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Key Takeaways

JapanEquity Team « Historic marketrally: Japanese equities surged in 2025, with both the TOPIX and
Nikkei 225 indexes hitting a record high, accelerated by optimism around Prime
Minister Sanae Takaichi and her pro-growth policies.

« Macrotailwinds for2026: Wage growth and stronger household consumption
are expected to bolster domestic demand, supporting GDP growth and paving
the way for Bank of Japan (BoJ) policy normalisation.

« Corporate governancereforms: Over a decade of reforms continues to gain
traction, with the Tokyo Stock Exchange and Japanese Financial Services Agency
(FSA) cooperating, likely enhancing profitability, capital efficiency and long-term
equity performance.

« Shiftfromnarrow tradesto broader opportunities: After Al- and semiconductor-
led rallies dominated 2025, market rotations are expected to broaden in 2026,
favouring companies with solid fundamentals across diverse sectors.

« Long-term positive outlook: Sustained corporate governance reforms improving
capital allocation, and real wage growth bolstering domestic demand, underpin
our constructive view on Japanese equities, potentially offering attractive
opportunities for active investors.

Japanese equity: Staged a historicrally

The Japanese equity market staged a strong rally this year, with the TOPIX index surpassing
3,000"and the Nikkei 225 index exceeding JPY 50,0002 for the first time. The rally

was fuelled by optimism around Sanae Takaichi, the first female leader of the Liberal
Democratic Party (LDP) and Prime Minister (PM) of Japan. Soon after her inauguration, she
manoeuvred major international challenges, including US President Donald Trump'’s visit to
Tokyo, and significantly increased her cabinet’s approval rating.

Currently, the market has priced in much of the best-case scenario of her pro-growth
agenda, dubbed “Sanaenomics”, including accommodative fiscal and monetary
policies to stimulate domestic demand, combined with strengthening Japan’s industry
competitiveness and defence capabilities under the stable government, in our opinion.
For investors, the key question for 2026 is whether these policies can be implemented
effectively.

Macro tailwinds for 2026: Real wage and domestic demand growth

Onthe macroeconomic front, while the influential “Shunto” spring wage negotiations
delivered notable nominal pay rises for two consecutive years, real wage growth has
lagged behind our initial expectations. This is primarily due to inflationary pressure,
particularly from food prices led by rice, a staple in Japan. In fact, Japan recorded the
highestinflation among the developed economies from late 2024 through the first half of
2025.The good news is that inflation has recently started to ease, with rice prices peaking.

1. Source: Bloomberg, as of November 2025.
2. Source: Bloomberg, as of November 2025.
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Note: Monthly data. The period is from January 2017 to August 2025. The consensus
forecastis for September 2025 and beyond, as of October 15, 2025, according to
Bloomberg’s tally.

Source: Created by Invesco from CEIC and Bloomberg.

Meanwhile, despite inflationary pressures, household consumption has gradually but
steadily increased, contributing to Japan’s GDP growth and signaling the emergence

of wage increase expectations. In the near term, policy supportremainsin place as
Samaenomics prioritizes anti-inflation measures until real wage growth materializes, which
are unlikely to be blocked by opposition parties. In the long term, given the resilience

of recent Japanese corporate earnings despite the US tariff increases, combined with a
severe labor shortage as the boost from rising elderly and female workforce participation
fades, we expect a long-awaited wage-price cycle to finally take root, reviving domestic
demand and sustaining household consumption to bolster Japan’s economic growth
in2026. This is likely to allow the Bank of Japan (BoJ) to resume the monetary policy
normalisation, although the pace has been slower than expected amid rising political
uncertainty in both Japan and the US.

Corporate governance reform: More than adecade of transformation

Corporate governance has been advancing for over a decade, since Japan introduced the
Stewardship Code in 2014 and the Corporate Governance Code in 2015. In terms of capital
market practices, since 2023, the Tokyo Stock Exchange (TSE) has intensified its market
restructuring efforts to promote capital efficiency and improve stock price among listed
companies. These efforts initially focused on the Prime and Standard markets.

From 2025, the TSE entered the second phase, shifting its focus to the functionality of the
Growth Market listing start-ups and high-growth companies. The exchange also ended
the transition measures introduced in 2022 for companies failing to meet the listing
requirements.

In2026, the TSE will take the final step inits restructuring plan by initiating the delisting
procedures for companies that have not made sufficientimprovements.

In alignment with the TSE, the Japanese Financial Services Agency (FSA) finalized the third
revision of Japan'’s Stewardship Code this year to strengthen engagement effectiveness
and accountability. The FSA plans to revise Corporate Governance Code next year, with
key agenda items including effective capital allocation and better utilization of cash for
investment.

We expect the continued progress in corporate governance to drive improved capital
efficiency and profitability, underpinning the long-term performance of Japanese equities.
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Chart 2: Evolution of Japan's corporate governance reform
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Source: Japan Exchange Group, Japan’s Financial Services Agency, October 31,2025.

Activeinvestmentimplications: From narrow trades to broader opportunities

Since April, amid top-down, theme-driven factors such as US trade policy reversals
following US President Donald Trump’s reciprocal tariff announcements, expectations
for Federal Reserve rate cuts and an Al-driven investment boom, narrow trades
concentrated in Al and semiconductor-related stocks led the market gainsin Japan.
Foreign investors returned to Japanese equities and market enthusiasm surged following
Takaichi’s victory in the LDP leader and PM election in October.

The Nikkei 225 index, a price-weighted index with greater exposure to high-priced Al

and semiconductor production equipment (SPE) stocks, outperformed the broader
TOPIX index, with just three companies - SoftBank Group, Advantest and Tokyo Electron -
accounting for more than 50% of Nikkei Index returns. In November, however, we started
to see unwinding of these crowded, narrow trades.
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Chart 3: 2025 Year-to-date performance and contributors of the Nikkei 225 and TOPIX
indexes
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After witnessing the extreme rallies this year, we expect market rotations to broaden
beyond top-down themes, with investors shifting their focus towards individual company
fundamentals. This suggests that investment opportunities in 2026 are likely to emerge

among stocks with robust company-specific long-term earnings prospects across sectors

onceagain.
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Investmentrisks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate
fluctuations) and investors may not get back the fullamountinvested.

Wheninvestinginless developed countries, you should be prepared to accept significantly large
fluctuationsinvalue.

Investment in certain securities listed in China caninvolve significant regulatory constraints that may
affect liquidity and/or investment performance.
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Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There can be no assurance that actual results will not differ materially from expectations.

Thisis marketing material and not financial advice. It is not intended as arecommendation to buy or sell
any particular asset class, security, or strategy. Regulatory requirements that require impartiality of
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions
totrade before publication.

By accepting this document, you consent to communicate with usin English, unless youinformus
otherwise. Dataas at November 2025, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Greece, ltaly, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and
Switzerland.

Allarticlesin this publication are written, unless otherwise stated, by Invesco professionals. Views and
opinions are based on current market conditions and are subject to change. This publication does not form
part of any prospectus. This publication contains general information only and does not take into account
individual objectives, taxation position or financial needs. Nor does this constitute arecommendation of
the suitability of any investment strategy for a particularinvestor.



4 Invesco

2026 Investment Outlook - Japan
Equities

November 2025

This publicationis notaninvitation to subscribe for sharesinafund norisit to be construed as an offer
tobuy orsellany financial instruments. As with allinvestments, there are associated inherent risks. This
publicationis by way of information only. This document has been prepared only for those persons to
whom Invesco has providedit. It should not be relied upon by anyone else and you may only reproduce,
circulate and use this document (or any part of it) with the consent of Invesco. Asset management services
are provided by Invescoinaccordance with appropriate local legislation and regulations.

This publicationisissued:

- inHongKong by Invesco Hong Kong Limited = BE1% & &1 HBR/AE), 45/F, Jardine House,
1Connaught Place, Central, Hong Kong.

- inSingapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01Republic Plaza,
Singapore 048619.

- inTaiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066).
Invesco Taiwan Limited is operated and managed independently.

- inJapanby Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1
Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local
Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan
Investment Advisers Association.

- inAustralia by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street, Melbourne,
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

Thisdocument has been prepared only for those persons to whom Invesco has providedit. It should not
be relied upon by anyone else. Information contained in this document may not have been prepared or
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You
may only reproduce, circulate, and use this document (or any part of it) with the consent of Invesco.

Theinformationinthis document has been prepared without taking into accountany investor’s
investment objectives, financial situation or particular needs. Before acting on the information the
investor should consider its appropriateness having regard to their investment objectives, financial
situation, and needs.

You should note that this information:

- may contain references to dollar amounts which are not Australian dollars;

- may contain financial information whichis not prepared inaccordance with Australian law or practices;
- may not address risks associated withinvestment in foreign currency denominated investments; and

- doesnotaddress Australiantaxissues.

inNew Zealand by Invesco Australia Limited (ABN 48 001693 232), Level 26, 333 Collins Street,
Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number
239916.

Thisdocument isissued only to wholesale investors (as defined in the Financial Markets Conduct Act) in
New Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This
document has been prepared only for those persons to whomit has been provided by Invesco.

Itshould not be relied upon by anyone else and must not be distributed to members of the public

inNew Zealand. Information contained in this document may not have been prepared or tailored for
aNew Zealand audience. You may only reproduce, circulate and use this document (or any part of it)
withthe consent of Invesco. This document does not constitute and should not be construed as an offer
of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or guidance on
Interests to members of the publicin New Zealand. Applications or any requests for information from
persons who are members of the publicin New Zealand will not be accepted.
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- inthe United States by Invesco Advisers, Inc., 1331Spring Street NW, Suite 2500, Atlanta, GA 30309,
USA.

- inCanadaby Invesco CanadaLtd., 16 York Street, Suite 1200, Toronto, Ontario M5J OE6.

- inAustriaand Germany by Invesco Management S.A., President Building, 37A Avenue JF Kennedy,
-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inBelgium, Denmark, Finland, France, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway,
Portugal, Spainand Sweden by Invesco Management S.A., President Building, 37A Avenue JF Kennedy,
L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg.

- inDubai, Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates by Invesco Asset
Management Limited, Index Tower Level 6 - Unit 616, P.O. Box 506599, Al Mustagbal Street, DIFC, Dubai,
United Arab Emirates. Regulated by the Dubai Financial Services Authority.

- inthelsleof Man, Jersey, Guernsey and the UK by Invesco Asset Management Limited, Perpetual
Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire, RG9 1HH, United Kingdom. Authorised and
regulated by the Financial Conduct Authority.

- inSwitzerland by Invesco Asset Management (Schweiz) AG, Talacker 34,8001 Zurich, Switzerland.

- inlsrael by Invesco Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-
Thames, Oxfordshire RG9 1HH, UK. Authorised and regulated by the Financial Conduct Authority.
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considered investment advice or investment marketing as defined in the Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”).
Investors are encouraged to seek competentinvestmentadvice fromalocally licensed investment
advisor prior to making any investment. Neither Invesco Ltd. nor its subsidiaries are licensed under the
Investment Advice Law, nor doesit carry the insurance as required of a licensee thereunder.
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