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

The economy & markets

Japan enters September with a resilient economy: wages and exports are supporting growth,
inflation pressures are rebuilding, and both the BOJ and fiscal authorities are facing greater pressure
from elevated rates. We remain constructive, but higher rates and continued yen volatility argue for
a selective approach.

e Macro outlook: Growth continues, but is uneven. Japan’s economy grew at a 1.1%
annualized rate in Q2, marking the third consecutive quarter of expansion, though the pace
fell below consensus expectations.! Exports have been exceptionally strong, with July
shipments up over 23% year over year. Household spending and business investment have
been softer.? Looking ahead, real wage growth may help support a recovery in consumption
during the second half of the year. Investor takeaway: Japan’s growth backdrop remains
constructive, despite softer domestic demand.

e Bank of Japan: A September rate hike is increasingly in play as policymakers make clear
inflation remains a concern. In July, the BOJ kept its policy rate at 1.0%, while keeping the
door open to further tightening later this year.? The BOJ itself expects core inflation to rise
clearly above 2% later this year as higher energy costs, the weak yen, and wage increases
feed through.? Investor takeaway: further normalization remains the most likely path, with
another rate hike increasingly likely in September.

e Rates and fiscal policy: Global government bond yields continued their march higher in
August. Japan’s 10-year JGB yield moved closer to 3% in August, while the 30-year JGB yield
spent most of the month above 4%.° Higher inflation and expectations for further BOJ
tightening are part of the story, but investors are also demanding more compensation for
expansionary fiscal policy. Investor takeaway: higher yields are becoming more attractive,
but fiscal uncertainty still argues for adding duration gradually.

e Markets and currency: The U.S. and Japan confirmed intervention to support the yen in late
July, after the yen had approached ¥164 per dollar. The action produced a meaningful
rebound, but much of those gains have faded throughout August, reinforcing that
intervention alone cannot offset fundamentals. Investor takeaway: persistent yen volatility
reinforces the importance of actively managing currency exposure, as intervention alone is
unlikely to overcome underlying fundamentals.

Asset allocation views: navigating long-end volatility

e Long-term yields have moved higher as investors contend with persistent inflation,
uncertainty around the path of policy rates, and rising public and private borrowing. While
higher yields improve the income potential of fixed income, the forces driving yields higher
are also likely to keep volatility elevated in our view.

! Japan Cabinet Office, Macrobond. August 2026.

2 Japan Ministry of Finance, Macrobond. August 2026.
3 Bank of Japan. July 2026

4 Bank of Japan. July 2026.

5 Bloomberg. August 2026.
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e Our outlook remains constructive, but we believe investors should be selective in how they
add duration. Three core convictions anchor our view.

e  First, long-end yields are likely to remain volatile. Inflation uncertainty and questions around
the path of monetary policy are keeping term premiums elevated. Uncertainty around the
timing and pace of future policy may continue to generate meaningful swings in longer-
dated yields.

e Second, rising global debt supply is becoming an increasingly important market force.
Government debt levels are elevated across developed markets, while corporate bond
issuance is on pace for a record year. As sovereign and corporate borrowers compete for
capital, investors are likely to demand greater compensation to hold longer-duration assets.

e Third, higher yields are creating opportunity in fixed income. The repricing in global bond
markets has made duration increasingly attractive. However, with fiscal, inflation, and policy
uncertainty likely to persist, we believe the opportunity is best approached selectively.

e Investor takeaway: Higher yields are improving income opportunities in fixed income, but
persistent long-end volatility argues for a measured approach. We favor high-quality credit
and selectively adding duration.
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