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ABSTRACT 

The Japanese industrial relations system is considered to be one of the main factors 
responsible for the success in the last few decades of Japanese business firms. This 
raises the question of how transferable these practices are to foreign settings. The 
article discusses stylized facts concerning Japanese industrial relations practices and 

the benefits and the problems associated with them. Attention is paid to the implica- 
tions of these practices on certain public policy issues, including the Japanese Equal 

Employment Opportunity Law. Attention is also paid to the implications of these 
practices for the development, adoption, and transfer of production technologies. 
With regard to the transferability of these practices, the operations both of Japanese 
firms in and out of Japan and of foreign firms in Japan and overseas, are examined. 
The degree to which foreign firms have implemented Japanese-style production man- 
agement and associated industrial relations practices overseas is a crude indicator of 
the degree of transferability of the system. 

JAPANESE INDUSTRIAL RELATIONS PRACTICES 

In Japan, firm managers are constrained by “three sacred treasures” of industrial rela- 
tions: lifetime (or long-term) employment, the nenko (length-of-service reward) wage 
system, and enterprise unionism.’ These three industrial relations practices are observed 
primarily in regard to the kinds of jobs that have traditionally been filled by prime-aged 

men. Many women, older workers, and foreign workers work in jobs where this is not 
the case. 

Benefits Associated with Japanese Industrial Relations Practices 

Certain benefits are commonly attributed to each of the three distinguishing features 
of Japanese industrial relations practices. These can be summarized as follows: 

Lifetime Employment 

1. Because firms and employees can count on long-term employment rela- 
tionships, both are willing to invest in employees’ human capital. More 
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money is spent on on-the-job and on formal job-related educational 
training in Japan than in North America; 

2. Long-term employment allows firms to use job rotations to develop 
workers’ multi-task skills and to expose workers to different aspects of 
business and production operations. There are few job classifications. 
As a consequence, firms can deploy personnel flexibly and effectively; 
and 

3. New productivity-enhancing technologies can be introduced with mini- 
mal worker concern about job losses. 

Nenko (length-of-service) Wage System Rewards 

1. Workers are assessed based on their career advancements. Hence, work- 
ers have more incentive to perform in the long-run; and 

2. Workers are assessed by many supervisors over a long period of time 
throughout their careers. Hence, there is less room for incorrect judg- 
ments in personnel decisions (e.g., promotions). 

Enterprise Unionism 

1. Because of the long-term contents to a firm by workers, enterprise 
unions can demand a fair share of firm profit, more effectively than oth- 

erwise; 
2. Full-time positions at enterprise unions are often part of career tracks 

for potential managers of firms. Firms are able to share information on 
firm performance, problems, and opportunities with enterprise unions; 
and 

3. Because of the information sharing and feelings of trust and shared 
objectives fostered by enterprise unionism, workers and managers alike 
accept rollbacks of bonus payments in tough times without threats to 
leave or morale deterioration of the sort that endangers production effi- 

ciency and product quality. 

Success Stories 

Evidence of the benefits of the Japanese industrial relations system is largely anec- 
dotal. The nature of this evidence is most easily conveyed by examining some of these 
success stories. 

In the automobile industry, for example, Toyota perfected its production system 
(sometimes called the just-in-time [JIT], or Kanban, production system) by the early 
1970s and then disseminated it to other Japanese competitors by the late 1970s. Two 
important aspects of the Toyota production system are: (1) in-process inventories are 
minimized by the use of JIT inventory management, which requires that all needed parts 
and/or semi-products are delivered to where they are needed as they are needed in the 
quantities needed; and (2) production flow is set up so that cars of various specifications 
are produced in sequence according to demand fluctuations. It is often the case that two 
successive cars produced on a production line are of different types. 

The JIT inventory management, which was implemented by Toyota and also by its 
parts suppliers, requires close-to-zero rates of defects in all stages of the production 
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process in order for the system to run smoothly. Towards this end, production line work- 
ers actively participate, often in teams, in solving local production problems. Separate 
repair and maintenance positions have been eliminated. This cooperation is possible 
because the workers are familiar with many aspects of the production process and view 
cooperation in production management as essential for their own long-term goals. (The 
extent of successful implementation of JIT differs among industries; see Nakamura and 
Nakamura [ 19891). 

The multi-task capabilities of workers are relied on in combining production of cars 
of different types. Producing a passenger car of type A followed by, say, a station wagon 
of type B on the same production line requires retooling press machines in a very short 
time. Workers skilled in a variety of tasks make it possible* to design a production line 
where cars of different types are produced in accord with the time-varying demand dis- 
tributions for these types of cars. Flexible manufacturing of this sort contributes to high 
capacity utilization rates which, in turn, lead to high productivity gains compared to their 
North American counterparts (Fuss and Waverman 1990). 

Job rotations and on-the-job training combined with long-term employment security 
allow firms and workers to make long-run investments in workers’ human capital; it can 
take as long as ten years of experience to master some skills. Fewer job classifications 
are conducive to the multi-skill development of workers. Table 1 shows the smaller 
numbers of job classifications for Japanese auto plants operating in the United States 
compared to the traditional Big Three plants. 3 A substantial amount of research and 
development took place in Japanese auto plants to design production facilities that fully 
utilize multi-task production workers. The resulting advances in Japanese automobile 
production technologies are reflected in the technology trade figures for manufacturing 
industries shown in Table 2. In 1990, the Japanese auto industry exported technology 
worth 88,901 million yen (41,534 million yen to North America; 32,881 million yen to 
Asia), which substantially exceeded the amount of imported technology which was 
worth 7,560 million yen (2,882 million yen from North America and 4,557 million yen 
from Europe). 

Japanese firms do not lay off workers except under extreme circumstances. Figure 1 

TABLE 1. Worker Job Classifications-Auto Industry 

Number of Job Classifications (job types) 

Honda (U.S.A.) 3 (team leader 1, production 1, maintenance 1) 

Mazda (U.S.A.) 2 (production 1, maintenance 1) 

Nissan (U.S.A.) 4 (production leader 1, production technician 1, 
maintenance leader 1, maintenance technician 

NUMMI (Toyota-General Motors)n 

Chrysler 

Ford 

4 (production 1, maintenance 3) 

82b 

91b 

GM 

Notes: ~?Vew United Motor Manufacturing, Inc. 

Traditional assembly plants. 
Source: U.S. General Accounting Office, (1988). 
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shows the employment and production indexes for U.S. and Japanese m~ufactu~ng and 
steel industries for the period 1960-1985. The U.S. employment indexes follow the pro- 
duction indexes more closely than the Japanese employment indexes. Job security helps 
workers to accept new production technologies. This may partially explain why Japa- 
nese factories are now equipped with large numbers of industrial robots relative to their 
Western counterparts. In 1989, the estimated numbers of operating industrial robots 
(excluding fixed sequence robots) were: 219,700 for Japan, 37,000 for the United States, 
22,395 for (West) Germany, 7,063 for France, 7,463 for Sweden, and 5,908 for the Unit- 
ed Kingdom. 

Manufacturing 

Japan U.S. 

so 

20 t * , f 

1960 GS 70 75 19Ga 65 70 75 80 

Steel 

.I Japan 
*.JU 

1960 65 70 

U.S. 

150 

production 

Source: Shimada (1986). The employment index for Japan is for regular workers while the employment index for 

the United States is for production workers (1972 = 100). Neither is seasonally adjusted. The production 
indexes for both Japan and the United States are seasonally adjusted (1972 = 100). 

Figure I. Pr~uetjon and Employment Indexes 
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~echanjs~s for Adjusting the Wage Bill 

Of course, Japanese firms, like the firms of other nations, must deal with business 
cycle fluctuations. In downturns (recessions), Japanese firms need ways of adjusting the 
total wage bill without layoffs. These methods include wage adjustments, adjustments of 
hours through overtime work and non-regular-worker employment, and the flexible 
deployment of the workforce. 

Wage Adjustments 

Japanese workers receive regular monthly (fixed contract) earnings as well as bonus 
payments. The amounts of the bonuses are not prespecified but generally range between 
four to six months’ worth of regular contract earnings. The mounts of regular wages 
and bonus payments are both decided annually in negotiations between firms and labor 
unions: regular wages are settled in the spring offensive (usually held in the March-April 
period), and bonus payments are negotiated somewhat later but before summer. Both 
regular wage and bonus pay settlements at the firm level reflect, among other things, the 
general economic conditions and specific firm performance for the previous 12 months. 
By this means, a firm’s total wage bill adjusts reasonably frequently to the firm’s chang- 
ing economic fortunes. 

It is of interest to note that the Japanese labor code prohibits a labor contract extend- 
ing beyond one year. The annual wage adjustments in Japan conform to this labor law. 
In contrast, the lengths of union wage contracts in Canada and the United States are as 
long as five years, with the average being around two-and-a-half years. With standard 
cost-of-li~ng-adjus~ent (COLA) clauses, these long-term contracts act to secure the 
purchasing power of workers’ wages, but at the potential cost of employment security.4 

Unlike bonuses in North America, which are mostly paid to managers and executives, 
bonuses are used as part of the compensation package for most Japanese workers regard- 
less of their rank, age, or sex. The relative proportions of bonuses to total annual pay 
increase as worker qualifications rise, suggesting that the bonus fractions are correlated 
with the amounts of managerial and difficult-to-observe tasks involved in workers’ jobs. 
(See Nakamura and Hiibler [1992] for empirical evidence on this.) Year-to-year changes 
are much greater for bonuses than for regular wages. In this way, business fluctuation 
risk is shared between firms without resorting to employment layoffs. (See Nakamura 
and Nakamura [ 19911 for a discussion of risk sharing aspects of bonus payments.) Firms 
also use bonuses as short-run incentive schemes for individu~ workers and groups of 
workers, through the allocation mechanisms for individu~ workers. Bonuses are by no 
means the only incentive scheme used by t5-n~~ 

Adjustments of Overtime Hours and Non-regular-worker Employment 

More so than in North American firms, overtime hours for regular workers are used 
to meet changes in demand conditions. (This may be partly because the legal overtime 
wage premiums are about 25%, half of the North American rate.) Because regular work- 
ers’ employment is protected to a large extent, adjustments in a firm’s wage bill may 
also require the layoff of non-regular workers, such as part-time workers. When demand 
conditions improve, firms will first use increased overtime and part-time worker hours 
to meet the increased demand. New regular workers will be hired when additional 
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Temporary workers 

Part-time workers 

AlI workers 

Regular workers 

78 79 80 81 82 83 84 85 88 87 88 89 90 

Source: Japan, Economic Planning Agency (1992). NOM: Net hiring divided by employment. 

Figure 2. Change in Employment by Type of Worker 

increases in overtime and part-time hours are not feasible or would not be profitable 
(Figure 2). 

Flexi&le ~~loyrnen~ of Workforce 

When facing business downtums, Japanese firms deploy workers in the areas where 
they are needed most. Geographical relocations and changes in work tasks may be 
required. For example, in September 1992, Mazda moved about 100 young workers 
from their head office to Mazda dealerships all over Japan in response to a continuing 
decline in domestic sales of Mazda cars6 The deployment of a firm’s workers across 
production and sales jobs, or to other related or even unrelated firms, is not unusual in 
serious business downturns. 

One enabling factor for flexible deployment of the Japanese workforce is that wages 
are usually assigned to individual workers rather than to the specific tasks that workers 
perform. This explains why wage differentials by job task or firm size at initial appoint- 
ment are small in Japan compared to those in the United States (Shimada 1981). How- 
ever, wages rise steeply in Japan as workers accumulate experience. 

Problems Associated with Japanese Industrial Relations Practices 

Because of their industrial relations policies, personnel development in Japanese firms 
is carried out primarily through internal labor market policies. Managers and workers 
are expected to cooperate to develop employee skills through job rotations, on-the-job 
training, and formal employer-supplied training. This is the case not only for production 
(blue-collar) workers but also for office (white-collar) workers. This implies, among 
other things, that those who do not appear able to satisfy the firms’ expectation for long- 
term skill development for any reason are not likely to be hired for firms’ future key 
positions. This system is believed to have helped Japan achieve the national goal of 
macro economic growth, with the rewards of this growth being shared by workers, 
sh~eholders, and other stakeholders of firms. Now that this macro goal has been large- 
ly achieved, however, some fear that cooperation between employers and workers may 
begin to erode. Diversions in their respective goals could manifest themselves in a num- 
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ber of ways, including: conflicts between male workers (the traditional permanent work- 
ers) and women (the main secondary source of labor) as related to equitable employ- 
ment opportunities; the growing number of workers who want to change jobs; and the 
problems engendered by Japanese firms’ internationalization. In the rest of this section, 
I discuss the first two of these potential problems. The issues related to intemational- 
ization are discussed in the second section. 

Female Workers 

High-paying jobs are generally available only to those workers with long seniority 
who have been given increasingly challenging assignments. It is expected that women 
will have intermittent career patterns to allow for child bearing and rearing. As a con- 
sequence, female workers interested in pursuing demanding careers are likely to be sub- 
ject to statistical discrimination by employers. (See Nakamura and Nakamura [1985a, 
1985b, 1985c, 19921 for discussion of related issues for U.S. and Canadian female work- 
ers, and evidence that individual work histories are a valuable source of information on 
the degree of career attachment; this insight could help reduce statistical discrimination 
in Japan as well as in North America.) 

There has been little improvement in the workplace situation of women in Japan com- 
pared with North America.’ In response to the Japanese Equal Employment Opportuni- 
ty Law enacted in 1986, it is true that some large Japanese firms did open their gener- 
al managerial career paths to female university graduates. With rare exceptions, these 
career paths were only available to men before 1986. Yet, most women still do not 
choose this option. They continue to choose career paths that do not require geograph- 
ic relocations and that lead to positions as lower-rank managers or specialists. If this cur- 
rent trend continues, most upper-level managerial positions in Japanese firms will con- 
tinue to be occupied by men and the gap between male and female wages will continue 
to widen (Shinozuka 1987) contrary to what was hoped for in enacting the Equal 
Employment Opportunity Law. Furthermore, this law has no enforcement provisions. In 
implementing major hiring cutbacks in 1992, firms openly chose to offer a reduced pro- 
portion of the available positions to women in comparison with previous years. The cut- 
backs for women were particularly severe for the general managerial career paths. Many 
view this as evidence of the continuing marginal position of women in the Japanese 
workforce (Shitamori 1992).* 

Goldin (1988) reports that, before the 1950s many U.S. firms had rules requiring 
female workers to resign at the time of marriage or the first birth. As labor supply tight- 
ened during the 1950s such employment practices began to disappear. Because of 
expected labor shortages, some speculate that Japanese firms may also begin to aggres- 
sively recruit female workers.9 As of yet, however, there is no rush in Japan to adopt 
North American equal employment policies for women. 

Secondary Labor Markets 

It is customary for most Japanese firms to hire workers at the time they graduate from 
school. While Japanese firms do hire workers at later stages in their careers, the frac- 
tions of workers hired in mid-career are quite small compared with North American 
practices. Furthermore, as Table 3 shows, the probabilities of male workers changing 
their jobs are considerably smaller for Japan than for the United States. This data 
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TABLE 3. Job Separation Rates for Men 
by Age--United States and Japan 

Age Years of Schooling United States Japan 

20 12 .385 .115 
2.5 12 ,300 .082 

35 9 .178 ,061 
35 12 ,171 .041 
35 16 .148 .027 

45 12 .095 .033 
50 12 .078 .042 
55 12 ,074 .006 

Source: Calculated by Higuchi (1991, p. 36) using the Panel Study of Income 

Dynamics 1978-81 data for white males (for the United States) and 

the 1979 Japanese Employment Structure Data for men (for Japan). 

TABLE 4. Proportions of Workers by Number of Years 
of Tenure (%) - United States and Japan 

Tenure 

Year O-5 5+-10 10+ 

United States 

Japan 

United States 

Japan 

United States 
Japan 

United States 

Japan 

United States 

Japan 

Men, 25-34 

1963 62.2 
1973 68.6 
1982 29.2 

Men, 35-44 

1963 38.9 
1973 41.8 
1982 12.4 

Men’ 

1979 5o.oh 
1979 29.4b 

Women, 2.5-34 

1963 74.8 
1973 77.7 
1982 50.5 

Women, 35-44 

1963 60.7 
1973 62.5 
1982 40.5 

26.9 10.8 
23.9 7.5 
32.9 38.0 

20.5 40.7 
22.7 35.4 
12.7 74.9 

19.4’ 30.6d 
22.2’ 48.4d 

16.1 9.1 
17.3 4.9 
30.5 19.0 

19.7 19.4 
20.0 17.4 
21.0 38.5 

Notes: aMale workers employed in private industries. 

bYears of tenure O-4. 

‘Years of tenure a-9. 

dYean of tenure 9+. 

Source: Higuchi (1991). 



Japanese industrial Relations in an international Business Environment 235 

implies that secondary labor markets in Japan are relatively thin compared with the pri- 
mary labor market for new graduates. These patterns are consistent with the longer 
lengths of service with single employers observed for Japanese workers compared with 
U.S. workers (see Table 4). 

An obvious implication of the thin secondary labor market in Japan is that it is diffi- 
cult, if not impossible, for workers to adjust their employment to changes in their own 
tastes, preferences, qualifications, and personal life-cycle planning without substantial 
wage loss. Also, training not provided or encouraged by the employer may not be 
rewarded within a firm’s internal labor market. Yet, workers who have obtained addi- 
tional education or training on their own may not be able to find other positions either 
where their efforts would be rewarded. 

The lack of an adequate secondary labor market is a p~cul~ly serious problem for 
Japanese women who often have to drop out of regular career positions to have chil- 
dren. Table 5 shows that the separation rates for female workers under age 44 relative 
to their male counterparts are much higher for Japan than for the United States. These 
women have great difficulty locating new jobs with pay commensurate with their qual- 
ifications. 

As a result, it is difficult, for example, for Japanese married women to accumulate 
sufficient work experience. We see from Table 6 that: 

1. The proportions of continuing and intermittent workers among current- 
ly employed married women are similar for both the United States and 
Japan (where continuing workers are defined as those who have held 
work without having experienced being out of work for more than one 
year, and inte~ttent workers as those who have experienced being out 
of work for more than one year); and 

2. The years of work for intermittent married female workers are much 
higher for the United States than for Japan while the years of work for 
continuing married female workers are similar for US. white women 
and Japanese women. 

The lack of adequate secondary labor markets in Japan for intermittent female workers 
is a likely cause of point 2 above. The lack of sufficient experience with a specific 

TABLE 5. Job Separation Rates (percents): U.S. and Japanese Workers 

United States (1977) -. 
men women 

Japan (1977) 

men women 

Japan (I 987) 

men women 

18/15-24” 36.4 33.8 8.8 17.8 19.5 23.4 
25-34 18.6 20.2 4.3 18.8 7.1 20.8 
35-44 12.2 15.0 2.5 8.5 4.2 11.6 
45-54 8.2 11.8 1.9 6.8 4.0 9.0 
55-59&P 8.9 9.7 4.4 10.3 9.5 12.9 
All’ 17.3 19.7 4.6 13.3 7.0 15.5 

Noles: “15-24 for Japan (1977, 1987). 
b55-fi4 for Japan (1977). 

‘B-59 for United States; 15-64 for Japan (1977). 

Source: Haber, Lamus, and Green ( 1983): Higuchi (199 1. p. 248) 



TABLE 6. Currently Employed Married Women’s 

Attachment to the Labor Market: Japan (1982) and United States (1975) 

Japan United States 

College/ 
All Junior High Senior High Wniversity White Black 

Type of Attachnrenf to the Labor Markef f% distribution) 

Continuing work” 41.1% 30.0% 41.6% 59.S% 35.6% 42.4% 
Int~~ttent M/o&b 58.9 70.0 58.4 40.4 64.4 57.6 

Average Years of W&k 

Continuing work 11.1 11.6 11.3 10.9 12.2 15.7 
Intermittent work 7.6 8.2 7.0 8.1 13.9 15.1 

Norest “Continuing w~rkm are those who have held work without experiencing being out of work for more than 
one year. 

bIntermettent wnrkcrs are those who have experienced being nut rrf work for trmre than one year. 
Source: For Japan, Ministry of Labour (1992b); for United States, Corcnxan (1979, p. 223); Higuchi (1991). 

TABLE 7. Proportions of Female Workers by CIccupation {19&S) 

~~age~a~adm~n~strative 
Technical/science 
Clerical 
Sales 
Service 
Crime prevention/security 
Agriculture/forestry/fishing 
Transportationkammunication 
Machining, mining, manufacturing 

operators, laborer 

32.8%b 16.7% 8.8% 
52.1 43.5 40.1 
80.7 66.1 57.3 
41.3 55.6 36.7 
63.8 77.6 62.9 
13.2 5.0 2.6 
15.9 44.8 45.7 
13.7 11.2 5.4 

19.2 17.5 30.1 

All 44.1 38,4 38.9 

employer also explains the small fraction of Japanese female workers in managerial and 
administrative positions relative to their German and U.S. counterparts (Table 7). 

INTERNATIONALIZATION AND JAPANESE INDUSTRIAL 
RELATIONS PRACTICES 

No discussion of contemporary Japanese industrial relations practices can be compiete 
without at feast a brief consideration of historical origins. For those interested in trans- 
&nutting Japanese industrial relations practices overseas, the origins of these practices in 
Japan are obviously relevant. So, too, are the industrial relations practices of the Japa- 
nese subsidiaries of North American firms and the North American subsidiaries of 
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Japanese firms. The next sub sections review these practices, followed by a closer look 
at the experiences of overseas operations of Japanese automakers. 

Historical Background 

Many of the Japanese who visited the United States after the Meiji Restoration (1868) 
were impressed by the diligence of U.S. workers. The experience in the United States of 
a former Karo (the chief retainer of a Daimyo, a feudal lord) from Nihonmatsu, Fukushi- 
ma, provides an interesting example of this. His purposes in coming to the United States 
were to acquire the technological knowledge needed to establish a modem textile industry 
in Japan and to learn more about the trade of silk products between Japan and the United 
States. He stayed on the U.S. East Coast for five years, studying both modem technology 
and business methods. After returning to Japan, he set up a large textile mill as well as a 
direct foreign trade route for the export of his textile products to the United States. 

He sent home more than 150 letters during his five-year stay in the United States. 
According to these letters, he was particularly impressed by how hardworking Ameri- 
cans were. He stated, for example: “In New York everybody walks very fast, takes off 
only one day a week on Sunday, and works very hard from morning till night; I love 
Japan, a beautiful and wonderful country, but I must conclude, after having given much 
thought to this issue, that Japan is so poor because the Japanese are lazy. The Japanese 
take too much time off work, drinking tea and eating Dango or something. Japan will 
never become wealthy so long as the Japanese continue behaving this way. Japan should 
learn the spirit of diligence from America” (Shimomura 1991). 

The low levels of Japanese workers’ efforts in manufacturing, mining, and other 
industries continued from the late-19th century to the late 194Os, after World War II. 
Weulersse (cited in Amako 1992, p. lo), a Frenchman who visited Japan at the begin- 
ning of this century, observed that “Japanese workers are basically lazy. It seems beyond 
the Japanese workers’ ability to work hard. . . . Japanese workers do not handle raw 
materials carefully and waste them. The notion of treating machines and tools with care, 
which every European worker has, does not seem to be shared by Japanese workers.” 

Fruin (1983) noted: 

The study of Kikkoman reveals, and studies of other large Japanese compa- 
nies confirm, that before the 1920s and 1930s Japanese industrial workers 
were not especially loyal, hard-working, or dedicated. The creation of new 
material and psychological incentives for motivating workers-many under 
the guise of “family” commitment-since then has resulted in the gradual 
formation of a committed and productive labor force ( pp. 9-10). 

Six years of rivalry between union and company [Kikkoman] were punc- 
tuated by several episodes of violence and strike activity, the worst occur- 
ring in 1923 and 1927-28. The latter proved to be the longest, and one of 
the largest and most expensive strikes in prewar Japan. The 218-day strike 
resulted in the discharge of 1,000 workers, the union’s total destruction 
locally and general discredit nationally, and the emergence of a new pattern 
of industrial relations in Noda. 

Traditional systems of manufacturing and of industrial organization based 
on the household model were replaced by a Western-inspired system of man- 
ufacturing, though not of industrial relations. Rather than Western-style 
unions, political parties, and industrial relations, the system of employment 
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was characterized by so-called lifetime employment, seniority-based com- 
pensation, internal (intracorporate) as opposed to external (intercorporate) 
labor markets, within-enterprise training, formal channels of mediation for 
labor-management dispute resolution, and a spirit of accord between work- 
ers and managers as well as between the company and the community. This 
pattern was repeated elsewhere in the country as other companies also 
attempted to adjust to changing economic and technological conditions after 
World War I (p. 209). 

These anecdotal observations are quite consistent with Japanese labor statistics. For 
example, until the late 1930s the quit rates for Japanese workers were comparable to 
those observed for U.S. workers. The quit rates for U.S. workers remained at the 1930s 
level through the 1980s while Japanese workers’ quit rates gradually came down after 
World War II (see Figure 3). 

What caused the low quality of Japanese workers’ labor services in the late 19th and 
the first half of the 20th centuries seems very clear: poor industrial relations practices. 
These poor industrial relations practices included no job security, liberal firings/layoffs 
(e.g., 569,000 workers were laid off in 1930), oppressive management, union bashing, 
low wages, and long working hours. These management practices did not help win 
workers’ confidence in firms’ objectives and did lower workers’ morale. Firm managers 
gradually learned from innumerable labor disputes and strikes that job security of some 
sort, together with good industrial relations, would be needed for accumulating the pro- 
duction skills required for smooth firm operations. What we regard as contemporary 
Japanese industrial relations practices came to be more widely adopted only after the 
early 1950s (Taira 1970; Tsurumi 1978; Saxonhouse 1976). 

Foreign Firms’ Operations in Japan 

In order to assess the transferability of Japanese industrial relations 
first look at personnel management practices of Japanese subsidiaries 

practices, we will 
of U.S. and other 

al ‘lcll’l,l,‘l,.,‘.l,,‘,,..‘,.,l’,,,.’.,..’....’1...‘.,*,‘~,..’,””‘r 
1920 25 30 35 40 45 50 55 60 65 70 75 80 85 

Source: Higuchi (1991, p, 37). The data for U.S.(I) and LJ.S.(II) are from the Hisron’cal Stafistics of the United Sfates and 

Monthly Labour Review, respectively. The data for Japan(I) and Japan(lI) are from Mhon Rode Undoshi Shiryyo 

(Vol. 10, Table 11-60) and Monrhly Labor Smtistics Survey. 

Figure 3. Monthly Separation Rates (%) 
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foreign firms. Successful U.S. and European firm operations in Japan are highly prof- 
itable compared to indigenous Japanese firms (Nakamura 1991a; Nakamura and Yeung 
forthcoming). Hence, their personnel management practices are of considerable interest. 

Foreign firms whose operations in Japan are relatively new are at a disadvantage in 
recruiting new graduates, since new graduates tend to prefer larger, more established 
t3ms. Many foreign firms consider it a serious problem to secure qualified personnel in 
Japan (Toyo Keizai 1990), but this is also the case for new indigenous Japanese firms. 
For well-established foreign-affiliated firms, recruiting is less of a problem. Table 8 
shows the numbers of new hires, by worker type, for some foreign firms’ operations in 
Japan. Manufacturing firms tend to hire mostly new graduates while firms in the service 
and finance sectors hire relatively larger numbers of mid-career workers. 

Foreign firms’ subsidiaries can be attractive to certain types of Japanese job seekers, 
including Japanese managers who are asked to leave their (Japanese) employers volun- 
tarily in their 40s and early 50s (some regard this phenomenon as a problem with Japa- 
nese industrial relations practices in a low-growth era), those in mismatched positions at 
Japanese firms, and female workers. Noting that few women are found in research and 
managerial positions in Japanese firms and that little change has taken place in this 

-TABLE 8. Newly-Hired Workers at Foreign 
Firms’ Operations in Japan - 1990 

Foreign Firm Operation 
(year established; percent foreign 
ownership: number of employees) 

IBM Japan 
(1937; 100; 23,019) 

New Graduates 

Men Women 

1,000 300 

Mid-career 

400 

Nippon Roussell 554 190 45 
(1959; 80; 260) 

Nihon Unisys 386 111 60 
(1958; 33.3; 4,656) 

Fuji Xerox 315 80 0 
(1962; 50; 13,353) 

McDonald’s (Japan) 151 17 206 
(1971; 50; 2,970) 

Nihon Digital Equipment 350 0 0 
(1982; 100; 3,100) 

Nippon Glaxo 76 46 21 
(1953; 50; 1,370) 

NCR Japan 82 40 23 
(1920; 70; 4,254) 

American Family Life Insurance 44 83 50 
(1974; 100; 1,200) 

Berlitz School of Languages (Japan) 0 2 250 
(1980; 100; 1,000) 

American Express 100 0 200 
(_; 100; 730) 

Now: “These figures are for 1989. 
.Sourcet Nihon Jitsugyo (1992, p. 27) and Toyo Keizai (1990) 
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regard because of inflexible industrial relations practices, Maurer (1989) recommended 
that U.S. firms should take advantage of female and other skilled workers bumped out 
of the Japanese system. There is considerable anecdotal evidence that this is in fact hap- 
pening. 

Except for their recruitment of mid-career workers, many established North American 
firms’ subsidiaries in Japan (both fully owned and jointly owned with Japanese firms) 
have largely adopted Japanese employment practices. For example, for many years now, 
IBM Japan has been paying bonuses which, on average, are about six months’ worth of 
regular monthly pay. Many other North American-affiliated firms also pay bonuses. 
Life-time (or long-term) employment is the norm at the Japanese subsidiaries of many 
foreign firms, including IBM and Fuji Xerox. However, the public perception, real or 
imaginary, is that layoffs are possible at foreign firms subsidiaries.‘O 

Compared to indigenous Japanese firms, well-established foreign firms’ subsidiaries 
offer very attractive work hours and more paid vacation days. At Mobil Sekiyu, a fully 
owned subsidiary of Mobil Corporation, the average annual hours of work and the num- 
ber of days of actually claimed paid vacation for recent years are about 1790 hours and 
17.6 days, respectively. The comparable numbers for IBM Japan are 1923 hours and 
18.3 days. In contrast, for Japanese manufacturing industries, the average figures are 
2078.4 hours and 9.3 days (Japan, Ministry of Labor 1992a, 1992b). Workers at Japa- 
nese firms are not likely, in the near future at least, to be able to enjoy the hours of work 
and vacation time provided by North American or European subsidiaries, despite the 
push by the Japanese Ministry of Labor for reduced hours of work and increased paid 
vacation days. 

Japanese Firms’ Overseas Subsidiaries 

Japanese direct investments overseas increased dramatically in the 1980s (Nakamura 
1991b). It is interesting to see whether and to what extent current Japanese management 
and production methods have been adopted by North American, European, and other 
foreign subsidiaries of Japanese firms, and what types of problems have been encoun- 
tered. There are a number of aspects of Japanese overseas operations that might limit 
the full transplantation of Japanese practices. For instance, Japanese subsidiaries’ oper- 
ations are generally small in size relative to the parent firms’ operations. Certain prac- 
tices (e.g., large-scale job rotations) may not be feasible because of size constraints. Sec- 
ond, Japanese firms’ overseas subsidiaries are generally new compared to their 
indigenous counterparts. Of course, this also makes it impossible, in many cases, to 
examine the long-term effectiveness of the labor relations practices of these subsidiaries. 

Japanese manufacturers began to move certain production operations to Asia in the 
late 1960s. Efforts were made to make overseas factories more capital intensive than 
their Japanese counterparts in order to compensate for the lack of skilled labor.” Nev- 
ertheless, Japanese companies poured in resources to try to transplant their production 
technologies and human resource development and management practices to Asia. These 
Japanese companies recognized that products carrying their brand names must be of 
acceptable quality to avoid damage to their corporate reputations. 

Tsurumi (1976, pp. 194-199) conducted a field study during 1972-1974 of 75 Japa- 
nese firms that operated manufacturing subsidiaries in South Korea, Hong Kong, Tai- 
wan, Thailand, Singapore, Malaysia, Indonesia, West Germany, Italy, Canada, and the 
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United States. He found that these firms followed certain rules (to varying degrees) in 
implementing the transfer of their production technologies. According to Tsurumi, these 
rules included: 

1. The creation of a little Japan: certain institutional arrangements such 
as the color and design of worker uniforms, company-subsidized cafe- 
terias, and recreational programs are transplanted, almost as is, from the 
Japanese source (parent plant) to the overseas plant(s). Japanese plant 
managers believe these arrangements to be essential for creating the 
right atmosphere to inspire employees’ dedication to their production 
work. 

2. Construction of a new plant: Japanese firms prefer, wherever possible, 
to transfer their own institution-related technologies into an “unspoiled 
(~een~eld~ environment rather than into a “spoiled” one. They also 
prefer new plant locations away from the existing industrialized areas 
where indigenous working habits are well established. 

3. Parent-plant training offoreign workers: Japanese parent firms invite 
foreign nationals who are designated future plant managers, supervisors 
and engineers, as well as a nucleus of production workers, to their 
source plants in Japan for three to twelve months for in-plant training. 
The worker-trainees are then expected to act as pacesetters in the trans- 
plants. Japanese parent firms have proved very willing to invest time 
and money in order to expose their foreign workers to the production 
culture of Japanese source plant operations. 

4. Brewing Japanese and foreign workers: In preparing to open over- 
seas production facilities, Japanese parent firms send Japanese managers 
and skilled workers. These parent firm personnel try to involve as many 
local employees as possible in installing and testing the production 
equipment sent from Japan. These local employees will later be offi- 
cially recognized by the company as instructor-workers and will help 
train and lead newly hired local workers. 

An example of these practices is provided by Kikkoman’s transfer of its production 
technology for organically brewing soy sauce to its plant in Walworth, Wisconsin. When 
that plant started to operate in 1973, Kikkoman sent 15 of its employees to Wisconsin 
to work with 40 American employees. Similarly, when Nippon Miniat~e Bearing 
(NMB) acquired a plant in Chatworth, California, in 1971, the company sent a team of 
five male and female production workers from its parent plant in Karuizawa. These 
Japanese workers were strategically mingled with American workers in key production 
operations including assembly lines, product quality testing, and polishing of parts where 
manual handling of products was essential. In this particular case, the parent firm, NMB, 
benefitted by learning and adopting various U.S. production methods that resulted in 
substantial gains in productivity in the firm’s Japanese operations (Tsurumi 1976, p. 
111). 

It is remarkable that the basic rules that Tsurumi observed almost two decades ago 
still seem to be practiced at many Japanese transplants. For example, based on his inter- 
views at six Japanese firms’ subsidiaries in Thailand, Malaysia, and Singapore in 1987, 
Kishida (1992) concluded that these subsidizes: (1) encourage long-term employment; 
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(2) try to avoid layoffs as much as possible, even if laying off workers is feasible; and 
(3) when layoffs become necessary, those workers closer to retirement rather than 
younger workers are laid off first. Kishida also found, however, that: (1) promotions are 
not primarily based on seniority, a practice often found in Japan for lower- and middle- 
level managers; (2) workers are recruited as needs for labor arise, with no system for 
hiring new graduates at a single time of year as in Japan; and (3) because of low levels 
of technical skills and/or the lack of team orientation, job rotations and quality circle 
movements are difficult, if not impossible, to introduce. 

Technology-based Japanese transplants require long-term employees who are willing 
and able to master difficult production technologies. In Asia, the degree of success in 
this regard seems rather modest. For example, in order to increase the local content, 
Minolta Malaysia sends to Japan more than 10 local workers every year for technical 
training, at a cost of about one million yen per worker, but only half these trainees 
remain with Minolta after they return to Malaysia. This is because of an extremely high 
demand for workers who were trained in Japan. Other Japanese firms’ experiences are 
similar, in this respect, to Minolta’s.” The impact of lost trainees is a burden on Japa- 
nese firms operating in Asia. However, the effects on the local economies in terms of 
technology transfer are believed to be very positive. 

Auto Industry 

In the 1980s Japanese automakers have made significant investments in production 
facilities in the United States, Canada, and Europe, for economic as well as political rea- 
sons, including voluntary export restraints and foreign pressure for direct investment. In 
1991, the numbers of workers who were employed in the United States, Canada, and 
Europe by auto assembly and auto parts plants owned fully or partly by Japanese com- 
panies were, respectively, 49,034 (1,500); 7,723 (82); and 23,586 (261), where the fig- 
ures in parentheses are the numbers of Japanese workers sent by the (Japanese) parent 
firms (Toyo Keizai 1992). Historically speaking, these Japanese auto firms’ foreign 
direct investments were not as large as the Big Three’s direct investments in Canada, 
Europe and elsewhere, but they were larger than the investments of the European 
automakers in the United States and Canada. 

The Japanese automakers’ initial reluctance to invest heavily in the United States was 
based on the notion that it would be difficult to successfully operate the type of pro- 
duction system used in Japan. This notion was supported by historical examples of the 
difficulty of transplanting auto production management skills overseas, including exam- 
ples of difficulties encountered by firms of countries other than Japan. For example, 
Ford could not successfully implement what it regarded as an efficient U.S. mass pro- 
duction system at its U.K. plant during the World War I period, even though it sent 
many U.S. engineers to the United Kingdom to help teach local workers. The plant sub- 
sequently reverted to the traditional production management found in many U.K. facto- 
ries. An example such as this, illustrating the difficulty of transplanting management 
skills between two countries sharing the same cultural and language background, makes 
it clear that Japanese automakers had good reason to worry. It was felt that, without care 
concerning production management skills, Japanese auto transplants in North America 
could lose their competitive edge against the Big Three. 

Japanese auto industry subsidiaries share the following four basic characteristics: 
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1. Job chssifcations. In order to implement team work concepts and the flexible 
deployment of personnel, these transplants have opted for fewer job classifications than 
the standard Big Three plants (Table 1). Most supervisors and managerial staff are local, 
and many have been trained in the parent firms’ factories. The relatively few personnel 
sent by the Japanese parent firms are expected to assist local personnel (see Table 9). 

2. Factory design. Most Japanese transplant factories produce about 2OO,OOO- 
250,000 cars of small to medium size. This scale of production is considered sufficient 
to reap scale economies. The complete design of a transplant factory is often a copy of 
what is called the “mother factory” in Japan. In some cases, however, the subsidiaries 
have production facilities and use technologies that represent substantial improvements 
over the mother factory. A transplant factory’s general purpose machineries are pur- 
chased from U.S. firms. However, specialized press and other machineries, including 
robots, tend to be imported from Japan. Many of these machineries and tools are adjust- 
ed or redesigned to suit U.S. workers. 

3. Maintenance. Japanese experiences suggest that, as the degree of automation 
increases, capacity utilization rates will fall because of increased machine and robot 
trouble. The Japanese approach to this problem is to prevent machine failures by empha- 
sizing preventive maintenance. It is reported that, to a large extent, transplants still rely 
on the maintenance workers sent by the Japanese parent firms because of the difficulty 
of training U.S. maintenance workers.13 

4. Hiring. Transplants often employ young, qualified employees from large appli- 
cant pools. So far, they are either nonunion or have been able to enjoy substantial con- 
cessions from unions regarding union rules. Because of their greenfield approach and 
advanced factory design, Japanese transplants seem to enjoy considerable advantages 
over Big Three plants. 

TABLE 9. Number of Employees Sent by Japanese 
Parent Firms to U.S. Transplants 

Total Employment Workers from Japan 

Honda 4,242 199 

Mazda 3,500 70 

Nissan 3.190 13 

SubaruAsuzu 3,200 50 

Toyota 

Mitsubishi/Chrysler 
(Diamond Star) 

3,000 50 

2,900 50 

Toyota/GM 2,500 35 
(NUMMI) 

VW 2,500 34a 

Note: aWorkers sent by the German parent frnn. (VW no longer operates production 
facilities in the United States.) 

Source: U.S. General Accounting Office (1988). 
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5. J5b ~5~~~~~ ~eanwork,anborz-the-jrrb h&zing, fn order to achieve flexibfe 
deployment and efficieni utilization of human resources, job rotations and team work are 
often implemented at transplants. Hourly job rotations and rotating four different job 
tasks a day are not uncommon practices. Despite the drastic departure of these practices 
from traditional single-task situations, it has been found that American workers adapt 
quite well. The only observable difference between U.S. and Japanese workers seems to 
be how they react when non-routine (abnormal) incidents take pla~e.~~ On-the-job train- 
ing is effectively achieved by job rotations and teamwork. Japanese transplants provide 
more on-the-job training than their U.S. counterparts. I5 (See Suzuki (1991, pp. 140-1431 
for a detailed description of on-the-job training at the transplants.) 

Japanese automakers have spent substantial amounts of resources to make their North 
American opemtions successful. Both their employees’ absenteeism (2 - 3%) and job 
separation rates (befow 5%) are well under the rates for Big Three plants in the same 
geographical regions. Their productivity measures also seem high compared to the Big 
Three’s (Krafcik 1988). Nevertheless, their heavy dependence on on-the-job training, 
close communication among workers, and less dependence on job manuals might cause 
the Japanese production system to fail to function once the personnel sent by Japanese 
parent firms leave the plants (White and Trevor 1983, ch. 5;, Suzuki 1991, ch. 3). For 
these and other reasons involving general union and labor movements and cultural dif- 
ferences, the long-term verdict on the Japanese transplants’ performances is still uncer- 

tain. 

We. have seen that Japanese manufacturers spend large amounts of personnel time and 
other resources to transfer their production technologies and associated industrial rela- 
tions practices to their overseas operations. To the extent that Japanese parent firms pos- 
sess superior technologies for producing products for which demand is strong, transfer- 
ring these production technologies to overseas plants on a greenfield often succeeds. 
Foreign production workers often appreciate many of the industrial relations practices 
implemented by Japanese subsidiaries. 

However, in contrast to blue-collar workers, office (or white-collar) workers (includ- 
ing managerial staff) at Japanese subsidiaries are much less compliments about the 
way Japanese expatriates run their offices (see Tsurumi 1978, p. 112, 1992, p. 128; 
Amako 1992).) LocJ managers, in part&far, are often dissatisfied with many aspects 
of the Japanese management practices. The primary reason for this seems to be that there 
is no visible proof that the Japanese office management style is superior to the indige- 
nous (e.g., North American or European) style that local white-callar workers are accus- 
tomed to. Unlike production workers, who can often be convinced of the usefulness of 
the Japanese production management methods by their direct exposure to high quality 
products coming out of production lines, office workers are not usually surrounded by 
superior outputs of Japanese expatriate managers. 

Furthermore, job rotations of Japanese managers involving executive positions in sub- 
sidiary operations make sense from the perspectives of the Japanese parent firms and for 
the career development of the Japanese managers in the long run, but make little sense 
to tocal managers. Another difficulty. particularly in North America, of Japanese style 
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human resource management is the treatment of female workers. It is estimated that vir- 
tually all of the Japanese operations in Canada and the United States have experienced 
legal suits or other types of personnel management problems with respect to relations 
with female workers (Tsurumi 1992, pp. 172-193).16 Given the slow speed with which 
many Japanese firms are proceeding to provide more upper-level employment opportu- 
nities for Japanese women, it is difficult to envisage that Japanese managers sent by the 
Japanese parent firms to their North American subsidiaries will have the necessary 
insights for dealing with this problem. It is also unclear how much of the responsibility 
for human resource management the Japanese managers are willing to delegate to local 
managers.” 

Another interesting observation is that Japanese manufacturers have learned from suc- 
cessful U.S. approaches to production problems, but many Japanese firms, if not all, show 
little indication of having learned from the greater experience of U.S. firms in dealing 
with female workers and gender issues. Many U.S. firms’ subsidiaries in Japan provide 
better advancement opportunities to women than Japanese firms do. Among Japanese 
firms, there is some empirical evidence that the ones that provide women with on-the-job 
training, job rotations, and internal promotion possibilities similar to men’s also pay 
women wages that are more comparable to men’s (Higuchi 1991, pp. 266-267). The 
extent of wage discrimination by gender in Japanese corporations is shown in Table 10. 

Another problem with Japanese industrial relations practices is the rigidity that long- 
term job security imposes on a firm’s personnel management options, particularly once 
a firm has reached a size where not much growth can be expected. There is an implic- 
it understanding that most workers will be promoted over time to higher positions. Yet, 
after a firm stops growing, there are only fixed numbers of higher-level managerial posi- 
tions. 

Unlike North American firms where seniority protects workers, senior workers in 
Japan are often expected to leave employment after a certain age. For example, more 
than half of large Japanese firms with at least 3,000 employees expect to see their man- 
agerial-level workers leave voluntarily for outside jobs, usually with considerable reduc- 
tions in pay, before their mandatory retirement ages. Such job changes often take place 
before workers reach the age of 50 (Japan, Ministry of Labor 1987, p. 5). These prac- 
tices, prevalent among large Japanese firms, are part of lifetime job security as imple- 
mented in Japan and resemble North American l%ms’ downsizing activities. Japanese 
firms do, however, find second jobs for most of their retiring workers, who might oth- 
erwise have difficulty locating positions because of their ages and the lack of secondary 
labor markets.i8 

TABLE 10. Male-Female Wage Differentials (Male = 100) 

United United West 
Japan States Kingdom France Germany Sweden 

1960 46 66 61 64 65 72 

1970 54 65 61 67 69 84 

1980 54 66 79 71 72 90 

Source: Mincer (1985) 
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International Perspective 

Some aspects of what are regarded as Japanese industrial relations practices have been 
implemented in certain U.S. companies, often independently of Japanese experiences. 
For example, IBM, a union-free firm, had been practicing a so-called “full employment” 
(no-layoffs) policy until recently. When downsizing was needed, IBM traditionally 
resorted to voluntary buyouts and early-retirement programs.19 

Delta Airlines, essentially a nonunion firm, is another company with a no-layoffs pol- 
icy. Delta also has a policy of job rotation. Internal promotions are the norm for all posi- 
tions, including top executives. (The only exceptions are pilots and medical personnel.) 
It is well known that during the 1973 oil crisis, Delta’s surplus personnel, including 200 
pilots and 400 flight attendants, were assigned to loading cargo, cleaning airplanes, sell- 
ing tickets, and making reservations (Montanari, Morgan, and Bracker 1990). Job secu- 
rity, and resulting high employee morale, are the consequences of good relations 
between Delta management and Delta employees. These practices have been in effect at 
Delta for more than 50 years, much longer than at many Japanese firms. 

Worthington Industries, a Columbus, Ohio, steel-processing company, practices a 
bonus system of the sort found in Japan. The wages of its production workers, most of 
whom are nonunion, consist of a base salary and a cash bonus equal to a fixed per- 
centage of the company’s operating profits. The bonus constitutes 40% to 50% of the 
worker’s total pay. If the company earns no profit, the workers receive only their base 
salaries.20 

In 1958, Lincoln Electric Company, the world’s largest manufacturer of welding 
machines and a nonunion company, formalized its lifetime employment policy, which 
had already been in effect for many years (Sharplin 1987). No layoffs have taken place 
at Lincoln since World War II. Considerable portions of the incomes of Lincoln employ- 
ees come from bonuses. The average bonus fell significantly from $20,759 in 1981, to 
$13,998 in 1982 and to $8,557 in 1983, as a recession hit the U.S. economy. During the 
severe recession period 1982-1983, 50 factory workers volunteered to join sales teams 
to market a new Lincoln welder designed for automobile body shops and small machine 
shops. Some other aspects of management practices at Lincoln also resemble those at 
Japanese firms. For example, management has the authority to transfer workers, as well 
as to assign workers to overtime or short time, as required. Internal promotions are the 
norm, and all hiring is for entry-level positions. There are no executive perquisites such 
as special offices, washrooms, lunch rooms, or parking spaces. 

Many attributes of Japanese industrial relations and management policies that are 
based on the philosophy of shared goals are practiced at firms such as Texas Instru- 
ments, Dow Chemical, and Hewlett-Packard. It is undeniable that companies such as 
IBM, Lincoln, and Delta Airlines which adopted Japanese-like policies many years ago 
are industry leaders. It would be interesting to examine how U.S. firms with stated no- 
layoff policies have fared in dealing with business downturns and downsizing because 
it may shed some light on the prospects for the future of Japanese industrial relations. 
Following a business downturn in 1992, Hewlett Packard and Digital Equipment report- 
edly abandoned their no-layoff traditions and made large cutbacks in personnel.21 IBM 
also implemented layoffs, even though its former chairman John Akers believed that 
“layoffs change the culture of a company completely. The relationship between the 
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enterprise and the individual changes forever, and boy, I don’t want that change if we 
can avoid it.“22 (Yet, Akers also noted in the 1992 IBM annual report, “If further sig- 
nificant reductions are required, we will reassess full employment and do what is best 
for IBM.“) 

The presence of a limited number of successful U.S. firms that have implemented 
some Japanese-style management practices, as well as the successful transplantation of 
Japanese production technology to North American and European settings, seems to sug- 
gest that more widespread adoption of Japanese management and industrial relations 
practices and production m~agement methods might prove feasible and profitable in 
North America. On technology transfer, Shimada (1988, p. 270) advises Japanese man- 
ufacturing firms to: (1) ascertain those aspects of their production technologies which 
are essential to their competitiveness and yet independent of market and cultural condi- 
tions, and (2) study methods for transferring them to overseas production units in an 
organizationally effective manner. 

The Japanese Business System and Internationalization 

Japanese industrial relations practices form an integral part of the Japanese business 
system, which emphasizes long-term business relationships among workers, firms, and 
financial institutions. I bave discussed risk-sharing and incentive mechanisms underly- 
ing Japanese industrial relations practices, and have also pointed out serious effects of 
these practices on the external labor market. 

Another important aspect of the Japanese business system is that up to 70% of the 
outstanding shares of Japanese listed firms are held by stable shareholders (e.g., banks 
and other financial institutions, and other firms). Because of this practice, it is unlikely 
that a large-scale hostile takeover takes place in Japan. It has also allowed both Japa- 
nese firms and workers to invest in workers’ firm-specific skills in the long run. (Note 
that a hostile takeover [or a threat of it] might make such an investment in human cap- 
ital worthless.) The Japanese stable shareholding, however, has resulted in the lack of a 
meaningful open market for corporate control and the infringement of individual share- 
holders’ rights. 

The Japanese business system is an internally consistent system in equilibrium in the 
sense that a part of the system cannot be changed for the better without changing the 
whote system. In response to the increasing international content of the Japanese econ- 
omy and the resulting international pressure, the Japanese Ministry of Labor (1992a) and 
Keidanren (1993), the Japan Federation of Economic Organizations, called for a funda- 
mental change in the Japanese business system. It is unclear yet, however, what kind of 
change should (or will) take place to bring the present system to a new improved equi- 
librium. 
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NOTES 

1. These industrial relations practices form an integral part of the Japanese business system, 
which emphasizes long-term business relationships. Such relationships are generally accompanied 
by risk-sharing and incentive mechanisms as is discussed below. They also stress bargaining in 
the internal labor market over transactions in the external labor market. See, for example, Naka- 
mura (1991~) and papers discussed there for alternative theories for Japanese industrial relations. 

2. Toyota succeeded in shortening the setup time for an 800-ton punch press for the hood and 
fender from 2-3 hours in 1954 to 15 minutes in 1965 and to 3 minutes in 1970. (The usual setup 
time in the United States in 1970 ranged from several hours to a day.) A new Nissan plant in 
Kyushu produces different models (Sunny, Pulser, Sylvia, Safari, etc.) on the same assembly line. 
The models being produced can be changed at any time (Mitsuhashi 1992). 

3. The numbers of job classifications are small in manufacturing industries other than the auto 
industry, too. For example, there are only 9 job classes in the technician job category at Hitachi, 
Ltd., a major electrical machinery producer, whereas there are typically more than 100 blue-col- 
lar job titles at comparable unionized companies in the United States (Aoki 1988, p. 97). 

4. Facing potential firm bankruptcies in 1992, some labor unions in Canada agreed to wage 
rollbacks in the middle of long-term contracts, despite the COLA clauses. 

5. Incentives are generated not only by bonus assessments but also by annual promotions and 
regular wage raises. 

6. Nihon Keizai, Shimbun, July 26, 1992. 
7. The practical problems faced by female workers include: the tax treatment of female spous- 

es’ contributions to government pension accounts, which is quite unfavorable compared to that of 
men; and the cost of child care, which is not income tax deductible. 

8. It is of interest to note, however, that over time, Japanese firms have hired relatively con- 
stant numbers of new female university graduates in science and engineering even though the 
number of positions available to new female university graduates outside technology areas is much 
greater than in technology areas (Nihon Keizai Shimbun, June 19, 1992). 

9. Some automakers (e.g., Toyota, Fuji Heavy Industries, and Hino) regularly employ female 
production workers, but some others (e.g., Honda and Mitsubishi Motor) do not believe female 
production workers can be efficiently deployed in their multi-shift production facilities because of 
the Japanese Labor Code prohibiting women from working during certain night shifts. 

10. For example, Kodak Japan announced in June 1992 that they were seeking 200 workers, 
including managers and executives of age 45 or older, to voluntarily quit the firm by September 
1992. Those who accept this offer were to be given increased amounts of retirement pay as well 
as positions at other firms. While this move is part of the downsizing Kodak is engaged in glob- 
ally, the conditions offered to induce voluntary retirement are similar to the conditions offered by 
indigenous Japanese firms under similar circumstances. 

11. Host countries may also have political reasons for wanting to have factories equipped with 
advanced machineries (Tsurumi 1976). 

12. Nihon Keizai Shimbun, June 3, 1992. 

13. Suzuki (199 1, pp. 126- 127) cites three reasons for this difficulty: the relatively weak indus- 
trial base found in the area where transplants were built, the lack of maintenance personnel who 
are knowledgeable across the standard U.S. maintenance job classifications (maintenance in 
mechanics, electrical engineering, etc.), and the lack of the notion of preventive maintenance. 

14. It is usual that just-in-time production systems often require minor nonroutine repairs and 
adjustments. Shimada (1988, pp. 140-143) reported that in a Japanese plant, the production work- 
er who identifies the need for repair from observing defective products on the production line gets 
personally involved with the required repair work. Such a practice has not yet become prevalent 
in a U.S. manufacturing plant. 

15. White and Trevor (1983) also reported that 60% of the workers (84% of supervisors and 



52% of ordinary workers) at Japanese firms’ operations in the United Kingdom receive on-the-job 
training from Japanese workers sent by the parent firms. Only 11% of the workers at other non- 
Japanese foreign operations receive this sort of training. For the United States, Higuchi (1991) also 
reported that more workers at Japanese firms’ operations receive on-the-job training than those at 
U.S. firms’ operations (24.4% for Japan versus 13.5% for the United States ). 

16. Similar situations appear to exist with respect CO workers from minority groups. With the 
enactment in July 1992 of the new Americans with Disabilities Act, further personnel manage- 
ment problems with respect to disabfed workers may arise at Japanese firms’ subsidiaries in the 
United States. Some speculate that the treatment of workers with AIDS is also a potential per- 
sonnel management problem for Japanese firms. 

17. ft shouId be pointed out, however, that some Japanese firms are spending considerable 
amounts of resources to provide their workers assigned to their North American operations with 
training in the management of human resources and how to delegate management responsibilities. 

18. Given the problems associated with long-term employment practices in Japan, the Ministry 
of Labor recently proposed that Japanese firms reassess the current practice of long-term employ- 
ment (Japan, Ministry of Labor 1992a). It predicted that more developed secondary labor markets, 
with wage structures based on current market wages, and more active deployment of female work- 
ers and older workers would emerge in the 1990s and that the current long-term employment prac- 
tices would prove inadequate for coping with these changes in the labor market and expected labor 
shortages. 

19. In the first six months of 1992, it ran 87 buyout and early retirement programs in 37 coun- 
tries (Forrune, July 27, 1992, p. 53). 

20. Fortune, May 25, 1987, pp. 26-32. 
21. G&e and Mail, Toronto, August 4, 1992. 
22. Fur-tune, July 27, 1992, p. 53. 
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