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» Decrease in new graduate hiring may indicate slower wage growth

» Slowing labor market could decelerate rate hiking pace, restrain
JGB yield upside
» Easing labor supply/demand implies that SMEs may stop hiring
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According to a survey conducted by Recruit Works Institute from January to February of this year,
the projected jobs-to-applicants ratio for students graduating from college and graduate school in
March 2026 is 1.66X, a decrease of 0.09 point from the previous year. More than 4,100 firms
responded to the survey, with 764,800 job openings, down from 797,200 for the previous year.

Daiwa Securities Co. Ltd.

Summary

This drop in the jobs-to-applicants ratio suggests a changing labor market within Japan’s
economy. We should note that even though this survey data was collected before the Trump
tariffs took effect, it still confirms a downward trend for labor demand. The fact that the hiring of
new graduates, the most important factor for a company’s future business activities, is declining,
even as the labor shortage is said to be continuing, suggests that the overall demand for labor is
declining and the labor market supply/demand conditions may be easing. (Our economist
provides a detailed analysis of the job market on the following pages.)

Monetary policy implications

Easing labor demand is likely to reduce upward pressure on wages. This data suggests that wage
growth over the next fiscal year could be smaller than the current level of growth. Moreover, as
uncertainty about future Trump tariffs intensifies, hiring plans and wage levels could deteriorate
further next year.

The BOJ is now lowering its outlook for economic growth and prices in light of the impact of the
Trump tariffs on the economy. That said, the Bank is still maintaining its rate hiking stance.
However, the pace for hiking rates is expected to be slower than previously assumed. A decline in
labor demand and a possible slowdown for the rate of wage increases could further slow the pace
of these rate hikes or even reduce the feasibility of such rate hikes.

At this stage, data on how the Trump tariffs have impacted the real economy has not yet been
released, so the direct impacts cannot be confirmed from the existing data. However, if such data
deteriorates in the future, the BOJ may enter a phase in which executing rate hikes becomes
more challenging. Under such circumstances, the speed at which JGB yields rise will likely slow
as the market struggles to factor in a higher terminal rate.

(Kawahara)
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Easing labor supply/demand implies that SMEs may stop hiring
(Minami)

Conventionally, the “active jobs-to-applicants ratio,” which indicates the status of job openings
and job seeking at Hello Work (public employment service offices), has been the most important
indicator of the Japanese labor market. However, in recent years, the number of job seekers
using Hello Work has declined, resulting in a gap in the sense of labor shortage between the
active jobs-to-applicants ratio and the Employment Conditions DI in the BOJ’s Tankan survey. It
has been pointed out that the active jobs-to-applicants ratio is not exactly in line with the actual
labor conditions. As a result, the focus on the active jobs-to-applicants ratio has declined and the
use of alternative data is now becoming more important.

According to the latest survey by the Recruit Works Institute, the decline in the jobs-to-applicants
ratio for March 2026 graduates was due to (1) the fact that the number of job seekers increased
by 6,000 from the previous year (from 455,000 to 461,000) and (2) the impact of the total number
of new job openings decreasing by 32,000 from the previous year (from 797,000 to 765,000),
which was particularly strong. Here, the decrease in the total number of job openings (from
433,000 last year to 399,000) was the most pronounced among “companies with less than 300
employees.” Meanwhile, within the BOJ’s Tankan survey, the sense of labor shortages among
small firms remains high, indicating a deviation between the two indicators.
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The reasons behind this deviation between the decrease in the number of job openings and the
sense of high labor shortages are (1) Cautious hiring stance due to worsening business
performance of SMEs (decreased capacity to invest in human resources), (2) Workers leaving
SMEs due to widening salary gap, and (3) Curtailed job advertisements in anticipation of
recruitment difficulties (withdrawal of recruitment).
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According to the BOJ’s March 2025 Tankan survey, performance among small firms is sluggish.
For example, even though recurring profit at small firms was up 2.6% y/y in FY24, it is expected
to decrease 4.9% in FY25. Also, the growth rate for wage increases at small and medium-sized
enterprises (SMEs) is smaller than that at large companies. The Recruit Works Institute’s survey
also showed a significant decrease in the number of job seekers at “companies with less than 300
employees” (from 66,000 last year to 44,000), indicating a marked decline in the number of
applicants for SMEs.

SMEs have been raising wages defensively, but their wage levels remain low and they are still
struggling to secure workers. Nevertheless, the reason for the decline in the total number of job
openings is very likely to be a growing trend toward “withdrawal from recruitment” as companies
find it difficult to secure human resources deserving the cost of hiring. If this hypothesis is valid, it
would suggest that the capacity of SMEs to raise wages is already approaching its limit.

Given this situation, an easing of the labor supply-demand balance against the backdrop of
deteriorating business performance for SMEs and their tendency to withdraw from hiring is likely
to impact future wage hiking trends. SMEs, which already have limited capacity to invest in
human resources, will find it even more difficult to respond to demands for higher wages during
the annual spring labor-management wage negotiations. It is assumed that wage increase rates
among SMEs in the 2026 annual spring labor-management wage negotiations is likely to be lower
than that in 2025.

The BOJ’s June Tankan survey (due out on 1 July) should also provide some clarity regarding
companies’ plans for hiring new graduates for FY26. Here, we plan to carefully monitor (1) the
actual extent to which the trend of SMEs withdrawing from hiring, as suggested by this analysis,
is spreading and (2) Tankan’s Employment Conditions DI.

(Minami)
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Note: Result of the fourth round of response tabulation for 2025.
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IMPORTANT

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the
content of this report, which may not be redistributed or otherwise transmitted without prior consent.

Ratings

Issues are rated 1, 2, 3, 4, or 5 as follows:

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months.

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months.

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months.
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months.

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months.

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for
Taiwan, and S&P/ASX 200 for Australia.

Target Prices
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment.

Disclosures related to Daiwa Securities

Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa
Securities.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit _ratings.pdf. If you need more information on this matter, please contact the Research
Production Department of Daiwa Securities.

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the
following items.

= In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with
you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of
your securities, if you are a non-resident.

= For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.

= There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest
rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could
exceed the amount of the collateral or margin requirements.

= There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

= Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as
certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current
market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company
and you based on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take
responsibility for your own decisions regarding the signing of the agreement with our company.
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Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association
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