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Labor shortages in Japan are becoming increasingly acute. The Bank of Japan (BOJ) is
monitoring labor supply constraints as a driver of upside risks to inflation and has indicated
that these constraints could intensify upward pressure on prices, including in a recent
working paper titled "Supply Constraints and Price Fluctuations” (only available in Japanese).

4 Summary of Opinions at Jan Monetary Policy Meeting (2 Feb 2026)
With Japan's economy facing labor supply constraints, risks to prices have become more skewed to the upside, as
seen in, for example, the pass-through to prices of the yen's depreciation, an expansion in demand driven by fiscal
policies, and China's restrictions on exports to Japan.

Companies are raising wages to secure workers and passing through the resulting increase in
labor costs, resulting in higher prices. However, the extent to which this dynamic is playing out
varies considerably by industry.

Perceived labor shortages differ by industry

The number of employed persons in Japan has been rising steadily, driven mainly by increased
labor force participation among women and older workers.

Number of Employed Persons (male) Number of Employed Persons (female)
(Mn people) (Mn people)
40 35
35 30
30 2%
25
20 20
15 15
10 10
ALLELEEVEELTEDLEE LT
; ; 1]
02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25
m15-24 yearsold  m25-34 yearsold = 35-44 years old m15-24yearsold m25-34yearsold ™ 35-44 years old
45-54 years old 55-64 years old 65 years and older 45-54 years old 55-64 years old 65 years and older
Source: Ministry of Internal Affairs and Communications (MIC); compiled by Daiwa. Source: MIC; compiled by Daiwa.

Important disclosures, including any required research certifications, are provided on the last page of this report.



Daiwa’s Economic View 10 February 2026

Daiwa

Securities

However, the picture varies considerably at the industry level. In medical/health care and welfare,
women have led a sharp increase in the number of employed persons, and the expansion of
female labor force participation appears to be underpinning labor supply. Meanwhile, employment
in construction and wholesale/retail has declined among men. In information and
communications, employment has risen for both men and women. While female labor force
participation is easing supply constraints in specific industries such as medical/health care and
welfare the male workforce is shrinking as the population declines, and this appears to be
creating structural supply constraints in certain sectors.
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Turning to new graduate hiring, most industries appear to be struggling to attract young talent,
though some sectors such as information and communications and accommodation and food
services have been relatively successful. We would note that the data on employment levels and
new graduate hiring are drawn from different releases, and the companies and time periods
covered are not consistent.
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Source: BOJ; compiled by Daiwa.
Note: This indicates the actual number of hires relative to the number initially planned. A value greater than 0 signifies that actual hires exceeded the plan, a value
of 0 signifies that actual hires were equal to the plan, and a value less than 0 signifies that actual hires were below the plan.
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The BOJ's Regional Economic Report (Sakura Report) features the comment from one company
that it "implemented generous wage increases targeting younger workers to increase new
graduate hiring in FY25, and plans to bring overall wage growth in line with industry peers in
FY26 while improving compensation for mid-career and senior employees (Osaka, wholesale)."
This suggests that companies are using wage increases to compete for young talent.

The employment conditions DI shows perceived labor shortages intensifying across all industries.
In information and communications, despite rising employment levels and success with hiring
young workers, labor supply/demand remains tight. We think this reflects a qualitative labor
shortage—a lack of workers with the skills needed to meet expanding demand—rather than a
quantitative shortfall in headcount. It is this qualitative mismatch, rather than an outright shortage
of labor, that appears to be the key driver of perceived labor shortages in the information and
communications sector.

Meanwhile, employment in construction and transportation is falling, and companies are
struggling to hire new graduates. Perceived labor shortages in these sectors appear to stem from
an inability to secure the workforce needed to meet demand. The introduction of overtime caps
(the "2024 problem") has also shortened working hours, making it harder to handle work that was
previously maneagable. The impact of these working-hour restrictions is spilling over to other
industries as well, adding to perceived labor shortages. This in turn is intensifying the need to
raise productivity per hour.
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Source: BOJ; compiled by Daiwa.

As the above illustrates, the drivers of labor shortages differ across industries. However, with
shortages intensifying in all industries, we expect wage increases aimed at securing workers to
continue. Given the difficulty of hiring new graduates, we think wage increases targeting younger
workers in particular will become increasingly aggressive.

We would also note that, as one firm put it, "new graduate hiring has become more difficult and
the number of younger employees who quit is also rising, so we are expanding mid-career hiring,
including rehiring former employees (Sendai, food products)." This suggests that companies
unable to secure young talent are also ramping up hiring of experienced workers. However,
rehiring is only practical in a limited subset of industries. In sectors such as construction that
involve physical labor, there is a limited pool of suitable workers.

One company also noted that "given persistent and acute labor shortages, we are working to
reduce headcount requirements at our stores by introducing a mobile app and tablet-based
ordering (Nagoya, food services)," which is emblematic of the growing number of companies that
are pursuing labor-saving strategies. However, labor-intensive companies’ ability to leverage
investment in labor-saving technologies is limited.

-3-



Daiwa

Securities

Labor demand in medical/health care and welfare is expected to continue rising as Japan’s
population ages. However, labor force participation among women and older workers has now
reached its theoretical limit, and it is unclear whether these groups can adequately offset future
labor shortages. Some industries are structurally less accessible to women and older workers,
making it difficult to count on significant inflows from these groups. The "17 strategic sectors" put
forward by the Takaichi cabinet are also expected to see growing demand, which will further
intensify labor shortages.

We think wages are likely to continue rising rapidly as companies compete for workers. The
number of bankruptcies caused by labor shortages is also rising, and the environment for
companies that are unable to pass through higher labor costs will likely remain challenging.
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IMPORTANT DISCLOSURES

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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