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Asset Allocation Perspective: June 2025

New

York Life Investment Management (NYLIM)

The economy & markets

May

2025 presented global investors with a conundrum regarding the pricing of policy risk. Policy

uncertainty remained heightened, and has broadened within and beyond the United States. Yet

even
asyn

as global government bond yields rose to reflect these risks, global equity markets experienced
chronized V-shaped recovery.

Japanese bond yields reflect bumps in the road to policy normalization: Japanese
government bond (JGB) yields moved sharply higher in late May, in response to weak
auction demand. The sharp rise in long-dated JGB yields reflects a combination of factors we
associate with Japan’s multi-year trend toward policy normalization: a renewed inflationary
impulse, and reduced demand from key purchasers including the Bank of Japan and
Japanese insurers.

Impact on Bank of Japan policy: Monetary authorities responded to volatility in the JGB
market with verbal intervention, and requested market feedback on debt issuance. The BOJ
has been patient in determining its policy path amid both domestic and global uncertainty
thus far; this guides our expectation that BOJ will be reluctant to address JGB volatility with
accelerated bond purchases or a return to yield curve control — barring extreme
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circumstances. We expect increased attention to commentary from Governor Ueda in the
near term, and a strong investor focus on the BOJ’s review of its bond purchases at its policy
meeting next month.

Spillover into the U.S. Treasury market: Rising JGB yields had a two-pronged effect on long-
dated government bond yields globally, namely in the U.S.

o First, JGB volatility raised structural concerns about the ability of governments to
cover rising budget deficits and debt levels, causing a rout in long-duration global
yields, including U.S. Treasuries (see allocation views below). We see two reasons
these concerns resonated in U.S. bond markets. One, in May the U.S. lost its
remaining AAA sovereign credit rating due to a Moody’s downgrade, citing mounting
fiscal risk. Two, the downgrade occurred just as uncertainty mounts around a budget
bill moving through the U.S. legislature, determining spending for the coming fiscal
year, as well as provisioning for the raise of the U.S. debt ceiling, allowing for the
government to pay its existing debts.

o Second, rising — and normalizing — bond yields in Japan spark renewed investor
concerns that Japanese demand for U.S. Treasuries will fade. While no single country
comprises sufficient demand to truly disrupt the U.S. Treasury market, renewed
scrutiny over foreign U.S. Treasury demand helped prompt long-dated yields higher.

Policy uncertainty is broadening in the U.S.: Despite U.S. equity market resilience to both
fiscal and tariff policies, uncertainty remains the dominant theme for U.S. investors.
President Trump proposed a 50% tariff on EU goods, with a July deadline for a trade deal.
Three major trade deadlines now loom: July 7 (global reciprocal tariffs), July 9 (EU), and
August 12 (China). Combined with fiscal policy uncertainty, we expect elevated market
volatility to persist through the summer.

Asset allocation views: debt sustainability may increasingly become a driver of portfolio allocation

Concerns around global debt sustainability are prevalent, but are difficult to incorporate into
even long-term asset allocation. We believe many major global economies are at an
inflection point in their respective debt management paths, and we expect these choices to
have a meaningful impact on global asset allocation.

In the U.S., many European countries, and Japan, we see an increased acceptance of shifts in
government spending priorities toward health, access to critical supply chains, energy
independence, digital infrastructure, and climate-resilient infrastructure. These evolving
spending priorities imply higher domestic investment and higher growth rates, and may
require greater tolerance of moderately higher inflation and bond yields. We see China as a
key exception to this trend; China’s debt management points more clearly toward more
austere government spending.

If many major economies lean toward higher investment and higher growth, investors can
adapt accordingly. We find compelling opportunities where productive public investment
supports private sector earnings growth; selection in private markets allocations can be a
compelling way to access these opportunities. Natural inflation hedges, including real assets,
materials, and commodities, may play an increased role in portfolios moving forward.
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