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The economy & markets

April ended with global markets still adjusting to persistent policy uncertainty, particularly out of the
United States. Japan continues to walk a careful line amid shifting geopolitical and economic
pressures.

U.S. Trade Policy Volatility: Ongoing unpredictability in U.S. trade and tariff policy is creating
ripple effects globally. Although U.S. economic data remains resilient, the risk of a
stagflation-like environment—marked by slowing growth but stubborn inflation—remains a
concern. Right now, the risk of inflation is more present, and so we believe the U.S. Federal
Reserve will avoid cutting interest rates until the growth outlook deteriorates more visibly.
Japan: Between Flexibility and Fiscal Discipline: From a global investor’s perspective,
Japanese policymakers have so far responded to global uncertainty not with stimulus or
confrontation, but with patience. For example, Prime Minister Ishiba has so far resisted
pressure to expand fiscal stimulus, as a way of demonstrating strategic restraint and long-
term credibility, especially with rising debt concerns globally.

Bank of Japan Policy Outlook: Uncertainty around the global growth and inflation outlook
make us believe the Bank of Japan may now pause policy changes, including any additional
rate hikes, into 2026. BOJ officials have signaled that wage growth and its transmission into
inflation remain a key condition for further action. A stronger yen contributes to the
expectation that the BOJ should wait and see about further inflation pressures. We have
long expected the yen exchange rate of 140-145 JPY to USD was the BOJ’s target; recent yen
appreciation to these levels underpins our view.

Europe’s Resilience Theme Gains Ground: European equities and credit markets continued
to attract flows, bolstered by stepped-up government spending on defense and
infrastructure. The relative clarity of the European policy outlook has made the region more
attractive to global investors.

Asset allocation views: uncertainty calls for greater portfolio balance

Amid heavy uncertainty, it can be easiest to “wait and see” how the economy and markets
develop before making any changes. We believe this may be a mistake.



INVESTMENTS

e Forone, we are concerned that investors may not have clarity on U.S. trade policy, or its
impact to the economy and markets, in the near term.

e At the same time, pre-existing trends toward re-globalization, electrification and climate
adaptation, as well as digitization are being accelerated by this policy pressure. These capital
intensive trends suggest that capital investment in supply chains will persist.

e Inresponse, investors may need to make portfolio changes, even for the “wait and see”
scenario, to prepare for higher rates of market volatility, geopolitical events, and
uncertainty.

e Inourview, greater balance includes geographic diversification; considering opportunities in
digital and energy infrastructure that are seeing structural support; income-generating
opportunities that build resilience to inflation and volatility. In the private markets, we are
strongly focused on infrastructure and services companies in the lower middle market,
which have historically shown resilience to periods of macroeconomic uncertainty.
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