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

The economy & markets

Japan enters September in a holding pattern — politics unsettled, growth fragile, BOJ likely to stay on
pause, and trade terms unresolved. We remain constructive long term, but expect uncertainty near
term.

e Political crisis has created uncertainty but not chaos: Prime Minister Ishiba is still in the chair
after July’s loss, but the party is split. Until leadership firms up, don’t expect big new fiscal
moves—just incremental steps.

e Economic backdrop improved but remains fragile. Inflation remains elevated—driven in part
by food prices—while wage growth has deteriorated. Real economic activity outperformed
expectations in Q2 (1.0% GDP growth annualized) but remain tepid. The result is a policy
bind: price pressures without the growth to support monetary policy tightening.

e The BOIJ is unlikely to move in September. The Bank of Japan held at 0.5% this summer and
kept the door open to a hike in the fall. Given recent volatility in yen valuation and JGB
yields, we believe BOJ action in September is unlikely. Markets are watching October (and, if
needed, December) for clearer guidance.

e Trade details remain fuzzy: The mid-summer U.S.—Japan tariff “truce” eased the worst-case
risk, but the fine print and enforcement are still being worked out. Export visibility is better
than June, not yet “clear.”

e Overall, investor sentiment remains tentative. After a strong start to the year, foreign inflows
into Japanese equities slowed — and stayed slow in August. We believe the medium to long
term case for Japanese equities is still supported by Tokyo Stock Exchange governance
pressure and an ongoing boom in buybacks, which together keep capital-efficiency reform
on track. Near term, though, we expect more volatility as markets digest BOJ normalization
signals and murky U.S.-Japan tariff implementation — which can amplify both currency and
rates-led volatility.
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Asset allocation views: U.S. rates shift marks an ideal time for U.S. high yield

e In our view, an allocation to U.S. high yield bonds focused on the high quality segment of the
asset class creates a timely opportunity: locking in higher yield, in a higher-yielding asset
class, but with historically strong credit quality.

e U.S. yields have been sticky; even if the Fed trims later this year, we don’t expect a straight
line lower like we have seen in other regions like Europe. That keeps the carry window open
in U.S. high yield in our view.

e All-in yields remain elevated, and fundamentals for BB/B issuers are still solid. A
conservative, default-aware style can harvest carry without reaching down the quality
spectrum.

e Aslightly lower U.S. policy rate likely points to lower yields for other bonds, making
allocation a timely consideration. High yield corporate bonds are traditionally shorter
duration than investment grade bonds. This means they have less interest rate risk.

e Pressure is building on the weakest borrowers, so focus on cash flow, covenants, and
maturity profiles—and keep CCC exposure modest.

e For JPY investors: hedge as default. FX hedging costs have eased from their peaks; hedged
USD HY can stack up well versus local JPY credit/JGBs, while unhedged exposure should be
tactical and view-driven.
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