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Executive summary

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.

Our outlook for the remainder of 2026 remains constructive, but the path forward has narrowed. We expect the U.S. to continue leading global 

returns , supported by stronger trend growth, resilient earnings, greater policy flexibility, energy independence, and deeper exposur e to AI -driven 

investment. But this is not a clean risk -on environment. Risks to peace between the U.S. and Iran, along with oil supply and pricing, persist. U.S. 

market leadership has become narrower and more prone to volatility, while inflation remains elevated enough to keep the globa l monetary policy 

outlook significantly tighter than was expected at the start of the year.  This narrowing path is likely to keep volatility in the forefront, elevate 

financing costs across global curves, and create a premium on segments of the market offering high -quality fundamentals.

U.S. exceptionalism remains intact

Stronger fundamentals, energy independence, and 
exposure to secular growth trends, particularly AI 

investment, should keep the U.S. ahead of most 
developed-market peers. We are watching the pass 

through of oil prices into inflation, particularly as risks 

around the Iran conflict persist. 

AI continues as a powerful catalyst

The AI investment cycle continues to drive earnings 
growth and market performance, though leadership has 

narrowed to semiconductor giants, generating greater 
volatility and concentration risk . We favor durable 

earnings growth within AI, where sustained investment 

should support long-term growth.

Markets contend with a less supportive policy 

environment

Although our Fed outlook is dovish relative to 

consensus, the global monetary policy outlook is more 
restrictive than expected at the start of the year. We 

believe global yields are still compatible with ongoing 

macro and market expansion, with upside risks.

Positioning: constructive but selective

ÅStaying overweight U.S. assets , with a focus on quality companies benefiting from resilient earnings and secular trends. We remain neutral large cap growth equity and 

neutral ex -U.S. developed market equity. 

ÅPrioritizing quality and selective diversification within equities, using new capital deployments to add exposure to AI infrastructure, materials, and high -quality small caps .
Å Favoring income with discipline , shorter -duration credit while selectively extending duration in steep yield curves, including municipal bonds.

ÅUsing alternatives strategically , prioritizing manager selection in private markets  and allocations to commodities to diversify against inflation and geopolitical risks.

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

MARKET CONVICTIONS PORTFOLIO CONSTRUCTION

EQUITY

ÅU.S. equities remain supported by resilient earnings, AI-driven investment, and stronger fundamentals, 

even as a cautious Fed keeps policy restrictive. 

ÅAI remains a key market driver, though we expected investor interest to retrench in quality, broadening 

leadership beyond semiconductors and toward companies delivering durable earnings growth. 

ÅConcentration risk is rising again, reinforcing the case for selective diversification through U.S. large cap 

value and high-quality small caps. Investors can consider satellite exposures to diversifying, high-quality 

sectors such as financials.

ÅNon-U.S. equities may benefit as geopolitical risks recede, but many markets remain more vulnerable to 

higher energy costs and restrictive monetary policy.

1
Market weight U.S. large cap equities , prioritizing companies with 

strong earnings quality.

2
Neutral U.S. small cap and ex -U.S. developed equities , with a 

quality bias and exposure to AI and policy tailwinds.

3
For new equity exposure , favor AI infrastructure, materials, digital 

infrastructure, and high-quality small caps.

FIXED 

INCOME

ÅThe U.S. public and private credit cycle is maturing. Credit fundamentals remain strong, and we expect 

overall quality to stay resilient, but lower-quality segments, such as CCC-rated high yield and more 

concentrated areas of private credit, appear increasingly vulnerable. 

ÅHigher all-in yields have improved the income opportunity, though recent rate volatility reinforces the 

need for more active duration management. 

ÅWe continue to favor high-quality credit and short-duration corporates, while using longer-duration 

exposure selectively where yields are more attractive and the yield curve offers better value.

4

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

rate volatility and credit risk. Volatility in long rates creates buying 

opportunities for duration above a ~4.7% 10Y Treasury yield.

5
Balancing short duration credit exposure with longer duration in 

infrastructure debt , leaning into the steeper municipal curves

6
Maintain an underweight to floating -rate bank loans, except for 

highest-quality selection.

PRIVATE 

MARKETS

ÅPrivate market allocations continue to grow, but increased competition and signs of credit stress make 

selectivity more important.

ÅDeal activity has improved, but macro uncertainty and private credit stress may temper opportunities. 
7

Using resilient mid -market private credit and equity for qualified 

investor portfolios 

ALTS

ÅHistorically, commodities and gold have served as effective diversifiers in eras of upside inflation 

surprise; recent geopolitical events reinforce this role. 

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 outlook
Å U.S. exceptionalism remains intact

Å AI continues as a powerful catalyst

Å Markets contend with a less supportive policy environment

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

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

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. 

Top investment convictions
Å Iran conflict: Hormuz traffic remains stop-and-go

Å The U.S. Federal Reserve is likely to remain on hold through year-end

Å Pro-growth fiscal policy act as a buffer against higher oil prices

Å Midterm elections likely to deliver a divided government

Å Record supply is met by record demand in tech
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Outlook: U.S. exceptionalism remains intact

The U.S. delivers on profit leadership, policy flexibility, energy independence, and exposure to AI as an investment driver. 

ÅWe expect the U.S. to be on the leading edge of developed market returns for the second half 

of the year, driven by both strong macro fundamentals and continued risks to the oil outlook, 

which drive a flight-to-safety dynamic favoring U.S. assets. 

ÅEven in the case of a durable peace scenario between the U.S. and Iran, we believe a risk-on 

global rotation would be tactical in nature. We favor a neutral allocation to ex-U.S. equities to 

account for a wide confidence interval on the peace process, oil pricing, and relative global 

growth.

ÅThe U.S. is the consistent hub of global equity profitability, including but not limited to its tech 

sector. The U.S. is also home to greater policy flexibility (avoiding a hawkish hiking cycle) and 

energy independence than its developed market peers. Finally, the U.S. has greater exposure 

to AI-driven investment, contributing to a growing share of economic growth. 

ÅU.S. exceptionalism is visible in asset flows. Private foreign investors have been consistent 

buyers of U.S. assets ï from Treasuries to public equity ï in the post-pandemic period. The 

exception to U.S. exceptionalism is in gradual trimming of Treasury positions by foreign central 

banks and governments ï a trend that started following Russiaôs invasion of Crimea in 2014 

and has since slowed.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Outlook: AI continues to be a powerful macro and market catalyst

Physical investment in AI remains a positive force in our macro outlook, but greater volatility is likely in this semiconductor-led market. 

ÅAI investment plays both macro and market roles in the U.S.: supporting capex-led growth and 

maintaining loose financial conditions. We remain high conviction on the outlook for AI capex; 

but we believe todayôs market leadership in semiconductors is a recipe for volatility.

ÅEarnings growth remains the key driver of AI performance. Hyperscalers continue to recycle 

cash flow from profitable business lines into AI, creating a virtuous cycle between earnings, 

cash flow, and capex. The use of cash is disciplined, generating enough to fund buybacks, 

dividends, and AI capex ï roughly 60% of operating cash flow on average ï all at once. 

ÅIn market leadership, demand for high-bandwidth memory chips to store the data generated by 

AI models has surged. South Koreaôs exported memory value is growing at 370% YOY, a far 

cry from historical cyclical peaks of ~100% YOY growth. 

ÅOn 90-, 180-, and 360-day tenors, the major semiconductor indices show higher volatility than 

the Magnificent 7 over the past decade. This volatility reflects greater cyclicality, 

commoditization of memory capacity, and concentrated industry structures. 

ÅAccordingly, we see increased risks around a memory-led market. Despite ongoing questions 

around capex and input costs, hyperscalers continue to deliver world-class earnings growth 

and strong cash-flow generation that fuels ongoing physical investment rates.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Outlook: Markets contend with a less supportive policy environment

The second half of 2026 is likely to feature more hawkish monetary policy than was expected at the start of the year, influencing allocation.

ÅAt the start of the year, most central banks were expected to hold rates steady, while the Fed 

was expected to deliver 2-3 rate cuts. During the Iran conflict, these outlooks repriced 

hawkishly by roughly 50bps on average, generating expectations for rate hikes in Europe and 

a hold in the U.S.

ÅFollowing the initial peace MOU between the U.S. and Iran, only the most hawkish scenarios 

were priced away ï and in the U.S., an inflation-focused June FOMC spurred greater 

expectations for a hiking cycle. 

ÅThough our out-of-consensus expectation is for the Fed to remain on hold, we are contending 

with a more hawkish global monetary policy environment than we and consensus expected, 

despite bumpy relief in oil prices. 

ÅA moderately ñhigher for longerò environment reinforces our cautious view on duration, softens 

our outlook for corporate profits and consumer activity at the margin, and enhances our 

conviction that countries with greater policy flexibility, including the U.S., will be relative 

beneficiaries as peers (such as the Eurozone) embark on more clear hiking cycles. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Top convictions: Hormuz traffic remains stop -and-go

A peace MOU briefly rebuilt shipping confidence, but its quick breakdown shows why energy, inflation, and Fed risk remain harder to price.

ÅThe Strait of Hormuz remains the key chokepoint in the Iran conflict. Before the war, it handled 

roughly 20% of global oil and LNG flows, so partial disruptions continue to feed quickly into 

energy prices, inflation expectations, and Fed pricing.

ÅThe July memorandum of understanding (MOU) was the first real attempt to rebuild shipping 

confidence. The agreement called for safe passage of commercial vessels and a gradual 

reopening of the Strait, giving operators a reason to test the corridor again.

ÅWhile traffic improved from the post-conflict lows, the recovery did not reach full normalization. 

Roughly three weeks later, renewed attacks broke the ceasefire. 

ÅIn our view, where crude settles, and for how long, will determine whether investors can return 

to the early-year playbook or need to prepare for a more persistent stagflation or recession 

risk.

ÅThe investment implication: the conflict has reinforced the marketôs move back toward U.S. 

assets. Earlier-year rebalancing toward ex-U.S. markets has become harder to sustain as 

energy importers face a tougher mix of higher input costs, weaker real incomes, and less 

policy flexibility.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Top convictions: The Fed is likely to remain on hold through year -end

Elevated inflation has shifted the Fedôs focus toward price stability, but downside risks to growth argue for keeping policy on hold in the near-term.

Opinions of New York Life Investment Management, Global Market Strategy, July 2026.

Slowing wage growth

Housing market weakness

Ongoing supply-side inflation risks: oil, 

tariffs

Downside risks to consumer activity and 

business margins under higher inflation

Five years of above-target inflation 

Solid growth and inflation pressures are likely to keep the Fed on hold

Biasing the Fed to cut  rates Biasing the Fed to hike  rates

ÅThe Fed continues to balance its dual mandate of price stability and full employment, but 

inflation remains the clear near-term priority. In his first press conference as Fed Chair, Kevin 

Warsh struck a decidedly hawkish tone, noting that inflation has remained above the Fed's 

target for five years. The FOMCôs June Summary of Economic Projections reinforced that 

message, with the median ñdotò showing one rate hike in 2026 and two cuts in 2027, with 

FOMC participants divided on the appropriate path for policy.

ÅWe believe the Fed will remain on hold through the end of the year , a dovish view relative 

to consensus pricing of one to two rate hikes over the next 12 months. Given uncertainty 

around the Strait of Hormuz, it remains unclear how much higher energy prices will ultimately 

pass through to core inflation. Moreover, while the labor market has remained resilient, neither 

wage growth nor the unemployment rate suggests inflation pressures are accelerating.

ÅImportantly, even if policy remains on hold, the Fed maintains a modestly dovish stance due to 

its reinvestment of proceeds into the Treasury curve, providing a modest liquidity drip. 

ÅKevin Warshôs first press conference and the Supreme Courtôs recent ruling allowing Governor 

Lisa Cook to remain in-seat reinforce our view that the Fed will remain independent despite 

heightened political scrutiny. We discuss that risk here. 

K-shaped economy: consumption faltering 

for all but highest-income consumers

Recovering hiring dynamics

Robust economic growth 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Top convictions: Pro-growth fiscal policy in max thrust for 2026

The One Big Beautiful Bill Act and tariff refunds are providing a meaningful tailwind to growth, helping offset higher oil prices. 

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

consumers and businesses, injecting between $200 and $300 billion in additional stimulus in 

2026. Average tax refunds for 2026 are running 11% above 2025 levels. 

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. 

ÅIn addition, the Supreme Courtôs ruling on tariffs could provide up to $166 billion in tariff 

refunds, with over $100 billion in tariff refunds already in process. While tariff rates remain 

elevated and are still likely to exceed the value of refunds, the net drag from tariffs should be 

more limited this year. 

ÅOver the coming years, deregulation is expected to provide an incremental boost to growth, 

although these benefits will take time to materialize. Financial sector deregulation currently 

under consideration could support stronger loan growth, share buybacks, and increased 

dividends. The largest 13 U.S. banks currently hold an estimated $200 billion of excess capital 

above existing regulatory requirements, illustrating the potential magnitude of this tailwind.

-$600

-$400

-$200

$0

$200

$400

$600

$800

$1,000

2025 2026 2027 2028 2029 2030 2031 2032 2033 2034

Tax cuts Spending increases Spending cuts Tariff impact

While fiscal policy was a drag on growth in 2025, the One Big Beautiful Bill Act 

and tariff refunds will support growth throughout 2026

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

July 2026. Tarriff impact is just included for 2025 and 2026, with 2026 an estimate. Future tariff impacts are not included in this chart.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Top convictions: A divided government post -midterm elections raises fiscal risk

A divided Congress would likely limit major legislative action, while increasing political brinkmanship and oversight. 

ÅThe midterm elections in November may deliver a divided government. The nonpartisan Cook 

Political Report projections show a path for Democratic Party control of the House. The Senate 

is more likely to remain under Republican control. Democrats would need a net gain of four 

seats to win a majority in the Senate. 

ÅA divided Congress would likely mean legislative gridlock. Major tax and regulatory initiatives 

would be difficult to enact, shifting policymaking increasingly towards executive actions and the 

courts. Spending initiatives are more in flux in a divided government scenario: greater 

spending born out of compromise is possible. 

ÅPolitical brinkmanship could increase. Budget negotiations, government funding deadlines, and 

the debt ceiling ï which will likely require congressional action in mid-to-late 2027 ï could 

become recurring sources of uncertainty. Notably, the longest government shutdown in U.S. 

history occurred in 2025, despite unified Republican control of the White House and Congress. 

ÅDemocrats in the House will likely prioritize oversight over legislation. Committee hearings, 

investigations, and executive branch oversight could become a central focus.

Midterm 
elections

Party in 
Control 
Before 

Election

House 
Seats 
Lost

Senate 
Seats 
Lost

Chamber 
Lost

Unemployment 
Rate

CPI  
(YoY)

U. of 
Michigan 

Consumer 

Sentiment

2006
Republicans 

(G.W. Bush)
30 6

House & 

Senate
4.5% 2.0% 92

2010
Democrats 

(Obama)
63 6 House 9.8% 1.1% 72

2014
Democrats 

(Obama)
13 9 Senate 5.8% 1.3% 89

2018
Republicans 

(Trump)
41 +2 House 3.8% 2.2% 98

2022
Democrats 

(Biden)
9 +1 House 3.6% 7.1% 57

2026 

(Current)

Republicans 

(Trump)
4.2% 4.2% ~50

Sources: New York Life Investments Global Market Strategy, Bureau of Labor Statistics, University of Michigan, July 2026. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Midterms have rarely been kind to incumbents
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Top convictions: Demand can continue meeting record AI debt and equity supply 

Mega-IPOs and debt issuance bring more AI-linked value into public markets, but also more concentration, index pressure, and liquidity risk.

ÅThe current IPO wave is moving some of the private marketôs most important AI and 

infrastructure companies into public benchmarks. SpaceX, OpenAI, and Anthropic may bring 

$3T+ of market value and $200ï300B of float into public equity markets.

ÅIndex inclusion is the bigger market event than the IPO moment. As these companies 

gradually enter major benchmarks, passive funds will need to make room, likely creating 

mechanical selling pressure in existing large-cap growth and communication services 

holdings. For a company like SpaceX, the impact is likely to build over time as benchmark 

eligibility expands.

ÅSimilarly to equities, record supply has been met with record demand in public debt markets. 

Record AI-linked debt issuance is being absorbed without major spread disruption, even as the 

pace of debt issuance in 1H2026 nearly doubled that for full-year 2025.

ÅBut if new debt and equity supply draws from the same capital pool already driving large-cap 

growth, the market may become even more concentrated. We also see a conviction-testing 

environment forming as activity centers around cash flow-negative companies in new equity 

supply, and as debt plays a greater role in hyperscaler financing. We remain constructive on 

the AI theme, but focused on quality, cash flow, and diversification via infrastructure plays.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS



U.S. economic & market outlook2

U.S. economic outlook
Å Status of economic cycle

Å Federal Reserve

Å Market conditions

Å Inflation

Å Labor

Å Consumer

Å Housing

Å Corporate outlook

Å Business conditions

Å Fiscal outlook

Readers may click on any item to jump to that section. 
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Status of economic cycle: we expect resilient economic activity as the cycle extends

GMS economic outlook

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 historically comprises about two-thirds of U.S. 

GDP. The contribution of consumption to overall activity slowed in 2026, compensated for by 

greater fixed investment, largely stemming from artificial intelligence.

Å The Q2 2026 GDP Nowcast is running at 1.3% annualized growth ï a softer but still positive 

starting point as the economy absorbs higher energy costs.

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. Lower-income cohorts 

struggle with inflation but are sustained by a balanced labor market, including resilient wage 

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

from elevated asset prices. Weak hiring by itself does not usually break consumer activity; 

what tends to matter more is whether slower hiring turns into a broader layoff cycle that 

changes household behavior.

Å Beyond the consumer, supportive policy should continue to cushion the cycle. Pro-growth 

fiscal policy and still-loose financial conditions together support our view that growth can 

slow without necessarily tipping into contraction.

Å Corporate profitability is another key buffer. As long as profits remain healthy, companies are 

less likely to respond to slower growth with widespread layoffs, which helps extend the cycle 

even in a noisier macro backdrop.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Though we see clear downside risks, U.S. economic activity is likely to be resilient in the case of a contained oil shock. 
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The Federal Reserve
We expect the Fed to remain on hold in the coming 12 months. But even with policy rates steady, the Fedôs modest liquidity drip creates a 
supportive policy backdrop.  

Policy rate

The two sides of the Fedôs mandate ï price stability and maximum 

employment ï remain in tension. Before the Iran war, the Fed was most 

focused on preventing labor softness from turning into a more meaningful 

deterioration. Today, however, energy and related downstream costs 

have accelerated inflation, constraining the Fed.

We now expect the Fed to remain on hold in the coming 12 months: an out-of-

consensus view as the market has priced in 1-2 rate hikes by the end of the 

year. While we acknowledge upside inflation risks, the labor market is in 

balance, and the housing market remains under pressure. 

Decision -making 
framework

Balance sheet

Liquidity support

Background GMS views

Chair Warsh established a task force ï one of five ï to review the Fed's 

inflation targeting, suggesting the potential end of the Fed's flexible average 

inflation targeting regime. Long-term inflation expectations are anchored, but 

core inflation remains above target. In June, the FOMC committed in its 

statement to delivering price stability, striking a decidedly hawkish tone.

The bar for both significant cuts or hikes remains high. In our view, the Fed 

would respond more forcefully to a deterioration in labor markets or financial 

conditions (via cuts) than to slow supply-side inflation (via hikes). Warsh as 

Fed chair does not necessarily change this reaction function, as he is one of 

12 FOMC votes, but expands the confidence interval for how his working 

group approach may influence the reaction function. 

The Fed used QT to shrink its balance sheet by roughly $2T between July 

2022 and December 2025, draining liquidity as assets and liabilities declined 

together. Now that QT has ended, the Fed is reinvesting into the short end of 

the Treasury curve at ~$10B/month, providing marginal liquidity support 

without returning to QE.

The end of QT closes a multi-year liquidity drain and should help stabilize 

market functioning at the margin. We do not view this as a major policy pivot, 

but it does mean that even without Fed cuts this year, the Fed maintains a 

marginally supportive stance. 

Systemic banking liquidity is no longer abundant, but it does not appear 

scarce either. The decline in reverse repo usage shows excess liquidity has 

been absorbed, while recent use of facilities such as the SRF points to 

occasional pockets of funding stress rather than broad dysfunction.

We expect the Fed to continue smoothing liquidity bumps if and as they arise. 

The Fed is providing enough support to keep the banking system functioning 

well, and if stress were to intensify, the Fed still has the tools to respond 

through balance sheet operations and standing liquidity facilities.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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The Federal Reserve

Our Fed cuts checklist: conditions support a Fed on hold

Opinions of New York Life Investment Management Global Market Strategy, July 2026.

Condition Status View

Inflation 

expectations well 

anchored

Long-term inflation expectations remain well anchored. Even a 

prolonged oil shock would be unlikely to de-anchor long term 

inflation expectations.

Core inflation 

moving closer to 

target

Core inflation is still above the Fedôs target, and energy costs 

represent a clear threat to near-term inflation targets. Though 

the Fed cannot address the supply side of the economy, it will 

have to balance downside activity risks with upside inflation risk. 

Unemployment 

rate Ó 4.0%

Moderate hiring, immigration shifts impacting labor supply, and 

the Iran shock all come together to muddle the near-term 

employment outlook ï but strong corporate profitability is a key 

buffer against widespread layoffs.

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.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Policy rate & decision-making framework



19

The Federal Reserve

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. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Balance sheet & liquidity support
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GMS DEEP DIVE

The risks to Fed independence
The Warsh-led Fed has started off with a hawkish tone, but Fed independence questions are ñliveò and pertain to Fed communication, Fed 
staffing, and how the Fed interacts with both its mandates.

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. Any Fed Chair, including Kevin Warsh, 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?

ÅWe are relatively more concerned about the independence of the Board of Governors over the 

coming years. With Powell and Lisa Cook retaining their Board seats for the time being, this 

independence comes down to whether 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 former governor Stephen Miran in past 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, likely to be in effect on May 15, 2026

Blue: Likely to follow traditional policy.

Red: Appointed by President Trump.

Purple: Appointed by President Trump; policy preference uncertain. Bowman and Waller: previously appointed by President Trump; have supported 

traditional policy thus far.   

*Long time Federal Reserve staff.
For illustrative purposes only. Opinions of New York Life Investment Management, Global Market Strategy, June 2026.

Federal Open Market Committee (FOMC)

Federal Reserve Board of Governors

John 

Williams*

Beth 

Hammack

Lorie 

Logan*

Chair:

Kevin 

Warsh

Jerome

Powell

Michele 

Bowman

Chris 

Waller*

Michael 

Barr

Philip 

Jefferson

Lisa 

Cook

Anna 

Paulson*

Neel 

Kashkari

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)

RETURN TO TABLE OF CONTENTS
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Market conditions
Near-term market conditions remain supportive, but long rates leave little room for disappointment.

Market rates and the 
Treasury curve

Along 2Y-10Y tenors, the Treasury curve has flattened: similar behavior is 

seen in developed-market peer curves as the Iran conflict has broadened the 

inflation outlook. Persistent deficits, heavy Treasury issuance, and questions 

around global Treasury demand and Fed credibility have kept upward 

pressure on the long end, even as the Fed has eased.

We consider 4.25-4.75% a credible range for the 10Y Treasury yield over the 

next 6 months. Above ~4.60% we see value, but longer-term yields remain 

vulnerable to fiscal pressures, persistent inflation, and concerns around Fed 

independence. While safe-haven demand around the Iran conflict may help 

contain yields in the near term, higher oil prices and increased defense 

spending could reinforce longer-term fiscal risks.

Financial conditions

Credit availability & 
bank lending

Background GMS views

Market-determined financial conditions remain at loose levels, as equity 

valuations and corporate credit spreads buck geopolitical risk. These 

conditions do not fully reflect an extended Iran conflict or a broader 

deterioration in credit quality.

Loose financial conditions should reinforce and reflect strong consumer 

activity and healthy profit margins in the near term; both concentration in the 

tech theme and the Iran-related oil shock present ongoing risks to this 

dynamic. We remain constructive on near-term credit quality, though a 

maturing credit cycle means selectivity and underwriting matter more from 

here.

Bank lending conditions have improved from depressed levels. Loan demand 

has picked up modestly, household credit is easing somewhat, and despite 

volatility across the curve, a broadly normalized yield curve shape can support 

lending activity. 

Barring a protracted oil shock, we see the lending outlook as marginally 

positive. Modestly lower rates and a more normal curve should support 

gradual improvement in loan demand, but policy uncertainty is still likely to 

restrain a sharper pickup, especially for businesses.
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Market conditions

- Stated policy preference of 

administration

- Ongoing global 'bid' for Treasuries, 

stemming from both U.S. growth 

outperformance and lack of scaled 
alternative to Treasuries

- Rising inflation risk

- Persistent deficit financing

- Threats to Fed independence

- Renewed questions around investor 

preference for Treasuries/U.S. dollar
- Strong economic activity
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Market conditions
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Inflation
Inflation was the primary risk we saw to the constructive outlook at the start of the year. Now, the U.S.-Iran conflict adds a more immediate upside 
risk to inflation through energy, food, freight, and downstream input costs.

Goods

Goods inflation is no longer providing the same relief it did earlier in the cycle. 

Durable goods prices have started to firm again, particularly in more import-

exposed categories such as household furnishings, consumer staples, and 

electronics. 

Goods inflation remains vulnerable to further upside surprises. Tariffs were 

already pressuring prices before the Iran conflict, and higher shipping and 

energy costs raise the risk that goods disinflation stalls or reverses in more 

trade-exposed categories.

Shelter

Supercore (services 
ex-shelter)

Inflation expectations

Background GMS views

Shelter pressures should remain sticky, even though rent inflation has slowed. 

Housing affordability has deteriorated sharply, mortgage rates have stayed 

high, and supply constraints, construction costs, zoning frictions, and 

mortgage lock-in continue to limit inventory and support elevated home prices.

In our view, shelter disinflation is likely to be gradual. Modestly lower 

mortgage rates are not enough to change incentives for homeowners to move, 

so the underlying supply-demand imbalance should keep a floor under 

housing costs and prevent shelter from becoming a major source of 

disinflation in the near term.

Services inflation is being pressured by higher transportation and logistics 

costs, while tighter immigration policy is constraining labor supply and creating 

upside wage risk. With demand still resilient, these factors point to ongoing 

stickiness in labor-intensive service categories.

We frame core services ex-housing inflation as sticky: not accelerating 

uncontrollably but not cooling fast enough for comfort either. As long as wage 

growth is only gradually moderating and labor supply remains constrained, 

core services inflation is unlikely to fade quickly enough to detract from rising 

energy costs. 

Near-term inflation expectations are firming off recent lows, reflecting 

geopolitically-driven energy price risks. Longer-term expectations remain well 

anchored, suggesting that markets broadly believe the Fed can hold the line 

on its inflation target.

We view the recent re-firming in near-term inflation expectations as a key risk 

to the outlook, driven by oil (Iran conflict), tariffs, tighter labor supply, and 

resilient demand. Most importantly, inflation sensitivity is higher than 

historically normal, following several years of above-target inflation.
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Inflation
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Inflation
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Inflation
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Labor
We expect the labor market to remain in balance, with both hiring and wage growth moderating.  

Hiring

Payroll growth has slowed materially from the post-pandemic pace, and 

revisions show hiring was weaker than initially reported over the past two 

years. Even so, layoffs remain contained and claims have not yet signaled 

broad labor market stress.

The labor market is still ñlow fire, low hire.ò Weak hiring alone is not enough to 

upend the outlook. It would take a more meaningful rise in layoffs to create the 

kind of negative feedback loop that would threaten consumer spending and 

broader growth. 

Layoffs & jobless 
claims

Wages

Labor supply

Background GMS views

Alarm bells are not ringing on layoffs. Fewer job openings and fewer jobs 

created each month point to weaker labor demand, but labor supply has 

softened as well ï keeping the unemployment rate contained. Weekly 

unemployment claims have averaged about 213k so far this year, still 

consistent with a labor market that is softening rather than breaking.

The labor market is rebalancing, but in an unusual way: both demand and 

supply are easing. That means labor conditions can look softer without 

necessarily producing a recession signal right away. We view roughly 250kï

275k initial unemployment claims as the zone where investors should become 

more concerned about a more material labor downturn.

Wage growth has slowed from its peak, in line with a softer labor market and a 

lower quits rate. Workers are less confident about switching jobs, but wage 

growth remains firm enough to support household income.

Cooling wage growth toward a sustainable 3.5% is consistent with a labor 

market that is normalizing off breakneck pandemic-era wage growth. Even so, 

slowing labor force growth could keep wage growth from falling quickly, which 

matters for both inflation and the Fedôs decision making: rapid wage growth 

supports inflation; weakening wage growth weakens the case for hikes.

More restrictive immigration policy is constraining labor supply. With a smaller 

workforce, the economy can add fewer jobs without pushing unemployment 

higher, which helps explain why the unemployment rate may stay relatively 

low even in a weaker hiring environment.

A smaller labor force changes how labor weakness shows up. In a more 

constrained supply environment, softness may appear less through a higher 

unemployment rate and more through slower hiring, reduced job openings, 

and firmer wages than the demand backdrop alone would suggest.
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Labor
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Consumer
A renewed energy shock, via higher food and gas prices, may exacerbate the K-shaped divide between high- and low-income consumers.

Spending

Headline consumer spending has held up well, supported disproportionately 

by higher-income households. Strong asset prices, home equity, and 

investment income have helped sustain demand even as lower-income 

cohorts face greater affordability pressure.

We continue to see consumer spending as supportive of near-term growth, 

mindful that private investment (mainly AI) is comprising a greater share of 

growth relative to consumption. Because higher-income households account 

for such a large share of total consumption, headline spending can remain 

firm even if demand weakens across more price-sensitive households.

Credit & delinquencies

Income & wealth

Savings/balance sheet

Background GMS views

Consumer credit growth slowed in 2024 and 2025, but from a historically 

strong base. Pockets of stress are building among younger and lower-income 

households, where higher credit card balances and rising delinquencies in 

cards and auto loans suggest greater reliance on credit to absorb affordability 

pressure.

We do not see systemic signs of consumer overleverage or a broad credit 

quality event. But policy rates are unlikely to provide meaningful relief for 

revolving credit affordability, so pockets of stress among more vulnerable 

households are likely to persist.

The consumer expansion remains K-shaped. Higher-income households are 

driving a disproportionate share of spending, while lower-income households 

are more exposed to inflation, rent burdens, and rising delinquencies.

The K-shaped consumer helps explain why headline growth has stayed firm 

despite signs of strain beneath the surface. Higher-income spending is still 

being supported by a powerful wealth effect, fueled by equity gains, elevated 

home prices, and investment income. Lower-income households have less of 

that cushion and remain more exposed to inflation and affordability pressure.

Household balance sheets remain healthy in aggregate, particularly for higher 

income and older households. Savings buffers have thinned for lower-income 

consumers, but overall debt service remains manageable, helped by fixed-rate

mortgage structures and still-solid income growth.

The aggregate consumer balance sheet remains a source of resilience. That 

said, the cushion is unevenly distributed, which means macro stability can 

coexist with rising financial strain in select parts of the household sector. 

Additionally, increasing credit growth alongside a falling savings rate suggests 

consumers are spending through the energy squeeze, a dynamic that is 

unlikely to be sustainable if prices remain elevated.
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Consumer

Time
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A visualization of a K-shaped economy

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

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

widened the K -shaped divide

Opinions of New York Life Investment Management, Global Market Strategy, July 2026.
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