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Chapter 2: Historical Development
Section 2: Seniority System
(1) Labor Market at the Beginning of the 20th Century

The labor market in Japan at the beginning of the 20th century was very flexible with a very high rate of labor turnover. The average annual labor turnover rate was 100%, and the average length of service of workers was as short as 12 months. Only 10% of the total workers remained in the same company for five years.

At the time, the formal apprenticeship system was not established as the system for training skilled workers in Japan. Thus, systematic training was not practiced, and “learning by doing” became the general way of skill formation. This was quite different from European traditional apprenticeship. Young workers tended to move from one factory to another factory not only to enter more favorable working conditions but also to acquire more varied working experience. If he remained one factory, he could not get new skills. Workers moved freely within the labor market, so wage levels came to be determined to a certain extent by the market mechanism.

However, the wages for individual workers were decided by their employers, or more specifically through the skill evaluation conducted by their “boss workers” who were responsible for the personnel management within the factory. Wages were determined separately for each individual worker, and the evaluation of skills of individual workers was not based on objective standards but it was very arbitrary and preferential. Therefore, some anecdotes told that rank-and-file workers tended to give present to their boss worker to get high evaluation. Such bribery behavior was prevalent. This led to dissatisfaction of workers who would then move to other factories.

(2) The Development of In-house Training System


Until the beginning of the 20th century, the length of service of Japanese workers with particular employers was generally very short. Therefore, the length of service or the age of a worker did not have any significant meaning on the determination of the wage of the worker, because it was the level of skills or abilities which formed the standard for the evaluation of workers by boss workers. This situation started to undergo a very rapid change around 1910. After Russo-Japanese War (1904-05), big businesses lead the era of large scale production in heavy industries such as steel or shipbuilding. Face-to-face personnel management became impossible. Boss workers were replaced by staff supervisors. But they met with strong opposition from workers. Large scale strikes broke out frequently in large factories such as army or navy arsenals. In many cases, they were incited by ex-boss workers. Dismissed boss workers incited rank-and-file workers to oppose the new supervisors in order to revenge the company.

Employers worried about how to cope with such situation. How could industrial relations be stabilized? The solution which was adopted was the formulation of solid personal relations and solid communication through the prolongation of the length of service. In order to provide this approach with its ideological foundation, the management paternalism was introduced. But it was not enough for employers just to lecture their employees on the benefits of the new ideology. They devised a number of tools to bring the ideology into practice. The most popular device was the introduction and improvement of in-house welfare facilities. The facilities played a great role in stabilizing industrial relations. Previously, boss workers took care of his rank-and-file workers in their injury, sickness or need of help. In a word, boss workers were welfare system for rank-and-file workers.

Another problem which employers should tackle was how to adapt the skills of workers to the advancement of technology. The training based on learning by doing had become inappropriate. The initiative in promoting training was taken by employers. They developed a new in-house training scheme.


Training schools were set up in many big factories. These provided, free of charge, systematic education and training to those young workers who had been employed after finishing 6 or 8 years of primary education. The course lasted for 2 or 3 years. Trainees were also provided with food, clothing and housing and other allowances by their employers. The establishment and operation of such educational and training facilities naturally created a financial burden on the companies concerned. In order to make up this cost, the firms hoped that the ex-trainees would remain with them for a long time after the completion of the course and would work there as key workers.

As major companies had introduced their technology from western countries in the course of the industrialization, there were differences in the content of skills between firms. Further, the system of technology differed between large factories and smaller ones, so that the required skills also differed between those two groups of factories. There was no universality of skills. Under these circumstances, workers trained in large factories could not necessarily improve their employment conditions by moving to other factories.

However, what was more important was the provision of favorable employment conditions for those workers who had been reared from juvenile in the companies concerned. First, efforts were made to improve working conditions and wages so that such workers could be treated more favorably than others who had been attracted from other factories. Workers reared from juvenile were offered higher wages and other benefits. Second, efforts were made to provide the workers trained in the in-house training school with a promising future. In practice, companies endeavored to assure such workers of prospects for promotion up to foreman’s or even to supervisor’s position. As for advances in wages, a mechanism for the regular revaluation of the vocational abilities of workers was developed so that the fruits of systematic training could be successfully secured.

After 1925, the effect of this development could be felt explicitly. The turnover rate reduced to about 50%, and average length of service greatly extended. Labor relations within large companies came to be quite stable. Under these circumstances, the seniority system was established at least in the first stage (Remember that this was limited within large companies!).

(3) The Mechanism of The Emergence of the Seniority System


In Japan, skilled workers were always in acute shortage. A new, young worker would thus be assigned one of the simpler jobs. While he was engaged in the job, he was also expected to learn how to do another job which was a little more complicated. When the worker who was engaged in more complicated job was promoted, the young worker would be promoted to become his successor. In this way, a young worker could expect to be promoted finally to the level of foreman after 15 or 20 years of service to the same employer. If he was a graduate of the in-house training school of the same company, the number of years necessary for the promotion to that level would be shorter.

This process of re-designing skilled jobs met no substantial resistance from skilled workers themselves, though the process could damage their occupational prestige and authority. This was because the advent of large-scale production and the job re-design process was staged before skilled workers in Japan could organize themselves into strong craft unions to defend their common occupational interests.


In western countries, on the other hand, the re-organization of skilled jobs into simpler ones was very difficult, because there were very strong craft unions in those countries, and they were very conscious of the demarcation of the occupations they represented. In contrast, in Japan, the re-organization process proceeded easily.


The most important criterion in the wage system in earlier Japan was workers’ skill. The process of job re-design was linked with this wage system. Workers would be posted at a suitable point on the scale from the simplest to the most complex jobs in accordance with their length of service and skill level, and be located on the wage scale accordingly.


However, in fact, increases in wages were given when the employer recognized that the worker had accumulated more experience and his skill level had risen. Under this wage system, they felt that the arbitrariness of employers would greatly affect the wages paid to individual workers. Workers became discontent increasingly. This was a very important cause of labor turnover. At this stage, arbitrary skill-evaluated wage was prevalent.

After World War I, the regular wage increase system gained popularity. Under this system, an employer made a revaluation of the skill, work performance, working conduct, etc. of individual workers periodically, once or twice a year, and he would allow wage increases to them depending on the results of the revaluation. The amount of wage increases might differ greatly from one worker to another.

In this connection, from the viewpoint of an employer, it was necessary that the wages of workers whom the employer wanted to retain in his company should be kept higher than the wages for newcomers who might have the same skill level as the former. This means that there were no principles of “equal pay for equal skill.” Thus, the importance of the seniority or length of service was stressed. The wages of a worker came to be increased as his length of service increased. Moreover, the rank order of individual workers at a workplace came to be determined in relation to the relative amount of their wages, which would, in turn, be related to the relative difficulty of the jobs they performed.


The seniority system and seniority-based employment relations came to be formed in this way. They approached completion in the mid 1920s. The system cannot be directly explained in terms of traditional social relationships or traditional employment practices in pre-modern Japan. The formation of the seniority system in Japan was basically an outcome of its response to the advent of large-scale factories.
(4) War-time Wage Regulation and Establishment of Seniority-based Wages

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 Japanese government implemented stringent wage regulations. In 1939, the Wage Control Ordinance put a ceiling on the starting wages of male workers in strategic sectors in order to prevent head-hunting and wage inflation. Since the Ordinance fixed wages in important industries to the levels lower than in other industries, it caused workers to move from the important industries to other sectors, contrary to the government’s intention. The government revised Wage Control Ordinance in 1940. It established maximum, minimum, and average hourly wages in virtually all industries corresponding to age, sex, occupation and region. Employers hiring more than ten regular workers were obliged to set wage rules and submit them to the local employment offices.
In 1942, the Essential Establishments Labor Control Ordinance was enacted and it authorized the government to intervene in firm-level personnel management in important industries. Government officials were sent to manufacturing establishments to supervise every aspect of personnel management, including hiring and firing, working conditions, wages and benefits, educational and recreational facilities, and job allocation. Employers were required to file written work rules and wage policies with the Welfare Ministry for its approval and to comply with its orders for any alteration. The Welfare Ministry set “model wage rules” to which companies were compelled to conform. The rules specifically stipulated a semiannual wage increase for every worker with over six months of service and regulated an average rate of increase, as well as a range of permissible increases. As a consequence, the Ordinance obligated management to give pay raises to virtually all employees according to their seniority, while allowing limited consideration of such components as skill and diligence in determining the amount of the raise. Seniority wage became a national rule! The Ordinance also required firms to appoint a personnel director and to centralize personnel management. As the application of the Essential Establishments Ordinance was extended from important industries to the rest of the economy in 1943, seniority-based wages and centralized personnel management were widely diffused among manufacturing firms.

The Japanese government imposed fewer restrictions on fringe benefits, often exempting them from wage control. To motivate workers and improve their productivity under low wages, management relied on various allowances and welfare benefits. Consequently, corporate welfare programs proliferated under wartime regulation. Attendance bonuses, overtime pay, retirement allowances, family and other special allowances diffused from large to medium- and small-sized firms. Companies also provided their employees with benefits in kind, housing, and facilities for safety, sanitation, medical treatment, day-care, and recreation. Non-wage benefits made up a greater part of the compensations during the war and they were received by Japanese workers with appreciation, under the extreme shortage of goods for basic needs.
(5) Trade Union’s Achievement in Livelihood Wages and its Reversal

During World War II, the need to pay workers at least a minimum living wage gained official sanction. After the war, the labor movement had moved well beyond the official version of the livelihood wage in wartime. The victory of the strong electric-power union (Densan) in December 1946 brought workers epoch-making need-based living wage system. The most important characteristic of the Densan wage system was that 63% of the base wage was “livelihood guarantee,” which consisted of “individual pay” (44%) based on workers’ age and “family allowance” (19%) based on the number of dependent family members. The remainder derived from “ability pay” (25%) and “seniority pay” (5%).

It was the labor version of the bureaucratic plans for a livelihood wage during the war. This link between wartime state plan and the union program was direct. The union’s wage committee which designed the Densan wage structure drew upon the wartime experience in the personnel sections of the power companies. The secretary-general of the Densan Union, Mr. Ryosaku Sasaki, was former personnel staff of a power company. This wage system became widespread soon.

In 1949, GHQ implemented a drastic deflationary policy, the Dodge Line, intending to bring the Japanese economy under a free market mechanism. Employers sought to move away from the prevailing livelihood wages. In 1949, Nikkeiren, a newly established employers’ confederation, issued a position paper which called for the elimination of livelihood wages paid without reference to the quality of an individual work. It suggested using job classifications to set wages in imitation of American practice. The job-based wages were never realized, but the move from livelihood wage proceeded. The evaluation of ability in determining a worker’s wage became important increasingly. The pre-war practice of evaluation by foremen was transformed into the more modern post-war practice of the merit evaluation carried out by management.

The post-war Japanese wage system which was completed in 1950s and 1960s is basically seniority-based, but the proportion of the evaluations of merit, ability and, in particular, attitude was fairly large. The cumulative effect on wages of high or low ratings can be substantial.

The current “seniority-based” wage system is an amalgam of pre-war management version, mid-war government version and post-war labor version.
