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Asset Allocation Perspective: April 2026
New York Life Investment Management (NYLIM)

The economy & markets

Japan enters April with more policy clarity but not much less market noise: the budget path is firmer,
the BOI is still moving cautiously, inflation is softer on the surface than underneath, and bond-
market and currency volatility remain the main near-term risks.

e Politics and fiscal policy: Japan moved from election mode to governing mode in March.
Takaichi’s coalition pushed a record ¥122.3 trillion FY2026 budget through the Lower House,
but she also signaled that the government is not rushing into another fresh package for the
oil shock just yet. Investor takeaway: policy direction is clearer than it was in January, but
markets are still testing how much spending Japan can add without reopening the fiscal
credibility debate.

e Bank of Japan: The BOJ chose patience in March, holding rates at 0.75% as the Middle East
conflict and higher oil prices complicated the near-term outlook. Even so, the broader
normalization story remains intact: Reuters’ March poll still showed most economists
expecting rates at 1.0% by end-June, while wage data continued to give the BOJ medium-
term support. Investor takeaway: the central bank is delaying, not abandoning, further
tightening.

e Rates, currency, and markets: March showed that the long end of the JGB curve and the yen
are still Japan’s main shock absorbers. Super-long yields remained elevated after January’s
selloff, while Reuters noted that the bar for outright FX intervention has risen, with officials
more likely to respond to disorderly moves than defend any single USD/JPY level. Investor
takeaway: assume continued volatility in duration and FX, even if the broader policy story is
becoming easier to understand.

Asset allocation views: incorporating geopolitical risk into investor portfolios
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e The conflict between the U.S., Israel, and Iran has become a wildcard for the global
economy. Markets have remained relatively calm so far, but that calm will be tested by the
duration of the conflict and the persistence of the energy shock.

e The primary global concern is about energy security and costs. The Straight of Hormuz is
effectively closed, reducing global supply and increasing costs. This increases risks both for
inflation — which could move higher — and demand — which could be crowded out if
consumers and businesses have to spend more on energy.

e The conflict is about more than just energy. A prolonged disruption risks pushing fertilizer
costs higher, with knock-on implications for food and broader agricultural goods. Aluminum
and helium markets, both influential on industrial production costs, have also repriced due
to closure in the Strait of Hormuz.

e For portfolios, the Iran conflict has triggered a reversal in recent trends. Where earlier in the
year global equity, small caps, and value were outperforming, now the U.S. dollar is
strengthening and large caps are outperforming. These moves show that the traditional
flight to safety mechanism — one that has been in doubt for well over a year, benefitting
asset classes such as gold —is intact. Investors should be careful about assuming a full return
to the pre-conflict regime.

e We believe that key themes related to geopolitical risk management apply here. Though
many strong opportunities exist globally, a focus on geographic diversification and quality
within asset classes is critical in our view.
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