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The economy & markets

- 2022 was a year of transition. After two years of stop-and-start pandemic closures,
many countries have holistically reopened. The resulting strong demand and inflation
has prompted many central banks to act, raising interest rates and stoking market
volatility. These themes are set to mature over the course of 2023.

- For some countries, and certainly for the United States, we think this economic cycle is
very different from the last several decades for three reasons. First, strong inflation
changes the investment landscape. Second, and since inflation is strong, monetary and
fiscal policy may not be able to step in to help as was the case in past cycles. Finally,
geopolitical risk has been very present, and is changing economic structures and
international relationships.

Japan focus

- Some central banks, such as the U.S. Federal Reserve and Bank of Canada have been
aggressive in their response to fighting inflation. Japan has experienced nominally lower
inflation, and so the Bank of Japan has not changed its policy approach. As long as this
differential in central bank approaches continues, we believe the yen will see sustained
pressure to depreciate. The yen’s value should stabilize as other central banks stabilize
their interest rate policy in the first half of 2023, but we don’t expect that will mean the
yen would strengthen meaningfully.

- We are paying close attention to the spring wage hikes in 2023 as part of the outlook
for Japanese inflation and the Bank of Japan policy ahead. We expect that wages will
increase by more than the 2.2% from spring 2022, due to the impact of inflation, but not
enough to create a wage-price spiral that pushes inflation higher. Where inflation is
concerned, we believe yen weakness, rather than surging demand, is the major culprit.

- Volatility in cryptocurrencies has received attention in recent weeks. In our view, this is
not a systemic risk to investors. What's more, we believe that blockchain technology
could have interesting applications for the future economy. The question is: which
applications and uses will succeed? No one knows for sure, which makes it important for
investors to understand the high historic volatility and uncertainty of the asset class
before investing. On a related note, central banks including the Bank of Japan are testing



digital currencies for official use, which may have important implications for financial
innovation.

- Investors are justifiably wary of “greenwashing”, the idea that investments or even
government programs focused on environmental, social, or governance (ESG) issues
may do so in name only and not in reality. In response, financial regulators around the
world are looking into stricter measures to ensure investor confidence. In Japan, one of
Asia’s largest ESG fund and green bond markets, the Financial Services Agency plans
to introduce new oversight and guidance by March next year . We believe greenwashing
is an important consideration in the choice of investment strategy, but we are firm in our
belief that ESG investing is an important consideration for risk mitigation, especially for
investors focused on long-term strategy or financial future.

High conviction investment idea: higher rates make credit attractive

- Central banks such as the U.S. Federal Reserve may not yet be done with their interest
rate hiking cycles, but they are getting close.

- We expect that global central banks will maintain restrictive policy for several quarters,
which may be challenging for economic growth and for equities. However, not all equities
are created equal. We have high conviction in value equities, which offer defensiveness,
quality, and income for investors hoping to fight inflation. Japanese equities could offer
many of these opportunities.

- At the same time, higher interest rates and attractive pricing create interesting
opportunities, in our view, in credit. Even in the high yield asset class, improvements in
company financing and fundamentals may create opportunities for investors who can
holistically assess credit quality.
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About New York Life Investments

With over $700 billion in assets under management as of December 31, 2021, New York
Life Investments (www.newyorklifeinvestments.com) is comprised of the affiliated global
asset management businesses of its parent company, New York Life Insurance
Company (New York Life), and offers clients access to specialized, independent
investment teams through its family of affiliated boutiques. New York Life Investment
Management Asia Limited is based in Tokyo (www.newyorklifeinvestments.jp) and
serves as a contact point for Japanese institutional investors in Japan.
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Connect with Us

Disclosures:

This material represents an assessment of the market environment as of a specific date; is subject to change; and is not
intended to be a forecast of future events or a guarantee of future results. This information should not be relied upon by
the reader as research or investment advice regarding the funds or any particular issuer/security. The strategies discussed
are strictly for illustrative and educational purposes and are not a recommendation, offer or solicitation to buy or sell any
securities or to adopt any investment strategy. There is no guarantee that any strategies discussed will be effective.

This material contains general information only and does not take into account an individual’s financial circumstances.
This information should not be relied upon as a primary basis for an investment decision. Rather, an assessment should
be made as to whether the information is appropriate in individual circumstances and consideration should be given to
talking to a financial professional before making an investment decision.
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