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

The economy & markets

Japan enters June with a constructive but increasingly complex backdrop: growth and equities are
proving resilient, while higher yields, further fiscal expansion, and yen volatility reshape risks and
opportunities.

Politics and fiscal policy: New spending pressures are emerging as Prime Minister Takaichi calls
for a supplementary budget to offset rising energy costs linked to the Iran conflict, shifting
market attention toward how additional spending might be funded. Further bond issuance
could add pressure to already-elevated JGB vyields. Investor takeaway: fiscal credibility
remains an important market driver, with energy-related spending pressures keeping
investors focused on funding risks and long-term debt sustainability.

Bank of Japan: Focus is shifting to the BOJ's June meeting, where policymakers will review
bond tapering and the broader normalization path. Rising energy prices and yen weakness
have pushed wholesale inflation higher, strengthening the case for further tightening. Nearly
two-thirds of economists surveyed by Reuters expect the BOJ to raise rates in June. Investor
takeaway: the BOJ continues to move carefully, but the balance of risks is increasingly shifting
toward tighter policy.

Rates, currency, and markets: Despite geopolitical uncertainty, equity markets continued their
upward climb in May, supported by resilient earnings, Al-related momentum, and a weaker
yen. Long-term JGB yields moved higher alongside global yields, as markets price in persistent
inflation and the prospect of additional fiscal stimulus. Meanwhile, the yen remained near the
psychologically important 160 level, despite suspected intervention by authorities. Investor
takeaway: equity investors remain focused on earnings, while fiscal and inflation concerns
continue to manifest through elevated yields and a weaker yen.

Asset allocation views: steeper curves, building risks

At the onset of the U.S.-Iran conflict, global rates moved higher across the curve, but with
short-end rates rising more quickly, creating a flattening effect. This was driven by rapid
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repricing of near-term policy expectations and higher short-term market rates, both reflecting
a focus on the upside inflation risks associated with the oil shock.

e That dynamic has since shifted. As markets increasingly price in the risk of a more prolonged
conflict and structurally higher fiscal spending, pressure has moved further out the curve.
Global yield curves have steepened, driven by rising long-end yields: the U.S. 30-year Treasury
yield recently reached its highest level since 2007, while Japan’s 10-year government bond
yield climbed to levels not seen since 1996.

e The rise in long-end yields reflects more than just geopolitical uncertainty. Markets are
increasingly demanding greater compensation for persistent fiscal deficits, elevated
government borrowing, and longer-term inflation risks, contributing to a broader global
repricing of term premia.

e For portfolios, we continue to prefer a cautious approach to duration. Higher long-end yields
are becoming more attractive, but persistent fiscal deficits and ongoing inflation uncertainty
suggest long-end volatility is likely to remain elevated for some time.
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