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

The economy & markets

Japan enters the second half of 2025 under the weight of intensifying uncertainty—both politically
and economically.

The Bank of Japan (BOJ)’'s monetary policy tightening path is being disrupted by global
market volatility. JGB yields remain volatile, and investors are closely watching for the
outcome of the BOJ’s bond purchase review at its next policy meeting. While inflation
expectations remain elevated, the central bank appears reluctant to intervene more
aggressively—especially as fiscal hawks reassert influence over Japan’s budget trajectory.
Recent volatility in JGB auctions and investor concerns about fiscal credibility are pushing
debt sustainability to the forefront of pre-election policy debates. Any new fiscal stimulus
has been delayed ahead of the upper house elections. Looking ahead, investors will be
monitoring how budget negotiations balance political objectives with market discipline.
On the international front, trade negotiations remain at a standstill. At the recent G7
summit, leaders did not reach an agreement on U.S. tariffs affecting Japanese automobiles
and other imports. The 25% auto tariff remains in place, posing significant risks to Japan's
export-driven economy and potentially reducing GDP by up to 1%. This outcome has
intensified scrutiny of Prime Minister Ishiba's leadership ahead of the upcoming upper house
elections.

Asset allocation views: disciplined yield in a complex cycle

Despite headline risk, we have high confidence in U.S. credit opportunities. However a
complex economic cycle means it is essential that investors focus on quality.

U.S. companies are coming from a position of record-high profits and large cash balances
raised during the pandemic - especially for publicly traded issuers, thanks to the Fed's
pandemic-era programs. That’'s why we still like public high yield as a 2—3 year buy-and-hold
strategy. But that doesn’t mean it’s easy. With growing slowing, policy risk still high, and
spreads tight, it’s vital to focus on issuer quality.

In private credit, concerns about recent capital inflows are valid, but fundamentals still
matter. Areas like the lower middle market remain attractive, with broader borrower
diversity and more pricing power. The key is to work with experienced managers who
prioritize structure, covenants, and cycle-tested underwriting over headline returns.
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e The post-GFC era was defined by leverage and covenant erosion. The current cycle demands
the opposite: take advantage of elevated yields, but without sacrificing credit discipline. For
investors willing to be selective, this environment still rewards thoughtful credit exposure.
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