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Chapter 2: Historical Development
Section 1: Long-term Employment Practice
(1) Employment Relations at the Take-off Stage


In considering the employment relations, we must go back to the beginning of the 20th century, because it was the time when Japan’s industrialization took off. The first thing that draws one’s attention is the extremely high rate of labor mobility at the time. The most conspicuous characteristic of Japanese workers was NOT their long-service or loyalty to the company. Completely opposite!

One factor which contributed to this high rate of mobility was that the workers were people from farm villages who have temporarily left their homes for short terms. They are called “Dekasegi” workers. But another factor was that, in the case of skilled workers, the labor supply was limited and that therefore these workers could find new employment rather easily. Also, in order to become really skilled workers, it was their advantage to move from factory to factory and to accumulate a variety of experiences. And the possibility of increasingly high wages came with the accumulation of experience.

The outstanding research of labor situations at the beginning of 20th century, “The Conditions of Factory Workers” (Report of Ministry of Agriculture and Commerce) reported that:


There were quite a number of those apprentices who would choose to move to another factory, rather than remaining as apprentices after acquiring some skill at one factory, even before their terms were completed, and finally become the so-called migratory factory hands.


The high mobility rate was not only among the apprentices but also among the regular workers:


Though the rate of mobility among mechanics is somewhat lower than among workers in cotton spinning and weaving, it is still extremely high in comparison to that of ironworkers in America and Europe. Especially, in such areas as are need of skilled workers, there are many who lightly move to other factories on the promise of a slightest pay increase. And there were a very few workers who settled on this particular job from the beginning with an intent to stay with it for life.

Japanese workers were more mobile than their American or European counterparts! Even slightest pay increase could attract workers to move to another factory! There were little attachment or loyalty to the company!

In such a situation, the duration of worker’s service was naturally short. According to the above-mentioned report, about half of all workers have a continuous work period of less than one year. The turnover rate of workers in the course of one year was one hundred per cent!
Worker’s Period of Service (Male) (%)

	
	-6 month
	6m -1 year
	1-2 years
	2-3 years
	3-5 years
	5 year -

	Mechanics
	12.9
	39.6
	6.6
	17.8
	11.4
	11.7

	Printers
	23.8
	18.3
	18.8
	11.8
	11.4
	15.9

	Textile workers
	29.2
	19.7
	17.6
	12.0
	12.7
	8.9


(Excluding women workers who regularly work for a few years)

The above quotations present a concrete picture of the employment situations at the take-off stage of industrialization in the beginning of the 20th century. There can be found no trace of “life-time commitment” or “familial relations between labor and management”. Factory owners complained of the slackness in the observance of the rules of the apprentice system and of the fact that it was impossible to retain good skilled workers because of the high mobility rate among them.

You should realize that Japanese Employment System is NOT the legacy or inheritance from the medieval age. It is NOT feudal social relations, but it is an innovation!

(2) Industrialization and Turmoil in Industrial Relations

Industrialization in Japan reached a second stage of development in the time of Russo-Japanese War (1904-1905). Heavy industries began to develop. Manufacturing techniques became more sophisticated and the work process became more specialized. In response to this development, serious measures were taken to by large factories to train and develop skilled workers. The able workers were selected by management and sent to public technical schools, where they received special training. 


There also had occurred a change in the character of the workers. In the previous days, the majority of the workers were the artisan type who earned money and wasted all of it in a day. They even boasted not to have money overnight. Now, the workers have gradually had a character like that of the student. The student-like character was a result of the spread of education (The diffusion rate of compulsory education was 50% in 1891, 80% in 1900 and 97% in 1907). The percentage of workers having completed primary school education was proportionately higher in large scale factories.

In this situation, it was no longer wise to leave the task of on-the-spot work supervision solely in the hands of master worker (boss worker) who only had his experience to count on. Until then, boss workers supervised the workplace. Management was interested in only finance and marketing. Boss workers had strong emotional relationships with normal workers. Management only controlled boss workers to command the workforce. But now, the technicians who previously stayed in the office went into workplace as direct supervisors. The figure of the boss workers disappeared from the scene, and the foreman appeared in his place. This shows the beginning of human resources management in Japan.

This destroyed the mutual understanding that had existed until then between labor and management through the medium of the boss worker. It caused the workers’ discontent to build up dangerously high, finally making it break out in action. Lots of labor disputes occurred in the background of dismissals and reduction in wages following the war’s end. Because of the end of Russo-Japanese War, many firms carried out dismissals and wage cuts. It was very normal behavior in that days but caused turmoil. Before then, when a company intended to dismiss workers, it entrusted that to the boss worker, who ordered the workers to leave the factory and pay some allowances.
(3) The Development of Management Paternalism

Many people misunderstand that Japan’s management paternalism can be traced to directly feudal era. But it is not the case. In those days, the family-like relationship already disappeared in any large or medium-sized factories and it was replaced by money relationship. Employment was based on contract. With higher rate of mobility, family-like relationship was utterly meaningless.


Management paternalism was concocted by employers in the age of labor turmoil.
As a means of dealing with the turmoil in labor relations, the traditional master-servant relationship, “paternalism,” was established.

From then on, the employer’s warm feeling was stressed. The workers’ mutual relief system quickly spread throughout Japan in a short time. The mutual relief program operated on a fund created by contribution of the workers and employer. Relief money was paid out of the fund in cases of death, injury and old age. Through this mutual system, there came the relationship in which the employer looked after his workers.

Another institution which served the purpose of stabilizing the labor relations in this period was the system of training workers by the companies. In the initial stage, such training was relegated to public organizations. But soon, factories began to train workers by themselves. One reason for this was that workers aspired to become all-round skilled workers and desired to move from factory to factory. The graduates of workers’ school desired to get employment at such factories that would provide them with ample opportunity for improving their technical skill and gaining experience in various type of work. However, the employer wanted the type of workers would stay at his factory permanently.

Thus, a system whereby young workers were given technical training by management, with their clothes, room and board also provided by the employers. And the employers instilled into the trainees a feeling of deep loyalty towards them so that workers would be willing to work permanently at their factories. From the middle of 1910s, this type of “reared-from-juvenile” (“kogai”) workers grew steadily in number, constituting a significant proportion of workforce of factory. There developed a strong familial relationship between these “reared-from-juvenile” workers and their employers.

Thus, an entirely new form of employment relations represented by such terms as management paternalism and warm-heart principle was established. These were not continuously traditional. But they were once forgotten and remembered again. They can be said “discovered or invented traditions.” The workers’ mobility rate dropped (60%-70%). Their period of continuous service lengthened. The industrial relations in general stabilized.
(4) The Establishment of Long-term Employment System in Large Companies

Management paternalism got underway around 1910 with favorable conditions. But it was soon plunged in disorder owing to the sudden expansion of economy resulting from the First World War. The shortage of skilled labor stimulated labor mobility. Even workers who had been trained at great costs by a particular company were often lured away to other factories by higher wages. The turnover rate climbed back to above 100%. The labor disputes became widespread.

To cope with this situation, the companies took measures to strengthen the worker’s welfare facilities. Dispensaries and hospitals were set up with company funds to deal with sickness and injuries. The families of workers were also offered medical service at reduced rates. Then, there was no public health insurance system (The first Health Insurance Law was enacted in 1922). Company houses were built to solve the housing problems. The care of the workers by management began to expand to even workers’ daily lives.

In addition, large companies adopted a new system for the sake of stability of employment relations. It was a system of hiring workers only at a fixed time in the year and of pay raise at regular intervals. Under this regular hiring system, employees were hired only on such occasions as graduation from school or completion of military service. They were not hired at any other times, and men who had worked previously with other companies were excluded. This meant that a worker who had once worked with a large company and quit it could not get employment in another large company again. They could find jobs only in small-and-medium-sized companies.

The new system of regular pay increase was introduced as a means of lengthening the period of the workers’ continuous service. This resulted in the wage system in which the duration of service becomes the greatest determining factor. This seniority-based wage system gave a great impetus to the workers for staying with one company for a long period of time. It was because, under the system, leaving a company early meant loss of expected pay increase.

Parallel to this labor market reorganization, industrial relations themselves underwent a change at this time. As the terms of continuous service became long, there occurred a rapid rise in the number of works councils (employee representatives).


From around the middle of the 1920s, the rate of the workers’ mobility in large-scale companies rapidly declined to around 50% and the period of continuous service became longer.
(5) Voluntary Retirement System and Temporary Worker System

Large companies developed institutional innovations during the 1920s in an effort to maintain their reputations for paternalism, while surviving the economic downturns. They were a voluntary retirement system and a temporary-worker system. Loss of flexibility on the one hand should be compensated on the other hand.

When a recession forced employers to reduce their workforce, they carefully designed a procedure for dismissal. Large factories proposed augmented dismissal compensation and asked for workers who would voluntarily retire until the number of necessary dismissals was reached. The word “voluntary” meant that dismissals were the result of consent rather than unilateral imposition. In addition, many large firms expanded the retirement allowance plans. If retirement was initiated by the employer for business reasons (i.e., voluntary retirement), a special increase was added to the full benefit. Such retirement allowance plans prevailed in large establishments and then gradually spread among medium-sized firms toward the mid-1930s. The voluntary retirement system and retirement allowance plans were effective in moderating labor disputes associated with dismissals. In some companies, works councils served to communicate managerial decisions, discuss retirement allowances, and cooperate in soliciting voluntary retirement.

Another innovation of Japanese management was the temporary-worker system. Starting in the early 1920s, large companies gradually changed the status of temporary workers. Before the change, a temporary worker would be promoted to a regular worker after a six-month trial period, provided his performance was satisfactory. After the change, the status of temporary workers was often fixed indefinitely. Before then, temporary work meant just probationary period. After then, it became “status.” Most employers provided a significantly lower level of wages and benefits to temporary workers than the wages paid to regular workers, even though they performed similar tasks. In addition, temporary workers were denied employment security. It was an established policy to hire temporary workers first when business picked up and to fire temporary workers first when business slowed down.
(6) War-time Regulation on Mobility and Long-term Employment


Under the war-time regime from the outbreak of the Sino-Japanese War, the military government regulated the mobility and wage control in private companies. The labor shortage intensified toward the end of the 1930s, and turnover of workers began to surge. Starting in 1939, the Japanese government launched a series of regulations to restrict labor mobility and to control labor allocation.

The government set up the National Registration System, which required workers who possessed special skills to be registered with the government. The Employee Hiring Control Ordinance of 1939 prohibited workers in heavy industry from changing jobs without the permission of local governments, but had little effect in reducing turnover. The Employee Turnover Prevention Ordinance of 1940 then prohibited employers from hiring technicians and production workers in military-related industries. The two ordinances were largely ineffective, as both employers and workers kept engaging in illegal hiring and job switching, finding loopholes in the regulations. In 1942, the government replaced them with a stricter measure, the Labor Adjustment Ordinance, which forbade employment, dismissal, and voluntary separation of workers in important industries without government permission. This Ordinance finally succeeded in suppressing job turnover.

 At the same time, to increase the supply of skilled workers, the government encouraged in-house training based on the practices adopted by large establishments since the late 1910s. The Skilled Employees Training Ordinance of 1939 required employers to provide three-year training programs within a company to foster “skilled mainstay workers.” Pre-war practices were carried out for the sake of companies’ interest. But war-time regulation established them as a national objective (even to reluctant employers).

The Japanese government implemented stringent wage control regulations. The government urged employers to set up works councils (Industrial Patriotic Front). These regulations also strengthened the long-term employment system.
(7) The Postwar Establishment of Long-term Employment System

After the Second World War, Japan went through the greatest political and economic reorganization since the Meiji Restoration. Immediately after Japan’s surrender in August 1945, the nation was placed under the indirect governance of the GHQ, which forcefully implemented demilitarization and democratization of Japan. There was an explosion of the labor movement led by radical leaders, who were often communists, under the slogan of “democratization of management.” Then, the largest confederation was SAMBETSU, second was moderate SODOMEI. While management was unable to fight back in the midst of economic disorder and political turmoil, many trade unions won extremely favorable collective agreements, achieving the long-sought abolishment of status discrimination between white-collar and blue-collar workers, direct participation in management, generous wage increases, and various corporate welfare benefits.

In 1949, GHQ implemented a drastic deflationary policy, the Dodge Line, intending to bring the Japanese economy under a free market mechanism. In the immediate postwar years, the government had kept tight market control and had heavily subsidized private manufacturing companies, which enabled large firms to maintain workers and pay the relatively high wages their trade unions demanded. As generous government subsidies were suddenly terminated, employers were compelled to take up drastic rationalization plans (= large scale dismissals). The postwar recession posed a serious challenge to Japanese business leaders’ commitment to corporate paternalism. Japanese trade union leaders also learned the hard lesson that their unrestrained demand during the recession might hurt the companies themselves.

The announcement of the rationalization programs by employers provoked the strong protest of trade unions. Thus, the most violent and prolonged labor disputes in Japanese labor history took place between 1949 and 1954, involving major manufacturing companies, such as Toshiba, Toyota, Nissan and Hitachi. Enterprise-based unions led by radical leaders went on strike, demanding complete withdrawal of dismissals. In response, employers instituted a voluntary retirement system and proposed augmented retirement allowance plans. In almost all the major strikes during 1949-54, radical trade unions eventually lost. In the process of a prolonged strike, radical leaders gradually lost support from rank-and-file union members, and eventually so-called “second unions” were formed by moderate members. Management concluded an agreement with the second union and solicited voluntary retirement, while dismissing radical union leaders because of disobedience. After the strike, the second union typically became a new enterprise-based union of the company. In exchange for their cooperation with employers in rationalization plans and productivity improvement, those trade unions demanded a fair share of the pie and participation in management in the form of joint consultation.

In 1950s, company-based welfare policy spread widely and became a main characteristic of Japanese-style management. Biannual bonuses, housing and family allowances, health insurance and pensions, retirement benefits, and medical, athletic and recreational facilities were widely adopted by large companies. Personnel policies, such as in-house training programs and internal promotion based on both seniority and supervisors’ subjective evaluations, were fully extended to regular blue-collar workers in large manufacturing companies. After the costly anti-dismissal strikes in the early 1950s, employers once more recognized the importance of employment security for regular employees. Thus, the practice of long-term employment, which had been advanced by a small number of firms since the 1920s, spread among large and medium-sized firms in the economy. As a consequence, the turnover rate of manufacturing workers in Japan remained one of the lowest among industrialized countries throughout the postwar period (under just 20%).
Thus, by the early 1960s, it became an established practice for Japanese employers to circumvent dismissals for business reasons by any means, resorting to reduction in working hours, transfers within company or to another company of regular workers, temporary leaves with pay, separation of temporary and outside workers, suspension of new recruitment, and voluntary retirement of regular workers. In parallel development, the courts gradually accumulated case laws that restricted the right of dismissal by requiring employers to provide “just cause.” In particular, judicial decisions established standard requirements employers should satisfy before resorting to dismissals for business reasons.
By the early 1960s, a distinct and stable employment system emerged in Japan, in which employment relations in private firms were reinforced by legal systems, labor markets, state welfare policies, education systems, and norms in society.
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Figure 1. Separation Rates of Manufacturing Workers, 1923-200:
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