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Asset Allocation Perspective: August 2025
New York Life Investment Management (NYLIM)

The economy & markets

With political leadership in question and economic momentum fading, Japan now faces a critical test
of both policy credibility and market resilience.

e Post-election political crisis deepens. The LDP—Komeito coalition lost its upper house
majority on July 20. Prime Minister Ishiba has acknowledged the setback but denied plans to
resign immediately. Still, internal LDP factions are openly preparing for his departure,
potentially by the end of this month. Until leadership stabilizes, major fiscal initiatives are
likely to be delayed.

e Stagflation risks persist. Inflation remains elevated—driven in part by food prices—while
wage growth and real economic activity continue to soften. The result is a policy bind: price
pressures without the growth to support monetary policy tightening.

e Bank of Japan is in a bind: At its July meeting, the Bank of Japan kept rates unchanged at
0.5% but upgraded its inflation forecast and adopted a more optimistic tone on domestic
growth. Governor Ueda emphasized the BOJ's readiness to raise rates later this year, with
investors now eyeing the October or December meetings for a possible hike. The yen firmed
modestly in response, but bond market volatility remains elevated. Heading into autumn,
investors will be looking for firmer forward guidance, but weak fundamentals and political
noise may encourage further delay.

e Trade policy remains a moving target. On July 22-23, President Trump and Prime Minister
Ishiba announced an agreement reducing threatened 25% tariffs on Japanese imports
(including autos) to 15%, effective August 1—alongside a proposed $550 billion Japanese
investment in U.S. industries. While this avoided a potentially severe shock, details around
implementation, duration, and investment structure are still unclear. Tariffs on Japanese
goods are still higher than before, which is likely to reduce demand from U.S. purchasers.

e Qverall, investor sentiment is cooling. After a strong start to the year, foreign inflows into
Japanese equities have slowed. Structural reforms from recent years have been promising,
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but market participants appear to be waiting for political and monetary clarity — both in
Japan and related to the global tariff backdrop.

Asset allocation views: European real estate offers a strong bright spot in our view

e Amid global volatility, we see European real estate as an increasingly attractive complement
within diversified portfolios—offering potential for total return and more muted currency
risk relative to the yen.

e |n Europe, long-term interest rates have normalized as the ECB gradually loosens policy.
Financial conditions have eased meaningfully, yet policy remains tighter than pre-pandemic
norms. This creates space for both cyclical and secular themes to perform, especially in the
absence of recessionary signals.

e Structural tailwinds including re-globalization, increased defense spending, digital
infrastructure expansion, and Al integration are creating targeted real estate demand across
sectors. In addition, demographic pressures—such as aging populations, mobility of students
and workers, and urban density shifts—continue to drive opportunities in student housing,
multi-family dwellings, hospitality, and alternative living formats.

As geopolitical risks evolve, we see growing investor interest in geographic diversification. European
real estate stands out as a region where macro trends and valuation support may align, offering a
differentiated path to return while complementing core exposures elsewhere, including in the U.S.
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