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Japan Equity Team Key takeaways

— Japanese equities have continued torise in TH, outperforming the major
developed markets amid optimism around Prime Minister Sanae Takaichi’s pro-
growth agenda following her landslide victory.

— Real wage growth is materialising amid strong pay rises in “Shunto” spring wage
negotiations for three years and moderating inflation, underpinning healthy
economic growth.

— While Aland semiconductor euphoria has stayed, 2026 has also seen arerating
among stocks that fell out of favor despite healthy fundamentals or strong
growth prospects on the ground.

Japanese equities have extended a historicrally

Japanese equities have extended their historic rally so far this year, broadly outperforming
major developed markets. Foreign investors have continued buying Japanese equities
amid excitement surrounding Japan’s political developments. At the beginning of the
year, Prime Minister (PM) Sanae Takaichi called a snap election for the Lower House
against the backdrop of a high approval rating and won a landslide victory, which has
strengthened her political foundation and sparked high expectations for her pro-growth
policy implementation. Although we experienced significant volatility due to heightened
geopolitical conflictin the Middle East, the correction was short-lived, and overseas
investors remain major buyers of Japanese equities year-to-date (Figure 1).

Figure 1: Japan equities trades by investor category
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Source: Tokyo Stock Exchange. Data as of 15 May 2026. Note: Both futures and cash equities trades are included.
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Macro tailwind for 2026 - real wage growth - is beginning to materialize

While we still believe the market has already priced in most of the best-case scenarios of
PM Takaichi’s accommodative fiscal and monetary policies to boost domestic demand,
“real” wage growth is beginning to materialize, as we discussed in our investment
outlook published last year. The influential “Shunto” spring wage negotiation has yielded
significant pay rises for the past three consecutive years as expected. At the same

time, moderating rice prices, which pushed Japan’s inflation to the highest level among
developed economies at one point, combined with government winter energy subsidies,
part of PM Takaichi’s anti-inflation measures, have curtailed inflationary pressure.
Subsequently, real wage growth has returned to positive territory in recent months
(Figure 2).

Figure 2: Consumer Price Index (CPI) and wage growth
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Source: Created by Invesco based on data from CEIC, Bloomberg and Ministry of Health, Labour and Welfare. Data as of March 2026.

Ahead of real wage growth, household consumption has been modestly but steadily
increasing throughout 2025 as well as in the first quarter of 2026. These readings point
towards wage increase expectations finally taking root in Japan, and real wage growth
increasing households’ purchasing power from now on. We believe a virtuous wage-price
cycle reviving domestic demand is on track and healthy economic growth could underpin
stock market performance going forward.

Risk scenario: Delay in Middle East peace talks

Atthe same time, the war in the Middle East, from where Japan has historically imported
more than 90% of its crude oil', poses the biggest risk to our scenario. Japan’s economy
has yet to face material energy shortages thanks to large oil reserves that meet roughly
200 days of demand as of May 2026.2 The government has also started offering subsidies
to keep petrol prices low for consumers since March. More recently, PM Takaichi unveiled
a JPY 3trillion (approximately USD 19 billion) supplementary budget to fund another
electricity and gas subsidy during the summer peak season and extend gasoline subsidies.
While Japan'’s primary balance has improved significantly and remained contained
compared to major advanced economies, thanks to tax revenue growth amid returning
inflation and growing nominal GDP (Figure 3), providing government subsidies in the long
runis unsustainable.

1. Source: Agency for Natural Resources and Energy, Ministry of Economy, Trade and
Industry (METI). Data as of March 2026.

2. Source: Agency for Natural Resources and Energy, Ministry of Economy, Trade and
Industry (METI). Data as of May 2026.
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Figure 3: Primary balance comparisonamong advanced economies
(% of potential GDP)
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Source: IMF Financial Monitor (April 2026).

Consequently, mounting concerns about Japan’s fiscal health have put selling pressure
on the Japanese yen and government bonds. In contrast, its equity market has shrugged
this aside, so far. That said, if the Middle East conflict is prolonged and energy prices
remain elevated, fiscal concerns may spill over into the equity market, and eventual
energy price hikes will act as a drag on private consumption, as well as corporate
earnings.

Active investmentimplications: Rotationto laggards and broadening buyinginterest
Over the last several years, top-down and theme-driven factors have dominated the
Japanese equity market, triggering very narrow rallies in specific segments. This year,
while Aland semiconductor euphoria has stayed like elsewhere, driving the Nikkei 225
index, which is highly exposed to those names, above JPY 60,000 for the first time in
April this year just after surpassing JPY 50,000 last year, we have also observed catch-
ups among stocks that fell out of favor despite healthy fundamentals or strong growth
prospects during market rallies on the ground.

Forinstance, three years on from the Tokyo Stock Exchange’s (TSE) gearing up its
market restructuring efforts to promote capital efficiency and stock price rises, we have
witnessed arise in corporate actions and the resulting rerating among laggards. One
suchtrendis anincrease in management buyouts (MBOs) and subsidiary conversions
as these companies relinquish market listings amid growing pressure from investors

by paying a price premium (Figure 4). As part of its restructuring efforts, the TSE has

also upgraded transparency and accountability requirements for MBOs and subsidiary
conversions to protect minority shareholders, and there have been cases in which
activistintervention have lifted takeover prices. Such progress in corporate governance
is expected to unlock value among overlooked names.
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Figure 4: Management Buyouts (MBOs) and wholly owned subsidiary conversions
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Source: Tokyo Stock Exchange. Note: Aggregated using MBOs and similar transactions
disclosed between 2018 and 2025.

Itis also noteworthy that this year has seen the outperformance of the Tokyo Stock
Exchange (TSE) Growth Market 250 index (+22.5% year-to-date®), which comprises start-
ups and high-growth companies and had suffered from a significant decline in investor
interest over the last several years, against the TOPIX index (+14.9% year-to-date*), which
represents the overall market. Investors are broadening their buying interests into niche
but cutting-edge small companies capitalizing on growing markets, such as energy
security, aerospace, and defense, staging a comeback for the TSE Growth Market 250
index.

Accordingly, we reiterate our view that market leadership will broaden with investors’
focus shifting to individual companies’ fundamentals and growth prospects, rewarding
bottom-up stock picking over top-down themes.

3. Source: Bloomberg. Data as of 27 May 2026.
4. Source: Bloomberg. Data as of 27 May 2026.
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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 full amount invested.

When investing in less developed countries, you should be prepared to accept
significantly large fluctuationsin value.

Investment in certain securities listed in China can involve significant regulatory
constraints that may affect liquidity and/or investment performance.

Forward-looking statements are based on current expectations and assumptions, and yet
actual results may differ materially from those expressed or implied.

Past performance does not predict future returns.

Important information

This documentis for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental
Europe (as defined below) and the UK; for Institutional Investors only inthe United States; for
Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabiaand the
United Arab Emirates; for AFPs and Qualified Investorsin Chile; for Qualified Clients/Sophisticated
InvestorsinIsrael; for Sophisticated or Professional Investorsin Australia; in New Zealand for
wholesaleinvestors (as defined in the Financial Markets Conduct Act); for Professional Investors
inHong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional
Investors and/or certain specificinstitutional investors in Thailand; for certain specific sovereign
wealthfunds and/or Qualified Domestic Institutional Investors approved by local regulators only in

the People’s Republic of China; for certain specific institutional investors in Malaysia uponrequest;

for certainspecificinstitutional investors in Brunei; for Qualified Professional Investors in Korea; for
certain specific institutional investors in Indonesia; for qualified buyers in Philippines forinformational
purposes only; in Canada, this documentis restricted toi) accredited investors and i) permitted clients
asdefined underNational Instrument 45-106 and 31-103 respectively. Itis notintended for and should
notbedistributed to orrelied upon by the public or retail investors. Please do not redistribute this
document.

Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and
assumptions. There canbe noassurance thatactual results will not differ materially from expectations.

This is marketing material and not financial advice. Itis 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 June 2026, unless otherwise stated.

Forthe distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland,
France, Germany, Greece, Italy, 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
partof any prospectus. This publication contains general information only and does not take intoaccount
individual objectives, taxation position or financial needs. Nor does this constitute arecommendation of
the suitability of any investment strategy for a particularinvestor.
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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 = B1% & & 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.

- inAustraliaby 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, Georgia
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.
This document may not be reproduced or used for any other purpose, nor be furnished to any other
person other than those to whom copies have been sent. Nothing in this document should be
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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