virtuous cycle of 

earnings growth and capex intentions rewarded by the 
market. 

Globally, we anticipate neutral-to-constructive policy 

environments in Europe, Japan, and China, though Japan 

may be more volatile as BOJ normalization and currency 
intervention shape rates and yen dynamics. However, we 

expect U.S. assets to remain dominant ï and even 

overweight ï in global portfolios, even as a shifting 

geopolitical backdrop is likely to support regional and asset 

class diversification. 

A constructive market backdrop should contribute to further 

improvements in private markets activity. We remain 

optimistic about private marketsô resilience given strong 
credit quality, new sources of liquidity, and democratization 

of access.

Building on our constructive economic outlook, the primary 
risk to markets is economic overheating, which would be 

reflected in a more pronounced reacceleration of inflation.

Trade and supply chain risks have moderated, but surprise 
policy moves or court-driven shifts in tariff implementation 

could still disrupt business planning. Rising logistics costs 

and legal uncertainty around tariffs remain meaningful 

headwinds to corporate activity.

In the AI boom, sky-high expectations, market 

concentration, power constraints, and speculative behavior 

in parts of the supply chain could create near-term volatility. 

AIôs impact on the labor market, including its contribution to 

slower hiring, cannot be isolated yet.

Dollar dynamics ï caught between strong U.S. growth and 

policy uncertainty ï will hinge on global capital flows, central 

bank activity, and evolving allocation preferences.

As the U.S. midterm elections approach, we expect fiscal 

policy to remain generally supportive, but the pace and 

direction of policy change could surprise markets. A 
perceived threat to Fed independence represents a key 

downside risk to market functioning, while deregulation 

could offer a short-term boost to performance.

This piece is designed to share our holistic global economic, geopolitical, and asset allocation views. Use the links in the tab le of contents to explore.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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High conviction investment ideas

MARKET CONVICTIONS PORTFOLIO CONSTRUCTION

EQUITY

ÅYear to date, accommodative Fed and fiscal policy have supported risk-on positioning, with upside 

inflation risks ï both cyclical and policy-driven ï acting as a ñbrakeò on the extent of policy support. 

ÅDeploying new capital is difficult when valuations are this rich. We see opportunities for diversifying 

additions in U.S. large cap value and high quality small cap equities, ex-U.S. developed market equity, 

and short duration credit (for its equity-like risk characteristics). 

ÅAI is likely to remain a concentrated equity market driver, with a virtuous cycle of quality earnings growth 

and capital expenditures rewarded by the market. 

ÅGlobal preference for U.S. assets can turn on a dime, and ex-U.S. equity outperformance was a powerful 

diversifier in 2025. Higher fiscal spending and loan growth in Europe, along with a pro-growth policy 

direction in Japan, support an ongoing neutral allocation to ex-U.S. equities in 2026. 

1
Fully invested (market weight) in U.S. large cap equities; prioritizing 

strong earnings quality 

2
Upgrading small-cap exposure to neutral; focusing on quality names 

benefiting from AI and policy tailwinds

3

For new equity deployments, diversifying equity exposure into (1) 

financials, (2) materials, and digital infrastructure tied to the AI 

theme, (3) high quality small caps, and (4) developed ex-U.S. equity 

FIXED 

INCOME

ÅRecent rate volatility and tight credit spreads have investors asking whether fixed income allocations are 

worth the risk. In our view, the income generation opportunity remains attractive. Additional Fed cuts may 

also compress spreads further from here, as could any upside risks to Treasury yields. 

ÅA strong economic backdrop supports credit fundamentals (interest coverage, maturity timeline) over the 

medium term. We see no signs of systemic over-leverage or credit quality concerns at this time.

ÅThat said, the U.S. public and private credit cycle is maturing. We expected strong underwriting to pay 

this year, despite the potential for ñjunk,ò such as CCCs within HY credit, to outperform on the back of 

supportive liquidity and growth conditions. 

ÅWe favor a ñbuy and holdò short duration corporate credit approach, which has the potential to maximize 

the benefits of quality while reducing exposure to volatile market-determined interest rates. 

4
Keeping credit exposure (IG / HY / muni) shorter duration to manage 

rate volatility and credit risk

5
Balancing short duration credit exposure with longer duration in 

infrastructure debt, leaning into the steeper municipal curves

6

Within a core bond allocation, favoring structured credit. Within 

credit, maintaining an underweight position to floating rate bank 

loans.

PRIVATE 

MARKETS

ÅPrivate markets allocation is growing and democratizing, contributing to competition for quality assets in 

large and mega deal terms. 

ÅResilient growth, lower policy rates, and deregulation have increased deal flow.  

7
Using resilient mid-market private credit and equity for qualified 

investor portfolios 

ALTS

ÅHistorically, commodities and gold have served as accretive portfolio diversifiers in eras of upside 

inflation surprise. We are not yet concerned about a double-peak in inflation but expect cyclical factors ï 

resilient growth and tariff policy shifts ï as well as structural factors ï supply chain re-globalization, AI 

infrastructure spend, and trends towards energy independence ï to keep inflation sticky.   

ÅGeopolitical shocks have become more frequent, influencing even traditionally ñsafe havenò U.S. assets. 

8

Hedging inflation and geopolitical risk with both gold and 

commodities allocations. Considering gold/precious metals/industrial 

metals as a 5-20% satellite sourced from equity. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS



Top investment convictions1

Base case for 2026
Å AI persists as a concentrated market driver

Å The U.S. Federal Reserve remains supportive

Å Fiscal policies lean pro-growth

Å Dealmaking primed for resurgence

Å Uneven growth through a K-shaped economy

Å Favorable corporate profitability supports U.S. employment

Å The U.S. credit cycle matures

Å U.S. remains dominant in regional preference

Å Global long rates see upward pressure

Å Geopolitical regime change is reshaping investor expectations

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Readers can click on any item to jump to that section. 

Where could we be wrong?
Å The risks to Fed independence

Å Supreme Court risks to U.S. tariff policy

Å Upside risks to inflation

Å Downside risks to labor

These views represent macroeconomic opinions only and are not personalized investment advice or recommendations to buy or sell any security. Forward-looking statements are based on 

current assumptions and involve uncertainties; actual outcomes may differ materially. Past performance is not indicative of future results. Investors should consider their personal financial 

circumstances and consult a financial professional before making investment decisions. 
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Structural macro forces are directly influencing how we size risk and where we diversify in 2026. 

The geopolitical landscape is shifting, with concrete macro impacts becoming more visible

Å The global order is undergoing a profound transformation. The era of U.S.-led globalization is giving way to a 

world defined by great power competition, economic nationalism, and rising conflict. Policy positions that once 

seemed unthinkable ï trade wars, new energy alliances, and nationalistic industrial policy ï are now common. 

This may be even more the case in election years, as we believe will be true for the U.S. this year.

AIôs importance is fueling an investment ñspace raceò and amplifying geopolitical tensions 

Å As AI becomes central to economic and national security, it is raising stakes of geopolitical disruption and 

magnifies its impact on portfolios. The concentration of key supply chain elements ï rare earth processing by 

China, for example; chip design by the U.S.; manufacturing in Taiwan; fabrication equipment sourced from Europe 

ï creates constraints for major countries. 

Å Competition over the AI supply chain is contributing to the rapid pace of investment. Though rapid uptake of AI 

tools could bring productivity gains, resource constraints, including electricity capacity, are also creating upward 

price pressures and higher volatility.

Macro risks may build throughout 2026, but are not yet breaking 

Å Our base case view, explored in depth in this section, calls for U.S. economic outperformance this year. Fed 

easing, fiscal support for U.S. taxpayers, a de-regulatory impulse, and improving deal flow all support our view. 

Å This pro-growth policy backdrop, combined with a geopolitically-fueled technological megatrend in AI, means that 

leverage ï for households, companies, and national governments ï is likely to build this year. We are monitoring 

this trend closely, but do not see system-level risks currently. 

As for allocation: we are fully invested, focusing new deployments on diversification 

Å In our view, it is critical that investors not lose sight of these big-picture developments. Diversification has always 

mattered theoretically, but the last 15 years of ñlower for longerò interest rates and stable U.S. outperformance 

have driven a visible shift in portfolio construction: portfolios have shifted more to equity, more to U.S. assets, and 

even more towards unhedged exposures. 

Å Now, investors are recalibrating: rebalancing regional allocations, currency exposure, and inflation hedges for a 

new regime.

Putting our allocation views into a global context 

A shifting geopolitical landscape, the growing reach of AI, and benign economic backdrop make 2026 a year for rebalancing, in our view. 

Diversifying our allocation for 2026

AI and policy -driven uplift

Å Inflation is sticky; reacceleration would be a policy ñbrakeò

Å Building commodity satellites (gold, precious metals 

industrial metals) sourced from equity sleeves

Å Slightly hawkish in our U.S. Fed view 

Å Moderately risk-on across asset classes 

Å Closing underweights to small cap (now neutral)

Å Maintaining large-cap U.S. tech exposure (neutral to a 

market-weight benchmark) 

Å Bull steepener effect prominent in Treasuries, barring long 

rates risks (in which case weôd expect a bear steepener)

Å Expect rangebound dollar 

Global transitions are costly

Å Using new cash to balance overall exposure, bringing 

underweights in value, ex-U.S. exposure, and small cap 

back to neutral 

Å Junk may outperform in brief moments: look past this and 

stay in quality 

New deployments used to diversify 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Base case: AI persists as a concentrated market driver

We expect to see markets reward the virtuous cycle between strong earnings and capex intentions. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

ÅWe believe the AI thesis has room to run. Our approach is balanced: maintaining a market-

weight U.S. equity position while deploying new capital into AI infrastructure ï particularly 

where providers are investing to ease undercapacity in power and energy supply chains.

ÅDespite rich valuations, earnings growth remains the key driver of AI performance (left chart) . 

Hyperscalers continue to recycle cash flow from profitable business lines into AI, creating a 

virtuous cycle between earnings, cash flow, and capex. 

ÅTheir use of cash has been disciplined, generating enough to fund buybacks, dividends, and AI 

investments ï roughly 60% of operating cash flow ï all at once (right chart ). 

ÅInvestor concerns related to market concentration, circularity of spend, and private financing 

are reasonable ï giving us a greater focus on quality in this space ï but early. We see plenty 

of space for debt financing to expand before we would be worried about systemic risk.

ÅAs this global megatrend evolves, we are closely monitoring the factors that would either 

accelerate or inhibit adoption: energy constraints, technological disruption, labor market impact 

(possibly contributing to the slowdown in hiring already), and geopolitical developments.  
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Base case: the U.S. Federal Reserve remains supportive

We expect marginally less easing than market consensus, but modest cuts will still be an important capital market support in 2026. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Opinions of New York Life Investments Global Market Strategy, February 2026.

Downtrend in hiring

Housing market slowdown

Goods and services price pressure from 

tariffs

Upward wage risk from tighter immigration

Supply side shocks: not much Fed policy 

can do 

Loose financial conditions 

The Fedôs mandates are facing opposite pressures

Biasing the Fed to cut rates Biasing the Fed not to cut rates

ÅThe Fedôs mandates continue to face opposing pressures. Loose financial conditions ï strong 

equities, tight credit spreads, and ample liquidity ï make it difficult to justify rapid easing, and 

upside risks to inflation remain. But weak job creation, economic inequality, and sluggish 

housing market activity ï paired with recent emergency liquidity needs by select banks ï all 

shift the balance of risks towards Fed cuts (left chart ).

ÅThe Fedôs current easing cycle has delivered 175ps in total easing so far. We are modestly 

hawkish relative to consensus, expecting 25-50bps of further easing this year. Though we do 

not expect the Fed to lose independence, we discuss that risk here. 

ÅThe Fed has been clear that todayôs easing cycle is meant to return policy to a neutral rate that 

neither stimulates nor slows the economy. Weôve seen a wide range of views among investors 

and within the FOMC (right chart ). Our own sense of neutral is around 3.5%, higher than in 

past cycles due to chronically high fiscal deficits, as well as large investment initiatives in 

supply chain reglobalization and artificial intelligence. 

ÅWe do not perceive any systemic liquidity issues at this time but expect the Fed would step in 

with select liquidity support if necessary. The Fed ended its QT program on December 1, 

2025, having reached its estimate of ñampleò reserves. 

K-shaped economy: consumption faltering 

for all but highest-income consumers

Liquidity ócrunchô in select banks
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Base case: pro-growth fiscal policies should sustain strong U.S. economic activity

ÅThe tax cuts in the One Big Beautiful Bill Act are expected to deliver a significant boost to both 

to consumers and businesses, especially in the first half of 2026. Higher year-over-year tax 

refunds (left chart ) may inject an estimated $100 billion of additional stimulus into the 

economy between January and April. 

ÅOn the corporate side, the bill introduces generous tax incentives ï including 100% 

depreciation for capital expenditure and immediate expensing for R&D ï which may spur 

business activity and pull forward investment. 

Å Deregulation and industrial policies are expected to provide a tailwind for growth through this 

year. Expanded government support for key industries, including energy, financial services, 

and technology, may strengthen strategic sectors and spur innovation and investment. 

Å Financial sector deregulation in particular is likely to take the form of lower bank capital 

requirements that could fuel loan growth, share buybacks, and dividends. The top 13 banks 

alone hold an estimated $200 billion in excess capital above current requirements.

As the midterms approach, growth and affordability will take center stage, with tax cuts and deregulation delivering to economic momentum. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Base case: policy support sets the stage for 2026 dealmaking resurgence

ÅAfter a banner year in 2021, the rate-hiking cycle of 2022ï2023 triggered a sharp slowdown in 

global dealmaking. IPO and M&A volumes fell as financial conditions tightened (left chart ), 

creating a slow-moving credit crunch in private equity as exits stalled. 

Å2025 marked a clear turning point in dealmaking ï a trend that has continued into the 

beginning of 2026 ï with lower rates reopening the IPO window and lifting M&A activity (right 

chart ). Strong growth, easy financial conditions, and greater liquidity, aided by lighter bank 

capital requirements will further support deal flow through throughout this year.

ÅPublic equity has performed well in recent years, despite higher rates and inflation. Improving 

deal flow provides a pathway for private assets to catch up. In particular, private equity activity 

should strengthen as lower rates bolster valuations, setting the stage for broader deal flow. 

Combined with rising M&A momentum, the private equity ñflywheelò of exits, fundraising, and 

new deals is likely to continue to accelerate. 

Strong growth, easier financial conditions, and supportive policy should propel dealmaking this year.

$0.00

$0.20

$0.40

$0.60

$0.80

$1.00

$1.20

$1.40

Global dealmaking value ($ Trillions)

Global dealmaking value picked up throughout 2025, driven by large and 

mega-deals 

Sources: New York Life Investments Global Market Strategy, Bloomberg, February 2026. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

https://www.newyorklifeinvestments.com/assets/documents/weekly/gmsnote-011126.pdf
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Base case: uneven growth through a K-shaped economy

With the U.S. economy increasingly reliant on spending by high-income consumers, risks to the growth outlook are more concentrated. 

Å Headline growth can stay firm in a K-shaped economy, even as many households feel 

strained. Spending and risk assets are concentrated in the top income quartiles, making 

the wealth effect a bigger driver of demand than in past cycles.

Å This divide appears sharper today because the pandemic widened inequality: inflation hit 

lower income consumers hardest, while asset holders benefited from rising risk asset 

prices and homeowner equity values. 

Å If employment remains resilient, lower-income households can continue spending on 

necessities and delinquency pressures should stay contained, while higher-income 

households support aggregate demand.

Å But inequality creates real risks: it fuels political polarization and policy shifts, increasing 

the policy risk premium and widening dispersion across sectors; and a tighter link 

between risk asset prices and consumer spending increases economic risk.

Time

In
c
o

m
e

The U.S. economy has long experienced inequality, but the 2020ôs has 

widened the K -shaped divide

A visualization of a K-shaped economy

Opinions of the New York Life Investments Global Market Strategy team, February 2026.

The upper leg:

Å Drives the majority of 

spending

Å Wealth tied to financial 

markets

Å Earns income on cash 

and investments

Å Better credit access 

and lower borrowing 

constraints

The lower leg:

Å Struggling under 

higher prices

Å Wealth tied to wage 

growth

Å Renters + higher 

housing cost burden

Å Relies more on credit

Å Cuts discretionary 

spending first

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

https://www.newyorklifeinvestments.com/assets/documents/weekly/gmsnote-012526.pdf
https://www.newyorklifeinvestments.com/assets/documents/weekly/gmsnote-012526.pdf
https://www.newyorklifeinvestments.com/assets/documents/weekly/gmsnote-012526.pdf
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Base case: favorable corporate profitability supports U.S. employment

Corporate profitability is likely protect employment, thereby protecting consumers.

ÅWe expect the 2026 economic environment to remain supportive of corporate profitability, 

driven by Fed easing and a favorable fiscal backdrop ahead of the midterm elections.

ÅWhen profits hold up, companies are less likely to cut headcount, helping sustain consumer 

spending (left chart ), particularly for mid- and lower-income consumers. 

ÅFascinatingly, the dip in corporate profitability in 2022 did not create layoff pressure, an 

exception to the historical examples of the pandemic period, Global Financial Crisis, and 

early 2000s recessions. We attribute this exception to labor hoarding activity during the 

pandemic. It is unknowable whether this behavior would continue in a further down leg for 

corporate profitability. 

ÅResearch shows that spending tends to fall only when people in a consumerôs social or 

professional circles begin to lose jobs (right chart ). In this sense, a low hiring environment 

can be sustained with limited knock-on effects to consumer activity, but accelerating layoffs 

are more likely to shift consumer behavior. 

ÅBusiness activity has remained solid, with corporate profit growth is still positive, though 

rising input costs could pose a headwind.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Base case: the U.S. credit cycle is maturing, but fundamentals remain solid 

We view recent high-profile credit events as idiosyncratic, within an otherwise resilient landscape. 

Å As the credit cycle matures, investors are watching for signs of strain. Recent bankruptcies (First Brands Group, Tricolor Ho ldings) alongside unexpected bank loan losses have heightened the 

scrutiny of credit risk. In the absence of publicly available data, private credit is ï and we believe it will remain ï prone to headline risk. Still, we view these events as isolated, not systemic, in part 

because of the role of fraud in recent bankruptcies. 

Å We maintain a constructive outlook on U.S. credit. The economy is resilient, and corporate liquidity remains well -above the pre-pandemic trend (left chart ). Liquidity is at healthy levels, and defaults 

remain low (right chart ). As the Fed lowers rates, flows from cash-like instruments may support overall flows and tighten spreads further. 

Å We continue to advocate for selectivity, strong underwriting, and disciplined exposure ï not because we expect stress, but because resilience is best built before it is tested.
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universe.

Private credit default rates remain low, while non -accruals have picked up 

modestly
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Base case: strong U.S. growth moderates the transition in regional preference

A geopolitical regime shift and U.S. policy uncertainty are driving a closer look at portfolio diversification but not unwinding U.S. dominance.

Geopolitical shifts and U.S. policy uncertainty are driving investor rebalancing 

ÅAs we wrote earlier in this section, the global economic and geopolitical landscape is shifting. 

A model defined by U.S.-led globalization is ceding towards great power competition and 

economic nationalism. The importance of AI may be accelerating this shift, as countries 

compete over key resources and processes to influence this global megatrend. 

ÅFor investors, this means rethinking portfolios that have become overly concentrated in either 

U.S. assets or equity during the ñlower for longerò and strong dollar period of the last 15 years. 

ÅU.S. trade policy shifts in 2025 may have accelerated this trend - at least temporarily. 

Concerns about policy stability and growing U.S. indebtedness prompted investors to take 

steps towards rebalancing their exposure. Global flows data suggest that much of this 

rebalancing was done via U.S. dollar hedging rather than outright sales of U.S. assets.  

For now, outperforming U.S. growth and dollar dominance keep the transition in check 

ÅOverall, we believe that the persistence of U.S. growth outperformance, and the resilience of 

the U.S. dollar as global reserve currency, will keep investors fully allocated ï and even 

overweight ï U.S. assets. 

ÅHowever, both policy-related and structural (debt service) concerns remain, and investor 

preference can shift on a dime ï likely felt first in the U.S. dollar volatility and potentially in long 

rates. Key triggers this year include relative economic performance (upside risks to ex-U.S. 

growth or downside risks to U.S. growth), threats to Fed independence, volatility around the 

U.S. midterm elections. 

Our view on the U.S. dollar  

ÅWe have exited an era in which the dollar was in a secular uptrend and diversification did not 

matter. Our base case economic view calls for U.S. economic outperformance in H1 2026 

(dollar bullish), balanced with global investorsô concerns about U.S. policy stability, U.S. debt, 

and high U.S. dollar liquidity (dollar bearish). On balance, we believe these opposing forces 

result in a rangebound and volatile dollar index (DXY), with levels between 92 and 102. 

Regional opportunities: a quick look ñaround the world ò

We believe investors should consider a more balanced global exposure. This view is focused on 

diversification and risk management rather than expecting bold international outperformance. 

Source: New York Life Investments Global Market Strategy, February 2026.

Recent stimulus is meant to 
control the pace of 
CHINAôs slowdown but is 

unlikely to foster a re-
acceleration of activity. 

Longer term, a structural 
leverage problem and 
illiberal capital markets 

policy constrain growth and 
investment opportunities. 

The EURO AREA economy 
has benefited from a faster 
interest rate cutting cycle over 

the last two years. Now, that 
cycle has likely stabilized, 

reducing cyclical lift. 
Germanyôs infrastructure plan 
should stabilize activity this 

year, but outperformance is 
unlikely. 

JAPAN is in transition. Bank of 
Japan (BOJ) policy is 
normalizing, inflation is still 

above target, and trade rules 
are mid-implementation. Snap 

legislative elections could 
consolidate support for 
Takaichi-sanôs growth-oriented 

policies via fiscal spending. 
Tension between short-term 

spending and long-term debt 
considerations is already 
causing bond market volatility 

in 2026.

We expect growth in the 
UNITED STATES to 
remain resilient thanks to 

ongoing Fed easing and 
pro-growth fiscal policy, 

and for this resilience to 
slow the pace of global 
portfolio rebalancing. Key 

risks to this view lie in 
policy uncertainty ï real or 

perceived. Global investors 
are particularly attuned to 
Fed independence and the 

path of U.S. debt. 

EMERGING 
MARKETS are diverse; 
some are more 

sensitive to Chinaôs 
growth; others are 

more sensitive to U.S. 
growth and policy 
change. Lower U.S. 

rates are typically 
positive for the EM 

landscape; an upside 
surprise on U.S. tariff 
policy would be even 

more supportive. For 
now, our view that the 

Fed may cut less than 
the market is currently 
pricing, coupled with 

our expectation that 
trade policy may 

remain ambiguous for 
business planning, 
leaves us with a neutral 

position. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Base case: rising global long rates reflect long-term policy and debt risks

Steeper global yield curves highlight pervasive concerns about the nexus of political dysfunction and debt sustainability. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

ÅThroughout 2025, long rates rose, producing a bear-steepener in the 30Yï10Y spread across 

several major sovereign curves (charts ).

ÅPolitical dysfunction and economic discontent have been simmering in many major economies, 

including the U.S., France, Japan, and the UK for years, bringing debates over the size of 

government, debt-service costs, and the role of central banks to the forefront.

ÅWe see a steepening tendency in most developed-market yield curves. On the short end, 

governments are keeping policy rates compressed to support growth. On the long end, heavier 

fiscal spending, elevated issuance, and associated inflation risks put a floor under long rates.

ÅWe expect this upward pressure to persist this year. In the U.S., fiscal expansion is likely to 

continue even amid solid growth. In France, political turnover is likely to continue, even as debt 

surpasses 100% of GDP. In Japan, we expect tension between a new government in favor of 

expansive policy and a BOJ intent on reducing its market role. 

ÅA sharper steepening could challenge our constructive outlook, signaling eroding investor 

confidence.
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Base case: geopolitical regime change is reshaping investor expectations

A multi-year shift towards great power competition is shifting the way countries, companies, and investors consider the global backdrop. 

January 2026 saw a resurgence of market -moving geopolitical events. 

Å A rising incidence of geopolitical risk is not just about the U.S. administration or about the 

change in the calendar. Rather, it reflects a longer-running shift from a U.S.-led rules-based 

order toward great power competition. We expect this dynamic to persist, and that it will 

continue to impact trade, capital flows, and supply chains. 

The new U.S. National Security Strategy makes this shift explicit, and global dialogue is 

showing signs of strain

Å The U.S. 2025 National Security Strategy calls for a robust U.S. industrial base as a core 

pillar of national power and makes industrial strength a top economic priority.

Å It flags supply-chain access to critical minerals and rare earths as a national security risk, 

and calls for investment in mineral supply, resilient energy infrastructure, and broader 

reshoring.

Å Global leaders are responding in kind, leaning further into industrial policy, defense 

investment, and critical materials strategies, which is raising the risk of a more fragmented 

trade and investment backdrop.

Why geopolitical risk feels more tangible in markets now

Å When national security (rather than economic or social issues) is countriesô chief organizing 

principle, policy approaches like tariffs, export controls, procurement, and investment 

restrictions become recurring tools, not occasional headlines. That raises the odds that 

geopolitics shows up as real-world constraints on inputs, logistics, and pricing.

Geopolitical risk is a live input in portfolio construction

Å Investors should treat geopolitics as an active driver of regional allocations, with knock-on 

effects for capital flows and a growing interest in private markets where access to new 

markets can diversify income streams and broaden exposures.

Å Diversification matters more in this regime, and the correlation heat map shows that 

relationships to U.S. equities have shifted meaningfully over time (chart ).
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Views of the New York Life Investments Global Market Strategy team, February 2026. For illustrative purposes only. 
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What if weôre wrong? The risks to Fed independence

We do not expect the Fed to lose independence in the near-term, even with a new Chair. Relative vulnerability, however, lies at the Board level.

Why does the Fed need to be independent from politics? 

ÅThe Fedôs mandates of price stability and maximum employment often align with political 

goals (e.g. policy support during crises). But sometimes, the Fed must make unpopular 

decisions (e.g. allowing for recessions to control inflation). If the Fed was not independent, no 

politician would allow for tighter monetary policy, likely stoking inflation over the long term.

Why is a loss of Fed independence  not our base case? 

ÅThe Fedôs two decision-making bodies, the FOMC and Board of Governors (chart ) control the 

Fedôs policy tools via majority consensus. President Trump has nominated Kevin Warsh as 

Fed Chair, but the Chair is one of 12 or 7 votes in each decision-making body, respectively.

ÅWe believe the FOMC, along with its key policy tools (Fed Funds rate and QE/QT) are 

cushioned from political influence due to the presence of 5 rotating regional Fed presidents. 

If not policy itself, what can  the Fed Chair control? 

ÅThe Chair controls how the Fed communicates. Shifts in transparency (press conferences, 

forward guidance) can materially affect how the market prices uncertainty. 

Where is there vulnerability in the Fedôs independence?

Relatively speaking, we are more concerned about the independence of the Board of 

Governors. This independence comes down to two key questions: 

ÅWill governor Lisa Cook, a Biden appointee and advocate of traditional policy, keep her job? 

The Supreme Court will rule on this matter, likely in the coming months. 

ÅWill existing Board members previously appointed by President Trump ï Michele Bowman 

and Chris Waller ï change their assessments of monetary policy as a result of political 

pressure? Notably, these governors have not been as dovish as Trump appointee Stephen 

Miran in recent meetings, suggesting they may maintain a traditional policy approach. 

How would a loss of Fed independence impact the economy? 

ÅThe Board has many policy making tools at its discretion, including oversight of bank reserve 

management. Shifts in Board-related policy tools could create discord in the overall policy 

stance even without changes to interest rates, forcing the market to price greater uncertainty.

ÅIf the market begins to doubt the Fedôs inflation-fighting credibility, weôd expect to see greater 

dollar hedging, higher long rates, and rising inflation expectations.  

Fed independence comes down to the independence of its governors

Structure of the Fedôs two key decision-making bodies, FOMC and Board of Governors, and the 

policy tools each controls
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Blue: Likely to follow traditional policy.

Red: Likely to pursue more dovish policy.

Purple: Policy preference uncertain. Bowman and Waller: previously appointed by President Trump; have supported traditional policy thus far. 

Cook: position pending Supreme Court ruling.  

*Long time Federal Reserve staff.
For illustrative purposes only. Opinions of New York Life Investments Global Market Strategy, February 2026.
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The Boardôs key policy tools: 

Å Bank oversight

Å Reserve requirements

Å Bank discount window

The FOMCôs key policy tools:

Å Policy rate

Å Open Market Operations (OMO)

Å Balance sheet management (QE/QT)

https://www.newyorklifeinvestments.com/assets/documents/weekly/gmsnote-011826.pdf
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What if weôre wrong? Supreme Court risks to U.S. tariff policy

The ruling will likely have limited impact on the effective tariff rate, but adverse outcomes may increase uncertainty and upend markets.

The Supreme Courtôs upcoming ruling on the legality of tariffs imposed under the 

International Emergency Economic Powers Act (IEEPA) could materially reshape the 

administrationôs tariff framework.

Å For markets, the impact will depend not only on whether the tariffs are upheld or struck 

down, but also on how broadly the Court frames its decision.

Å Our base case is a narrow ruling that limits IEEPA authority without meaningfully 

constraining the administrationôs ability to maintain elevated tariffs through alternative, ad-

hoc measures. These could include authorities such as Section 338, which allows for 

temporary, across-the-board tariffs of up to 15%.

Å A broader ruling that invalidates all IEEPA-based tariffs and restricts the use of alternative 

authorities would significantly reduce policy flexibility, increase trade-policy uncertainty, and 

potentially widen federal deficits.

If the Court rules the IEEPA tariffs unlawful, it must also address whether previously 

collected tariffs must be refunded. 

Å With more than $200bn in tariff revenue already collected, broad refunds could require 

substantial near-term Treasury issuance, putting upward pressure on short-end rates through 

increased T-bill supply. 

Å The Court could instead limit refunds to firms that have challenged the tariffs, or rule that no 

refunds are required.

Å Over the longer term, if tariffs are rolled back and not fully replaced, the loss of tariff revenue 

ï estimated at nearly $300bn annually ï could materially widen the federal deficit. Even 

without large-scale refunds, the ruling may call into question the durability of trade-related 

funding sources, increasing pressure on long-end rates and debt sustainability.

Ultimately, a ruling against the IEEPA tariffs would raise policy uncertainty. 

Å We expect the administration to pursue alternative tariff mechanisms to preserve revenue, 

keeping the effective tariff rate elevated. 

Å As a new tariff strategy takes shape, businesses are likely to face greater uncertainty around 

pricing and supply-chain decisions, adding volatility to near-term market outcomes.
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Sources: New York Life Investments Global Market Strategy, Tax Policy Center, U.S. Treasury, February 2026.
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What if weôre wrong? The upside risks to inflation

Inflation ï both from cyclical overheating and overly accommodative fiscal policy ï could force the Fed to pump the brakes. 
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ÅA key risk to our constructive macro and market outlook is the potential build-up of inflation 

pressures. 

ÅIn our view, the most likely path would begin with cyclically driven inflation ï economic 

overheating as policy support meets an already above-trend pace of economic growth. 

Incremental fiscal stimulus, including the proposed $2,000 tariff dividend checks to select 

households, could amplify this.

ÅAn inflationary reacceleration could challenge our base case in escalating ways. First, a pickup 

in inflation could force the Fed to pause, or even reverse, its rate-cutting cycle. This would 

erode the expectation for supportive policy underpinning our outlook. 

ÅA second escalation ï more concerning but less likely in our view ï would take place if 

continued inflation met a less independent Fed. Specifically, a Fed that was cutting rates as 

inflation rose would likely drive real rates negative, push long rates higher as investors 

question inflation-fighting credibility, and weaken the dollar as hedging flows increase.
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With tax cuts from the One Big Beautiful Bill Act and proposed tariff dividends, 

fiscal stimulus in 2026 could reach close to $1 trillion

Sources: New York Life Investments Global Market Strategy, Congressional Budget Office, Joint Committee on Taxation, Yale Budget Lab, 

February 2026. The tariff dividend is the $2,000 stimulus proposed by President Trump for households earning less than $100,000 per year.
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What if weôre wrong? The downside risks to labor

Å While we believe inflationary overheating is the greater risk to the U.S. economy this year, 

we cannot ignore the downside scenario, likely driven by an acceleration of layoffs. 

Å The end of the ñlow hire, low fireò economy would likely be brought on by a down-shift in 

corporate profitability, stemming from slower demand than we expect, or possibly from 

policy shifts including tariffs. An example of a possible trigger: the Supreme Court ruling on 

the use of IEEPA authority for tariffs. We believe a rollback would simply spark more ad-hoc 

tariff policy, keeping overall tariff rates elevated and potentially creating a greater inflationary 

impact stemming from higher transportation and logistics costs. 

Å Should U.S. corporates respond to margin pressure with layoffs, weôd expect to see a swift 

and severe negative impact on consumer activity; strong job availability has been a key 

component of supporting most consumer cohorts through the inflationary post-pandemic 

period. 

While we expect corporate profits to support employment, the labor market remains in a fragile ñlow hire, low fireò state. 
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We expect resilient economic activity as the cycle extends

Though economic activity has been K-shaped ï favoring high-income consumers ï we expect overall activity to remain resilient this year.

Å U.S. GDP growth in the post-pandemic period stabilized above its trend pace of 2.0-2.5%, 

driven by strong consumer activity, which comprises about two-thirds of U.S. GDP (left 

chart ). Q3 2025 GDP growth was a breakneck 4.3% annualized, driven by consumption 

and capital expenditure. Q4 growth is expected to be resilient but drags from the 

government shutdown; Q4 2025 growth will likely be made up in Q1 2026. 

Å We expect U.S. economic growth to remain at or above trend this year. Activity is not 

immune to the broad range of policy changes that may create uncertainty for households 

and businesses. However, supportive Fed and fiscal policy should cushion these effects.

Å Consumer activity ï and the economy with it ï has become more deeply ñKò shaped: the 

majority of consumption is driven by the highest-income earners (right chart ). Lower-

income cohorts struggle with inflation but are sustained by a balanced labor market; 

higher-income consumers have been fueled by strong wealth and income effects. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS



24

The Federal Reserve faces a tricky balance of its mandate

We remain marginally hawkish relative to consensus and expect moderate easing from here, in part due to upside risks to inflation. 

Å The two sides of the Fedôs mandate ï maximum employment and price stability ï are at 

odds. Hiring has slowed, but wage growth and goods prices are sticky. Lately, the Fed 

has been most focused on the labor market ï namely a risk of rising layoffs. We have a 

keen eye on upside risks to inflation, landing us modestly hawkish in our Fed view 

relative to market consensus. We expect 25-50bps of further easing between January 

and December 2026; market consensus is pricing ~50-75bps of further easing. 

Å Modest easing is intended to return policy toward neutral, not representing a 

fundamental shift for those looking for relief in credit creation or asset purchase 

financing. A sustained, or faster, easing cycle is unlikely to materialize in our view, amid 

ongoing inflation risks and loose financial conditions. 
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Our Fed cuts checklist: conditions tenuously met, allowing small space to ease

Opinions of New York Life Investments Global Market Strategy, February 2026.

Condition Status View

Inflation 

expectations well 

anchored

Long-term inflation expectations remain well anchored.

Core inflation 

moving closer to 

target

Core inflation is still above the Fedôs target, reaccelerating in a 

choppy uptrend over the past seven months. Policy risk amid 

resilient growth may re-firm inflation, which would slow the 

Fedôs pace of cuts all else equal. 

Unemployment 

rate Ó 4.0%

The labor market has come into better balance this year, but 

immigration policy changes mean labor supply is falling, which 

may push the unemployment rate lower ï increasing wage risk. 

Wage growth 

commensurate 

with stable prices

Wage growth has neared the 3.5% year-on-year figure that we 

believe would make the Fed comfortable with maintaining a 

rate cutting cycle. Stickier wages would mean stickier rates.

Financial 

conditions still 

well behaved

The Fed would need to see a strong deterioration in financial 

conditions ï and therefore a visible risk to the economic 

outlook ï before pre-emptively easing. Using 2018ôs 

ñinsuranceò cuts as a guideline, we expect that an equity 

market selloff of 20%+ would be required to prompt Fed action.
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Fed balance sheet tightening has ended, closing a multi-year liquidity drain

The Fed will now reinvest in short-end Treasuries at a $40B/month pace, providing marginal liquidity. 

Å The Fedôs balance sheet is made up of assets (left chart ) and liabilities (right chart ). 

The Fed used QT to shave off $2T in assets between June 2022 and December 2025; as 

it did so, it also had to trim its liabilities, thereby draining liquidity from the system. 

Å Fed liabilities include bank reserves (blue area, right chart), currency in circulation (green 

area), and vehicles for liquidity support such as its reverse repo facility (orange area). 

Å Post-pandemic, the Fed kept reserve levels abnormally ñabundantò to ensure maximum 

flexibility in supporting liquidity and bank functioning. Though select banks tapped the 

Fedôs emergency liquidity facilities in Q4 2025, liquidity is not systemically tight, which 

has allowed the Fed to reduce reserves toward ñampleò levels. 

Å Now that QT has ended, the Fed will reinvest interest back into the short end of the 

Treasury curve to align the duration of its balance sheet with that of Treasury issuance. 

This does not mark a pivot back toward QE but does support liquidity on the margin. 
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We expect the Fed to step in with liquidity support when it is needed

Liquidity is no longer plentiful as the Fed has right-sized its balance sheet. Still, we do not see systemic stress. 

Å The Fed is providing just enough balance sheet support to align with market needs: 

liquidity is not scarce or causing stress, but itôs no longer abundant either.

Å During COVID, banks relied heavily on the reverse repo facility to park excess cash; the 

facilityôs decline shows that surplus liquidity has largely been absorbed (left chart ).

Å The Fed can still smooth liquidity ñbumps,ò as seen in 2023 when regional banks tapped 

the Bank Term Funding Program  (BTFP) and discount window as stress rose.

Å Now in recent months, some banks have tapped the Standing Repo Facility (SRF) 

signaling select liquidity constraints (right chart ); we believe the Fed is highly attentive to 

these moments and will continue to address market liquidity concerns as they arise. 

Å The degree of that liquidity support may depend somewhat on the degree of Fed 

independence. The Fed Board of Governors is more likely to become politically 

influenced than the broader FOMC. Since the Board has sole discretion over the discount 

window, expanding access to this window could have the effect of expanding liquidity 

support. 
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During the regional banking 

crisis, banks used the 

specially-created Bank Term 

Funding Program (BTFP) 

and discount window rather 

than the standing SRF 

liquidity facility. 
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Market rates are not consistently pricing long -term risks

Long-term rates are torn between a sanguine near-term environment and long-term risks, informing our caution on duration. 
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ÅIn our 2025 outlook, we wrote that we believed upward pressure on long Treasury rates was 

likely due to a confluence of long-term risks. This view was proven wrong as long Treasuries 

rallied throughout the year. However, we maintain high conviction that long-term risks are 

unchanged, and that a bear steepener effect on the long end remains a key risk to the outlook. 

ÅWe consider 3.75-4.50% a credible range for the 10Y Treasury yield over the next 6 months.

ÅSustained high fiscal deficits are the cornerstone of this perspective. The Treasury is aiming to 

concentrate issuance in the short end of the curve, where rates have declined, yet we have 

seen no shift in the effective interest rate paid on Treasuries after 175bps of cumulative easing 

this cycle; shifting interest costs is a gargantuan task in the nearly $40T Treasury market. 

ÅTwo additional risks factor into the affordability of federal debt: global investor demand, which 

held up well in 2025 but could turn on a dime; and Fed independence. Threats to Fed 

independence could pressure long rates higher by eroding confidence in the Fedôs long-term 

inflation-fighting credibility. 

ÅSteep yield curves ï especially when long rates rise due to strong economic activity ï are not 

a bad thing on their own and can encourage strong lending activity. We are minding both the 

ñwhatò (yield curve steepness) and the ñwhyò (the mix of risks and opportunities priced in). 
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Modest easing directionally supports, but is not a game changer for, bank lending

Both supply and demand of loans to businesses and households have moved from depressed levels to marginally positive.

Loan supply side: tight lending standards typically precede 

economic contractions, but the most recent era of restrictive 

conditions did not produce a recession. The Senior Loan 

Officer Opinion Survey (SLOOS) now points to lending slightly 

tightening for businesses but loosening for households.

Loan demand side: in 2025, both households and businesses 

exited an era of depressed demand for bank loans. We 

continue to see policy uncertainty as an x-factor for loan 

demand, particularly from businesses ï but for now, an 

acceptance of the pace of policy change paired with modestly 

lower rates should support loan demand. 

Yield curve steepness remains a moving target. While the 2Y-

10Y spread has normalized, the 3M-10Y has been slower to 

follow, driven by a shallower-than-expected easing cycle on 

the front end and volatility on the long end of the curve. 

Further easing should modestly support near-term loan 

demand.
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Market -determined financial conditions are loose today, and biased looser

On the whole, markets have priced out risk, a setup we expect to continue ï supported by both Fed and fiscal policy. 

Å Market-determined financial conditions are loose (left chart ), as equity valuations sit near 

historic highs and corporate credit spreads sit near historically tight levels (right chart) . 

Å In our view, current financial conditions ï driven in large part by market valuations ï do 

not incorporate key risks we see to both macro and markets. However, the market likely 

has at least ~12 months of runway in light of 1) both interest rate and liquidity support 

from the Fed, 2) greater fiscal stimulus ahead of the midterms, and 3) acceptance of the 

rapid pace of U.S. policy change. 

Å We remain constructive on credit quality in the near term, and Fed cuts could cause 

spreads to tighten further. Even amid tariffs, post-pandemic programs and improved cash 

management, support confidence in corporatesô ability to repay over the next 2ï3 years. 
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Inflation is a key risk to our outlook

While policy risks ï namely tariffs ï work their way through prices, Fed and fiscal support could also drive a wave of cyclical inflation. 

Å Our base case for resilient growth and supportive Fed and fiscal policy in 2026 may 

mean inflation stays sticky or even accelerates. A cyclical upswing in inflation would likely 

be broad-based, visible also in energy costs, which have been benign for several years. 

Å Macro developments could present inflation risks to the upside. For example, tariffs are 

still working their way through the economy, and court rulings around tariff authority 

(IEEPA) complicate the outlook further. We see clear evidence that tariffs are hitting 

prices: durable goods inflation is reaccelerating, particularly for imported items such as 

household furnishings, consumer staples, and electronics. Services inflation for is also on 

the rise, namely in higher transportation and logistics costs. 

Å Weôre also minding downside risks. Many investors are pointing to the potential for AI to 

raise productivity and slow hiring, both of which could be deflationary ï but we believe 

these are medium or long-term risks, and not likely to dominate in 2026. 
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