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Chapter 4: Considerations on Japanese Employment System
(1) Employment Security and the Employment System

The degree of employment security granted to a nation’s workers is crucial in determining the character of a nation’s employment system. A society without employment security develops an employment system that relies on adjustments through the external market. In such a society, the functions of the external labor market, through the process of dismissal and hiring, determine wages and other working conditions. Specifically, an employer who wants to change working conditions will simply propose new modified terms and conditions to workers. If a worker opposes the proposed terms, he or she will be discharged and the employer will hire those who accept the terms from the external labor market. Employers and employees have little incentive to invest in firm-specific skills. In-house education and training is not developed and external education and training become more important. As typically observed in the United States, state intervention is deemed to be a distortion of market functionality and labor legislation tends to be confined to anti-discrimination law. Such an employment system relies on external flexibility or quantitative adjustments in the size of the workforce through dismissals, to cope with changing socio-economic conditions.

By contrast, under a system of long-term employment relations where employment security is the general rule, the internal labor market plays a large role in the formation of the society’s employment system. In the internal labor market, both employer and employee have an incentive to invest in firm-specific skills and the long-term remuneration system, such as seniority-based wages, develops. In the long-term employment system, workers accept flexible adjustments in their working conditions and internal transfers entailing change of workplace and job in exchange for employment security. Worker’s concerns are the terms and conditions in their particular company. Industrial-wide or national-level negotiations do not suit the real needs of either employers or workers under these circumstances. Trade unions at the company level and collective bargaining within individual companies become a more efficient mechanism to meet the demands of the internal labor market. This is why enterprise unionism is predominant in Japan. Accordingly, an employment system which incorporates employment security relies on internal or qualitative flexibility within the company, where terms and conditions of employment can be modified flexibly to respond to fluctuating socio-economic conditions.
(2) The Norm Consciousness and the Government Employment Policy

If an employer dismisses a worker without justification, a major dispute with the trade union could ensue. This would inevitably affect the cooperative employment relations between labor and management, a factor which has been essential to the competitiveness of Japanese companies. An employer’s breach of trust could also have adverse effect on the morale of remaining workers and the company could face difficulties in recruiting able personnel. Thus, the majority of Japanese employers take the position that long-term employment should be maintained as the basis of employment relations in the future.

The government employment policy has greatly contributed to the establishment of the social norm concerning employment security. From the mid-1970s, in accordance with the spread of the long-term employment practice, the focus of employment policy moved towards preventive measures such as providing various subsidies to enable employers suffering from economic difficulties to retain their workers without resorting to collective redundancies. Especially, the Employment Adjustment Subsidy was highly utilized and significantly contributed to the maintenance of employment security. The main focus of the government’s employment policy has been to maintain employment and prevent unemployment rather than to absorb unemployment which has already occurred. The unique feature of Japan’s training policy has also lain not in public vocational training for the unemployed to facilitate their finding new jobs, but in measures to support companies in their conducting on-the-job or off-the-job training, which enables the employers to retain their workers.
(3) Structural Changes Affecting Employment Security


Current structural changes surrounding employment relations inevitably affect the value and social consciousness of employment security.


Japanese employers are facing intensified global competition. They are compelled to reconsider traditional employment practices. To compete with resurgent American industries and rapidly growing Asian industries in the global market, Japanese industries have launched restructuring and re-engineering policies. In particular, the case law constraints on swift numerical adjustment of personnel are increasingly recognized as a heavy burden for them.


In addition to such external pressure, the industrial structure is shifting more to service industries. The information revolution has also accelerated the reform of corporate structures from a pyramid personnel structure with multi-layered middle management to a flat or network type structure, which makes intermediary supervisors redundant. Moreover, corporate governance is changing. Japanese firm’s long-term management focus has been protected by cross-shareholdings held by friendly firms. However, friendly firms facing financial pressure have started to dissolve cross-shareholdings. Cross-border investment after financial deregulation may further change Japanese-style corporate governance.

Moreover, the previous pyramid shaped workforce structure with more younger and fewer older workers is shifting to barrel shape with fewer younger and more older workers. This structural change of the workforce causes a surplus of middle-aged and older workers. Since those workers are paid more than their current contribution under the seniority-based wage system, under the current long-lasting recession, they are the target of downsizing.

In the light of the above-mentioned structural changes, it is certain that mobility will increase in the Japanese labor market. However, whether the Japanese labor market will ever be mobilized as the American labor market is questionable.


It is true that more and more regular workers are moving away from their original companies before reaching the mandatory retirement age. However, it is not through dismissals but through transfers to related companies, so-called shukko or tenseki. The recent increase in shukko or tenseki means not a collapse but a modification of the long-term employment practice. It is no longer secured within a single company, but within a group of affiliated companies.

Thus, the mobility is increasing amongst non-regular workers and peripheral groups in regular workers, but the core system of long-term employment is still being maintained, though decreasing in its scope. As such, current changes in employment practices in Japan should be regarded as gradual modifications rather than the collapse of the long-term employment practice.
(4) Merits and Demerits of Long-term Employment System


In the light of the above, it is necessary to re-examine the merits and demerits of the long-term employment in Japan.

(a) Merits of the Long-term Employment System


The most significant merit of the long-term employment system may be that it provides employers with the incentive to train and educate their employees. Under short-term employment, employers have no incentive to invest in training, and thus workers must bear the cost of training by themselves. This will lead to a divided workforce consisting of a small number of highly motivated and skilled workers and the remaining majority of less motivated and unskilled workers. One option is to rely on public vocational training like many European countries, but this may be less effective in an era of rapid technological innovation. In this sense, in-house training developed under long-term employment relations can be evaluated as a more effective scheme to enhance the skills of the workforce.

Under the long-term employment system, it is reasonable for all members to cooperate because each shall be reciprocated for his/her own conduct, as “repeated game” theory shows. Japan’s teamwork is underpinned by the long-term employment practice. If an employer dismisses a worker without justification, it could develop into a major dispute with the trade union. It could also have an adverse effect on the morale of other workers who believe that the employer would not resort to dismissals unless they themselves commit a serious breach of faith. This would inevitably affect the cooperative employment relations between labor and management, a factor which is essential to the competitiveness of Japanese companies. The so-called “lean production system” as a feature of the Japanese production system is effective only when stable labor-management relations are secured. As a consequence, the company would also face difficulties in recruiting able personnel. These merits will continue to be essential in employment relations in Japan where human capital is the sole asset.

(b) Demerits of Long-term Employment System


As mentioned above, Japanese employers have compensated for the lack of quantitative or external flexibility by introducing qualitative or internal flexibility. However, qualitative or internal adjustment is time-consuming and might not be effective enough to cope with intensified global competition.

Increasing performance-based wage systems require a fair and effective evaluation system. However, in the internal labor market developed under long-term employment, the labor market’s function of evaluating an individual’s price in the process of the hiring transaction is not available. To conduct a proper evaluation, employers must train supervisors or evaluators to master fair and consistent personnel evaluation. They are required to explain the evaluation schemes and major criteria for evaluation and provide dispute resolution systems as well. Such procedural costs to guarantee the fairness and effectiveness of performance evaluation in the internal labor market will place a heavy burden on Japanese employers.

For individual workers, their freedom to choose and the right of self-determination are infringed or restrained. Since employment security means a lack of quantitative or external flexibility, Japanese employers have introduced qualitative or internal flexibility, such as transfers of workers based on business necessity without obtaining individual’s concrete consent. Separation from his family by a transfer is regarded as a matter of course and it is thought that the consequent inconveniences should be endured by workers. In order to maintain employment security, Japanese employment system has relied heavily on internal flexibility, sometimes ignoring individual will and choice. This system is beginning to be perceived as irrational by some workers.


Moreover, long-term employment system coupled with a pay system that balances in the long run is irrational for those who choose short-term employment or those who move to another company. The current balancing system where a younger worker is paid less than his/her contribution and a older worker is paid more than his/her contribution is particularly disadvantageous to women workers who quit their job when they give birth and raise children.

For entire society, high employment security for regular workers leads employers to utilize more non-regular workers, such as part-time workers dispatched workers (temporary workers) and independent contractors, whose working conditions are less favorable than regular workers.
(5) The Future of Japanese Employment System


Faced with the structural changes mentioned above, employment practices are being modified considerably. So, will the Japanese employment system disappear? It is expected that seniority-based employment management will be drastically modified but the employment system based upon employment security will remain central to Japan’s employment relations, at least for the foreseeable future. The drastic modification of seniority-based wage system can be interpreted as an attempt to maintain the long-term employment system.

However, employment security will not remain unchanged. Present employment security is maintained through flexible adjustment of working conditions and flexible deployment of workers. Such an employment system relies heavily on internal or functional flexibility which sometimes imposes inconveniences on individuals in return for employment security. Increasingly diversified and individualized workers may regard such inconveniences as irrational and execute employment contracts specifying concrete terms and conditions of employment including a place and type of work. Under such a contract, it is difficult for the employer to adjust working conditions and deploy workers thereby avoiding collective redundancies. In order to keep employment relations and labor market adaptable to changing circumstances, reduced internal flexibility must be compensated for by external or numerical flexibility through the relaxation of dismissal regulations. However, this will be an adjustment or re-balancing of internal and external flexibility centering on the long-term employment practice. Thus, it is not a revolutionary change but a gradual evolution.

The traditional Japanese employment system has relied too much on internal flexibility coupled with employment security and excessively restricted external flexibility. Given the changed circumstances surrounding contemporary employment relations, a new balance between the two types of flexibility needs to be struck. The problem of the traditional Japanese employment system is that it provides only two options: one is a “regular worker model” coupled with employment security and high internal or functional flexibility, and the other is a “non-regular worker model” which simply provides external or numerical flexibility. What is required for the future is diversification if employment models with various combinations of internal and external flexibility allowing for individual choice.

