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Mind on the Market

Chart of the Week
MSCI Japan
Earnings Growth Predicted for CY 2026
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Source: FactSet, MSCI. Data as of 10/16/2025.

Analyst expectations for 2026 earnings growth across Japanese sectors have generally
strengthened since the June estimates, signaling a more optimistic outlook. The only exceptions are
the Information Technology and Energy sectors, which are experiencing a normalization in earnings
following previously elevated expectations. As the country awaits the confirmation of Sanae Takaichi
as Prime Minister, which is complicated by the LDP’s lack of majority in parliament, policy initiatives
will begin to take shape—potentially benefiting select industries as such defense, advanced
manufacturing and energy infrastructure —we will closely monitor how sector-specific earnings
forecasts respond. A deeper analysis of Japanese equities follows below.
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Weekly Highlights

Nikkei 225 YTD Performance  Nikkei 225 NTM PE Nikkei 225 NTM PEG

26.29% 20.83x 3.26

Source: FactSet. Data as of 10/15/2025.

Japan’s Next New Chapter

Japanese equities have delivered strong year-to-date performance, with the Nikkei 225 up 26% and the
TOPIX up 18% in USD terms. This rally has been driven by reflationary momentum, corporate
governance reforms, and a more favorable earnings outlook. Markets received an additional boost
following the recent election of Sanae Takaichi as leader of the Liberal Democratic Party, positioning her
as Japan’s likely next prime minister.

Domestically, Japan continues to grapple with rising living costs, demographic headwinds, and shifts in
global trade dynamics. A new leader—particularly one with a protectionist stance—may offer a sense of
renewal. Takaichi’s policy agenda includes fiscal expansion, technological nationalism, and defense
modernization. If her ambitions can overcome political fragmentation, they may benefit sectors tied to
domestic demand and government spending.

Despite strong year-to-date performance, Japan has faced subdued earnings growth for much of the
year. The MSCI Japan index is projected to deliver just 2% earnings growth for calendar year 2025.
Contributing factors include tariff-related distortions in exports and pricing, sector-specific challenges
(particularly in the auto industry), muted domestic demand, and ongoing policy uncertainty from the Bank
of Japan. However, the outlook brightens for 2026, with earnings growth expected to reach 10%.

Valuations in Japan have expanded meaningfully this year, with the Nikkei now trading at 20.8x forward
price-to-earnings (NTM PE), a notable rise from the post-Liberation Day lows of 13x. Over the past six
months, valuation expansion has notably outpaced earnings growth. The NTM PE ratio has increased by
approximately 13%, while NTM EPS has grown just 5%. This divergence may reflect investor optimism
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tied to the emergence of new leadership, with expectations of supportive policy and improved long-term
earnings potential.

Nikkei 225 Expansion in PE vs. EPS
Index=0

e=NTM PE NTM EPS

Source: FactSet. Data as of 10/15/2025.

Excitement around Japan’s earnings prospects has also pushed the PEG ratio to new heights, with the
Nikkei reaching a PEG of 3.2, higher than the S&P 500’s PEG ratio of 1.9.

Price to Earnings Growth Ratio
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Source: FactSet, MSCI, S&P. Data as of 10/15/2025.

In reviewing Takaichi’s policy agenda, we’ve considered sectoral implications and how they may
influence market performance going forward. Among her key objectives is positioning Japan in the global
technology race, with a strong push for digital sovereignty. Echoing priorities seen in other developed
economies, Takaichi has emphasized artificial intelligence, quantum computing, and semiconductor self-
sufficiency. Her support could bolster Japan’s technology and semiconductor sectors, though this would
also depend on an easing of U.S.—China tensions, as China has restricted exports of critical minerals
such as gallium and germanium—key inputs for chipmaking—disrupting global supply chains.

Energy will also play a critical role in powering these advanced technologies. Takaichi has highlighted
energy security and the development of next-generation nuclear power as strategic priorities. If
successfully implemented, her policies could benefit industries tied to domestic demand and
government-led fiscal expansion.

Another key policy objective is Takaichi’s plan to double defense spending to approximately 2% of GDP
by 2027. This initiative is expected to direct government funding toward companies involved in domestic
arms production, satellite protection, and cybersecurity infrastructure.

These broader themes have already been reflected in market performance. Year-to-date, the Energy and
Utilities sectors of MSCI Japan are up 25% and 28%, respectively. Technology has gained 24%, with the
semiconductor industry surging 43%. Notably, MSCI Japan’s Information Technology sector is trading at
22x next-twelve-month earnings, a discount to the U.S. IT sector, which trades at 30x NTM PE.

Japanese equities have rallied on optimism around structural reforms and fiscal support, even as
earnings growth this year has remained modest. Looking ahead, the outlook has improved with rising
earnings estimates, and the emergence of new leadership. Though investors have already placed a
premium on future earnings growth from Japan, Takaichi’'s policy agenda could further enhance
performance and profitability in select segments of the equity market.

Please stay tuned for an upcoming piece by our colleagues, Masahiko Loo and Krishna Bhimavarapu,
exploring Takaichi’s political roots and her potential impact on Japan’s economy.

Source: FactSet, MSCI. Data as of 10/15/2025 in USD unless otherwise stated. Past performance is not a reliable
indicator of future performance. Index returns are unmanaged and do not reflect the deduction of any fees or
expenses.
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About State Street Investment Management

At State Street Investment Management, we have been helping to deliver better outcomes to institutions,
financial intermediaries, and investors for nearly half a century. Starting with our early innovations in
indexing and ETFs, our rigorous approach continues to be driven by market-tested expertise and a
relentless commitment to those we serve. With over $5 trillion in assets managed*, clients in over 60
countries, and a global network of strategic partners, we use our scale to create a comprehensive and
cost-effective suite of investment solutions that help investors get wherever they want to go.

*This figure is presented as of June 30, 2025 and includes ETF AUM of $1,689.83 billion USD of which approximately $116.05
billion USD in gold 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 Investment Management are affiliated. Please note all AUM is
unaudited.

Important Risk Information

ssga.com
Marketing Communication

Important Risk Discussion

State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to
statestreet.com/investment-management for more information.

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 applicable regional 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.

The views expressed in this material are the views of Christine Norton and Dane Smith through the period ended October 16, 2025
and are subject to change based on market and other conditions. 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 whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties
without State Street Investment Managements express written consent.

All information is from State Street Investment Managements 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.

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

Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates raise, bond
prices usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced for
longer-term securities. Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss.
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Currency Risk is a form of risk that arises from the change in price of one currency against another. Whenever investors or
companies have assets or business operations across national borders, they face currency risk if their positions are not hedged.

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate
bonds generally have more moderate short-term price

fluctuations than stocks, but provide lower potential long-term returns. U.S. Treasury Bills maintain a stable value if held to maturity,
but returns are generally only slightly above the inflation rate.
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