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

The economy & markets

Japan enters October with several major economic drivers improved but not fully resolved: politics
are still fluid, inflation is easing but still above target, and trade dynamics are still mid-
implementation. As a result, we stay constructive long term but expect headline-driven volatility

near term.

e BOJ normalization by signal, not shock. The BOJ held at 0.50% in September but unveiled a
plan to sell its ETF holdings at ~¥330bn (book) per year (~¥620bn at market). This pace is
deliberately glacial, but marks a regime shift in the BOJ’s overall policy stance. Markets have
read the meeting as a hawkish hold, and as confirmation that normalization will be
socialized across tools (rates, JGB purchases, and not ETFs). In our view, further policy
normalization depends heavily on global dynamics such as U.S. trade.

e  Fiscal path still cloudy for now: With Prime Minister Ishiba’s September 7 resignation and
the LDP leadership vote set for October 4, budget priorities cannot crystallize until a new
cabinet is seated. Candidates span different fiscal leanings, keeping near-term guidance
tentative.

e Macro pulse: backdrop firmer, but still fragile. Japan’s core CPI slowed to 2.7% year-over-
year in August, keeping inflation above target but easing. Growth remains reasonable; Q2
GDP came in at about 1.0% annualized. But the pain of inflation is being felt in real wages,
which showed seven consecutive months of decline as of the July data. Leading indicators
such as PMls are mixed, with manufacturing struggling while services expand modestly.
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e Trade impact still in flux: The White House issued an order to implement the July U.S.—Japan
trade framework, but U.S.-bound exports fell again in August (auto-led), highlighting near-
term friction even with headline “tariff relief.” Implementation details, and especially any
carve-outs for strategic industries, remain key for Q4.

e Global backdrop: easier, but not easy. The U.S. Federal Reserve has begun easing and
characterizes policy as “modestly restrictive,” while the ECB sits near a 2.0% policy rate with
optional contingency cuts. In our view, the impacts of trade and immigration changes have
not impacted the U.S. data to their fullest extent yet; in response, we believe the U.S. cutting
cycle is likely to be modestly slower than the market expects. The market is pricing 100bps-
125bps of additional easing by mid-year 2026; we believe there may be 25bps less.

e |nvestors remain constructive but selective on Japanese securities: Foreign equity flows
turned choppy-to-negative in September, based on political uncertainty and the BOJ’s ETF
decision. Given an overall constructive view on Japan’s growth path, we expect stabilization
when leadership, budget signals, and BOJ timing are clearer.

Asset allocation views: yield generation and diversification opportunities in European direct
lending

e Macro window and policy tailwinds: In recent quarters, Europe has managed soft landing.
The ECB has managed a consistent interest rate cutting cycle toward a neutral policy level.
As a result, credit creation and aggregate demand have improved. That mix can help
borrower cash flows and stabilize defaults, while today’s uncertainty still prices risk
attractively for senior secured lending.

e Financing need: After a period of material bank tightening, bank lending standards are only
gradually easing and loan growth is recovering, yet corporate investment intentions remain
subdued. That combination typically leaves a funding gap among high-performing lower-
middle-market companies that direct lenders can address with bespoke, covenant-rich
structures and pricing discipline.

e JPY allocator advantages: diversification and FX management: The euro’s effective exchange
rate strengthened through 2024-25, and the ECB would lean more dovish if euro strength
persisted, containing extreme FX risk.
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