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BOJ to Continue Raising Interest Rates Toward Neutral Rate on Back of 
Strong 2025 Spring Wage Negotiations  

 

On March 14, the first round of responses to the Spring Wage Negotiations was released with a headline wage 
increase rate (base increase for base salary bottom-up + regular salary increase) of a strong 5.46% YoY (final result 
of the Spring Wage Negotiations 2024 was +5.1% YoY) (Exhibit 1). In addition to the headline wage increase rate 
exceeding 5% for the second consecutive year, the level of the base increase portion alone was raised to +3.84% 
YoY (final result of the 2024 Spring Wage Negotiations: +3.56% YoY). Furthermore, in the 2025 Spring Wage 
Negotiations, the headline wage increase rate for small and medium-sized enterprises (with fewer than 300 union 
members) rose sharply to +5.09% YoY (+4.45% YoY in the final result of the 2024 Spring Wage Negotiations), 
exceeding 5% for the first time in 33 years since 1992 (Exhibit 2). The base increase alone was +3.62% YoY (final 
result of the 2024 Spring Wage Negotiations: +3.16% YoY). Although it is still in the first round of response 
tabulation, there are firm signs of movement toward raising wages at small and medium-sized companies, which 
was the target of the 2025 Spring Wage Negotiations. In the 2025 Spring Wage Negotiations, labor unions had 
previously demanded a higher level of wage increase than in 2024, and many companies met those demands. The 
trend toward higher wages seen over the past few years is not a temporary phenomenon, but is now firmly 
established in Japan, including at small and medium-sized enterprises. 

 

We expect the strong momentum around wage hikes to continue. With Japan's labor shortage becoming more 
acute, companies are expected to actively increase wages in order to retain the best talent in their ranks. There is 
no problem in terms of corporate earnings. Japanese companies are generally performing well, recording a 
significant increase in recurring profit YoY over the Q4 2024 period at 13.5%. Meanwhile, labor costs have been 
declining relative to strong sales, and Japanese companies have ample room to raise wages further (Exhibit 3). In 
recent years, companies have been able to transfer wage increases to prices, creating a virtuous cycle between 
wages and prices (i.e., wages and prices mutually increasing each other) (Exhibit 4). 

Against the backdrop of the virtuous cycle between wages and prices, the BOJ is likely to continue to raise interest 
rates gradually to the neutral rate. We expect the BOJ to raise interest rates twice a year, this year and next, with 
the terminal rate (the final point of rate hikes) reaching 1.5% (the current policy rate is around 0.5%). Given that 
prices in Japan are not showing signs of overheating and the growing uncertainty surrounding overseas economies, 
the BOJ is likely to proceed cautiously in raising interest rates toward the neutral rate. We expect Japan's long-term 
interest rate to continue its gradual upward trend toward the upper 1% range. As for the dollar/yen, we see this as 
a phase that requires caution in the direction of yen appreciation, albeit gradual. 

 

Despite growing concerns about a slowdown in the U.S. economy due to uncertainty surrounding President Trump's 
tariff policies, Japanese companies are generally performing well and the Revision Index has remained relatively 
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strong compared to U.S. and European companies (Exhibit 5). Despite  concerns over the uncertain external 
environment, domestic demand-related stocks have outperformed oversea demand-related stocks in the Japanese 
equity market due to strong Japanese domestic fundamentals (Exhibit 6). While uncertainty over President Trump's 
policies is expected to remain high for the time being, the Japanese economy is expected to remain strong, led by 
consumer spending on the back of rising real wages, and domestic demand-related stocks will continue to 
outperform overseas demand-related stocks. Small-cap stocks are likely to outperform large-cap stocks as domestic 
demand-related stocks are more heavily weighted in small-cap stocks than large-cap stocks amid ongoing  
concerns over the strong yen. 

 

Exhibit 1: Wage Growth of Full-time Worker  Exhibit 2: Wage Hike in Spring Wage Negotiations by 
Company Size 

 

 

 
Note: Wage hike includes regular salary increases; scheduled cash earnings 
are for full-time workers in establishments with five employees or more. 
Source: JTUC-RENGO, MIC, MUFG: Trust Bank 

 
Note: Large companies have more than 300 union members; small and 
medium-sized companies have less than 300 union members. 
Source: JTUC-RENGO, MUFG: Trust Bank 

 
Exhibit 3: Labor Cost to Sales Ratio   

Exhibit 4: Price of Business Services by Labor Cost 

 

 

 
Note: Labor cost=Executive salaries+executive bonuses+employee 
salaries+employee boneses+benefit costs. 
Source: Ministry of Finance, MUFG: Trust Bank 

 
Source: BOJ, MUFG: Trust Bank 
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Exhibit 5: Revision Index for the U.S., EU, and Japan  Exhibit 6: Nikkei Domestic Demand 50 Index÷Nikkei 
Foreign Demand 50 Index 

 

 

 
Note: The S&P 500 in the U.S., the STOXX 600 in Europe, and the TOPIX 
500 in Japan; earnings forecasts are FactSet consensus estimates, as of 
February 2025. 
Source: FactSet, MUFG: Trust Bank 

 

Source: Bloomberg, MUFG: Trust Bank 
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DISCLAIMER 
 

This document is issued by Mitsubishi UFJ Asset Management (UK) Ltd. ("MUFG AM (UK)") which is authorized and 
regulated in the UK by the Financial Conduct Authority (“FCA”) No. 121816. Information and Data within this document 
was originally provided by Mitsubishi UFJ Trust Banking Corporation. Information within this document may contain 
material that may be interpreted by the relevant authorities in your country as a financial promotion or an offer to purchase 
securities. Accordingly this information is only intended for persons who fall outside the scope of any law that seeks to 
regulate financial promotions in the country of your residence. The information provided in this document is not intended 
for any United States person or any person in the United States, any state thereof, or any of its territories or possessions. 
This report is prepared for professional investors and is not intended for retail clients as defined in the FCA rules. 
 
The information contained in this report has been taken from sources which we deem reliable but we do not represent 
that such information is accurate or complete in part or in whole. Any opinions expressed here reflect our judgment at 
this date and are subject to change.  Although we have taken all reasonable care that the information contained within 
this document is accurate at the time of publication, we make no representation or warranty (including liability towards 
third parties) express or implied, as to its accuracy, reliability or completeness. If you rely on this document, you do so at 
your own risk. We expressly disclaim any duty of care which we might otherwise owe to any person relying on this material. 
Any opinions expressed here reflect our judgment at this date and are subject to change.  
 
Any reference to past performance should not be taken as a guide to future performance. The value of investments may 
go down as well as up. 
Companies in the Mitsubishi UFJ Financial Group and connected persons may have positions in, or may perform or seek 
to perform advisory or banking services to companies whose securities are mentioned herein. Mitsubishi UFJ Asset 
Management (UK) Ltd. or related companies may have used researched material before publication and may have 
positions in or may be materially interested in any of the securities mentioned.   

This brochure does not constitute an offer or a solicitation of an offer to buy a security. Neither MUFG AM (UK) nor any of 
its related companies accept any liability whatsoever for any direct or indirect or consequential loss arising from any use 
of information or material contained herein.  

MUFG Asset Management is a brand of Mitsubishi UFJ Trust and Banking Corporation, along with its subsidiaries, 
Mitsubishi UFJ Asset Management Co., Ltd., Mitsubishi UFJ Real Estate Asset Management Co., Ltd., Mitsubishi UFJ 
Asset Management (UK) Ltd. and Mitsubishi UFJ Alterative Investments Co., Ltd.. 

The intellectual property rights of the indices in this document belong to the index providers. Please refer to the website 
below for details. https://www.tr.mufg.jp/houjin/jutaku/disclaimer.html 
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