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The dominant equity markets of the world’s two largest 
economies, the US and China, have fueled returns and 
commanded headlines over the past year. This month, 
we turn our attention to Japan, a country on the cusp 
of an economic rebound and gathering new interest. 
Looking at Japan, we find earnings booming, valuations 
coming in at reasonable levels, and corporate catalysts 
boosting returns.

The equity market narratives of the US and China that have played out over the past year and 
more are by now very familiar. First, US exceptionalism and an AI-induced fervor have driven 
the US market on an unrelenting upward trajectory. This improvement has been centered in a 
few winner-take-all names, as we have written about in prior commentaries on diversification, 
fundamentals, and concentration risk. 

Second, the equity market in China, the world’s second largest economy, has struggled as insipid 
growth, a property crisis, a global trend to re-shoring and overreaching government intervention 
have sapped investor enthusiasm. Support measures announced at March’s National People’s 
Congress may help to address some of these headwinds, but so far the market reception has 
been muted.

Since the end of September last year, which approximately marked the last market low, the US 
equity market has returned 46%, while China’s equity market has dipped by -2%, both in local 
currency.1 This trend is not a surprise given the fundamentals developing in both economies and 
the headwinds facing China. One other major market, Japan, however, deserves attention as it 
has outperformed the US, delivering 52% return over that same period.

The outperformance of Japan compared to the rest of the world has been backed by increasing 
earnings forecasts, as well as price-to-earnings (P/E) expansion. In the US, earnings forecasts 
have still been increasing. However, investors must pay a significant premium, in terms of 
valuation multiples for those earnings relative to markets such as Japan and Europe.

Beyond US and China 

https://www.ssga.com/us/en/intermediary/ic/insights/sea-monthly-may-2023
https://www.ssga.com/us/en/intermediary/ic/insights/focusing-on-the-fundamentals
https://www.ssga.com/us/en/intermediary/ic/insights/a-close-look-at-concentration-risk
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Growth in the Japanese market has also been less concentrated than the US, with the top 
10 names only delivering 34% of the total growth within the MSCI Japan Index. In the US in 
contrast, the top 10 securities delivered 83% of the total, with a sizable proportion of that 
lift coming from a very large, well known, semiconductor manufacturer riding the artificial 
intelligence highs. The increased breadth in markets outside the US creates opportunities 
for stock pickers to generate returns; in the US the key decision has really been about the 
‘Magnificent 7’ versus the rest of the equity market.

Our view of the relative attractiveness of the Japanese market at present is not just predicated 
on a few simple ratios. Rather, our enthusiasm stems from the positive story supporting these 
ratios — namely a broader narrative of structural change, as set out in a recent piece on 
Japan by colleagues at State Street Global Advisors. Some of these structural changes have 
been the result of many years of work — in particular the corporate reforms that have driven 
positive changes in Japanese boardrooms and the evolution of more shareholder-friendly 
policies. The Tokyo Stock Exchange’s recent directions and intervention to improve corporate 
governance and capital efficiency continue to support these developments, effecting a shift in 
approach with corporates reinvesting their large cash reserves to fund growth.

There are tentative signs that the recent reforms are having an effect, not just on the overall 
market direction, but on the relative drivers of returns within the Japanese equity market. 
Over the ‘lost decades,’ Japan has largely been viewed through the factor lens as a Value-driven 
market. With corporates hoarding large cash balances and not reinvesting, there was minimal 
top-line growth and earnings growth typically came from buybacks rather than increasing sales. 
Sentiment and Momentum factors struggled to perform with little fundamental improvements 
for them to grasp. 

Over the long term in Japan the Momentum factor has delivered a positive return; however, that 
has been dwarfed by Value. In the time since the Global Financial Crisis, Momentum returns have 
been negligible. This contrasts strongly with the US market, which has been driven by strong top-
line growth and winners that keep on winning. The result has been that Momentum has led as the 
more robust factor, with Value underperforming.

Since the Tokyo Stock Exchange’s most recent intervention in March 2023, however, we have 
seen something of a turnaround for the Momentum factor in Japan. Over the past year 
Momentum has performed significantly stronger in Japan than its long-term average while 
Value has continued to perform very strongly. 

The Changing Face 
of Japan

Figure 1 
Returns and Changes 
in Earnings Forecasts 
and Valuations

Index Total Return (%) Change in Earnings 
Forecasts (%)

12M Forward P/E Ratio

Japan 52 13 15.5

USA 46 6 20.8

World Index 42 6 18.2

Europe 32 10 13.4

Emerging Markets 19 2 12.0

Pacific ex-Japan 18 -1 14.8

China -2 3 9.1

Source: State Street Global Advisors, MSCI, FactSet. Returns are in local currency for MSCI Indices from September 30, 2023 
to February 29, 2024; changes in next 12 months consensus earnings forecasts from September 30, 2023 to February 29, 2024; 
forward P/E ratios as of February 29, 2024. Past performance is not a reliable indicator of future performance.

https://www.ssga.com/us/en/institutional/ic/insights/the-bullish-case-for-japanese-equities
https://www.ssga.com/us/en/institutional/ic/insights/the-bullish-case-for-japanese-equities
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The Systematic Equity — Active team relies on Sentiment and Value signals as two of the 
four core themes within our return forecasting model. Our signals are more diversified and 
nuanced than the aforementioned more straightforward Momentum and Value factors, and over 
the long term have significantly outperformed them, despite exhibiting similar characteristics. 
The strong recent returns from our Sentiment signals in Japan, supported by still solid Value 
returns, have meant that our benchmark-aware strategies have benefitted positively from the 
alpha that we have been able to generate in Japan. Over the past twelve months the active return 
contribution from Japan has been the strongest individual country contributor within our Global 
Enhanced strategies.

Structural and corporate reforms within Japan’s market have effected renewed investor interest 
in Japanese equities. Improving company earnings, and relatively cheap valuations have led to 
strong recent equity outperformance relative even to the US. 

We have noted that recently long-term norms of factor performance have also started to change 
in Japan, in parallel with these structural shifts. While the Value factor has over the long term 
been a much stronger contributor than Momentum in Japan, over the past year we have seen 
a sturdy resurgence in Sentiment and Momentum measures. Time will tell if this is a transitory 
turn or a new paradigm as a result of the structural shifts evidenced in the Japanese market and 
Japanese corporates. 

For now, as active investors we see many opportunities in turning to Japanese equities to 
generate not only significant alpha, but also compelling beta returns for our clients.

The Bottom Line 

Figure 2 
Average Factor 
Performance 
of Value and 
Momentum in Japan 
and the US

  US Momentum

  Japan Momentum

  US Value

  Japan Value

Source: State Street Global Advisors, MSCI, Axioma, FactSet. Quintile spread returns in local currency for MSCI Indices from 
February 28, 2023 to February 29, 2024. Past performance is not a reliable indicator of future performance.
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Endnote 1 Total return for MSCI Country Index in local currency from September 30, 2023 to February 29, 2024.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $4.13 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022. 
†   This figure is presented as of December 31, 2023 and includes approximately $64.44 billion USD of assets with respect 

to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated.

About State Street 
Global Advisors

ssga.com 
Marketing communication.

State Street Global Advisors 
Worldwide Entities

Important Risk Information 

Investing involves risk including the risk of loss 
of principal.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

All information is from SSGA unless otherwise 
noted and has been obtained from sources believed 
to be reliable, but its accuracy is not guaranteed. 
There is no representation or warranty as to the 
current accuracy, reliability or completeness of, nor 
liability for, decisions based on such information 
and it should not be relied on as such.

The information provided does not constitute 
investment advice and it should not be relied 
on as such. It should not be considered a 
solicitation to buy or an offer to sell a security. 
It does not take into account any investor’s 
particular investment objectives, strategies, 
tax status or investment horizon. You should 
consult your tax and financial advisor.

The information contained in this 
communication is not a research 
recommendation or ‘investment 
research’ and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research.

This communication is directed at professional 
clients (this includes eligible counterparties 
as defined by the appropriate EU regulator) 
who are deemed both knowledgeable and 
experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available 
to such persons and persons of any other 
description (including retail clients) should 
not rely on this communication.

This document contains certain statements 
that may be deemed forward-looking 
statements. Please note that any such 
statements are not guarantees of any future 
performance and actual results or 
developments may differ materially from those 
projected. Investing involves risk including the 
risk of loss of principal. 

The views expressed are the views of 
Systematic Equity — Active through March 15, 
2024, and are subject to change based on 
market and other conditions. 

Quantitative investing assumes that future 
performance of a security relative to other 
securities may be predicted based on historical 
economic and financial factors, however, any 
errors in a model used might not be detected 
until the fund has sustained a loss or reduced 
performance related to such errors. 

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions.

The value style of investing that emphasizes 
undervalued companies with characteristics for 
improved valuations, which may never improve 
and may actually have lower returns than other 
styles of investing or the overall stock market.

A “quality” style of investing emphasizes 
companies with high returns, stable earnings, 
and low financial leverage. This style of 
investing is subject to the risk that the past 
performance of these companies does not 
continue or that the returns on “quality” equity 
securities are less than returns on other styles 
of investing or the overall stock market.

The market values of growth stocks may be 
more volatile than other types of investments. 
The prices of growth stocks tend to reflect 
future expectations, and when those 
expectations change or are not met, share 
prices generally fall. The returns on “growth” 
securities may or may not move in tandem with 
the returns on other styles of investing or the 
overall stock market. 

Momentum style of investing emphasizes 
investing in securities that have had higher 
recent price performance compared to other 
securities, which is subject to the risk that these 
securities may be more volatile and can turn 
quickly and cause significant variation from 
other types of investments. 

Low volatility funds can exhibit relative low 
volatility and excess returns compared to the 
Index over the long term; both portfolio 
investments and returns may differ from those 
of the Index. Active stock selection may lead to 
added risk in exchange for the potential 
outperformance relative to the Index.
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