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Asset Allocation Perspective: November 2025
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The economy & markets
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third month in a row, visibility regarding the major drivers of the economic backdrop in Japan
improved. However, they are not fully resolved: leadership is changing hands, Bank of Japan
policy is normalizing, inflation is still above target, and trade rules are mid-implementation. We
in constructive overall but expect headline-driven volatility as these factors settle.

Politics and the fiscal path: Parliament elected Takaichi-san to be the prime minister in late
October. Her new government improves near-term policy continuity, and is likely to lean
towards policies supporting growth via fiscal support and pushing for lower interest rates. In
the near term, budget size and timing are uncertain until a cabinet settles on a supplemental
plan, and coalition dynamics stabilize. Ultimately, we are not concerned about a “fiscal
problem” because Diet margins are likely not strong enough to result in major change.
Monetary policy and currency: The BOJ kept interest rates on hold in October, warning of
lingering uncertainties linked to U.S. trade tariffs. Indeed, we see the BOJ among forces of
global uncertainty, political pressure to keep rates low, and sticky inflation. We believe
political pressure would only intensify at a policy rate of 1.0% - still some ways away. We
therefore look for only one rate hike in the next 6 months, with the yen appreciating
modestly to around 145 JPY per USD.

Macro pulse: Both core and headline inflation rose by 2.9% year-on-year in September, and
Q2 real GDP growth was revised up to 2.2% annualized. Both factors keep pressure on the
BOJ to continue its normalization process, though Takaichi-san would likely prefer that the
BOJ maintain more accommodative policy. The “swing vote” is likely to be the geopolitical
backdrop, which will heavily influence activity and prices.
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e Trade: The U.S.—Japan framework finalized since July lowered headline tariff rates (e.g.,
autos to 15%), easing tail risk. But implementation details and sector carve-outs still matter
for Q4 export visibility.

Asset allocation views: U.S. credit allocation as the cycle matures

e With U.S. valuations near all-time highs and credit spreads tight, attention has turned to
where cracks may appear in the credit markets. The recent bankruptcies of First Brands
Group and Tricolor Holdings, alongside unexpected loan losses at Zions Bancorp and
Western Alliance, have amplified that focus — prompting renewed scrutiny of credit risk.

e Despite the headlines, we do not believe a credit event is imminent. Economic activity,
credit conditions, and market liquidity remain supportive. In fact, with the U.S. federal
Reserve re-starting its interest rate cutting cycle, credit spreads may tighten further as
investors move funds from the money market.

e That said, we are late in the cycle, and late-cycle complacency can be costly. We continue to
advocate selectivity, strong underwriting, and disciplined exposure — not because we expect
imminent stress, but because resilience is best built before it’s tested. Strong market results
this year have resulted in investors taking on more leverage and lower-rated credit
exposure. We are taking the opposite approach, staying fully invested in investment grade,
high yield, and private credit, but with highest quality securities in each area. In private
credit, we favor the middle market for its historical resilience and relative shielding from
more competitive funding dynamics.
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