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Chapter 1: Japanese Employment System
1 The Essence of Japanese Employment System --- The Nature of Employment Contract

(1) Employment Contract without “Job”

In the popular books on the Japanese Society, long-term employment practice (lifetime employment practice), seniority-based wage system (seniority-based promotion system) and enterprise-based trade union are cited as the most important characteristics of the Japanese employment system, and they are often called as “the three Imperial treasures” of Japanese management. These are respectively distinctive characteristics of Japanese employment system in the three major areas such as employment management, remuneration management and industrial relations. However, the essence of Japanese employment system lies in the nature of employment contract which is prerequisite of these characteristics.

Employment contract is defined as a contract where “one of the parties agrees to render service to the other party and the latter agrees to pay him remuneration therefore” (Article 623, Civil Code). The problem is the meaning of the term “to render service”. Employment contract is also contract. Therefore, from the viewpoint of general theory on contract, it may be impossible to conclude employment contract without specifying the service which the worker should render to the employer concretely. However, unlike sales contract or lease contract, we cannot determine everything in advance in the employment contract because it deals with not goods but human behavior. Employer cannot but leave certain degrees of service to the independence of the worker. This is the uncertainty of employment contract which exists in any societies.

However, in the most societies in the world, the type of service such as dealing with lathe, keeping accounts or selling automobiles should be defined clearly in the employment contract, and the worker is responsible for the service within the limit of the contract and the employer has the right to the service within the same limit. Also in Japan, in Meiji era when the Civil Code was enacted, such thought was prevalent. This type of service is called “job”. In English, to be unemployed is called as “to lose job” and to be employed is called as “to get job”. This expression shows that employment contracts are concluded and cancelled by the unit of “job”.

In contrast, the characteristic of the Japanese employment system is that it lacks the concept of “job”. This is the point where foreigners are hard to understand. How can you conclude an employment contract without the concept of job? Nowadays, most employers are enterprises such as companies and there are many types of work. In most societies other than Japan, they split these works into “jobs”, employ workers corresponding to respective “jobs” and assign them to the specified “jobs”. In contrast, in the Japanese employment system, they do not split these works into jobs but make them the object of the employment contract in a lump. In principle, the worker is responsible for carrying out any work in the company, and the employer has the right to require it.

Of course, Japanese workers are actually engaged in particular jobs. However, it is not specified in the employment contract. It is up to the order by the employer which job a worker should carry out at the particular time. The most important essence of the Japanese employment system is that employment contract itself does not specify particular job and it is a “blank slate” in which particular jobs should be written each time. The legal character of such an employment contract can be understood as a sort of status-setting contract or membership contract. Employment in the Japanese employment system is not “job” but “membership”.
(2) Characteristics of the Japanese Employment System

Long-term employment practice, seniority-based wage system and enterprise-based trade union which are cited as the characteristics of Japanese employment system can be deduced from this essence (employment contract without job) as a corollary.

First, let’s examine the system called as long-term employment system or lifetime employment system. If you conclude an employment contract specifying concrete job as in the societies other than Japan, you should employ only personnel required in the company. If the number of required personnel decreases because of innovation in technology or change in economic situation, you must cancel the employment contract (=dismiss the worker). That is because you cannot order the worker to carry out other work than the specified job. Of course, except for the United State, employers’ right to dismiss is restricted in many societies in Europe and Asia. It is prohibited to dismiss a worker arbitrarily without just cause. However, if the job specified in the employment contract disappears, it can be just cause for the dismissal. It is impossible for the employer to continue to employ the worker whose job is lost. Yes, it is exactly “job loss”.

On the contrary, in the Japanese employment system, an employment contract does not specify the job. Therefore, even if the number of required personnel decreases, you can transfer the redundant worker to another job where workforce is short. As long as there is possibility of transfer to other jobs, the dismissal may be judged as not justified one. Of course, if the company is in a hard economic situation and the number of personnel is absolutely redundant, the possibility of justified dismissal may increase. However, in such a case, some companies pursue the possibility of continuing the employment relationship in other companies in the form of shukko (transfer to another company with original employment relationship) or tenseki (transfer to another company without original employment relationship). The focal point is the maintenance of membership. Therefore, to lose it is exactly “unemployment”. Long-term employment practice which is the main characteristic of the Japanese employment system is exactly this behavior pattern in which people give the top priority to the maintenance of membership and avoid unemployment as long as possible.

Second, let’s think about seniority-based wage system and seniority-based promotion system. If you conclude an employment contract specifying concrete job as in the societies other than Japan, you should determine the wage level for each job. As long as a worker is engaged in the same job, it is illogical to raise the wage level automatically. Of course, if the skill level of the worker increases, the wage level may be raised according to his skill level, and it can be proportional to the length of service. However, there is no exception in the point that the principle of wage determination lies in the job. This is the essence of the so-called equal pay for equal work principle.

On the contrary, in the Japanese employment system, it is difficult to determine the wage level according to the job because an employment contract does not specify the job. Of course, you can determine the wage level according to the job which the worker happens to be engaged in at the time. However, if you do so, workers would like to be engaged in the job with high pay and shy away from the job with low pay. Even if you try to transfer a worker from high-waged job to low-waged job, the worker would be reluctant to accept it. This may make the required allocation and transfer impossible. As a result, long-term employment practice cannot be maintained which require transfer across the jobs to maintain employment. Therefore, in the Japanese employment system, wage is determined apart from job. The most used indicators are length of service and age. This system is called as seniority-based wage system. Closely related is seniority-based promotion system where post and status in the company is mainly determined according to the length of service.

However, actual Japanese wage system is, based on seniority in principle, the system where workers are evaluated and there are a certain degree of difference within the wage levels. The characteristic of Japanese personnel evaluation is that it is applied to wider scope of workers than the societies with job-based wage system.

Lastly, let’s look at enterprise-based trade union. If you conclude an employment contract specifying concrete job as in the societies other than Japan, it is rational to make bargaining on working conditions for each job because working conditions are determined for each job. As long as a worker is engaged in the same job, the wage level should be the same even if the worker is employed by any employer. Therefore, collective bargaining is to be carried out at the industrial level which exceeds individual enterprise. For example, employers’ organization and trade union in the metal industry bargain collectively and determine the wage level of turners and individual companies pay the fixed wage.


On the contrary, in the Japanese employment system, it is impossible to bargain for each job because an employment contract does not specify the job. Moreover, because the wage amount is determined according to the length of service within the individual company and age, it is useless to bargain collectively at the industrial level which exceeds individual enterprise. Adversely, because wage determination is carried out at the enterprise level, collective bargaining should be conducted between the management of the company and trade union at the enterprise level. Also in the long-term employment practice, trade union must be enterprise-based organization to deal with the issues such as how to cope with the deterioration of economic situation or how to handle to transfers of workers. The organizational form to correspond this need is the enterprise-based trade union. However, because the enterprise-based union is weak in the wage bargaining, Japanese trade unions have tried to cooperate beyond enterprise level in the form of “shunto”.
2 Aspects of Japanese Human Resource Management

(1) Employment Management


In the Japanese employment system, the most important is the management at the entry stage and the exit stage because the top priority is set at the maintenance of membership. Entry into membership is hiring and exit from membership is retirement, both have very distinctive schemes. That is to say, new graduate regular hiring system at the hiring phase and mandatory retirement system at the retirement phase are the characteristics of Japanese employment management.

In the societies other than Japan, companies hire workers each time when they need workers in principle. They would not hire certain number of workers in any case without specifying the jobs which the workers should engage. And the authority to hire workers is given to the managers in the workplace who really need workers in practice. In a word, it is the basic framework that managers at the workplace can hire necessary workers and dismiss unnecessary ones within the scope of budget.

On the contrary, in Japan, a scheme is socially established in which companies hire new graduates as workers simultaneously at the turn of fiscal year when students graduate from schools and universities. In practice, it is general practice to make reservation for hiring in the form of tentative hiring decision before the hiring day (namely, from the days in school or university) to work from 1st April. Legally, the tentative hiring decision itself is regarded as conclusion of employment contract. Workers are ordered the job which they should engage actually at 1st April. Before then, the contract is completely employment contract without job. And the authority to hire workers is not at the hand of managers in the workplace but is centralized to the personnel department. Because important is not individual jobs but long-term membership in the company, the judgment whether such a relationship is established or not should belong to the personnel department.

In the societies other than Japan, the principle is that a company may dismiss a worker when it no longer needs him. Only United States admits dismissals without just cause on the principle of “employment at will”, and European countries restricted the right to dismiss more or less. But it is considered unavoidable to adjust workforce in accordance with business fluctuations. In contrast, economic redundancy is more strictly restricted than general dismissal in Japan. Companies are required to avoid dismissals by means of reduction in working time and wage or transfers before resorting to redundancy.

Thus trying to minimize dismissals, Japan has a system to exclude workers based on their age across the board, mandatory retirement system. Mandatory retirement system is necessary because labor cost increases according to workers’ age in the seniority-based wage system and they must be expelled from the company across the board at certain stage. At the same time, the existence of mandatory retirement system has some effect to increase employment security in the meaning of not be dismissed until mandatory retirement age. Therefore workers accept the system.

Between the entry and the exit, workers are engaged in concrete jobs. Here is also distinctive system, regular transfer system. In this system, workers are in principle transferred to another job periodically. With this job rotation system, workers are required not only to master particular job but to experience and master various jobs within the company. This means that workers can hardly become expert in particular job. It is disadvantageous condition if the worker wants to change the company. In the societies other than Japan, workers can be hired by another company at a higher wage level by mastering particular job. Regular transfer system reduces this possibility. Therefore, companies adopting regular transfer system must reinforce employment security for workers until mandatory retirement age. With regular transfer, worker’s wage increases and his position rise (promotion).

In both hiring and transfer of workers, the principle is not to assign a worker who is skilled in particular job to the necessary post but to assign a worker who is inexperienced and unskilled in particular job to the post. Thus, in-house education and training becomes important. In the societies other than Japan, workers are required to take education and training course outside the company before getting the job. On the contrary, in Japan, companies give education and training to make workers carry out certain jobs. The most popular education and training style is OJT (On the Job Training) in which workers acquire the skills through practical work at the workplace.
(2) Remuneration Management

The characteristic of remuneration management in Japanese employment system is said to be seniority-based wage system. Though it is true, what is more essential is that it is not wage system corresponding jobs but remuneration based on membership to the enterprise.

The most important characteristic of Japanese wage system is that monthly salary system is also applied to blue-collar workers in factory. In the societies other than Japan, while monthly salary system or yearly salary system are applied to white-collar workers, hourly pay system is commonly applied to blue-collar workers. Adopting hourly pay system means that wage is paid by the unit of labor input. In contrast, adopting monthly salary system means that the salary has a nature of remuneration based on the status of the worker separated from the unit of labor input. However, monthly salary system in post-war Japan is hardly monthly salary system in a strict sense because it is very unique system which accompanies overtime pay and holiday pay if the worker works overtime or on holiday. Rather, we may say that something like cross between monthly salary system and hourly pay system is applied to both white-collar workers and blue-collar workers.

The concrete mechanism which generates seniority-based wage system is regular pay increase system. Worker’s pay is increased periodically (normally once a year) after hiring irrespective of his job. However, the amount of increase is not equal. Rather, the Japanese characteristic is that even blue-collar workers undergo performance evaluation and highly evaluated worker get great wage increase and lowly evaluated worker get small wage increase. In the societies other than Japan, blue-collar workers are normally excluded from performance evaluation. Their wages are determined by only jobs and skill levels. What are evaluated in Japan are not always objective factors such as job performance. Rather, the main factors of evaluation are subjective factors such as the ability to perform the job, eagerness to work and effort. What is required is loyalty to the company.

In the Japanese employment system, promotion in the status in the organization has a nature not only of personnel transfer based on the necessity of the company but also of remuneration to the worker, as seniority-based wage system and seniority-based promotion system are used exchangeably. Not only white-collar workers but also blue-collar workers expect promotion (not only pay raise) and are involved in promotion rat race. Therefore, the organizational structure of Japanese company set overly detailed ranks of status which is not necessary in practice but workers can go up the ranking order gradually. However, there is a limit in the statuses which can be obtained by promotion. Therefore, many companies have introduced skill-based grade system setting grades for each worker valid in the company, which has certain relationship with the organizational status but not directly linked with it. With this system, workers are given a status as remuneration in the form of promotion in grade.

In addition to regular pay increase system, a large amount of bonus which is normally paid twice a year is also the characteristic of Japanese wage system. Bonuses are paid to both white-collar workers and blue-collar workers. The amount of bonus is paid in proportion to the length of service but, at the same time, is calculated considering the worker’s performance evaluation. Retirement allowance system favoring workers with long-term service extremely is also unique characteristic of Japan. Moreover, fringe benefit costs such as housing, foods and leisure occupy the constant proportion as non-wage labor costs. These can be seen as remunerations based on membership.
(3) Industrial Relations


The characteristic of industrial relations in Japanese employment system is said to be enterprise-based trade union. Though it is true, what is more essential is that the organizations which are called as trade unions in Japan are organizations representing all employees in the company including white-collar workers and blue-collar workers. Such organizations are established as statutory employees’ representative organizations separated from trade unions which are organized at the sectoral level in European countries. In a word, the distinctive feature of Japanese industrial relations is that both employees’ representative organizations which carry out labor-management consultation and trade unions which carry out collective bargaining and labor dispute are integrated at the enterprise level.

At present, the main function of most trade unions is carrying out labor-management consultation as employees’ representative organizations. In particular, they carry out the activities such as obtaining necessary information from the management, discussing among trade union members and communicating the opinion to the management when they are compelled to large scale transfers among jobs caused by technological innovations or when they are faced with corporate restructuring caused by deterioration of financial situation. The purpose of the consultation is normally focused on maintaining the membership of workers in the company and therefore they would accept to compromise in the working conditions such as wages. This function was adequately showed in the depression after oil crisis.

On the other hand, Japanese trade union has an important role to bargain collectively with management on the improvement in working conditions including pay raise as a trade union defined in Trade Union Law. However, as mentioned above, Japanese wage system is seniority-based wage system separated from job and wage is increased every year by regular pay increase system. Therefore, the purpose of collective bargaining focuses on raising the amount of pay increase at the time of regular pay increase. However, respective wage amount of each worker is not determined in this bargaining. In the societies other than Japan, wage levels are determined by collective bargaining. In Japan, what is determined in the collective bargaining is increment of average wage level which is the amount of personnel costs divided by the number of employees. This is called “base up”. Therefore, determining wage levels of individual workers is left to personnel evaluation.

Thus, Japanese collective bargaining within company, which focuses on labor cost in individual company and not on standard setting applied uniformly across the companies, tends to be restricted with the ability to pay of the individual company. If only one company raises the pay level and therefore increase labor cost, it risks losing the market share because of disadvantage in competition conditions. Therefore, Japanese enterprise-based trade unions organized sectoral federations and carried out collective bargaining simultaneously in the spring so that they got averaged pay raise across the board. This is called “shunto” (spring offensive).

While labor-management consultation and collective bargaining are industrial relations in peacetime, labor disputes are industrial relations in “wartime”. Enterprise-based unions are not always peaceful partners. Rather, enterprise-based union tends to go mudslinging contest when its relation with the company degenerate, because enterprise-based union is full member of the company while sectoral union is outsider for the company. In the societies other than Japan, dispute actions are generally strikes in which union members collectively stop their work. In Japan, harassing dispute actions such as workplace occupation, bill sticking and using annual paid holidays to disrupt the business operation are frequently used.

However, these labor disputes occurred frequently in 1950s for private sector and until 1970s for even public sector. Nowadays, it is difficult to find labor disputes except for some minority union groups which militant unions of the days have survived as Diasporas.

(4) New Challenges


Though above is the basic framework of Japanese employment system, we must make one reservation. Those who this system are applied to are only regular workers. There are a large number of non-regular workers in Japan. Human resources management for non-regular workers is completely opposite to that for regular workers. The most important point is that they do not have membership in the company and they conclude employment contract (often fixed-term) based on concrete jobs (often unskilled labor). Therefore, neither long-term employment practice nor seniority-based wage system is applied to them. They are normally denied to join enterprise-based unions.

They are normally hired each time when the company needs workforce. The authority to hire non-regular workers is given to managers in each workplace which needs workforce concretely within the limit of the budget. When they become unnecessary, they are practically dismissed in the legal form of expiration of fixed-term employment contract. As they are hired based on the jobs, they are not transferred in principle. They continue same jobs even if their contracts are renewed repeatedly. For the same reason, they hardly undergo in-house education and training (excluding the most basic training).

They are paid on hourly basis and their wage level is determined by the demand and supply in the external labor market regardless of companies. In most cases, their wage level is low wage which is just above regional minimum wage level. Because the level is determined outside the company, their pay is not increased even if their contracts are renewed repeatedly and actually become long-service workers. Also, the comprehensive personnel evaluation which is carried out for regular workers is not applied to non-regular workers. Normally, they are excluded from bonus and retirement allowance and even from welfare facilities for regular workers.

They are denied membership of enterprise-based unions. When the labor-management consultation is carried out in the situation of corporate restructuring, it is considered the norm to terminate the contract of non-regular workers for the sake of employment maintenance of regular workers. The yearly pay increase in shunto is applied to only the wages of regular workers and it affects to the wages of non-regular workers via the expansion of the whole economy.

Until certain time, the main components of non-regular workers were house-wife part-timers whose main role is housework and student part-timers whose main role is studying. For them, above-mentioned differences with regular workers were not serious problems because their identity as house-wife or student is more important then their membership in the companies. However, recently, there appeared a large number of young workers who work as non-regular workers (“free-ters”) even after the graduation from school or university. Women workers who are forced to work part time because of their family responsibility also increased. In such situation, the irrationality of the differences becomes social problem.

How to resolve this problem is very complicated task. Because it touches the foundation of Japanese employment system, balanced debate is required.

