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Executive summary

Geopolitical risk has added complexity to the macro backdrop, but markets are increasingly looking through the Iran conflict, with many global equity markets at or near all-time highs. 

While the U.S.ïIran ceasefire remains in place, traffic through the Strait of Hormuz is still constrained, and the longer disruptions persist, the harder it will be to ignore the underlying 
economic effects. The challenge is less about isolated risks to growth or inflation, and more about how sustained pressure on energy, trade and confidence could complicate the policy 

response. Our view remains that supportive policy and liquidity conditions should continue to underpin markets and investment condition s, but the path forward is likely to 

be less linear, more volatile, and more headline -driven than it appeared at the start of the year.

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.

Global markets had already experienced multiple shifts 
in sentiment this year .

The ceasefire has reduced immediate tail risk, but 

conditions remain unsettled, with ongoing shipping 
disruptions through the Strait of Hormuz delaying a full 

normalization in confidence, transit, and commodity pricing. 

U.S. macro data have remained firmer than feared , with 

stable labor markets, improved business activity, and 
resilient earnings ï particularly in tech ï supporting risk 

appetite. But the same data also show a renewed inflation 

impulse through input costs and supply chain strain.

The damage is showing up more clearly outside the U.S. 

European activity has weakened as costs rise, while Asia 

has absorbed the largest direct hit of disrupted energy 

flows, reinforcing our view that the global macro impact will 

be uneven and more severe for net energy importers.

Equity markets have nevertheless moved back toward 

risk -on footing , suggesting investors are increasingly 

willing to look through geopolitical uncertainty for now. 
Strength in U.S. tech earnings and continued capex tied to 

AI have reinforced the bid for growth equities.

Even if the Iran conflict resolves, we expect the U.S. to 
lead global returns over the following 6 -12 months, 

supported by a relatively more favorable policy mix and 

stronger structural growth drivers. We believe the U.S. 

ñflight to safetyò remains largely intact. 

U.S. Our base case remains constructive. The U.S. has 

greater self-sufficiency in energy, and therefore a greater 

buffer against higher oil prices. The U.S. still benefits from a 

relatively stable labor market, improving activity data, and a 
supportive earnings backdrop. But the shock has 

complicated the near-term inflation and policy outlook. 

Rather than a clean normalization story, the more likely path 

is a slower adjustment period, in which the Fed remains on 

hold for longer.

Non-U.S. Europe and much of Asia remain more exposed 

to higher imported energy costs and ongoing shipping 

disruptions than the U.S. Even if the ceasefire holds and the 

Strait reopens fully, the path to normalization is likely to be 
gradual, leaving growth softer and policy tradeoffs more 

acute, especially for energy-importing economies facing 

both inflation pressure and weakening demand.

The longer the oil price shock wears on, the more stark 
global ñwinners and losersò become. The U.S. is more 

prone to stagflation dynamics in a protracted oil shock, 

while energy importers are more prone to recession.

U.S. The main risk is that the ceasefire proves too fragile to 

restore confidence in shipping and energy markets. If oil 

prices stay elevated and transit disruptions persist, higher 

gasoline, freight, and input costs could keep inflation sticky, 

pressure margins, and leave the Fed on hold for longer than 
markets expect. This scenario would make the U.S. more 

stagflation-prone than in our base case.

Non-U.S. We are more concerned about downside risk to 

economic activity in non-U.S. markets. In Europe, higher 
imported energy costs have pushed inflation concerns to the 

forefront, with the market now pricing in multiple hikes by 

the ECB this year. The dynamics are similar in Japan, 

where the oil impact is even more acute as yen weakness 

amplifies imported fuel costs. In China, lower inflation and 
large energy stockpiles may help to absorb the shock, 

though a prolonged energy disruption would erode buffers 

and increase downside risks to growth.

Recent developments Base case Risks to the base case view

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, markets have moved through sharp shifts in positioning, from an early risk-on backdrop to 

a geopolitically-driven risk-off phase, and now back toward risk-on. At minimum, higher oil prices may 

delay additional policy easing.

ÅWe see opportunities for diversifying additions in U.S. large cap value and high quality small cap 

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

ÅAI is likely to remain a key equity market driver, with investors unlikely to turn away from techôs sustained 

profitability for a prolonged period.

ÅGlobal preference for U.S. assets may strengthen amid geopolitical risks and sustained oil shocks, which 

will weigh more heavily on oil importers, including parts of Europe and Asia; this dynamic supports 

continued U.S. outperformance alongside a balanced allocation to ex-U.S. equities.

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

strong earnings quality 

2

U.S. small-cap exposure and ex-U.S. developed market equity 

allocations now neutral; focusing on quality names benefiting from AI 

and policy tailwinds

3

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

materials and digital infrastructure tied to the AI theme and (2) high 

quality small caps

FIXED 

INCOME

ÅThe U.S. public and private credit cycle is maturing. Overall credit quality is ï and we expect it to remain 

ï robust, but lower-quality segments (such as CCCs within HY credit and more concentrated areas of 

private credit) look more vulnerable. We expect strong underwriting to pay off this year. 

ÅRecent rate volatility, wider credit spreads, and higher yields have renewed questions about the risks to 

fixed income. In our view, the income generation opportunity has improved, with higher all -in yields 

providing a cushion against uncertainty as fundamental quality remains robust.

ÅA still-resilient economic backdrop supports credit fundamentals (interest coverage, maturity timeline) 

over the medium term, though stress in parts of the credit market warrants greater selectivity.

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 credit, maintaining an underweight position to floating rate 

bank loans

PRIVATE 

MARKETS

ÅPrivate markets allocations continue to grow, increasing competition for high-quality assets, especially in 

large deals; selectivity remains key as performance dispersion is likely to increase.

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. While we do not yet expect a double-peak in 

inflation, pressures from tariffs, oil, and structural factors ï supply chain re-globalization and AI 

infrastructure spending ï are likely 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 
Å Economic and market drivers hold, while disruptors rise

Å Iran conflict raises risks and widens potential macro outcomes

Å Assessing the U.S. economic impact of higher oil prices

Å Oil import dependency now influences regional investment preference

Å Rising global rates focus on near-term inflation risks

Å U.S. Federal Reserve remains supportive

Å Pro-growth fiscal policies may be a buffer to higher oil prices

Å Signs of a maturing credit cycle are clear

Å U.S. tech remains the profitability hub among global equities

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. 



7

Iran conflict: economic and market drivers hold, while disruptors rise

Our U.S. base case remains constructive, even as disruptors widen the possible range of outcomes for the economy this year.

Drivers: policy support, fiscal tailwinds, and AI investment underpin resilience. 

ÅThe U.S. economy remains supported by three factors: a Fed that is biased toward easing if 

growth softens, a fiscal backdrop supporting activity, and ongoing AI-led spending supporting 

earnings and market leadership.

ÅThese supports help explain why growth may slow without breaking, and why markets have 

remained relatively resilient despite a more complex macro backdrop. 

Disruptors: geopolitical risk, quality concerns in credit markets, and AI concentration 

risks have increased.

ÅThe list of potential disruptors has grown, led by conflict with Iran, which raises the risk of 

sustained higher energy prices. This risk complicates the Fedôs ability to ease.

ÅConcerns around credit quality are another key risk, particularly if stress begins to spill over 

into broader financial conditions. 

ÅExpectations around the timeline for AI disruption have shifted considerably, leaving markets 

more vulnerable to swings in sentiment, despite ongoing strong profitability in tech. 

Source: New York Life Investment Management, Global Market Strategy, May 2026.

Conflict with Iran

Quality concerns in credit

Sentiment shift around AI

The biggest threats to the 

outlook are a sustained oil 
shock, tighter financial 

conditions from credit market 

stress, and a reversal in 
narrow AI market leadership.

Marginal Fed support

Pro-growth fiscal policy

AI capex cycle

Policy easing, fiscal support, 

and AI-led capex should help 
keep growth intact and risk 
assets supported, even as 

the economic cycle matures.

Base case economic & market drivers  vs disruptors

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Overall, the factors supporting our base case are becoming more fragile at the margin, reinforcing the case for diversificati on and a more balanced approach to portfolio risk.
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Iran conflict: rising stagflation risks and wider potential outcomes

The closure of the Strait of Hormuz is forcing investors to reprice inflation, growth, and Fed expectations all at once.

ÅThe conflict with Iran has led to restrictions on the Strait of Hormuz, a critical global 

chokepoint, which accounts for roughly 20% of global oil and liquid natural gas (LNG) flows. 

While the impact of this shock depends on the duration and degree of the closure of the Strait, 

the implications for the global economy are wide reaching. 

ÅThe threat of higher inflation has driven a rapid repricing of Fed cut expectations (left chart ). 

In principle, central banks tend to look through supply shocks, as monetary policy primarily 

affects demand. Our view is that the recent oil shock may delay cuts, rather than 

eliminate them . If inflation proves temporary or downside risks to growth become more 

visible, the Fed could still ease later this year. 

ÅThe Iran conflict has triggered a sharp reversal in market trends and increased volatility across 

equities, rates, and energy (right chart ). These moves suggest that the traditional flight to 

safety dynamic ï one that has been in doubt for well over a year, benefitting asset classes 

such as gold ï is intact, favoring relative U.S. allocations. Even if the Strait opens tomorrow, 

we doubt that markets can immediately return to the lower volatility, lower energy cost, 

and easier Fed backdrop that existed before the conflict.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Iran conflict: assessing the U.S. economic impact of higher oil prices

The price of oil is the key transmission mechanism from the Iran conflict. Both the degree and duration of the price shock matter for markets.

Å The duration of oil price dislocation is the clearest signal for how far this conflict will transmit 

through the economy and markets. In 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. 

Å The range of outcomes is wide for oil prices, particularly when thinking beyond crude to 

consider refined product markets (LNG, jet fuel). We have already seen disparate pricing 

across products and regions (Singaporean jet fuel above $200/bbl for the first time in history; 

European natural gas futures up ~50% while trading near 6-month lows in the U.S.). Analysts 

agree that the main oil price shock still lies ahead, as energy markets entered the Iran 

conflict in a state of oversupply, which has wound down over the past month.

Å Piper Sandler research suggests that between $75 and $100/bbl oil, the predominant market 

risk is stagflation (left chart ). In this scenario, the Treasury curve would likely flatten, as 

expectations for policy easing are pushed out: this is the effect we have seen thus far, as the 

market focuses on near-term inflation concerns. Portfolio positioning should emphasize 

quality assets and companies with pricing power.

Å If oil remains above $100/bbl for a prolonged period, outright recession concerns outweigh 

an inflationary impact. Higher energy and input costs are likely to weigh on earnings growth, 

while increasing stress in credit markets; consumers would also likely trade down and reduce 

consumption while coping with higher gas prices. 

Diversification becomes increasingly important during geopolitical regime change

Å As with the reset in global yields after the pandemic and Russiaôs invasion of Ukraine, 

markets may begin to price a world where shipping, trade, and energy security carry a higher 

structural cost. 

Å The path and timing of any resolution remain highly uncertain, which means investors should 

be prepared for continued volatility. 

Å In our view, the right response is diversification : not making one big bet on how the 

conflict ends, but building portfolios that can absorb a wider range of outcomes.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Iran conflict: oil import dependency contributes to investorsô regional preference

A sustained oil spike can erode purchasing power and create a broader drag on growth at a fragile moment for global energy markets.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Regional views: a quick look ñaround the world ò

We believe that even amid geopolitical risk and a wide range of  policy environments and oil 

dependency, a balanced global exposure provides worthwhile business cycle diversification.

Source: New York Life Investment Management, Global Market Strategy, May 2026.

In CHINA, lower 
inflation and large 
energy stockpiles may 

help to absorb the oil 
shock, though a 

prolonged energy 
disruption would erode 
buffers and increase 

downside risks to 
growth.

In the EURO AREA , a 
moderate economic 
outlook now meets high 

oil import dependency. 
Stronger fiscal 

spending on 
infrastructure and 
defense may cushion 

against more negative 
macro scenarios, but 

we see meaningful 
pressure on industrial 
activity stemming from 

higher oil prices. 
Amid ongoing policy 
normalization by the 
BOJ and a political 

transition influencing 
fiscal priorities, JAPAN 

is highly exposed to the 
energy shock: 67% of 
Japanôs oil imports 

come through Hormuz. 
Yen weakness is likely 

to compound this 
impact in the near term.

We believe the 
UNITED STATES is 
more prone to 

stagflationary dynamics 
in a protracted oil shock 

than outright recession, 
due to ongoing policy 
support and relative 

self-sufficiency in 
natural gas production.

EMERGING 
MARKETS are diverse; 
some are more 

sensitive to Chinaôs 
growth; others are 

more sensitive to U.S. 
growth and policy 
changes. Similarly, 

EMs feature both 
strong oil exporters 

among Gulf economies, 
as well as dependent 
oil importers (Korea 

and India source 42% 
and 60% of their oil 

through Hormuz, 
respectively). In 
general, higher global 

risk and volatility favor 
safe haven 

geographies relative to 
most emerging 
markets.

The Iran conflict is a global shock, with uneven regional impacts

ÅThe economic effects of the conflict are highly uneven across regions and countries. Energy 

exporters may see a near-term income boost from higher oil and gas prices, while importers may 

face slower growth, higher inflation, and pressures on margins and real incomes.

ÅAt the start of the year, our regional preference was driven by the degree of policy support. Today, 

this combines with major economiesô relative oil import dependency ï increasingly so as the 

conflict in Iran wears on.

ÅThe U.S. is looking relatively more cushioned on both fronts, set to experience the more 

supportive of global policy environments, while also a relatively more self-sufficient oil producer, 

namely in natural gas. 

ÅMany countries in the euro area, Japan, Korea, and oil import-dependent emerging markets, 

however, look more vulnerable (right image ).

Early -year investor rebalancing towards ex -U.S. assets has and may continue to reverse 

ÅNon-U.S. equities began the year outperforming, but that leadership has reversed as the Iran 

conflict has refocused investors on relative energy vulnerability.

ÅLeadership going forward will depend on the path of the conflict, the direction of the dollar, and the 

breadth of earnings outside the U.S.; a prolonged shock would likely pressure energy-importing 

economies and reinforce U.S. outperformance. 

ÅHowever, international exposure remains important for sector and business cycle diversification. 

We continue to favor a neutral ex-U.S. allocation within portfolios. 

Our view on the U.S. dollar  

ÅComing into the year, we expected a rangebound and volatile dollar index (DXY) with levels 

between 92 and 102. While structural concerns around U.S. policy and debt remain (dollar 

bearish), they are being offset by relative economic strength and safe haven flows (dollar bullish). 

On balance, this environment suggests more room for dollar upside in the near term. 
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Iran conflict: rising global rates focus on near -term inflation over downside risks

The outsized rise in shorter-term interest rates reveals a focus on inflation risk ï and sanguine sentiment around downside economic risks.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

ÅGlobal long rates have risen meaningfully in response to the Iran shock, but short rates have 

seen a larger move ï meaning that global yield curves have flattened, as the market focuses 

on near-term upside inflation risks over downside economic risks. 

ÅWe believe a bear steepener effect is most likely in the case of a prolonged oil shock, as 

demand destruction is baked into near-term policy and rate expectations, while higher defense 

spending potentially worsens existing concerns around long-term fiscal sustainability in major 

economies.

ÅSimilarly, the Iran conflict influences the nature of but does not change our view on global 

allocation. The U.S. was set to benefit from the most supportive policy environment; today, its 

relative benefit lies in its relative oil production cushion relative to much of Europe and Asia.

ÅThe flight to safety remains intact in recent dollar strength. The dollar remains within our 

expected DXY range of 92 to 102, with upside risk in a prolonged energy shock. A strong 

dollar may exacerbate the energy shock for importers (higher USD-denominated oil prices).
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Base case: the U.S. Federal Reserve remains supportive

The Fed is torn between conflict-driven inflation risk and the drag that higher energy prices could place on growth.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

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

Downtrend in hiring

Housing market slowdown

Upside inflation risk stemming from oil and 

tariffs

Downside risks to consumer activity and 

business profit margins under higher oil

Supply side shocks (Iran conflict): not 

much Fed policy can do 

The Iran conflict exacerbates the opposing pressures on Fed policy 

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

ÅThe Fedôs mandates continue to face opposing pressures. The U.S. entered the year on strong 

economic footing with inflation risk already in play. The U.S.-Iran conflict adds upside inflation 

risk through energy, freight, and food. While the market is almost solely focused on inflation 

risk, we are also mindful of downside risks to consumer and industrial activity (left chart ).

ÅThe Fedôs current easing cycle has delivered 175 bps in total easing so far. We have been 

consistently hawkish relative to consensus pricing for the past year, but today, the market has 

priced out all cuts for the year and we continue to believe further cuts are possible in 2H. 

ÅImportantly, even if the Fed keeps the policy rate on hold this year, the Fed remains in a 

modestly dovish stance due to its reinvestment of proceeds into the Treasury curve, providing 

a modest liquidity drip. 

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 re-globalization and artificial intelligence. 

ÅThough we do not expect the Fed to lose independence in May, we discuss that risk here. 

K-shaped economy: consumption faltering 

for all but highest-income consumers

Tightening ï but not ñtightò ï financial 

conditions
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Base case: pro-growth fiscal policy may act as a buffer against 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. Higher year-over-year tax refunds (left chart ) may inject an 

estimated $100 billion of additional stimulus into the economy between January and April. 

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. 

ÅWhile these measures are supportive of near-term growth, higher oil prices could partially 

offset these benefits, weighing on consumer purchasing power and increasing input costs of 

businesses. In the case of an extended oil shock, policies such as a gas tax holiday or 

subsidies could be proposed to smooth this impact for consumers. 

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

year. 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 (right 

chart).

As the midterms approach, growth and affordability take center stage, with tax cuts and deregulation supporting economic activity. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS
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Base case: signs of a maturing credit cycle are clear, but fundamentals remain sound

The next phase of the credit cycle is likely to be defined less by broad beta and more by performance dispersion.

Å Recent pockets of stress have renewed investor scrutiny of where we are in the credit cycle. 

High profile bankruptcies, rapid valuation adjustments in certain private credit loans, 

concerns about concentration risk in AI-exposed sectors, high redemption activity at select 

BDCs, and a gradual increase in defaults have heightened the scrutiny of credit risk. 

Å In the absence of publicly available data, private credit is ï and we believe it will remain ï 

prone to headline risk. Still, we do not view recent developments as indicative of an imminent 

systemic credit event. 

Å We maintain a constructive outlook on U.S. credit. The economy is resilient, earnings growth 

is strong, and corporate liquidity remains well above the pre-pandemic trend (left chart ). 

Liquidity is at healthy levels, and defaults remain low (right chart ). In private credit, 

institutional investors continue to signal intentions to maintain or increase allocations. 

Å We remain fully invested in credit, but portfolio construction matters more as liquidity 

tailwinds fade and the credit cycle extends. We continue to advocate for selectivity, strong 

underwriting, and disciplined exposure as performance dispersion rises.

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

Sources: New York Life Investment Management, Global Market Strategy, Cliffwater LLC, Macrobond, May 2026. 

Represents private credit data from all loans in the BDC universe. DE: distressed exchanges.
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Base case: U.S. tech remains the profitability hub among global equities

We expect to see markets return to the virtuous cycle between strong earnings and capex intentions among AI hyperscalers. 

RETURN TO TABLE OF CONTENTS
RETURN TO TABLE OF CONTENTS

ÅWe believe the AI thesis still has room to run. The volatility around AI in 2026 reflects a shift in 

investor focus from the infrastructure AI requires, toward how AI is applied (software, 

monetizing AI investments). We do see capacity for software disintermediation, but believe 

determination of winners and losers in AI application is premature. 

ÅWe have high conviction in the positive cycle of techôs strong core (non-AI) earnings and 

capex investment, driving our comfort with a market-weight neutral position to U.S. AI 

hyperscalers. Despite rich valuations, earnings 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. 

ÅHyperscalersô 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. 

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.  

ÅWe advocate for deploying new capital into AI infrastructure ï particularly where providers are 

investing to ease undercapacity in power and energy supply chains.
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U.S. economic outlook
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Status of economic cycle: we expect resilient economic activity as the cycle extends

Though we see clear downside risks, U.S. economic activity is likely to be resilient in the case of a contained oil shock. 

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 comprises about two-thirds of U.S. GDP. The Q2 

2026 GDP Nowcast is running at 3.7% annualized growth ï a resilient starting point for the 

economy to cope with downside economic risks stemming from 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. 

Å 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. A marginally 

supportive Fed, 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
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The Federal Reserve
We continue to expect 1-2 Fed cuts in 2026, now delayed by the Iran conflict. Regardless of cuts, however, the Fedôs modest liquidity drip will 
provide support.  

Policy rate

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

employment ï remain in tension. Hiring has slowed, and 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 already accelerated inflation, constraining the Fed.

We still expect 25ï50bps of further easing this year but delayed to 2H: an out-

of-consensus view as the market has priced out all expected rate cuts. Barring 

significant downside labor outcomes, additional cuts are more about 

recalibrating policy toward neutral than providing outright macro support. With 

upside inflation risks still in play, we do not expect easing to deliver major 

relief for credit creation or asset financing.

Decision -making 
framework

Balance sheet

Liquidity support

Background GMS views

With financial conditions still loose, we believe the case for pre-emptive cuts is 

weak and the easing cycle is likely to be shallow from here. Inflation 

expectations are still anchored, but core inflation remains above target and 

upside wage risks persist as labor supply slows. 

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 incremental progress on inflation (via hikes). 

Warsh as incoming Fed chair does not necessarily change this reaction 

function, as he is one of 12 FOMC votes, but marginally increases the bias 

toward cuts. 

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

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 $40B/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 additional 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.
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Policy rate & decision-making framework

The Federal Reserve

Our Fed cuts checklist: conditions tenuously met, allowing small space to ease

Opinions of New York Life Investment Management Global Market Strategy, May 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%

Already-slow 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.
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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. 

Balance sheet & liquidity support
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GMS DEEP DIVE

The risks to Fed independence
Upside inflation risks are raising the near-term stakes of Fed independence. An energy shock that coincides with a new Fed Chair raises focus on 
the Fedôs inflation-fighting credibility and further expands the range of potential Fed policy. 

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?

We are relatively more concerned about the independence of the Board of Governors. With 

Powell retaining his Board seat, 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, likely to be in effect on May 15, 2026

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 Investment Management, Global Market Strategy, May 2026.

Federal Open Market Committee (FOMC)

Federal Reserve Board of Governors

John 

Williams*

Beth 

Hammack

Lorie 

Logan*

New 

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)
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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

Long rates remain caught between a still-constructive near term backdrop and 

rising long-term risks. Persistent deficits, heavy Treasury issuance, and 

periodic questions around global Treasury demand and Fed credibility have 

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

We consider 3.75-4.50% a credible range for the 10Y Treasury yield over the 

next 6 months. We remain cautious on duration, as long rates still appear 

vulnerable to fiscal, inflation, and Fed independence risks. The Iran conflict 

also exacerbates long-end tradeoffs, with a flight to safety keeping yields 

contained while fiscal risks related to rising oil prices and defense spending 

mount. 

Financial conditions

Credit availability & 
bank lending

Background GMS views

Market-determined financial conditions have tightened somewhat but 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; the Iran-related oil shock 

presents an ongoing risk to this dynamic. We remain constructive on near-

term credit quality, though tighter conditions and a maturing credit cycle mean 

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

- Persistent deficit financing

- Threats to Fed independence

- Renewed questions around investor 

preference for Treasuries/U.S. dollar

- Strong economic activity
- Rising inflation risk

Market rates and the Treasury curve
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Market conditions

Financial conditions & bank lending
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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 rents 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 would frame core services ex-housing 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

Goods
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Inflation

Shelter & supercore (services ex-shelter) 
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Inflation

Expectations
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Labor
On its own, weak hiring is not enough to upend our macro outlook. We expect supportive policy to prevent a widespread acceleration of layoffs.  

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 yet on layoffs. Fewer job openings and fewer jobs 

created each month point to weaker labor demand, but 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 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 is consistent with a labor market that is normalizing off 

breakneck pandemic-era wage growth. Even so, a smaller labor force could 

keep wage growth from falling quickly, which matters for both inflation and the 

Fedôs comfort with further easing.

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

Hiring
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Labor

Layoffs & jobless claims, wages, and labor supply
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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. 

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 modest Fed easing is not a game changer 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.
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Consumer

Time

In
c
o

m
e

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, May 2026.

Spending
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Consumer

Credit & delinquencies
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Consumer

The top 40% of 

households by income 

drive ~60% of consumer 

spending

The top 20% of 

households by income 

hold the majority of 

public equities

Income & wealth
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