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I. INTRODUCTION

Using both quantitative data from national surveys and qualitative data from
our recent field research, this paper provides evidence on the recent transforma-
tion of Japan’s celebrated practice of lifetime employment (or implicit long-term
employment contracts for the regular workforce).2 Though traditional Japanese
employment practices, such as lifetime employment, are not universal pheno-
mena among Japanese firms, they apply to the core of the Japanese labor force, or
blue-collar male employees in large firms and white-collar male workers (see, for
instance, Koike, 1991). Furthermore, the employment relationship is found to be
considerably more of a long-term nature in Japan than in the United States (see,
for instance, Hashimoto and Raisian, 1985).3

Japanese employers have always felt a need to introduce flexibility into their
employment practices. Until recently, however, employers’ attempts to weaken
traditional employment practices do not appear to have produced any major
changes.4 Therefore, it is of great topical interest to find out whether Japan’s pro-
longed economic slowdown in the 1990s following the burst of the bubble economy
is finally ending these traditional employment practices. While the rhetoric of
“the end of lifetime employment” is presently rampant, concrete data on changes
in traditional employment practices are relatively scarce (Dore, 1996). We have
been collecting and analyzing such data (including both quantitative data from
national surveys and qualitative data from our own field research), and this paper
presents the first main findings from our analysis of the data.

A closer look at the recent transformation of Japan’s lifetime employment sys-
tem is of particular public policy interest. First, the practice of lifetime employment
points to an industrial relations system favorable to successful employee participa-
tion which has contributed to the postwar success to Japanese firms, in particular in

of Japanese companies who granted me the opportunities to interview them. An earlier version of
the paper was presented at the joint NBER-CEPR-TCER Conference on Unemployment, December
15–16, 2000, Tokyo, Japan and at the Japan Economic Seminar, February 17, 2001, Columbia Uni-
versity. I benefited greatly from comments made by my discussants (Nori Hashimoto, Jenny Corbett,
and Hiroyuki Chuma) and other conference and seminar participants as well as an anonymous referee,
Jeff Pliskin, and Hugh Patrick. Gabe Schwartz and Justin Nonemaker provided excellent research
assistance.

2 The term “lifetime” is somewhat of a misnomer since, except for executives, Japanese workers
have been typically subject to mandatory retirement that occurs between age 55 and age 60. A precise
definition of the practice of lifetime employment is therefore an implicit long-term employment contract
that ends at a mandatory retirement age of 55–60 for the regular workforce. In addition, the practice
of lifetime employment does not necessarily mean that layoffs never happen in large Japanese firms. It
has been documented that Japanese firms, even large ones, did lay off some of their regular employees
following the first oil crisis (see, for example, Koike, 1991; Suruga, 1998; Nakata 2000; Chuma, 2001).

3 According to Higuchi (1997), however, the difference in the importance of long-term employment
between Japan and Western European nations appears to be much smaller than between Japan and the
United States.

4 See, for instance, Morishima (1992).
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manufacturing.5 Probably as a result of these favorable environments in the post-
war Japanese economy, in particular in manufacturing, participatory employment
practices were widespread and were established firmly.6 Indeed these practices
became the hallmark of Japanese management, which has been inspiring (or ne-
cessitating in some instances) many corporations in the world to experiment with
employee involvement and labor–management cooperation in recent years (see,
for instance, Levine, 1995). In short, the practice of lifetime employment can be
considered an indispensible ingredient of successful Japanese management.

Second, it has been suggested (see Aoki, 1990, for example) that the Japanese
employment system (characterized by lifetime employment, “neuko,” enterprise
unions, extensive training, and participatory employment practices) is comple-
mentary to the Japanese financial system (characterized by stable financial cor-
porate grouping, such as banks and institutional shareholders as stable, long-term
suppliers of capital). A closer look at the recent transformation of the Japanese
employment system will provide fresh insights on a growing literature on the trans-
formation of the Japanese financial system (see, for example, Hoshi and Kashyap,
1999, and Patrick, 1998).

The economic slowdown in the 1990s (in particular the recent banking crisis)
has allegedly been eroding the environments favorable to the practice of lifetime
employment. Has the practice of lifetime employment been surviving in Japan
since the burst of the bubble economy? If so, how has it been evolving to cope
with the new environment that began in the 1990s? Are there any differences
between different sectors of the economy in the survival of lifetime employment?
Our analysis of quantitative data from national surveys and qualitative data from
our own field research on evolving employment practices in the 1990s will shed
light on these important questions.

The paper is organized as follows. In the next section, we present quantitative
evidence on changes in the prevalence of lifetime employment from the 1980s to
the 1990s, using the most recent Employment Status Survey (conducted in 1997
by Japan Statistical Bureau, Ministry of Public Management, Home Affairs, Posts,
and Telecommunications) along with the Survey in the previous years. In Section
III, we try to corroborate the quantitative evidence from the Employment Status
Survey with our field visits which provide detailed and vivid information on the
extensive use of reduced hiring and transfers of employees to subsidiaries and
related firms as alternatives to layoffs. A concluding section then follows.

II. CHANGES IN THE JOB RETENTION RATES
OF JAPANESE EMPLOYEES

Following the procedures developed by Hall (1982) and later applied to the
Japanese data by Hashimoto and Raisian (1985), we use the Employment Status

5 For participatory employment practices in Japan, see Jones and Kato (1995), Kato and Morishima
(2001), and Kato (2000) for example.

6 See, for instance, Kato and Morishima (2001).
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Survey and estimate the job retention rates of Japanese employees. Interest in
studies of the importance of long-term employment in the United States has
been rekindled recently in light of the rising popular perception of disappear-
ing long-term jobs in the United States. In response, a number of researchers in
the United States have been using CPS tenure supplements to address this popu-
lar perception (see, for example, Neumark and Polsky, 1998, and Farber, 1998).
The Employment Status Survey is the Japanese counterpart of the CPS tenure
supplements of the United States.7 The Survey is conducted every five years,
and some cross tabulations from the Survey are published accordingly.8 We re-
cently obtained unpublished tables from the 1997 Survey as well as the 1987 Sur-
vey and the 1977 Survey which contain sufficient information for calculating the
10-year job retention rates of Japanese employees for the 10-year period prior to
the burst of the bubble economy (1977–87) and the post-bubble period
(1987–97).9

As shown in Table I, in 1977, 18.55% of the civilian noninstitutional popula-
tion ages 15–19 were employees (as opposed to self-employed and not in the
labor force) and had been with the same employer for 4 years or less (or in the
0–4-year tenure category). Ten years later in 1987, 6.1% of the civilian nonin-
stitutional population ages 25–29 were employees in the 10–14-year tenure cate-
gory. According to Hall (1982) and Hashimoto and Raisian (1985), the 10-year job
retention rate of all employees ages 15–19 with 0–4 years of tenure in 1977 was

7 There is, however, an alternative dataset available for Japan, i.e., the Wage Census data. Though the
Wage Census data are obtained from an establishment-level survey and hence not comparable to CPS
tenure supplements, they provide information necessary to calculate job retention rates. For example,
Chuma (1998a) analyzed the Wage Census data thoroughly and found no evidence for the weakening
lifetime employment in the 1980s and the early 1990s. Using the most recent Employment Status
Survey data which extend the time period under scrutiny to the late 1990s, we essentially confirm his
earlier finding. In addition, the use of the Employment Status Survey allows for a comparison of the
job retention rates between Japan and the United States.

8 Hashimoto and Rasian (1985) used earlier years of the same survey for Japan and CPS tenure
supplements for the United States and compared the importance of long-term employment between
the two nations in the 1960s and the 1970s.

9 We focus on the 10-year job retention rates rather than the 15-year job retention rates that Hashimoto
and Raisian (1985) calculated since we are interested in the impact of the significant economic slow-
down in the 1990s, following the burst of the bubble economy. Our comparison of the 10-year job
retention rates between the 10-year period preceding the burst of the bubble economy and the 10-year
period immediately following the burst will allow us to detect appropriately any erosion of lifetime
employment in the post-bubble trouble of the Japanese economy. On the other hand, unfortunately,
given that prior to 1977 the Survey was conducted every three years instead of every five years,
it is impossible to calculate the 15-year job retention rates consecutively from the period prior to
the burst of the bubble economy to the post-bubble period. It is, however, possible to calculate the
15-year job retention rates for 1982–1997 and compare them to the 15-year job retention rates for
1962–1977 that Hashimoto and Raisian (1985) calculated. As shown later, this comparison reassur-
ingly confirms our key findings from comparing the 10-year job retention rates between 1977–87 and
1987–97.
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6.1/18.55 = 32.89%.10 In other words, in 1977 the average employee ages 15–19
with 0–4 years of tenure in Japan had a 32.89% chance of being with the same
employer 10 years later.11 The table also shows the 10-year job retention rates
of employees in various age–tenure categories in 1977.12 We repeated the same
calculations for the most recent 10-year period of 1987–97. The results are also
shown in Table I.13

Overall, we find little evidence for serious erosion of the practice of lifetime
employment. Specifically, among core employees of Japanese firms (or those who
are 30–34, 35–39, and 40–44 years old with 5+ years of tenure), the 10-year
job retention rate was around 80% for the bubble period of 1977–87. In other
words, four in five core employees of Japanese firms in 1977 retained the same job
10 years later. The situation changed little for the post-bubble period of 1987–97.
Approximately four in five core employees of Japanese firms in 1987 survived the
turbulent years of the Japanese economy and retained the same job 10 years later.

On the other hand, among younger employees (ages 20–24 and 25–29) and mid-
dle age employees with short tenure (ages 30–34, 35–39, and 40–44 with 0–4 years
of tenure), the job retention rates fell noticeably from the bubble period to the post-
bubble period. For example, 58% of employees ages 35–39 with 0–4 years of tenure
in 1977 retained the same job 10 years later whereas only 46% did in 1987.

10 We assume (so did prior studies) that no employees separates from his or her firm, works for other
firms for a few years, and returns to the initial firm. To the extent to which some employees follow
this pattern, the calculated job retention rates overstate the importance of long-term employment.
Unfortunately, we have no systematic data to account for this possible bias. However, in the Japanese
labor market, we speculate very few employees follow this pattern. Note that some employees on fixed-
term transfer (shukko) to subsidiaries and related firms, as we discuss in the next section, will return
to the original firm. However, since those on fixed-term transfer keep their employment relationship
with the initial firm while on transfer, it appears to be appropriate to count their time on fixed term
transfer in their tenure with the original firm. A potentially more important measurement issue with
the job retention rates arises from the fact that many of those on fixed transfer are indeed permanently
transferred and separated from the original firm eventually. We will discuss this measurement issue
in the next section more fully.

11 Hall (1982) and Hashimoto and Raisian (1985) divide the number of employees in each age–tenure
category by the civilian noninstitutional population in the corresponding age category. We follow the
same procedure in the paper. However, using the number of employees in each age–tenure category
itself instead will change the 10-year job retention rates very little.

12 We eliminated the category of ages 15–19 and tenure 5+ as Hashimoto and Raisian (1985) did
since there were very few people in this category. For 1977, the number of employees with less than one
year of tenure was available only for the age category 40–54 and was not available for 40–44, 45–49,
and 50–54 separately. We used the number of employees with one year of tenure for each of these
three age categories in 1977 to estimate the number of employees with less than one year of tenure for
each of these three age categories. Since there were relatively few people in those three age-tenure
categories, we are confident that using these estimates rather than the actual numbers will have little
impact on the 10-year job retention rates of employees ages 40–44, ages 45–49, and ages 50–54 in 1997.

13 Since mandatory retirement happened typically between ages 55 and 60 during the time period
being studied and thus the practice of lifetime employment does not apply to those over age 55, we
focus on calculating the 10-year job retention rates for employees who were younger than 45 at the
base year.
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The practice of lifetime employment is often said to apply only to male em-
ployees, and female employees sometimes serve as a shock absorber in Japan.14

Tables II and III show the 10-year job retention rates of male and female employees
for 1977–87 and 1987–97.

As expected, the 10-year job retention rates were considerably lower for female
employees than for male employees for all age–tenure categories and for both
bubble and post-bubble periods. The difference was particularly large for young
employees ages 15–19, 20–24, and 25–29. For instance, the probability for a male
employee ages 20–24 to be with the same employer 10 years later was three times
higher than for the female counterpart. Interestingly, among middle age female
employees with 5+ year of tenure, the 10-year job retention rates were around 70%
and the gender difference was not as pronounced as among younger employees
and middle age employees with short tenure.

Regarding changes in the 10-year job retention rates over time, we find more
discernible declines in the retention rates among female employees than among
male employees. In particular, among female employees ages 30–34, 35–39, and
40–44 with short tenure (0–4 years), the 10-year job retention rates fell substantially
from the bubble period to the post-bubble period. For example, female employees
ages 35–39 and 0–4 years of tenure enjoyed an almost 60% chance of 10-year
job retention for 1977–87 whereas they enjoyed only about 40% of 10-year job
retention for 1987–97.

In sum, evidence points to the enduring nature of the practice of lifetime em-
ployment, in particular for prime age male employees. The burden of downsizing
during the economic slowdown in the 1990s appears to have fallen dispropor-
tionately on young employees and middle age employees with short tenure, in
particular middle age female employees with short tenure.

Next, using the 1982 and 1997 Employment Status Survey, we calculated the
15-year job retention rates of male employees and compared them to the 15-year
job retention rates of male employees for 1962–1977 that Hashimoto and Raisian
(1985) calculated. As shown in Table IV, lifetime employment is still alive and well
for core employees ages 25–39 with 5+ years of tenure who continue to enjoy over
a 70% chance of being with the same employer 15 year later. Furthermore, com-
paring the 15-year job retention rates of male employees for 1982–97 to the ones
for 1962–77 that Hashimoto and Raisian (1985) calculated points to the enduring
nature of the practice of lifetime employment. The only age–tenure group who ex-
perienced a noticeable fall in the 15-year job retention rate is young employees ages
20–24 with 5+ years of tenure who were only 12.2% of the corresponding popu-
lation in 1982.15

14 See, for instance, Abraham and Houseman (1989).
15 Another key finding of Hashimoto and Rasian (1985) is that the importance of tenure in earnings

profiles of male employees is much greater in Japan than in the United States. There has been a
controversy over this finding. Clark and Ogawa (1992) re-estimated earnings equations of Hashimoto
and Rasian (1985) using more recent data and suggested a significant change in the Japanese labor
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TABLE IV
Fifteen-Year Job Retention Rates for 1982–97: Male Employees

1982 1997 1982–97 1962–77

Tenure Percent of Tenure Percent of 15-year 15-year
Age (years) population Age (years) population retention rate (%) retention rate (%)a

15–19 0–4 16.85 30–34 15–19 6.74 39.99 36.40
20–24 0–4 53.70 35–39 15–19 27.43 51.08 45.10

5+ 12.20 20+ 6.74 55.22 65.30
25–34 0–4 24.84 40–49 10–14 12.98 52.24 42.70

5+ 59.35 15+ 43.70 73.64 73.00
35–39 0–4 10.74 50–54 15–19 5.01 46.65 37.70

5+ 69.62 20+ 54.61 78.44 75.90

Source. Calculated from published and unpublished tables from the Employment Status Survey,
1982 and 1997.

a From Table 1 of Hashimoto and Raisian (1985).

Finally, Hashimoto and Raisian (1985) compared the 15-year job retention rates
of male employees between Japan and the United States and concluded that in
the 1960s and 1970s long-term employment was indeed more prevalent in Japan
than in the United States. We undertook a similar cross-national comparison for
more recent years. The results are summarized in Table V. Long-term employment
continued to be more prevalent in Japan than in the United States for all tenure–age
categories throughout the 1980s and 1990s. Comparing our results to the original
Hashimoto and Raisian results demonstrates that the differences in the 15-year job
retention rates of male employees between the two nations appear to be remarkably
stable over the past four decades. For instance, according to Hoshimoto and Raisian
(1985), among male employees ages 25–34 with 5+ years of tenure in the early
1960s, 73% retained the same job 15 years later in Japan whereas only 47% did
so in the United States. We found that among the same category of employees in
the early 1980s, 74% kept the same job 15 years later in Japan whereas only 48%
did so in the United States.

III. EVIDENCE FROM FIELD RESEARCH

During the summer of 1999, we conducted field research at a number of Japanese
firms. During the winter of 1999, we had written to both managements and unions,
asking to locate and assemble some specific data on their employment practices,
and detailing what kind of questions we intended to ask when we visited them

market in the 1980s, specifically a substantially diminished role of tenure in earnings profiles of Japanese
male employees in the 1980s. In response, Hashimoto and Rasian (1992) discounted the Clark and
Ogawa conclusion by providing additional evidence which is more mixed than that provided by Clark
and Ogawa (1992). Our finding of stable job retention rates over time appears to be more consistent with
the cautionary view of Hashimoto and Rasian (1992) on changes in the Japanese labor market.
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TABLE V
Fifteen-Year Job Retention Rates of Male Employees in the 1980s and 1990s:

Japan and the United States

1982 (1983) Japan (1982–97) U.S. (1983–98)

Tenure 15-year 15-year
Age (years) retention rate (%) retention rate (%)

15–19 0–4 39.99 4.59
20–24 0–4 51.08 13.92

5+ 55.22 28.45
25–34 0–4 52.24 20.13

5+ 73.64 48.14
35–39 (35–44)a 0–4 46.65 22.06

5+ 78.44 52.14

Source. Calculated from published and unpublished tables from the Employment
Status Survey, 1982 and 1997 (Japan) and CPS Tenure Supplements, 1983 and 1998
(U.S.).

a35–39 for Japan and 35–44 for the U.S.

during the summer of 1999. They took our request seriously and spent much time
and effort to prepare often confidential data for us.16

In addition to the obvious advantage of field research being detailed and allow-
ing richer analysis, there is also an added advantage. The above analysis of the
Employment Status Survey does not tell us anything about changes in the practice
of lifetime employment after 1997. It is conceivable that the impact of the eco-
nomic slowdown may be appearing only after 1997. Our field research from the
summer of 1999 provides the most recent picture of employment practices.

We introduce three cases here which demonstrate the scope and nature of
Japanese-style downsizing most vividly. All three cases are large manufactur-
ing firms in three representative industries in Japan who downsized their labor
force considerably in the 1990s. Each firm is a leading firm in its industry and is
a familiar name not only domestically but globally.

a. Firm A

Firm A is a large manufacturing firm with sales of over 3 trillion yen (nearly half
of which is export sales) and employment close to 40,000 workers in 1998. It is
publicly traded in the first section of the Tokyo Stock Exchange. The corporation
has 11 establishments in addition to its corporate headquarters.

Figures 1 and 2 summarize the changes in key characteristics of Firm A for the
past two decades. Figure 1 shows sales in 1982 yen, labor (the total number of
employees), and share price (the annual average price of stock). All variables in
Fig. 1 are relative to their 1982 levels. Note that those on fixed-term transfer to
other firms (shukko) are included in labor. We also calculated standard accounting

16 We interviewed both managements and unions to maximize the accuracy of the information. Kato
(2000) describes this field research in more detail.



500 TAKAO KATO

FIG. 1. Changes in key firm characteristics over time: Firm A. , sales; ∗, labor; �, share price.

firm performance measures such as ROA and ROE as well as shareholder returns
(a standard economic firm performance measure or rate of change in share price
plus dividend rate) and plotted them in Fig. 2. It is obvious from the tables that
in the 1990s the firm’s performance worsened and became more volatile. It cut

FIG. 2. Changes in firm performance measures over time: Firm A. , ROA; , ROE; �,
Shareholder return.
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30% of its labor force throughout the 1990s from about 57,000 employees to about
40,000 employees. This downsizing was primarily accomplished by a combina-
tion of limited hiring and transfers of workers to related firms without laying off
workers.

The firm hired over 3,000 college and high school graduates right after their
graduation in 1990. In the next three years, the firm continued to reduce this new
graduate hiring and hired about 2,000 graduates in 1993. New graduate hiring was
extremely restrained in the next four years, ranging from 482 to 62 graduates. The
new graduate hiring level did bounce back somewhat in 1998 and 1999, reaching
1,000 graduates.

As shown in Table VI, on average over 2,000 employees were transferred to
Firm A’s sales firms, other related firms, and other unrelated firms each year on
a fixed-year term (typically two-year term) for 1995 and 1996.17 Those on fixed
term transfer continue to be employees of Firm A and thus there is no break in
their tenure with Firm A. They continue to be on Firm A’s payroll. The number
of fixed-term transfers has recently declined to a little over 1,000 employees. The
status of some of those on fixed-term transfer was changed to permanently trans-
ferred (tenseki), and they were no longer employees of Firm A. Between 600 and
700 workers were permanently transferred each year for the last four years except
for the most recent year when the firm experienced a substantial reduction in the
number of permanent transfers. Since most of those permanently transferred were
on fixed-term transfer initially, these numbers suggest that roughly 30% of those
on fixed-term transfer never returned to the firm and became permanently trans-
ferred. Almost all employees on fixed-term transfer were over 50 years old and
white-collar workers. The majority of fixed term transfers are to Firm A’s sales
firms whereas permanent transfers were more evenly distributed between sales
firms and other related firms. Note that a nonnegligible number of employees were
transferred to nonrelated firms. When a worker is permanently transferred, the
firm pays his or her a severance pay of up to five years of his or her annual base
wage.

Permanent transfers do present some shopfloor morale problems. An employee
complained: “I wished I could have remained in Firm A and have attended my
daughter’s wedding as a proud employee of Firm A.” Being an employee of a
famous and prestigious company such as Firm A means status. Although a per-
manent transfer might make sense financially, many employees accept permanent
transfer with some mixed feelings.

In addition, the firm used a special early retirement incentive plan during 1995.
The amount of the incentive pay was considerable: at age 30, an early retiree was
offered 12 months of monthly pay in addition to his or her standard pension; at
age 40, 18 months; at age 50, 48 months; at age 58, 3 months. The incentive
pay induced over 4,000 early retirements (retirements before the firm’s mandatory
retirement age of 60) successfully during the year. Most early retirees were not

17 For an earlier study of fixed-term transfers, see Brunello (1988).
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FIG. 3. Changes in key firm characteristics over time: Firm B. , sales; ∗, labor; ∗, share price.

far from their mandatory retirement age of 60. The firm was again using a similar
early retirement incentive plan at the time of our field visit.18

In general Firm A’s use of part-time employees was quite modest. In the process
of this downsizing, the amount of work did not decline as fast as the number of
employees. To cope with this overload of existing full-time regular employees, the
firm increased the number of part-time employees. In January 1994, the firm had
64 part-time employees. In January 1999, the firm had 123 part-time employees: 82
(67 female) of them were engaged in clerical and other white-collar work whereas
36 (33 female) of them were engaged in simple manual tasks to assist regular
production workers (such as moving materials); and 5 of them actually worked as
production workers.

b. Firm B

Firm B is a large manufacturer with sales of a few trillion yen (about one quarter
of which is export sales) and employment close to 20,000 workers in 1998. It is
also listed in the first section of the Tokyo Stock Exchange. The firm has over ten
establishments.

Figures 3 and 4 summarize changes in key characteristics of Firm B for the
past two decades. Firm performance continued to worsen in the 1990s. It cut
almost 50% of its labor force throughout the 1990s. This downsizing was primarily
accomplished by a combination of limited hiring and transfers of workers to other
firms without laying off workers.

18 Since many of those taking early retirement options were nearing their mandatory retirement age
of 60 and were scheduled to retire in a few years anyway, it is somewhat unclear how effective the
early retirement incentive plan was as a means of downsizing.
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FIG. 4. Changes in firm performance measures over time: Firm B. , ROA; ��, ROE; ——,
shareholder return.

Firm B hires college and high school graduates right after their graduation as
regular employees and rarely hires those with full-time work experience. The only
recent exception was during 1990 and 1991 when over 100 experienced workers
were brought in from other industries. In 1990 and 1991, the firm was starting a
new business and needed a large number of experienced workers quickly. The firm
did not engage in any active raiding of these employees from other firms yet it
did use a headhunting firm to identify a few key employees and sought them after
aggressively.

Until the early 1990s, approximately 1,000 new college and high school gradu-
ates were hired upon graduation. Since 1995, however, the firm has cut its hiring
by nearly two thirds. The firm’s recent reductions in hiring were more acute for
white-collar occupations than for blue-collar occupations. For example, in 1991,
the firm hired 800 workers into white-collar occupations (most of them were col-
lege graduates) white it hired only 150 in 1999.

In parallel to a hiring cut, like Firm A, Firm B used employee transfers as a
main device of downsizing. Most important is fixed-term and permanent transfers
to other firms. From 1991 to 1993, the firm transferred on average over 1,000
employees (about two thirds of them white-collar) a year to various firms on
a three-year term. The number of fixed-term transfers rose dramatically for the
following three years, amounting to on average 3,000 employees (half of them
white-collar) dispatched to other firms every year. The level of transfer activity
has returned to the 1991–93 level; i.e., about 1,000 employees (the majority of
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them white-collar) have been transferred to other firms on a three-year term every
year for the last two years (1997 and 1998).

The firm sought possible fixed-term transfer outlets among its related firms first.
However, given its magnitude, it was impossible to find all necessary transfer out-
lets among those related firms, and therefore the firm worked hard to cultivate
alternative transfer outlets, including nonmanufacturing firms, such as salesper-
sons for wireless phones, and the public sector, such as schools. Normally, those
who are considered for transfer will be consulted by the immediate supervisor
in advance. The extent to which this consultation takes place depends on how
familiar transfer outlets are to these transfer-bound employees. Some outlets are
familiar places for its employees in which many of their former colleagues are
working as a result of transfers in the past. Transfers to such familiar places do
not require careful consultation. On the other hand, transfers to some unfamiliar
firms require thorough consultation. As previously mentioned, the typical term
of transfer is three years. However, in reality, many of those on fixed-term trans-
fer became permanently transferred and never returned to the firm. Normally,
only those who were transferred on a fixed term to help the firm’s subsidiaries
and related firms as technical advisors return to the parent firm after the term
is over. As such, fixed-term transfers are viewed as a first step for eventual per-
manent transfers by many employees. Typically, near-retirement employees are
approached for possible transfers. Only employees over age 55 are subject to
permanent transfers. Both union and management argue that those who are 55
or older and already on fixed-term transfer often prefer to be permanently trans-
ferred and continue to work there till the mandatory retirement age of 60 rather
than returning to the firm and spending several years at the original firm before
retirement.

Over 1,000 employees were permanently transferred on average every year
from 1991 to 1993. About 70% were white-collar employees. The number of
permanent transfers increased to nearly 4,000 (about half of them white-collar)
per year on average during the next three years. Permanent transfers leveled off
somewhat recently, and about 2,500 employees were permanently transferred every
year on average during the last two years. When an employees is permanently
transferred, Firm B pays him or her a severance pay which compensates for any
loss in income as a result of leaving Firm B prior to the mandatory retirement age
of 60.

Firm B used to use transfers of production workers to other plants within the
firm (haiten) more heavily in comparison to transfers of such workers to other
firms.19 However, in the 1990s, transfers to other plants within the firm became
an insignificant practice; i.e., only 200 employees were transferred to other plants
within the firm throughout the 1990s. This reflects the comprehensive nature of
Japan’s economic slowdown in the 1990s, in particular for Firm B in which nearly
all of its product lines experienced sharp declines in demand. In addition, transfers

19 For an earlier study of transfers of workers to other establishments within the firm, see Kato (1991).
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FIG. 5. Changes in key firm characteristics over time: Firm C. , sales; ∗, labor; ∗, share price.

to other plants within the firm often involves relocation of employees on transfer
and their families, and increasingly more employees prefer transfers to other firms
in the same vicinity (thus not requiring relocation) to transfers to other plants
within the firm which necessitate relocation.

For production workers, the firm successfully induced early retirements in the
1990s. On average approximately 500 production workers nearing their retirement
age of 60 have taken an early retirement option every year since 1991. The firm has
been offering a significant financial incentive for early retirements. For example,
if a worker takes an early retirement option at age 50, he or she will receive
over $150,000 which amounts to roughly two years of earnings (base wage plus
bonus) in addition to his or her normal pension. The amount of an incentive
pay for early retirement decreases as one decides to reitre closer to his or her
mandatory retirement age of 60. For example, if a worker retires one year prior to
the mandatory retirement age, he or she will get only about $30,000 in addition to
his or her normal pension.

c. Firm C

Firm C is a large manufacturer with sales of four trillion yen (about one fifth of
which is export sales) and employment of over 65,000 workers in 1998. It is also
listed in the first section of the Tokyo Stock Exchange.

Figures 5 and 6 summarize changes in key characteristics of Firm C for the past
two decades. As shown in Fig. 6, firm performance continued to worsen in the
1990s, and the firm’s after-tax profit became negative in 1998 for the first time. It
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FIG. 6. Changes in firm performance measures over time: Firm C. , ROA; ��, ROE; ——,
shareholder return.

slashed almost 25% of its labor force throughout the 1990s.20 Like Firms A and B,
this downsizing was primarily accomplished by a combination of limited hiring
and transfers of workers to related firms without laying off workers.

As shown in Table VII, until the early 1990s, every year Firm C had hired
around 4,000 college and high school graduates as regular employees right after
their graduation. The firm reduced its hiring drastically (by three fourths) in the
latter half of the 1990s, hiring only 800 to 1,100 per year. The hiring cut has
been more acute for high school graduates than for college graduates. As such,
the proportion of college graduates has doubled from about 35% in early 1990s to
70% or more in the second half of the 1990s. In addition to hiring new graduates,
the firm engaged in a small number of mid-career hires. Until only recently such
hires were quite rare, constituting less than 3% of the total hires. However, the
firm increased mid-career hires and now such hires constitute 8–11% of the total
hires. Those mid-career hires were mostly young professionals, such as system
engineers and financial analysts, in their 30s. The firm does not engage in any
active raiding of employees from other firms yet does use a headhunting firm.

In addition to a hiring cut, like the above two cases, Firm C’s primary mechanism
of downsizing is transfers of its employees. Unlike Firm B, however, Firm C still
uses transfers of employees to other establishments within the firm. Specifically,

20 As shown in Fig. 5, unlike Firms A and B, Firm C has not experienced a serious decline in sales.
Yet the firm has been downsizing its labor force in response to worsening profitability, measured by
ROA, ROE, and shareholder returns. What has been causing Japanese firms to downsize their labor
force is an important and interesting question. However, it is beyond the scope of this paper.
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in 1991 through 1993, 290 production workers were permanently transferred from
the home appliance division to the industrial appliance division. Both divisions
require similar skills, yet work in the industrial appliance division tends to be
more physically demanding. Since both divisions are in the same vicinity, these
permanent transfers did not require any relocation of these employees. In 1992 to
1993, 190 white-collar employees (mostly engineers) were permanently transferred
to the firm’s sales department. Engineers who were designing various appliances
ended up working in sales. This represents a substantial change in the nature of work
and relocation. From 1993 to 1995, 750 employees, including both blue-collar and
white-collar, were permanently transferred from the home appliance division to
other divisions within the same vicinity. From 1994 to 1996, 210 employees (both
blue-collar and white-collar) were transferred permanently from the home appli-
ance division to the information technology (IT) division in the same city. Most
recently, in 1998–99, 800 white-collar employees in a variety of functional depart-
ments (such as research and development, accounting, HR, sales, and marketing)
in various divisions were permanently transferred to their counterparts in the IT
division. All employees received 20 days of training on information technology.

Like Firms A and B, Firm C in its effort to downsize avoided layoffs by ex-
tensively using fixed-term and permanent transfers to other firms. As shown in
Table VII during 1989–98, Firm C had an average of about 8,500 employees on
fixed-term transfer each year. The number rose over the period and remained about
at the 10,000 level in late 1990s. Throughout the period of 1989–98 over 10% of
Firm C’s total labor force were on fixed-term transfers each year. Nearly 90% of
those on fixed-term transfers were at Firm C’s subsidiaries and other related firms.
The rest of them were in a variety of places such as government agencies. The
term of transfer is normally one to three years. Those on transfer for the purpose
of helping subsidiaries and other related firms as advisors will normally return to
Firm C after their terms. However, in the 1990s, increasingly more employees were
transferred to subsidiaries and other related firms as a result of business restruc-
turing and downsizing of Firm C (for example, transferring a business segment of
Firm C to subsidiaries). Those employees tended to have their contracts of transfer
extended and in the end be permanently transferred. Normally the official switch
of employment from Firm C to their respective firms takes place when employees
reach ages 50–55. Firm C’s mandatory retirement age is 60, and many recent per-
manent transfers can be viewed as a kind of early retirement with post-retirement
jobs arranged by the firm.

As shown in Table VII, on average, from 1989–1998 about 1,400 employees
were permanently transferred per year, and the figure was rising over the period,
surpassing the 2000 level in 1998. Nearly all of those permanent transfers were
to subsidiaries and related firms. About half of those permanent transfers were
switches from fixed-term transfers to permanent transfers. Since the average num-
ber of employees on fixed-term transfer from 1989–1998 was 8,500, each year 8%
of those on fixed-term transfer were switched to permanently transferred.

There is no formal mechanism of prior consultation with those considered
for fixed-term transfers. On the other hand, for permanent transfers, there is an
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agreement between labor union and management which requires management to
consult with those considered for such transfers. However, it has been often the
case that permanent transfers are necessitated by transferring a certain business
segment to a related firm. In such a case, there is really no place to go back within
Firm C even if one prefers to return to Firm C. Employees often find it impossible
to return to Firm C even if they wish to do so.

Sometimes wages of permanently transferred employees go down at their new
firms. Firm C will pay those employees a lump-sum severance pay to make up for
the decline in their pay. As a result of recent surges in transfers, more and more new
graduates at their interviews with Firm C tend to ask if the firm has any future plans
to spin off some of its business segments. However, Firm C’s HR managers feel
that recent increases in permanent transfers have not had any significant adverse
effects on employee morale.

In 1996, Firm C introduced an early retirement option combined with a paid leave
of absence. The policy allows each employee over 45 taking an early retirement
option to take a paid leave of absence up to one year prior to retirement. During this
preparation period, each employee prepares for post-retirement life while being
paid a full base wage. During the first year of the policy, 302 employees (120
of them were supervisors) took the early retirement option with a paid leave of
absence. The number fell to 78 (12 supervisors) in 1997 but rose back to 237 (68
supervisors) in 1998. Sixty-four percent of early retirees were aged 55–59; 27%
were 50–54; and 9% were 45–49. There were a variety of activities the early retirees
participate in. Some went to English schools during their paid leave of absence and
became English teachers. Some prepared for the licensing exam for radiological
technologists. Many went back to their hometowns and became farmers. Some
also started their own businesses such as a car dealership in their hometowns.

d. Concluding Remarks from Field Research

1. Avoidance of layoffs as a means of restructuring or downsizing: In spite
of the sizable downsizing of the labor force that each of our firms carried out in
the 1990s (ranging from 25 to 50%), no firm used layoffs as a means to achieve
such restructuring or downsizing.21

2. Extensive use of transfers to subsidiaries and related firms: Instead of
laying off employees, each firm transferred a significant number of their senior
employees to its subsidiaries and related firms first on a fixed-term basis. A large
proportion of those on fixed-term transfer are eventually transferred permanently.22

These permanent transfers occur only for those in their 50s, in particular over
55. They can be viewed as early retirements with guaranteed jobs primarily at
subsidiaries and related firms. Put differently, large firms in Japan have been

21 According to Chuma (1998b), a change in the legal environment in Japan following the first oil
crisis in the mid-1970s made it more difficult for Japanese employers to lay off their employees in
recent years.

22 For nonmanufacturing firms, Chuma (2001) reports a similar use of fixed-term and permanent
transfers by a large firm in the domestic commerce sector in Japan.
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downsizing their labor force by expanding the definition of the firm to include
the firm’s subsidiaries and related firms. Lifetime employment with the firm now
often means lifetime employment with the firm and its subsidiaries and related
firms.23

3. Drastic hiring cut: Each firm reduced its hiring of new graduates
drastically.24 This has two important consequences. First, it is creating a seri-
ous youth unemployment problem. For example, the unemployment rate in Japan
has risen most rapidly for those aged 15–24 in the 1990s.25 Second, the firm’s
labor force is aging rapidly, which weakens the dynamism of the organization.

4. Significant early retirement incentive plans: Each firm used an early retire-
ment incentive plan primarily to induce those employees nearing their mandatory
retirement age to retire early. The amount of the incentive appears to be far from
trivial, and each firm induced a substantial number of early retirements success-
fully.

5. The job retention rates calculated in the previous section may need to be
interpreted with some caution. Specifically, our field research shows that firms have
been carrying out their downsizing by relying heavily on the extensive use of fixed-
term transfers of employees to their subsidiaries and related firms. In addition, as
shown by our field research, many of those on fixed-term transfer never return to
their original firms and are permanently transferred. One may argue that the length
of time each employee spends while on fixed-term transfer prior to becoming
permanently transferred should not be considered part of his or her tenure with
the original firm since both the firm and the employee understand that his or her
employment with the firm ends de facto when he or she is transferred on a fixed-
term basis. In other words, the employee’s eventual tenure with the original firm
may be overstated in the Employment Status Survey. This argument is entirely
plausible yet the magnitude of this bias may not be large enough to overturn our
key findings from the job retention rates since typically the term of such transfers
is one to three years. Unfortunately, we have no systematic evidence to precisely
gauge the magnitude of this bias.26

23 Japanese Ministry of Labor publishes two types of aggregate quantitative data on the importance
of fixed-term transfers. First, the 1998 Survey on Employment Trends reports that fixed-term transfers
accounted for 27% of all job losses (excluding job losses due to mandatory retirement and the conclusion
of term-employment) in 1998. The figure rose to 31% in 2000 according to the most recent issue of the
Survey. Second, recent issues of the Survey on Labor Economy Trends show that fixed-term transfers
are one of the most commonly used employment adjustment methods (for example, during the third
quarter of 2000, 30% of firms which reported to have carried out downward employment adjustment
used fixed-term transfers) and that they are far more common than layoffs and “voluntary” retirement
(kibo taishoku) combined.

24 A similar use of hiring cuts as an important device of downsizing in the spinning industry was
documented in Higuchi (1997).

25 See, for instance, Genda (2000).
26 Alternatively, if one believes that the notion of lifetime employment has changed to include the

post-transfer employment at subsidiaries in the Japanese society, then the standard retention rate would
understate the importance of the new notion of lifetime employment.
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IV. CONCLUSIONS

In this paper we have shown that contrary to the popular rhetoric of the end
of lifetime employment, evidence points to the enduring nature of this practice
in Japan. Specifically, we have found little evidence for any major decline in
the job retention rates of Japanese employees from the period prior to the burst
of the bubble economy in the late 1980s to the post-bubble period. Generally,
our field research has corroborated the main finding from the job retention rates
by depicting vividly that large firms in Japan have been trying to accomplish
their restructuring and downsizing targets by relying heavily on transfers of their
employees to their subsidiaries and related firms and hiring cuts, and thus avoiding
layoffs. Last, we have found some evidence that the burden of downsizing appears
to fall disproportionately on young workers and middle age workers with shorter
tenure.

These are still preliminary observations. Clearly more work is necessary to make
more definitive answers to these important questions. In particular, additional work
in the following two areas is needed. First, our field research at large firms reveals
their extensive use of transfers (both fixed-term and permanent) of regular workers
to their subsidiaries and related firms as a way to avoid laying off their regular
workers. An obvious question is in what way those subsidiaries and related firms
have been absorbing an increasing flow of labor force from their parent firms. A
closer look at these outlets of transfers (or subsidiaries, related firms, and other
firms to which employees have been transferred) is urgently needed.

Second, our qualitative data were obtained from extensive interviews with HR
managers, line supervisors, and top union officials, and thus the perspectives of
the rank and file were not fully accounted for. For example, both HR managers
and top union officials tend to view the increasing incidents of permanent transfers
in recent years as a necessary modification of the notion of lifetime employment
rather than the end of lifetime employment. Do ordinary employees feel the same
way? Especially, those permanently transferred employees may view the rising use
of permanent transfers as reneging a no-layoff pledge on the side of the company.
We cannot address these issues fully until we conduct extensive worker interviews
or worker surveys. However, we did ask both HR managers and top union officials
how ordinary employees react in general when they are asked to be transferred.
Both HR managers and union officials acknowledged that these employees were
generally unhappy about the prospect of becoming employees of somewhat less
prestigious subsidiaries and related firms. Nonetheless, those employees are also
fully aware, as both HR managers and union officials point out, that there would be
no future career advancement for them in the parent firm and that they will likely
be assigned to dead-end jobs even if they stay in the parent firm.27

27 This finding from our field research at manufacturing firms may extend to nonmanufacturing
firms since Chuma (2001) reports a similar finding from his field research at a large nonmanufacturing
firm.
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