M arket Letter
Moody’s Downgrades US Sovereign Credit Rating

Rating Lowered from ‘Aaa’ to ‘Aa1’, Outlook Maintained at ‘Stable’

May 19, 2025

Compared to the 2011 downgrade, the direct impact on financial
markets appears to be limited.

On May 16 (local time), Moody’s Ratings downgraded the long-term sovereign credit rating of the US by
one notch, from the highest tier of “Aaa” to “Aal,” while maintaining a “Stable” outlook. The rating agency
cited the persistent failure of successive administrations and Congress to implement credible fiscal
consolidation measures to reverse the trajectory of large fiscal deficits and rising interest burdens. Moody’s
further noted that the current fiscal proposals under consideration fall short of delivering substantial multi-
year reductions in mandatory spending and the federal deficit. In response, Treasury Secretary Bessent
dismissed the downgrade as a “lagging indicator.” Notably, other major credit rating agencies had already
taken similar actions: S&P Global Ratings downgraded the US in 2011, and Fitch Ratings followed suit in
2023. While the timing of Moody’s move was somewhat unexpected, it largely aligns with prior actions and
does not represent a significant deviation.

Following the downgrade announcement, the US Dollar depreciated, and Treasury yields rose. However,
the overall market impact appears to be limited compared to the 2011 downgrade, which was dubbed the
“US Treasury Shock.” There are two primary reasons for this muted reaction: First, the 2011 downgrade
marked the loss of the top-tier rating for the first time since 1941, making it a highly symbolic and
psychologically significant event. Second, from the perspective of market liquidity and scale, credit ratings
do not necessarily have a linear correlation with interest rates. Given the depth and liquidity of the US
Treasury market, Treasuries are expected to retain their status as benchmark securities. While concerns
over erratic fiscal policy under the Trump administration have fueled some lingering skepticism toward the
US Dollar and Treasuries, the current downgrade is unlikely to trigger widespread divestment of US
government bonds or materially undermine the Dollar’s role as the global reserve currency.

Bond and currency markets at the time of US budget deficit
the 2011 S&P downgrade
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Important Information

This Presentation (“Presentation”) is furnished to its intended recipient (the “Recipient”) and is not for redistribution or public use. The
data and information presented are for informational purposes only. The information contained herein should be treated in a confidential
manner and may not be transmitted, reproduced or used in whole or in part for any other purpose, nor may it be disclosed without the
prior written consent of Daiwa Asset Management. By accepting this material, the Recipient agrees not to distribute or provide this
information to any other person.

This Presentation is intended for use by professional investors only. Investors should independently evaluate particular investments and
strategies and seek their own investment advice. Daiwa Asset Management may not be held responsible for any consequences
resulting from any investment in any strategy or products discussed in this Presentation. No investment strategy can guarantee
performance results. Past performance is no guarantee of future results. All investments are subject to investment risk, including loss of
principal invested. For more detailed information, in particular a description of the mentioned funds’ risks and rewards, please refer to
the prospectus of the UCITS, the key investor information document (KIID) and the most recent published annual and semi-annual
report.

This Presentation was made to provide information about the investment capability of Daiwa Asset Management. It should not be
construed as an offer or a solicitation to purchase or subscribe to the funds mentioned in this material. This is a marketing
communication. Potential investors should refer to and read the prospectus of the UCITS and KIID for more detailed information prior to
their investment decision.

The information, statements, forecasts and projections contained in this Presentation, including any expressions of opinion, are based
upon sources believed to be reliable, but their accuracy, correctness or completeness are not guaranteed. The performance of
investments, if referred to herein, is based on past data and is neither necessarily an indication nor a guarantee of future performance
of such investments. The performance data in this material does not consider any tax or fees if there were any, and will not provide a
final return for potential investors. Daiwa Asset Management made all reasonable efforts to ensure that the information contained herein
is current, but it is subject to change without notice. Daiwa Asset Management, or any of its respective affiliates, accepts no liability
whatsoever for any direct or consequential loss arising from any use of this material or its content.

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market Innovation & Research, Inc. or
affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively referred to as "JPX") and JPX owns all rights and know-how
relating to TOPIX such as calculation, publication and use of the TOPIX Index Value and relating to the TOPIX Marks. JPX shall not be
liable for the miscalculation, incorrect publication, delayed or interrupted publication of the TOPIX Index Value. No Licensed Product is
in any way sponsored, endorsed or promoted by JPX, and JPX shall not be responsible for any damage resulting from the issue and
sale of the Licensed Product.
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