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

The economy & markets

September brought a further repricing across global bond markets as central banks continued to
tighten policy and long-end yields climbed to multi-decade highs. We remain constructive, but
persistent inflation, higher borrowing costs and elevated rate volatility argue for a selective approach.

Macro outlook: Japan's economy continues to expand, but domestic demand remains uneven.
Household spending fell in the latest data as higher prices weigh on consumers, even as wage
growth and resilient exports provide support.! At the same time, elevated producer and services
inflation point to continued price pressures across the economy. Investor takeaway: Japan's
growth backdrop remains constructive, but persistent inflation and softer consumption
complicate the outlook.

Bank of Japan: The BOJ raised its policy rate by 25 basis points to 1.25% in September, its highest
level in 31 years. The decision was widely expected, but two dissenting votes and cautious
guidance on the pace of further tightening tempered expectations for an accelerated hiking
cycle.? Investor takeaway: Japan's policy normalization remains intact, but the path is unlikely to
be smooth, keeping both rates and currency markets sensitive to incoming inflation data and BOJ
communication.

Rates and fiscal policy: The rise in global sovereign yields accelerated in September as persistent
inflation pressures, higher energy prices, and expectations for further central-bank tightening
drove a broad global bond selloff. Japan remained at the forefront of the move, with the 10-year
JGB vyield rising above 3.0% in late September, its highest level since 1996.3 U.S. and other
developed-market yields also moved sharply higher. Investor takeaway: Higher yields have
improved the income potential of fixed income, but the speed and breadth of the repricing,
alongside continued policy and inflation uncertainty, argue for remaining selective.

Markets and currency: The yen experienced large swings in September, strengthening early in
the month before weakening following the BOJ and Federal Reserve meetings as investors
reassessed the relative pace of policy tightening.? The currency recovered somewhat in late
September as Japanese officials again signaled concern about excessive currency moves. Investor
takeaway: Monetary policy normalization alone has not eliminated yen volatility. Wide rate
differentials and the continued possibility of official intervention reinforce the importance of
actively managing currency exposure.

Asset allocation views: Perspectives from the NYLIM Global Investor Summit

The 2026 NYLIM Global Investor Summit brought together senior investors from across the
platform to discuss the forces shaping investment decisions across asset classes and geographies.
While perspectives varied, the discussions pointed to an environment where opportunities
remain abundant, but outcomes are likely to become more differentiated.

1 Statistics Bureau of Japan. September 2026.
2 Bank of Japan. September 2026.

3 Bloomberg. September 2026.

4 Bloomberg. September 2026.
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e First, higher yields are creating opportunity, but also raising the bar for investment selection.
Investors were broadly constructive on fixed income, where higher starting yields offer attractive
income potential. At the same time, persistent inflation, rising fiscal deficits and growing
corporate financing needs could keep rates elevated. Higher financing costs are also likely to
create greater dispersion across borrowers and asset classes, increasing the importance of
selectivity and underwriting discipline.

e Second, Al is becoming a much broader investment theme. The scale of Al investment is creating
financing needs well beyond technology companies, extending into data centers, utilities,
equipment finance, real estate, and private capital. The opportunity is significant, but the pace at
which Al translates into economic value may increasingly depend on physical infrastructure,
organizational capacity, and labor markets.

e Third, resilience should not be mistaken for an absence of risk. Equity markets, corporate earnings
and credit have remained resilient despite higher rates and repeated shocks. Summit discussions
focused less on unexpected risks and more on visible risks whose market consequences may be
underappreciated, including fiscal pressures, geopolitical uncertainty, and assumptions around
continued consumer and earnings resilience.

e Investor takeaway: The opportunity set remains broad, but a more demanding market
environment is likely to produce greater differentiation across assets, borrowers, and managers.
We believe selectivity, disciplined underwriting, and flexibility will become increasingly important
as investors navigate higher rates, growing financing needs, and evolving market risks.
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