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Asset Allocation Perspective: May 2026
New York Life Investment Management (NYLIM)
The economy & markets

Japan enters May with geopolitical risks taking center stage: the Iran conflict is adding to fiscal
pressures and energy uncertainty, the BOJ remains cautious, and markets are adjusting through
higher yields and a weaker yen even as equities stay resilient.

e Politics and fiscal policy: Japan’s record ¥122.3 trillion FY2026 budget passed the Upper
House in April, giving investors a clearer view of the government’s near-term priorities:
support for households, education spending, and an increase in defense expenditure. The
conflict in Iran has prompted additional support measures, including oil reserve releases and
regional financial aid. Investor takeaway: fiscal visibility has improved, but rising spending
pressures due to the Iran conflict are keeping markets focused on funding risks and long-
term debt sustainability.

e Bank of Japan: The BOJ held rates steady at 0.75% in April, as expected, given near-term
uncertainty around energy prices. Even so, the broader normalization story remains intact.
Investor takeaway: the BOJ is pausing, not pivoting; normalization is still the base case, but
the timing has become more data dependent.

e Rates, currency, and markets: Despite geopolitical uncertainty, equity markets continued
their upward climb in April, supported by tech-related momentum and a weaker yen, with
USD/JPY hovering near the 160 level as the dollar strengthened on safe-haven demand. The
more meaningful move came in rates, where long-end JGB yields rose and remain near
record highs, reflecting ongoing concerns around inflation and fiscal expansion. Investor
takeaway: equity markets are looking through geopolitical shocks, while the adjustment
continues to come through higher yields and a persistently weak yen.

Asset allocation views: positioning portfolios for geopolitical risk
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e The Iran conflict continues to weigh on the global economy. Higher energy prices act as a
drag on growth, keeping inflation pressures elevated, and creating a more challenging
backdrop for both policymakers and markets.

e The impact is uneven across economies. Energy-importing countries — such as Japan and
Europe — face a direct hit to growth and real incomes, while energy exporters benefit from
improved terms of trade. This divergence is likely to shape both economic outcomes and
relative asset performance.

e Fiscal policy is leading; monetary policy is waiting. Governments across the globe have
moved to cushion the shock through targeted fiscal policy support. Central banks are taking
a more measured approach. We expect most central banks to remain on hold for now,
waiting to see how energy costs feed through to inflation before acting.

e Markets are recovering faster than fundamentals. Global equities rebounded quickly
following the ceasefire announcement, suggesting investors are willing to look through the
near-term uncertainty. In contrast, bond markets remain more cautious, with yields still
elevated as inflation and fiscal risks persist.

e For portfolios, a focus on geographical diversification and quality within asset classes is
critical. Ultimately, the duration of the oil shock will shape macro and market outcomes.
Given this uncertainty, portfolios should be built to withstand a range of scenarios, with
diversification as the most reliable approach.
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