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Fairness and Unity of Treatment in Japanese Labor Markets

What 1s the role of fairness and unity of treatment in Japanese labor markets? Initially
the dominant values which the Japanese apply to labor markets must be identified. What
is the source of these values? How have they changed over time? How have they actually
affected labor markets? Are differences between Japanese and foreign labor markets, particularly
American labor markets, explained by differences in values or the manner in which those values
are expressed within the economy? These are the central issues which are addressed in this
essay.

1. Japanese Values

Discussions of Japanese labor markets often begin with the assertion that Japan is a vertical
society with strong hieratical relationships. While true, the most important value which pervades
the employment relationship is an emphasis upon equality for individuals in relevant groups. A
variety of scholars have commented upon this. Laura Hein has written that the Japanese basis
for postwar economic planning, the March, 1946 document produced by Saburo Okita’s study
group had, as one of its three principles, a more egalitarian economy. [1994:758] Okita, himself,
has written of the Income Doubling Plan in the late 1950’s; that he was personally concerned
about reducing income gaps between agriculture and industry, large and small firms, and among
geographical regions. [1983:79] Nathan Glazer some 20 years ago wrote, “The Japanese factory is
perhaps the most egalitarian in the world outside of China.” [1976:887] Thomas Rohlen writing
of the bank which he studied stated that for men“... This is essentially an egalitarian system
of material reward.”[1974:173] Michael Smitka in his book about sub-contracting argued that
the development of labor market practices in Japan “...Severely constrained the ability of firms
to pay their regular workers dissimilar wages.”[1991:110] Tt should be added dissimilar wages
based upon differences in company seniority and educational levels were considered appropriate.
John Lorriman and Takashi Kenjo have written that the Japanese ethos implies that university
graduates of the same cohort will be paid much the same salary at least until age 45.[1994:154]
Ronald Dore wrote that differences in values between Japan and the United Kingdom are a better
explanation for differences in behavior than are superior skills in human relations.[1987:88] And
he noted that markets in Japan take on a moral quality and are regulated by fairness. [1987:190]

*Reprinted and corrected from Keio Economic Observatory Occasional Paper E.No.17(April 1995).
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The importance which the Japanese place on equality may be found in a study of the values
of members of elite groups in several countries. The results showed that the Japanese elites
favored smaller income ratios between groups than they thought existed, and that they favored
smaller ratios than did elites in the United States. Japanese business and labor elites favored
income ratios between groups which were about one-half as large as did business and labor
elites in the United States.[Verba, 1987:130-132] Demands for equitable treatment can be found
among residential communities [Allison, 1994:179] and also apply within local Matsuri. [Bestor,
1989:254-5] Tt is necessary, however, to add that equality applies most strongly to those within
the relevant community. This is consistent with Confucian thought which allowed people to
treat others in proportion to the intimacy of relations.[Taka, 1993:39] Consequently individuals
outside the relevant community can be treated quite differently without values being seen to
have been compromised. It is this emphasis upon equality within but not necessarily across
different communities as opposed to individuals across the entire population which leads some
writers to argue that an official ideology of egalitarianism is not applied to the work place.[Pharr,
1990:183] Consequently the issue for the contemporary Japanese labor economy is what are the
relevant communities to which a standard of equality is to be applied. A variety of different
groups must be considered. These include Hyojun Rodosha [standard workers] compared to
Chutosaiyosha, [mid career employees] regular workers compared to temporary, dispatched, and
part-time workers. Among all of these, currently the most important question deals with women
workers, because of their increased role as employees and international trends.

2. Women Workers

What is the fundamental economic unit? Is it the individual? Or is it the family? Many
Western scholars writing about women in the Japanese work place assume that the correct
answer is the individual. The Japanese economy, however, seems to presuppose that the answer
1s the family. Historically the family as the basic unit can be seen in the importance of the e
and in family registers. Within the Shinto religion men and women were seen as having separate
but reinforcing power.[Rosenberger, 1994:101] During Japan’s growth and development before
1940 social opinion did not encourage women to obtain advanced educations, and disapproved
of their working outside that home since both of these were viewed as inconsistent with the
general norm that women’s place was in the home. [Fujimura-Fanselow and Imamura, 1991:233]

In the immediate Post War years the view of the male as the economic provider for his family
was consistent with the fact that in 1950 only about 10 percent of married women were employed
outside the home or family business.[Brinton, 1993:118] This family orientation also may be seen
in union demands in the those postwar years for a wage policy based upon Densangata, a living
wage whose level depended upon worker family needs and not the economy of the employer.
The idea was not new. It was first discussed in the 1920’s when some firms began to employ
lifetime commitment for some employees. [Evans, 1991:303] Additionally, considering that the
vast majority of all women marry, for example in 1990 94.2 percent of all women 40 to 44 years
of age had been married, it may not have been an unreasonable answer 40 years ago. Whether
it still 1s reasonable is a crucial issue, and is considered in section six.

3. The Source of Standards

Like so many things in Japan, the roots of the value system are to be found in the Tokugawa era,
1603-1868. During the Tokugawa era there were four categories of citizens. Socially the highest
group was composed of the nobility. As a practical matter the most important were those in
the the military government with the Shogun and his Bannermen at its center, the regional
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governors, the Daimyo, and their Samurai supporters. Next came the peasants who comprised
the largest group. Last came the merchants. Within each of these communities ability and hard
work might allow one to improve one’s or one’s family position overtime. However, movement
across social boundaries was practically impossible.

There were three important characteristics of these social groups. First the dominant ideol-
ogy was Confucianism which taught the importance of benevolence from those in authority to
those under their control. Secondly, within each of these social groups or communities there were
ties of reciprocal obligations which often stretched across generations. Lastly, unlike European
feudalism in which the military class which held land from the King in return for their allegiance
lived on those specific pieces of land, the Japanese military leaders, turned into bureaucrats dur-
ing the Tokugawa years, lived in the castle towns away from land and peasant villages. Without
visible authority figures living among them, as in Europe, Japanese communities had to evolve
their own methods of internal control. Tsuneo Sato has written that the peasants in the villages
were roughly equal in economic resources and in their social standing, [1990:45] while Phillip C.
Brown has discussed the importance of fairness and equity in the practices of internal control.

[1993:94-96:227]

The nature of the major crop, rice, largely dictated the results. Rice requires a great deal
of cooperative labor in the allocation of water rights, maintaining watercourses, and planting
and harvesting the rice. Ken-ichi Imai has written that rice cultivators developed spontaneous
cooperation. [1992:199] Left to their own devices and required to cooperate with each other it
is hardly surprising that equality within each rural community became the standard of the day.
John Haley has written that despite differences in wealth and power the people within a mura
(village) lived with an ideology that they were equal. [1992:44]

The Meiji Restoration brought many changes. Some of these would strengthen the values of
equality while others would erode communities of interest and their emphasis upon equality. A
major purpose of the Meiji Restoration was to change Japan in order that she would be able to
remain free from domination by foreign powers. A beginning step came on September 4, 1872
when the Preamble to the Fundamental Code of Education was issued. This made it clear that
there was to be a new stress on individualism, equality among the classes and self-improvement.
[Rubinger, 1989:228] As a means to that end foreign ideas, educators, and learning was imported
and converted to Japanese usage. The Japanese government searched the world for ideas and
models, many of which were imported in part to define the various parts of a modern society
and country. To achieve their aims in the field of education the government moved to establish
a base of elementary education, a process not completed until the turn of the century because
of farmer opposition and the size of school fees. Outside of education in the advanced areas
of the economy the dominant model for firms and for relations with workers was capitalism
as practiced in the West. Imported capitalism eroded equality for it meant a depersonalized
relationship between firms and workers, especially blue collar workers. By the 1890’s the idea
that workers could be treated as dispensable inputs was wide spread.[Imai:1992:180] Equality as
a standard became largely lost. There were many distinctions between workers in dress, toilets,
gates, dining facilities and the payment of bonuses which when paid were reserved for senior
management officials. [Smith, 1984:593] This meant, as Aoki has written, that the commitment
to reciprocity of village life was in the 1920’s lacking in those parts of the economy dominated
by modern economic processes. [Aoki in Aoki and Dore, (eds.), 1994:30]
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The loss of equality of treatment was keenly and severely felt by the workers. Factory
newspapers were filled with letters of complaint about favoritism, and cartoons in worker papers
made the same point. A principal demand by the workers was for chii no kojo (higher status).
[Smith, 1984:589, 606] For unions in the prewar years fair treatment of workers was as important
as job security and wage security. For example the Ishikawajima strike of 1921 had at its core,
demands for equality of treatment and respect from the employers. [Gordon, 1991:77,204-5]

One of the difficulties faced by firms in the modern sector was how to maintain their skilled
work forces, and how to deal with unions. In both these areas there emerged over time a resort
to traditions of the past. Senior workers and internal unions were treated more as members of
the family of the enterprise. In practice this meant a strong seniority component to wages and
commitments to the continuation of employment, and for unions consultation much more than
actual contracts. Still, it was a distinct minority who shared in these benefits. In the mid-1920’s
the influence of these factors began to be evident in the wage structure as the wages differences
between large and small and medium sized firms began to be emerge.

War in China and associated planning for a larger war became the next major influence.
The Sangyo Hokoku Kai (Industrial Patriotic Society) was substituted for unions in an effort
to organize the workers for war production. In 1938 the Society recognized employees as well
as employers as members of the firm. In 1940 the government passed an outline that said that
the firm was an organic body composed of capital, management, and labor. Both of these were
strongly opposed by employer groups. [Ozaki, 1994:360,367]

The Great Pacific War came to an end and with it the authority structures which had ruled
Japan. These structures which had supported inequality within the work place, were swept
away. In their place came the American Occupation with its own ideas of democracy. Four
major policies of the occupation were important. One was the breakup of the Zaibatsu. A
second was land reform which gave ownership of the land to the cultivators. The third was the
shifting of educational policy away from the complete domination of the Ministry of Education.
This associated with the growth of the Teacher’s Union enshrined the concept of equality within
the formative years of a child’s education. What equality meant was the every child was expected
to be able to succeed, and effort and industry were the keys which would determine child would
succeed, and not some abstract idea of differential ability. [White, 1987:115] The fourth policy
was the encouragement of unions in the style of New Deal unionism under the Wagner Act in
the United States. The newly encouraged unions grew very rapidly. By 1949 they represented
55.8 percent of employees. Their central demand was for equality of treatment, and this was
written into the Trade Union Act of 1946.

Some writers attribute Japanese workplace demands for equality to the importation of Amer-
ican ideas of equality associated with the Occupation. The achievement of ideals of equality in
the Japanese work place was aided by the Occupation, but the demands themselves reflected
historic concepts within Japan which largely had been suppressed and ignored since early Meiji.

Despite an American expectation that Japanese unions organized under their own “Wagner
Act” would come to look and act like American unions, they didn’t. Japanese unions followed
their own path. The joining of blue collar and white collar workers within a single enterprise
organization under Sangyo Hokoku Kai, and the emphasis upon enterprise unions, lifetime com-
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mitment, and seniority based wages for senior workers in the 1920’s, as I wrote many years
ago, dictated this result.[Evans, 1970] Writing more recently, though expressing long held views,
Haruo Shimada [1992] has argued that the adoption of the Three Treasures, enterprise unionism,
lifetime commitment, and seniority based wages was the result of long and bitter struggles be-
tween firms and unions in the immediate postwar years. Early postwar years marked a struggle
between more radical elements in unions for production control and in companies for a return to
the early 1920’s with employers firmly in control. More conservative political attitudes within
Japan doomed the radical unionist ideas while union strength in the face of major job losses due
to rationalization rendered employer ideas of a return to the ideas of the 1920’s impossible. Out
of the compromises, worked out firm by firm, came equality of social standing, bonuses for all,
long term employment commitments for all levels of core workers, and enterprise unions. These
postwar developments are extensively discussed by Andrew Gordon.[1985]

The concepts of equality within the work place developed in these early postwar years seem
to have remained relatively unchanged in the 40 years of growth following recovery from the
War in 1955. In recent years there appear to be modest changes in personal values, but whether
this means a change in standards is difficult to say. The Prime Minister’s Office has asked the
same series of questions in surveys over the years. Among them has been the question, which of
six value statements is the closest one to the interviewees own attitude toward life. Four of the
six possible answers are: (a) “Live a Pure Life.”, (b) “Get Rich”; (¢) “Live Without Worry”,
and (d) “Live a Life to Suit One’s Own Taste.” In 1953 the proportions selecting each answer
were 29 percent, 15 percent, 11 percent, and 21 percent. The 1953 values were little changed
from those recorded in 1930 except for the category, “To Lead a Life Dedicated to Society”
which had been 34 percent in 1930, had fallen to 10 percent in 1953 and then trailed off even
lower.[Hidaka, 1984,66] Between 1953 and 1983 “Suiting One’s taste” rose from 21 percent to 38
percent which was a slight drop from 1978. “Living Without Worry” also increased its perentage
while the proportion choosing “Getting Rich” stayed constant. “Live a Pure Life” dropped by
about 2/3rds. There is some evidence to suggest that these views are formed early in adult
life and then persist, so that the observed changes are those of successive generations and not
individuals within age cohorts changing their minds. Thus males ages 25-29 who chose “Suit
One’s Own Taste” rose from 24.7 percent in 1953 to 51.1 percent in 1983. For the 1953 cohort
of 25 to 29 year old who were 55-59 years of age in 1983 their choice of “Suit One’s Own Taste”
had risen only from 24.7 percent in 1953 to 33.3 percent in 1983.[Hayashi, 1992:142-146]

Since 1974 in repeated questions about what made them satisfied with their life | there have
been few trends in the answers. While working and family life have remained at about 45 percent
and 35 percent, resting, hobbies; and chatting with friends have all grown to about 30 percent.
[Prime Minister’s Life Survey 1991:53]

Other surveys with different questions find little change in certain basic attitudes. Workers
were asked whether they would prefer a boss who never made unreasonable demands at work
but never helped them with 1ssues outside of work, compared to a boss who sometimes made
unreasonable demands but who also helped with issues outside of work. In 1953, 85 percent
choose the boss with a personal touch. In 1983 the proportion choosing that type of boss was
89 percent having been in the 80 percent range in each year of the every five years in which the
survey was taken, except in 1958 when the proportion had dipped to 77 percent.[Hayashi, et al.,
1992:56]
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Some scholars believe that there will be significant future changes because of new economic
conditions. They suggest that the core of new workers will arrive without the “insecurities and
optimism of the postwar era” [Murakami and Rohlen 1992:83 and 89] Yet , those who enter the
work force today arrive with their own set of uncertainties, and we must remember that the
times of the beginning of the “Three Treasures” and of their postwar resurgence were times of
labor surplus. Some change is always to be expected, but in the absence of cataclysmic events, 1t
is apt to be slow and measured. This can be seen in the slow shift t of weights accorded different
factors with the wage structure. The direction is to place more emphasis upon personal effort
and achievement. How these will actually work out in practice will take some years to make
clear.

4. Evidence of the Influence of Equality

Strangely for a social science, economics is largely devoid of time and people. Yet, all economic
activities are performed by humans for human objectives. It would seem natural to believe
that standards of morality, ideology, and culture should play important roles. Yet in American
economic circles, and places heavily influenced by them, these attributes play almost no role
in economic analysis. My own long standing view is that morality, ideology, and culture are
important, and specifically that standards of equality can be found to play a specific role in the
Japanese economy.[Evans, 1971: 179] This means that evidence of equality’s role in economic
structures and in economic outcomes will be found.

A. We begin with the obvious, the similarity of dress, dining rooms, etc. among all classes of
employees within enterprises and the inclusion of bonuses payments for all workers, key parts of
the union demands for equality of treatment in 1945, remain firmly in place. The sense of almost
all Japanese that they belong to the middle class has, if anything, become more pronounced in
recent years. In 1961 41.5 percent of Japanese identified themselves as having the status chu
no chu. This percentage rose to a high of 61.3 percent in 1973 and in 1991 was 54.4 percent.
Those who identified themselves as upper class grew from .3 percent in 1961 to between .5 and
.7 percent in recent years.[Prime Minister’s Office, 1991:6]

B. Japanese income distributions rank among the most equal in the world. During the period
from 1939 to 1955 Lorenz curves became more equal and then after 1960 began to narrow rapidly
during the era of rapid growth.[Ono and Watanabe, 1976:374 and 378] During the period of
rapid growth the Gini coefficient dropped from .382 in 1962 to .334 in 1973, rose to .370 in 1978
and declined again to .346 in 1980.[Bronfenbrenner and Yasuba, 1987:111] Professor Mizoguchi
has calculated slightly different ratios but ones whose time pattern is equivalent.[Choo, 1991:5]
Looking at household disposable income, Japan is at or near the top of OECD nations for
equality. Japan has the highest proportion of income going to the lowest 20 percent of the
income distribution. In the early 1980’s it was about 10 percent of income or twice the rate
for the United States.[Bauer and Mason, 1992:403 and 408] Currently Japan’s ratio of income
to the richest 20 percent over that of the lowest 20th percent is four or just about one-third
of the eleven found in the United States.[Economist, Nov. 5-11:20] There are some problems
with Japanese income distribution data which have caused some scholars to argue that income
i1s more unequally distributed than shown by these comparisons. Similar problems exist as well
for other countries and it is not clear how relative rankings would be affected if corrections
were to be made to all of them. In addition to relatively equal income Japan also has a low
concentration of wealth compared to other countries.[Tachibayaki and Takata, 1994:201]
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C. Aggregate wages are set under the influence of equality. In 1955 the spring wage struggle
began under the leadership of Sohyo. Its express aim was to use the strength of the strong unions
to improve the bargaining power of the weaker unions. In a sense it was to recapture some success
which had been obtained by union strength in the immediate postwar years. Initially the struggle
was limited to Sohyo and Sohyo related unions while Domei had its own fall struggle. Yet over
time, no doubt pushed by the ending of the Japanese business fiscal year in March, Shunto, the
spring struggle, became the the process by which aggregate wages in the private sector were
set in each year. Since government wage setting bodies made their recommendations following
private sector settlements, Shunto effectively determined general wage increases for the entire
Japanese economy.

There are two things which are important about Shunto. One is the pattern of the distribu-
tion of results. Initially the dispersion by industry of wage settlements [measured by the 75th
percentile settlement less the 25th percentile settlement divided by twice the median settlement]
was quite large. For the years 1956 through 1958 the average was .25. Then, as the Shunto
concept developed, the distribution of wage increases began to narrow, averaging .14 in the next
five years. Beginning in 1967 through 1974 the measure averaged .069. This was followed by
five years with dispersions which averaged .126. The decade of the 1980’s averaged .109. The
first four years of the 1990’s have averaged .098. The more difficult economic times of the post
oil shock years have seen higher dispersions than in the boom years. The 20 years of slower
growth after 1974 have averaged .111 which is 60 percent higher them in the boom years. Yet
within recent years Shunto settlements during rising portion of the business cycle are somewhat
larger than those during declining portions. [Rodo Hakusho(Labor White Paper), various issues]
Still, given the stresses and strains which Japan has experienced the relative narrowness of these
suggests the continued importance of a striving for relative equity.

The second important aspect of Shunto is its continued existence. This suggests that the
importance of trying to achieve a narrowness of results is still important. This is reinforced by
a comparison with the United States. Right after the Second World War aggregate wages in
the United States were set in wage rounds which involved very centralized bargaining.[Evans,
1971:116-122] The wage rounds had several rationales. One of them was to project the strength
of powerful unions to weaker locals of the same unions. This system broke down in the early
1960’s for a number of reasons, though some would date the demise ten years later.[Mitchell,
1990:157] Part of the reason for the breakdown of the wage round system was that their was no
real concept of equity. Wage rounds became a form of one ups man ship in which the leaders
of powerful national unions tried to impress their members that they were the “real” wage
leaders. Too, union demands on smaller employers tended to be for both wage levels and for
wage increases which did not allow for differential productivity between large and small firms
to be adjusted.

D. Movements in wage structures also exhibit the influence of equity. Between 1924 and
1933 the coefficient of variation for wages for 40 occupations rose from .195 to .232 during a
period of generally weak demand for labor. In those industries in which male relative wages
were rising there was a spill over to the wages of women working in those same industries. Since
there was no shortage of female labor or of skills, I believe 1t was the influence of equity with
firms which generated these results.[Evans, 1971:178-181]

Contrary to experience in the United States, Japanese wage distributions have not been
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widening. American wage distributions have been rising since sometime in the 1950’s Mont-
gomery and Stockton, 1994:209 and Juhn, Murphy and Price, 1993:420] Then since the 1970’s
the widening of the distributions has involved both ends of the distribution pulling away from the
median, and there has been a widening of differentials within age and educational groups.[Davis,

1992:3]

The causes for a expanding disdersions in the United States have been sought by a variety
of scholars in dozens of papers. The most commonly offered explanation has been a rising
dispersion of capital and skills. [Mont-gomery and Stockton, 1994:216] This has given rise to
an increasing demand for general discretionary skills, and that has been reflected in a rising
wage premium for education and experience.[Ryscavge, 1994:14] Alternatively some have seen
the durable goods trade deficit as the primary explanation for the trend.[Borjas and Ramey,
1994:13] Given that the dispersion reflects both the decline in lower wages and a rise in wages
at the top concentrated in different time periods, it is probably inappropriate to seek a single
cause.

If technology and a rising demand for skilled workers are generating this widening wage
distribution, then the same process should be affecting Japan since the same new technologies
and skill needs should apply equally to Japan which operates on the same technological fron-
tier. Some have argued that powerful trade unions, centralized bargaining and high minimum
wages have in some European countries blunted the widening of wage differentials under strong
demands for more technologically trained workers. [Economist, Nov. 5-11, 1994:20] By this
count Japan should have expanding differentials. The degree of union density has not been
high since shortly after 1946 and has declined in recent years. Bargaining is not centralized in
the European tradition, and minimum wages don’t exist in any practical way. The reality of
unions and bargaining is more complicated than its surface elements. The Shunto pattern of
bargaining and a continuing high level of union density among larger firms provides some of the
same structural factors which seem to mitigate a tendency to wards a widening wage dispersion
in some European countries.

As can be seen in Table I the distribution of Japanese wages narrowed during the years of
very rapid growth, 1961- 1970. There then followed a slight narrowing during the period of
rapid inflation associated with the first Oil Shock. The changes during rapid growth would be
expected in the most neoclassical economy. The narrowing due to inflation would not be. Rather
it reflects considerations of equity, because all levels of workers are seen as suffering from similar
increases in the prices of basic goods. Since 1975 the overall pattern of wage distribution has
returned to its 1970 level.(Table T) Much of this may reflect the importance of age in Japanese
wage distributions and a work force which is growing older. Had 1993 wages been distributed to
a population with the age structure of 1978, the dispersion would have been .47 rather than .55.
An examination of wage distributions between 1973 and 1988 by Umezawa and Kanno showed
that for male employees wages distributions for the major industrial group were different but

all had maintained stability between 1976 and 1988.[ 1990:30 and 32]

The differing patterns in returns to education and to experience in the United States and
Japan are shown in Table II. It shows the expanding wage pattern in the United States for expe-
rience and education that lie behind the conclusions that increased demands for skill associated
with technological change characterize the American wage distributions. Table IT also shows
the great stability of these relationships in Japan. A similar conclusion is evident in Table TII.
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Table IV indicates that the narrowing of wage differentials in the first three Tables can also be
found in other distributions as well.

One can argue that the existence of the narrower differentials in Japan in the face of the
same technological changes observed in the United States is proof of the role of fairness. Here
the role of fairness may be seen as operating both directly and indirectly. The direct role would
reflect pressures for equity in the face of differential demands for more and less skilled labor.
The indirect role of equity is the manner in which it has helped shape Japanese employment
practices in ways which have reduced the kinds of pressures being felt in American labor markets.
In order to maintain a homogeneous work force Japanese firms often rely on sub-contractors for
specialized services. A sharp increase in the demand for the skills of subcontractors may put
pressure on their wages to rise, but not on the wages of the main organization. Even more
important is the fact that the Japanese firm is organized to produce both an output of goods
and services and increased skills among its workers. Thus as technology becomes wider and
deeper the companies have responded by employing workers with a potential to learn and adapt
to these new situations.[Lorriman and Kenjo, 1994:64] In Japan the the need technical and
managerial skills are developed in workers during their career within the company. Thus, unlike
in the United States it 1s not necessary for the firm to pay a rising wage differential to attract
and hold the required skills.

An alternative explanation has been proposed by Borjas and Ramey who have argued that
between 1962 and 1983 the major economic variable which tracks best with the pattern of
movements in wage inequality is the net imports of durable goods which competed with less
skilled American workers.[1994:312] Yet two of the more important industries to be adversely
affected by trade were iron and steel and autos whose wages were above average and this would
have mitigated somewhat the influence of the trade variable. Too, the explanation would seem
to apply to the falling away of wages in the lower 20th percentile, but has little to say about the
expansion of wages in the top 20th. Still, it does raise the question of Japan’s export position
and any resulting influence on the wage structure.

The influence of role of international trade on Japanese wage differentials between 1967 and
1987 has been examined by Yoshio Higuchi. He argued that the rapid rise in the value of the
yen placed pressure on Japanese firms which squeezed the wages of older workers more than it
did that of younger workers because the potential costs of mobility for the older workers were
relatively much greater than for the younger workers. This result was most clearly visible for
iron and steel workers and electrical machinery workers.[1989:491-492] Yet, if one looks at the
ratio of wages for high school educated workers 50 to 54 years of age to those 20 to 24 years of
age in manufacturing in the early 1990’s the higher the ratio the greater the proportion of total
product which was exported which is not consistent with the Higuchi view. On the other hand,
in 1993 that average ratio of wages for these two age groups for 20 manufacturing industries
was 2.10 while for 31 non-manufacturing industries it was 2.35 which is more consistent with
Higuchi’s results.

5. Fairness and Mid-Career Employees

What is a fair difference in the wages between employees who are similarly situated except for
firm tenure 7 It is easier to describe the main influences upon these wage ratios than it is
to assess the appropriate outcome. All firms provide some on-the-job training. Consequently
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newly employed mid-career individuals will lack some of the human capital possessed by long
tenured individuals. This will be particularly true in Japan because firms strongly believe in the
correctness and uniqueness of their company’s approach to work issues. In addition companies
believe that employees obtain this knowledge by participating in, and observing their superiors
in the day to day conduct of business.

In Japan the concept of life time commitment by the employer [shushin koyo] and its atten-
dant requirement that the firm provide extensive training means that for many individuals their
working life will be with the original employer. The promise of adequate wages for an employee
and his family’s lifetime consumption means that wages rise over the course of one’s working
life, at least until age 55. In order to encourage productivity by these core employees the firm
maintains a wage difference between similar employees who differ by length of service. Thus
a reasonable wage difference will be seen as fair since 1t reflects productivity and is meant to
encourage long term stability of employment.

In April of each year when new graduates begin their employment, high wage employers will
have attempted to hire the best and the brightest. If they have been successful their mid-career
hires will on average be less qualified than those all ready employed. This will give rise to “fair”
wage differentials.

These reasons imply that the initial wage differentials between mid career and long service
employees of comparable age and education will be seen as fair. As the mid career employee
gains tenure with the new firm, what should happen to the wage differences? There are two
expectations and they imply different ratios

A) The unseen quality differences over time will reveal that some of the mid-career hires are
better qualified than some with long tenure whose true abilities are now evident to the employer.
This fact along with the increased on the job training and knowledge of the new firms’s approach
to business should mean that as the mid-career employee acquires more and more tenure in the
new firm, his or her wage disadvantage will diminish.

In Table V it can be seen that on average there is some modest improvement. The 25 to 29
year old college graduate with five less years of tenure received 15 percent less compensation. By
age 50-54 the difference has been reduced to 6 percent. Yet for the 30 to 34 year old who starts
ten years behind there is little relative improvement by age 50 to 54. Nor does there appear to
be much improvement for those with even less tenure at age 50 to 54. Patterns for high school
educated workers and for college educated women are essentially similar.

B) At older ages those with a university education will hold more responsible positions. More
often than not, and especially in larger corporations, the majority of these will be long service
employees. Consequently the negative premium for mobility would rise with age especially in
larger firms. In intermediate sized firms, 100 to 999 employees, the existence of a dispropor-
tionate share of growing companies will mean that mid-career employees will have been hired
to maintain the expansion and this has given them more opportunities for promotion. Conse-
quently the wage differences will be less than in the larger firms. This prediction is confirmed
by the data in Table VI which shows the compensation ratios for men 45 to 49 years of age
with 20-25 years of service in order to be able to match them with results from an earlier study



The Role of Fairness and Unity of Treatment in Japanese Labor Markets 79

[Evans, 1984a], and to avoid the open-ended tenure category 30 and more years. The data are
shown for 1980 and 1993. In 1993 those with 15-19 years of service received 14 percent less
and those with 5-9 years of service 23 percent less than those with 25 to 29 years of service. In
1980 those differences had been 12 and 17 percent suggesting that the cost of mobility has risen
over the last decade. In general, as can be seen in the table, the premium for tenure is highest
among larger and smaller firms. In years of growth and opportunity in the labor market the
size of the premium for tenure has fallen. For example, looking only at those with 5-9 years of
service, their wages as a proportion of those with 20-29 years of service rose from 65 percent in
1965 to 76 percent in 1976 and 83 percent in 1980. Now in 1993 they received 78 percent. Too,
the relatively high wages of men with less tenure in the category class 100-999 in the 1980 data
reflect those who went to work for these companies during the high growth years.

Over the course of a working lifetime a number of employees will seek and obtain employment
at times other than upon graduation from school. A survey in 1990 and 1991 reported that
almost three quarters of all firms had employed mid-career employees. The proportion of firms
over these two years who had made such hires ranged from a high of 86.7 percent of all firms
of the size class 30-99 to a low of 43.6 percent for the largest firms, those with 1,000 and more
employees. Industrially there were not many differences, except among utilities where only 15.1
percent had hired mid-career employees and finance and insurance in which only 32.3 percent had
done so. Perhaps not surprisingly these two industries pay the highest levels of compensation.
Almost half of all mid career hires were less than 30 years of age with the proportion of mid-
career hires who are less than 30 years of age being highest among the largest employers, 61.0
percent, and lowest among the smallest, 43.3 percent.

Among men, most received similar pay from the new employer as they had from the previous
one, except for those under the age of 30 who reported higher income in the new position than
in the previous position. Men who changed jobs after the age of 50 received less. Women’s
experience was different. They received higher wages in their new positions up to the age of 60.
[“Heisei 3 Nen..”] These patterns are consistent with the compensation data reported in Table

V and VI.

6. Women Workers

In recent years women have increased their participation in the paid labor force. In 1970,
18 percent of the potential labor force of women were employees. In 1992 the number was
37 percent. Women now constitute 40.5 percent of Japanese workers though only 35 percent
of employees and about one fifth of these are non-regular employees. Women’s labor force
activities differ most sharply from those of men around the twin events of marriage and the
birth of children. In 1993 among women 25 to 29 years of age 92 percent of those who were
single were in the labor force but only 40 percent of those who were married were in the labor
force.[Hataraku, supplement, p. 8]

When female employment is viewed as an adjunct to the important elements in a woman’s
life of being a wife and mother it is not surprising that their labor should be placed in a different
category within the firm. Nor is it inherently unfair. As can be seen in Table VI the penalty
for non-continuous employment is not so different between men and women. For both men and
women this reflects the fact that employment has been structured around long term commitment
to employees with rising real wages over the employee’s lifetime. This in turn has meant that
the firm must be organized so that there will be incentives for workers to achieve required levels
of skill, and to provide high levels of effort and diligence over many years. The solution has been
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the incorporation of long chains of skill development, and managers groomed through a process
of extensive job transfers including to other localities.

The problem of fairness is most acute for those women who are prepared to follow the male
pattern of long tenure. All too often employers expect that newly hired women graduates will not
complete these processes and have denied all women the opportunity to start.[Lam, 1992:60-61]
Beyond that, when some women make it clear by their continuation of employment that they are
career employees, many employers deny these women the opportunities made available to male
employees. According to a 1981 study of firms which offered some opportunities for promotion
to women, only 14 percent allowed them to become a Bucho, 36 percent limited. promotion to
the first administrative position, that of Kakaricho.[Lam, 1992:61]

According to regulations issued at the time of the implementation of Japan’s Equal Employ-
ment Opportunity Law one of the concerns was managerial opportunities for Japanese women
university graduates. That there have been some improvements is clear, but they seem limited.
One reaction of employers was to make even clearer the two track system to higher managerial
positions. One track involves limitations on inter company transfers, a track which precludes a
person entering it from ever being president of the company. While both tracks were open to
men and to women, predominately the non-presidental track was occupied or chosen by women.
A study of 40 major firms with over 135,000 employees in 1990 which had these tracks found
that that 99 percent of the men were in the full management track and only 1.3 percent of the
women.[Lam, 1992:215]

Wage ratios continue to suggest that equal opportunities for women still need corporate
efforts. Initially wages are quite close. The female to male wage ratio for technical college
graduates in large firms (1,0004) in 1993 was .976. For high school educated workers it was
.968. But for college educated workers 30-34 years of age and 5-9 years of tenure with the
employer the ratio had fallen to .862. And as tenure grew longer and age grew older the ratio
continued to fall so that at 50-54 years of age and 25-29 years of company service it was .737.
High school educated workers wages followed a similar path. For workers 25 to 29 years and
had 5-9 years of experience the ratio had fallen to .865 and at ages 45-49 and 25-29 years of
service it was .793. Still; among younger workers there has been progress over time. In 1970
based upon the ratio of median wages women ages 25 to 29 years of age earned 60 percent as
much as did men of those ages. In 1993 they earned 85 percent as much.

The issue is most vivid at the level of senior managers, in Japan the level of the Bucho.
The same is true in the United States where only 5 percent of senior managers of Fortune 500
companies are women.[Financial Times, March 31, 1995, p.11] In 1993 only 1.6 percent of those
who held the rank of Bucho were women. In most companies it takes long years of company
service to become a Bucho, but even here women are under represented. In 1993 among men
50 to 59 years of age with a college education and 25 or more years of company service there
were approximately 14,000 Buchos. This represented about 60 percent of the men with those
same characteristics of age, education, and company service. Among women of the same age,
education, and company service there were only 42 Buchos but these were only 5 percent of
those with similar characteristics. In addition within these various ranks (Bucho and Kacho)
women appear to be promoted at older ages than men and to earn from 8 to 20 percent less
than men of similar rank, age, and educational background in similar sized companies. It does
appear that there are ample opportunities for Japanese firms to both more closely conform to
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the moral thrust of the Equal Opportunity Law, and of more importance to give reality to the
strong concerns for fairness which has been given to male employment.

7. Conclusion

Concepts of fairness within employment have deep roots in Japanese religion, culture and history.
After being relatively suppressed during the first third of this century they reappeared greatly
strengthened from the ashes of War. They were written into the Trade Union Act, and underlay
union wage policy both under Densangata and its successor Shunto which began in 1955 and
which continues today. Other government policies, too, such as those which underlay the Income
Doubling Plan and the control of the price of rice have shared had a goal of reducing wage and
income differences.

As Table I made clear these policies as they have worked through the economy have been
crowned with success. Wage dispersion fell to its lowest level in 1978. Since then there has
been a modest overall rise, but this represents the aging of the Japanese population within a
wage structure in which there are marked differences in wages by age. Fairness has had its
strongest manifestation among long service male workers, though i1t has affected all workers.
Women as they have become more active members of the paid labor force have seen their wages
more closely approximate men’s wages but their is still room for improvement if fairness is to
be complete.
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Table 1
Japanese Dispersion of Wages

Year Male Ages Female Ages

Al 25-29 50-54* All  25-29  50-54
1958 .76 51 mn/a 64 56 nja
1959 .78 .46 n/a 66 56 nja
1960 .76 .46 n/a 59 53 n/a
1961 .73 44 .64 .56 .52 1.09
1962 .68 36 .69 .52 A48 .93
1963 .65 40 .60 .50 .46 .90
1964 .73 47 .66 .49 .58 .83
1965 .60 40 .65 .46 44 .83
1966 .59 .37 .60 .55 42 .86
1967 .59 38 .62 .45 42 .84
1968 .56 36 .59 .42 .40 .61
1969 .54 39 .59 .43 .39 .74
1970 .55 36 .59 .42 .39 .73
1971 .52 34 58# 42 37 TOH
1972 .51 35 BT# 41 .36 THE
1973 .51 31 .54 .44 .32 .73
1974 .50 31 .55 .44 .33 .75
1975 .50 .28 .55 47 .33 .84
1976 .49 .28 .61 .39 .32 .63
1977 .50 27 .62 41 .32 .65
1978 .48 31 .54 .43 .34 .68
1979 .50 .28 .58 .42 .33 .66
1980 .50 .27 .58 .42 31 .64
1981 .52 .28 .58 .43 .32 .65
1982 .52 .28 .59 .43 .32 .65
1983 .52 .28 .59 .43 .32 .63
1984 .54 .28 .59 .43 31 .62
1985 .54 .27 .58 .46 31 .66
1986 .54 .27 .58 .46 .30 .65
1987 .54 .27 .58 47 .30 .66
1988 .55 .28 .58 47 .30 .69
1989 .56 .28 .58 47 .29 .67
1990 .56 .28 .57 .46 .29 .66
1991 .55 .27 .55 .45 .28 .63
1992 .55 .26 .54 .45 27 .63
1993 .55 .26 .54 [.58#] .44 27 .63

The measure is 90th percentile less 10th percentile divided by twice the median.
(Source: Wage Census) [#] Before 1973 the age category was 50 to 59.
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Table 11
WAGE RATIOS FOR MALE WORKERS
U.S. Japan

College Senior Junior  College Senior Junior

Sr/Jr  Coll/H.S. Coll/H.S. Sr/Jr  Coll/H.S. Coll/H.S.

1969 1.54 1.43 1.42
%70 . L 3.33% 73%* .95
1974 1.81 1.43 1.39 3.33 1.48 .93
1979 1.95 1.43 1.30 3.70 1.67 1.02
1989 1.80 1.49 1.74 3.53 1.62 .98
1993 3.31 1.54 .99

The American data are from Murphy and Welch, 1992, 300. The Japanese data are from the
Wage Census. The ratio of senior worker wages to junior wages in the United States is for
workers with 26 to 35 years of work experience to those with 1-5 years. For Japan it is for
workers who are 50-54 years old to those who are 20-24 year old. [*] These are for workers
who are 50-59 years of age, not 50-54.

Table 111
College to High School Wage Differentials
U.S Japan

1967 1979 1989 1965 1980 1993
Male College

to High School [1.26]
Ages 25 to 34 1.32 1.20 1.66 1.24 1.24  1.17
Ages 35 to 44 1.50 1.49 ... 1.49 1.21 1.28

The ratios for 1965,1967, 1979, and 1980 are from Evans, 1984A. The 1989 U.S. ratio is for
experience levels of 6 to 10 years from Murphy and Welch as is the 1979 bracketed ratio. The
1993 ratio for Japan is from the Wage Census. The Japanese data are for wage plus bonus.

TABLE IV
INTER QUARTILE RANGE FOR MANUFACTURING
Firm Size
Year 1,000+ 100-999 10-90
1954 .40 51 57
1960 44 .49 71
1967 .32 .63 48
1974 22 .30 37
1981 .20 .25 .30
1993 .10 .13 15

The data are for 35 to 39 year old male blue collar workers in manufacturing with a high
school education. Through 1981 they were reported in Evans, 1984B, Table V. All ratios
include bonuses and are from the Wage Census
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Table V

Wages plus Bonuses of Male College Graduates by Age and Tenure, 1993
Tenure 30+ 25-29  20-24 15-19 10-14 5-9 0-4

Age
50-54 100 94 85 78 73 65 60
45-49 100 92 81 75 73 62
40-44 100 91 78 77 72
35-39 100 88 81 69
30-34 100 89 84
25-29 100 85

1993 wages plus bonus for college educated women
Tenure 30+ 25-29 20-24 15-19 10-14 5-9
age

50-54 100 109 104 84 69 56

1993 wages plus bonuses for male high school graduates
Tenure 30+ 25-29 20-24 15-19 10-14 5-9
age

50-54 100 82 73 65 59 56

1993 wages plus bonuses for female high school graduates
Tenure 30+ 25-29 20-24 15-19 10-14 5-9

age

50-54 100 82 65 58 52 45
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Table VI
College Educated Males 40-49 years Wages plus Bonus by Firm Tenure

1993

Years of Service All 1,000+ 100-999 10-99

20-29 Y 100 100 100 100

15-19Y 86 88 95 92

10-14 Y 79 84 91 85

5-9Y 77 82 89 82

3-4Y 71 79 92 78

1-2Y 68 75 86 73

0Y 53 89 77 49

Percent with 20-29 years of svc. 86 67 36
1980

20-29 100 100 100 100

15-20 88 90 97 90

10-14 90 93 106 90

5-9 8384 94 90

3-4 79 86 101 72

1-2 82 75 94 92

O 72 57 90 76

Percent with 20-29 years of service 78 53 25
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