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Executive Summary: The Structural Pivot 

As we move through global markets together in early 2026, we see a profound regime shift underway 

in Tokyo—one that goes well beyond the familiar “weak yen” trade of the last decade. The theme of 

“Japan Broadening” has evolved from a speculative idea into a structural reality, marking the end of 

the period in which Japan functioned mainly as a macro proxy for currency moves. Today, it is 

emerging as a primary engine of structural growth. (see Figure 1). 

 

Figure 1. The “Japan Broadening” thesis in brief 

Key takeaway: Japan is shifting from a “weak yen” exporter proxy toward broad-based, domestically led fundamentals, with 

earnings breadth now leading price breadth. 

While the noise around the US technology sector often dominates headlines, we believe the more 

disciplined, less crowded signals coming out of Japan are increasingly important for your capital. Our 

core conclusion is that earnings breadth is finally outpacing price breadth. For years, a small group of 

mega-exporters carried the Japanese indices. Now, fundamental improvements are visible across the 

spectrum—from banks and real estate to the historically overlooked small-cap space. (see Figure 2). 
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Figure 2. Defining “Japan Broadening”: earnings breadth outpacing price breadth 

Key takeaway: Our core signal is that fundamentals are improving across banks, real estate, and small caps—creating an 

early-cycle window where earnings breadth is outpacing price breadth. 

This lag between broad-based earnings growth and full market recognition has opened a rare “alpha 

window”. To position you to benefit from this, we first need to understand the vacuum this shift is 

creating across Western asset markets. (see Figure 3). 

 

Figure 3. State of play (Feb 13, 2026): policy normalization and global flows 
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Key takeaway: With the BoJ policy rate at 0.75% and 10-year JGB yields at 2.23%, Japan has stronger incentives to retain 

capital domestically; January 2026 flows ($15.4bn into ex‑US funds) reinforce the rotation. 

The Trans-Pacific Echo: Impact on US Markets 

The relationship between Japanese and US capital markets is deeply reflexive: changes in one system 

feed back into and reshape incentives in the other. As Japanese Government Bond (JGB) yields rise—

the 10-year currently sits at 2.23%—the world’s largest creditor nation is finding compelling reasons 

to keep more capital at home. This has a direct bearing on US equities (S&P 500, Nasdaq) and US bonds 

(TLT, IEF). 

We see the so‑called “Repatriation Threat” as a “Grey Rhino” for US liquidity: highly visible, potentially 

disruptive, and still underappreciated. Japanese institutions hold roughly 5–6 trillion in foreign assets, 

including more than 1.1 trillion in US Treasuries. As JGB yields turn competitive, even a modest 5–10% 

repatriation could trigger what we describe as a “Global Margin Call”—forcing US yields higher and 

compelling a reassessment of stretched Western valuations. 

Table 1. US vs Japan valuation snapshot 

Metric US Markets (S&P 500 / Russell 

2000) 

Japan Markets (TOPIX / Small-

Cap) 

Trailing P/E Ratio ~28.6x ~16.29x 

Forward P/E Ratio ~22.0x - 24.0x (S&P) / ~25.4x 

(R2000) 

~14.0x - 17.0x 

Shiller CAPE ~39.85x (Near Historic Peaks) Significantly Lower Multiples 

Implied 10Y Return Low Single Digits ~6.5% Estimated 

 

When we step back and look at this valuation gap, the shift in the risk–reward profile becomes clear. 

Japan’s re‑rating is no longer a local story; it is an essential hedge against global concentration risk. 

(see Figure 4). 
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Figure 4. Global relative value: Japan as “defensive growth” 

Key takeaway: Japan’s valuation discount versus the US (e.g., ~16.29x vs ~28.6x trailing P/E) supports a more attractive 

long-run risk–reward profile, with Japan’s implied 10-year return estimated at ~6.5%. 

1. The Global Rotation: Europe and Commodity Markets 

We are in the midst of a global rotation in which Japan is increasingly acting as a “Defensive Growth” 

anchor. In January 2026, ex‑US equity funds took in 15.4 billion—a 4.5‑year high—while inflows into 

US funds slowed to 5.6 billion. This is not random; it reflects a deliberate shift toward markets with 

exposure to “Physical AI” and reindustrialization, rather than just pure software and platform 

speculation. 

Japan’s renewed reindustrialization drive, including its target to lift nuclear power to 20% of the 

energy mix by 2040, provides a structural hedge against global energy volatility. At the same time, 

Japanese robotics and automation leaders have become natural partners for US onshoring, reinforcing 

American reindustrialization while reducing dependence on China‑centric supply chains. 

In our view, this positions Japan not as a side bet, but as a core component of a more diversified, more 

resilient global equity allocation. 

Sectoral Mechanics & Key Tickers: The Broadening in Action 

To understand why we see the current return profile in Japan as durable, we lean on Capital Cycle 

Theory. For decades, capital steadily exited Japan. The result: a corporate sector that became leaner, 

more disciplined, and exceptionally well capitalized. Now, as capital flows back, it is meeting 

companies that have already spent years repairing their foundations. (see Figure 5). 
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Figure 5. Governance reform and capital discipline as a structural tailwind 

Key takeaway: A more disciplined corporate sector—and improving governance dynamics—are reinforcing shareholder-

friendly behavior, including buybacks and higher focus on returns on capital. 

The Banking Surge 

The move to a 0.75% Bank of Japan policy rate—the highest level in 30 years—has fundamentally 

reshaped net interest margins for MUFG, SMFG, and $Mizuho. These mega-banks are now reporting 

record profits and rolling out aggressive buyback programs. For them, higher rates are not a 

headwind; they are the primary fuel for the next leg of growth. 

The Small-Cap Catch-Up 

We see $SCJ (iShares MSCI Japan Small-Cap) as the most direct way to express the “Broadening” 

theme. These small and mid-sized firms derive roughly 70% of their revenue domestically, giving them 

a natural buffer against the tariff volatility that often hits large exporters. At a P/E of 16.23x and a 

dividend yield of 2.88%, they offer a textbook “catch‑up” opportunity within a still-underowned 

segment. (see Figure 6). 
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Figure 6. The alpha opportunity in Japan small and mid caps (SCJ) 

Key takeaway: Japan small and mid caps are a direct expression of the “Broadening” theme: roughly 70% domestic revenue 

exposure and a still-undercrowded valuation profile (P/E 16.23x; dividend yield 2.88%). 

Real Estate & Utilities 

In listed real estate, J‑REITs—including Sankei Real Estate—are trading at about 0.95x NAV. Strategic 

buyers are already noticing this discount. A recent third‑party offer for Sankei Real Estate at 1.15x 

NAV is a clear signal: the “Broadening” is being recognized by sophisticated capital, not just by public 

markets. (see Figure 7). 
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Figure 7. Sector rotation toward banks and listed real estate 

Key takeaway: Rising rates are supporting bank profitability, while J‑REIT discounts (about 0.95x NAV) and tender activity 

(1.15x NAV) suggest sophisticated capital is beginning to recognize the broadening beyond exporters. 

Sogo Shosha 

The so‑called “Buffett Effect” has moved into a more mature phase. Berkshire Hathaway has now 

crossed the 10% ownership threshold in Mitsubishi (10.23%) and Mitsui (10.12%). This is more than 

a headline; it is a powerful vote of confidence from one of the world’s most respected value investors 

in Japan’s corporate governance reforms and capital discipline. 

The “Grey Rhinos”: Hidden Risks and Market Blindspots 

To safeguard your capital, we apply the mental model of Inversion and ask a simple question: What if 

we are wrong? We see three primary risk clusters that could disrupt this renaissance: (see Figure 8). 
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Figure 8. ‘Grey rhino’ risks to monitor 

Key takeaway: Key downside risks include a BoJ policy error ahead of sustained real-wage gains, a rapid repatriation-driven 

liquidity drain, and the psychological end of the “BoJ put” as ETF divestment continues (about ¥330bn/year). 

• BoJ Policy Error. If the Bank of Japan tightens too quickly—before the 2026 “Shunto” wage 

negotiations lock in sustainably positive real wage growth—domestic consumption could be 

undermined just as it begins to recover. 

• The Liquidity Drain. If the “Tsunami of Repatriation” unfolds too rapidly, the resulting sell-off in US 

assets could trigger a global recession. In that environment, Japan would find it difficult to remain 

an island of growth in a contracting global cycle. 

• BoJ ETF Divestment. The BoJ currently holds about ¥83 trillion in ETFs. While actual divestment 

has been very gradual (around ¥330 billion per year), the psychological end of the “BoJ Put”—the 

long‑assumed willingness of the central bank to support equity markets—will likely lead to higher 

volatility, even if fundamentals remain intact. 

1. Probabilistic Scenarios: 2026 Outcomes 

We prefer to look ahead using probability ranges, not point forecasts. Below is how we currently frame 

the balance of 2026: (see Table 2 and Figure 9). 

Table 2. Probabilistic scenarios for 2026 (as written) 

Scenario Probability Parameters Market Consequence 

Goldilocks 50% Rates 1.0–1.25%, Yen 

145–155, Wages >4.7% 

Broad rally; 

Yen Spike 30% Aggressive hikes, Exporters (e.g., 
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USD/JPY 130–140 

Global Recession 20% US economic downturn, 

AI bubble deflates 

Japan recovers faster, 

supported by 

 

 

Figure 9. Scenario framing for 2026 

Key takeaway: We frame 2026 probabilistically: a 50% Goldilocks path (rates 1.0–1.25%, yen 145–155, wages >4.7%), a 

30% yen spike risk (USD/JPY 130–140), and a 20% global recession scenario. 

To navigate these scenarios in real time, we track a simple Trigger Table for Active Monitoring: (see 

Table 3 and Figure 10). 

Table 3. Trigger table for active monitoring 

Event Consequence Strategy 

Shunto Wages >5% Virtuous cycle of domestic 

consumption is effectively locked 

in. 

Strong Buy 

JGB 10Y Yield >2.5% Elevated risk of large‑scale 

repatriation of foreign assets. 

Warning signal 

USD/JPY <140 Rising risk of carry trade unwind 

and risk‑off flows. 

Reduce 
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Figure 10. Key triggers for active monitoring 

Key takeaway: We monitor a small trigger set: Shunto wages >5% (consumption confirmation), 10Y JGB yields >2.5% 

(repatriation risk), and USD/JPY <140 (carry unwind risk). 

MoatPeak Insights: The Reflexive Shift 

The single most important signal we monitor is the breakdown in the historical correlation between 

the Yen and Japanese equities. For years, this rolling correlation stood around +0.91, making Japan feel 

like a direct FX proxy. That changed after “Liberation Day” (April 2, 2025), when US reciprocal tariffs 

forced a fundamental reassessment of trade and supply-chain risk. Today, the correlation stands at -

0.07. (see Figure 11). 
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Figure 11. The ‘great decoupling’ of yen and Japanese equities 

Key takeaway: The historical yen–equity linkage has broken (rolling correlation from about +0.91 to -0.07), supporting our 

view that Japan is increasingly trading on internal fundamentals rather than FX alone. 

By any reasonable definition, this is a regime shift: Japan is now trading on its own internal 

fundamentals, not merely as a function of the currency. 

We also want to share a key MoatPeak Edge rooted in information asymmetry. Only about 54% of 

Japanese companies currently report in English, and the typical Japanese listed firm still has less than 

half the analyst coverage of a comparable S&P 500 constituent. This leaves much of the market 

“informationally invisible” to global investors. 

For us, this asymmetry is not a barrier; it is a source of alpha. By focusing on company‑level data, in 

local language where necessary, we can identify businesses where structural ROE is breaking above 

the 10% threshold well before they appear on the radar of the broader, English‑speaking investment 

community. 

Roadmap for the Retail Investor: Navigating to 2026 

To participate in what we see as a Japanese Renaissance, we believe it is essential to look beyond 

US‑centric bias and reframe Japan as a core structural allocation, not a tactical afterthought. 

Our suggested roadmap for a diversified equity portfolio is as follows: 

• Core Allocation. Maintain EWJ or BBJP as unhedged core positions (around 5–10% of total equity 

exposure). This allows you to participate in both corporate earnings growth and the potential 

structural strengthening of the Yen. 
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• Alpha Satellite. Allocate 2–5% of your equity portfolio to $SCJ. This is your direct expression of the 

“Broadening” theme, with high exposure to the revitalization of Japan’s domestic SME segment. 

• Tactical Hedging. Monitor the USD/JPY 160 level as a signal for when to consider currency 

protection, and the 140 level as a point to reduce exposure to hedged vehicles like DXJ and tilt 

more toward unhedged exposure such as EWJ. 

 

Figure 12. Implementation toolkit across core, alpha, and hedged exposures 

Key takeaway: Portfolio expression can pair an unhedged core (EWJ or BBJP) with a small-cap alpha sleeve (SCJ), while 

using FX-hedged vehicles (e.g., DXJ) tactically as USD/JPY approaches key levels. 

The final—and perhaps most important—validation of this thesis remains the 2026 Shunto wage 

negotiations. If we see a third consecutive year of 5%+ wage growth, the domestic “virtuous cycle” of 

higher wages, stronger consumption, and reinvestment will, in our view, be fully confirmed. (see 

Figure 13). 
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Figure 13. Portfolio decision checklist 

Key takeaway: In our framework, the key validation remains wages: a third consecutive year of 5%+ Shunto wage growth 

would confirm the domestic virtuous cycle of wages, consumption, and reinvestment. 

In global capital cycles, being early often feels indistinguishable from being wrong. 

 

Figure 14. Closing perspective 

Key takeaway: In global capital cycles, being early can feel indistinguishable from being wrong—but we view Japan’s 

structural awakening as increasingly durable and investable. 
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But we believe the foundations of Japan’s structural awakening are now too firm to ignore. We remain 

committed to protecting and compounding your capital as this renaissance continues to unfold. 

Disclosures and Disclaimer 

MoatPeak is an independent macroeconomic and sector-focused research platform dedicated to 

helping investors navigate complex market regimes through scenario-based analysis, institutional 

synthesis, and disciplined risk frameworks. 

Our research integrates insights from global investment banks, asset managers, and macroeconomic 

data sources, translated into clear, actionable perspectives for long-term, strategic investors. 

MoatPeak is not affiliated with any financial institution, broker-dealer, or asset manager. 
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instruments, or investment products. 

All views expressed reflect the author’s judgment at the time of publication and are subject to change 

without notice. Past performance is not indicative of future results. Investing involves risk, including 

the potential loss of principal. 

MoatPeak does not provide personalized investment advice and does not consider the investment 

objectives, financial situation, or specific needs of any individual reader. Readers are encouraged to 

conduct their own research and consult with professional advisors before making any investment 

decisions. 

While the information contained herein is believed to be reliable, it is derived from publicly available 

sources and third-party materials. MoatPeak makes no representation or warranty as to the accuracy, 

completeness, or timeliness of the information provided. 
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