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Mind on the Market

Chart of the Week

Japan's Revival
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Source: FactSet, as of December 31, 2025.

With Japan’s snap general election slated for February 8 and recent volatility rippling through JGBs
and the yen, investors may be questioning how to view Japanese equities in the current
environment. Surges in yields and currency markets have drawn headlines and raised concerns
from investors, doing so against the backdrop of increased inflation after years of subdued price
pressures. Let’s place recent developments in proper context and highlight the key considerations
equity investors should weigh as they assess Japan’s market landscape.
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Weekly Highlights

Cumulative Total Return of Cumulative Total Return of Estimated EPS Growth of
MSCI Japan YTD MSCI Japan relative to MSCI Japan for CY 2025
MSCI ACWI ex Japan YTD

8.11% 5.27% 8.89%

Source: FactSet, as of 2/3/26 in USD. Source: FactSet, as of 2/3/26 in USD.  Source: FactSet, as of 2/4/26 in USD.

Recently, Japanese investors have experienced a sharp rise in yields and notable yen appreciation,
which has understandably unsettled sentiment. However, the structural backdrop of the Japan market
suggests a more stable narrative than these developments imply, as detailed in Masahiko Loo’s Japan’s
“Truss Shock": A market scare, but not a systemic crisis. Against this backdrop and with the occurrence
of a national election, it is worth examining the story that equity markets are telling us. While we remain
constructive on Japanese equities this year, the outlook is more nuanced—underpinned by
strengthening fundamentals, yet moderated by valuations that appear stretched relative to growth.

Taking Stock of Stocks

Japanese equities are off to a strong start. The MSCI Japan index has returned a healthy 8.1% YTD,
outpacing regional counterparts who dominated headlines in 2025. However, valuations warrant careful
interpretation. At first glance, Japan appears reasonably valued: Japan is trading at 16.8x forward
earnings, which sits well below that of the MSCI ACWI at 19x earnings, though modestly above the
MSCI EAFE ex Japan Index at 15.7x earnings (FactSet, as of 1/30/2026). However, this picture
becomes more nuanced when viewed through a growth-adjusted lens. MSCI Japan’s forward-looking
PEG ratio stood at 2.02 — much higher than both the MSCI ACWI (1.50) and MSCI EAFE ex Japan
(1.70) — suggesting expensiveness relative to expected growth. That said, these signals should be
weighed along signs of improving fundamentals. Return on equity for MSCI Japan has continued to trend
higher and now stands at 10.14%, exceeding its 15-year historical average of 8.14% (FactSet, using
monthly data, as of January 30, 2026), indicating that corporate profitability and capital efficiency are
moving in a more constructive direction.


https://www.ssga.com/us/en/institutional/insights/japan-truss-shock-market-scare-not-systematic-crisis
https://www.ssga.com/us/en/institutional/insights/japan-truss-shock-market-scare-not-systematic-crisis
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Japan's ROE Over Time
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MSCI Japan ROE (%) 15 Year Average (%)

Source: MSCI, FactSet. Data shown monthly as of January 30, 2026.

The earnings backdrop is mixed, but the direction of change is notable. Consensus EPS growth
estimates for CY 2025 have jumped from 0.42% in September 2025 to 8.89% today (FactSet, as of
2/4/26). Early read-throughs from Q4 earnings remain preliminary at this point. With approximately 43%
of companies reported as of February 4th, reported EPS growth has come in at roughly 13.5% although
dispersion remains high across sectors, with Communication Services contributing 4.93%, with 40% of
that sector’'s companies reported. Consumer Discretionary, by contrast, is off to a rough start with a -
14.6% contribution, but with only 27% reported in the sector. So, what is driving earnings revisions
higher?

One interesting trend is the upward trajectory of dividends offered. Over the past five years, dividend
payout expectations for MSCI Japan constituents have increased by roughly 38% (as measured by
dividend per share forecast NTM in monthly data, FactSet as of 1/30/26 in USD), showing that capital
reforms are allowing Japanese companies to return more cash to shareholders, perhaps a signal of
expected durable future cash flows. Additionally, Japanese companies are increasing their share
buyback programs. In fact, FactSet data shows that average annual share repurchases per MSCI Japan
Index constituent were materially higher in 2024-2025 compared to the mid-2010s (FactSet, using latest
available calendarized data as reported by MSCI Japan constituents, 2015-2025). Share buybacks can
increase earnings projections by mechanically boosting EPS - removing shares outstanding from the
market, which emphasizes the numerator of the equation. Albeit less straightforward, share buybacks
also can signal that management views the stock as undervalued, and improves free cash flow per
share, while fortifying fundamentals.
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Average Annual Share Repurchases - MSCI Japan
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Source: FactSet, as of December 31, 2025. Data represents FactSet-calculated averages across constituents in the MSCI
Japan Index per year of calendarized annual reported share repurchases, based on currently available company-reported
data. Share repurchases in this context are defined by FactSet as funds used to reduce common and preferred stock
outstanding. Figures are presented in USD millions and may exclude companies with incomplete or unavailable historical
data.

Broader macro-economic factors have also helped the move higher. A sustained weaker yen has
enhanced the competitiveness of Japan's exports, benefitting firms with global demand exposure.
Additionally, meaningful wage increases stemming from Shunto labor negotiations have helped lift
household income, supporting more discretionary spending and domestic demand. Inflation has played a
role, as companies with pricing power can raise prices and grow nominal revenues. Taken altogether, for
an environment of resilient demand, solid fundamentals, and improved pricing power, moderate inflation
can be supportive of earnings growth - albeit unevenly across sectors. While Japan's earnings outlook
still trails that of global equities - the EPS growth for MSCI ACWI in CY 2025 is" estimated at 10.7% -
revisions will be worth watching.

An Expansionary Agenda
The policy backdrop adds another layer to the investment debate. Prime Minister Sanae Takaichi,

elected in the fall and now calling a snap election, continues to advocate for an expansionary fiscal
stance. Previous analysis on Takaichi’s policies, as detailed in an earlier Mind on the Market piece,

1 FactSet, as of 2/3/26.
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Takaichi’s policies fuel Japan’s market rally | State Street, highlighted the market’s positive response to
this approach. Further supporting this narrative are reports from late 2025 indicating plans by the
administration to increase funding for Al-related chip development, and considerations to eliminate a
food consumption tax, with estimates of households spending roughly 30% of their income on food.
Fiscal measures, like these, help to support near term equity performance despite concerns of overall
debt levels.

These dynamics paint a more nuanced picture than recent Yen and JGB volatility might imply, with the
equity outlook contingent upon developing earnings momentum, and a pro-growth fiscal backdrop
looking to sustain performance. As markets react to the outcome of this month’s snap general election,
investors may benefit from reassessing Japan, not through the lens of short-term developments, but
through a more holistic view of its evolving equity story.

Source: FactSet, State Street Investment Management. Past performance is not a reliable indicator of future
performance.

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 December 31, 2025 and includes ETF AUM of $1,950.80 billion USD of which approximately
$173.02 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

S§sga.com

Marketing Communication


https://www.ssga.com/us/en/institutional/insights/mind-on-the-market-17-october-2025
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State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to
statestreet.com/investment-management for more information.

Important Risk Information

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.

The trademarks and service marks referenced herein are the property of their respective owners. Third party data providers make
no warranties or representations of any kind relating to the accuracy, completeness or timeliness of the data and have no liability
for damages of any kind relating to the use of such data.

The information provided does not constitute investment advice as such term is defined under the Markets in Financial Instruments
Directive (2014/65/EU) and it should not be relied on as such. It should not be considered a solicitation to buy or an offer to sell any
investment. It does not take into account any investor's or potential investor’s particular investment objectives, strategies, tax
status, risk appetite or investment horizon. If you require investment advice you should consult your tax and financial or other
professional 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.

Past performance is not a reliable indicator of future performance.
Investing involves risk including the risk of loss of principal.

Index returns are unmanaged and do not reflect the deduction of any fees or expenses. Index returns reflect all items of income,
gain and loss and the reinvestment of dividends and other income as applicable.

Diversification does not ensure a profit or guarantee against loss. It is not possible to invest directly in an index. Index performance
does not reflect charges and expenses associated with the fund or brokerage commissions associated with buying and selling a
fund. Index performance is not meant to represent that of any particular fund.

The views expressed in this material are the views of Ginger Perry and Dane Smith through the period ended February 5, 2026
and are subject to change based on market and other conditions.

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical
facts, contained within this document that address activities, events or developments that SSGA expects, believes or anticipates
will or may occur in the future are forward-looking statements. These statements are based on certain assumptions and analyses
made by SSGA in light of its experience and perception of historical trends, current conditions, expected future developments and
other factors it believes are appropriate in the circumstances, many of which are detailed herein. Such statements are subject to a
number of assumptions, risks, uncertainties, many of which are beyond SSGA'’s control. Please note that any such statements are
not guarantees of any future performance and that actual results or developments may differ materially from those projected in the
forward-looking statements.

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.

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

Companies with large market capitalizations go in and out of favor based on market and economic conditions. Larger companies
tend to be less volatile than companies with smaller market capitalizations. In exchange for this potentially lower risk, the value of
the security may not rise as much as companies with smaller market capitalizations.

Investments in small-sized companies may involve greater risks than in those of larger, better known companies.

Commodities investing entail significant risk as commodity prices can be extremely volatile due to wide range of factors. A few such
factors include overall market movements, real or perceived inflationary trends, commaodity index volatility, international, economic
and political changes, change in interest and currency exchange rates.

Asset Allocation is a method of diversification which positions assets among major investment categories. Asset Allocation may be
used in an effort to manage risk and enhance returns. It does not, however, guarantee a profit or protect against loss.
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Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates rise bond
values and yields 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.

Increase in real interest rates can cause the price of inflation-protected debt securities to decrease. Interest payments on inflation-
protected debt securities can be unpredictable.

There are risks associated with investing in Real Assets and the Real Assets sector, including real estate, precious metals and
natural resources. Investments can be significantly affected by events relating to these industries.

Investing in foreign domiciled securities may involve risk of capital loss from unfavorable fluctuation in currency values, withholding
taxes, from differences in generally accepted accounting principles or from economic or political instability in other nations.
Investments in emerging or developing markets may be more volatile and less liquid than investing in developed markets and may
involve exposure to economic structures that are generally less diverse and mature and to political systems which have less
stability than those of more developed countries.

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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