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Abstract

This paper begins by providing the historical cahfer the study of the link between productivityda
wages and the role of unions in Japan since 198hgUjuantitative data from a variety of surveys
conducted by the Japanese Government and quaditdtita from field research, it then documents
significant changes in the nature of Japanese anéml Shunto wage bargaining and their role in
generating the link between productivity and wadisng Japan’'s “Lost Decade” and subsequent quiet
recovery. Wages did not lag behind productivitygioduring the “Japanese Miracle” that preceded the
“Lost Decade” thanks in part to the contributionaof effective neutral third-party institution tredtby

all parties to the development of a share econoritih strong cooperation between labour and
management and a strong link between wages andgiraty. During the “Lost Decade”, wages started
to fall behind productivity growth, however. Negutons over base wage increases (base-up) were less
pervasive, and negotiations over bonuses tookestdge. The idea of establishing the market fouah
wage settlements became less relevant, suggekémdjrhinishing value of the Shunto synchronization
of wage negotiations. In the end, the Japanesesbeyaiem proved to be less downward rigid than the
base wage, and this downward flexibility of bonusggears to be a major factor in lagging wagesi¢alo
with an insufficient increase in the base wage wreluctivity rises). The possibility that the charg
nature of Japanese enterprise unions was an umdedgiuse of lagging wages is explored, and policy
implications are identified.
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1. Japan since 1980: The Japanese Miracle, L ost Decade, Quiet
Recovery, and global recession:

The 1980s was Japan’s decade. The economy gresv faah most other advanced market economies.
Many Japanese corporations rose to the premienéeafgthe global marketplace and became household
names in many parts of the world. To review brigibyv the Japanese economy as a whole has evolved
since 1980, annual time series data on real GDBgmta based on purchasing power parity (PPP) from
the International Monetary Fund (IMF) have beerduseproduce figure 1 (note that the log scalesisdu

on the vertical axis for its convenient “rate abgth” interpretation). Japan is placed in the glaoamtext

by adding the same time series for the other Ghtces. A simple linear trend line from Japan’s per
capita GDP in the 1980s suggested that Japan wataiss the United States and become “No. 1" in the
1990s. It is understandable how the rhetoric op&deas No. 1" became pervasive at that time.

Reflecting the impressive rise of Japanese firmwad class competitors, the “Japanese employment
system” became a source of wonder for many corjpm&around the world and a popular subject of
research for scholars of industrial relations, haimgsource management, and labour economics.

When discussing the “Japanese employment systéms’jmportant to keep in mind that the Japanese
labour market is segmented, and that the term epphiainly to the primary segment and not to the
secondary segmeftThe “Japanese employment system” consists ofeckisf practices that are often
distinct from the traditional Anglo-American modwla flexible labour market and hierarchical labour
management relations that are inclined to be adviaisA variety of specific employment practices/a
been considered key elements of the “Japanese pmg@hb system” (see, for instance, Aoki, 19R0ike,
2005 Morita, 2005). First, employee involvement andigdeon-solving activities at the grass-roots level
are used to provide workers with opportunities k@re discretionary effort, acquire useful local
knowledge, and share it with their co-workers aighér-level engineers and managers. They include
shop-floor committees and various small group #@&s; such as quality control circles, zero defect
Kaizen, and cross-functional problem-solving teaBscond, there are extensive information-sharing
mechanisms (often called joint labour-managememingittees) involving cooperative enterprise unions
to minimize information asymmetry and facilitateetlalignment of interest between labour and
management. Third, careful screening and extertsaiging is aimed at increasing worker ability to
participate effectively in employee involvementiglem-solving activities and information-sharing
meetings®

None of these programmes will be effective unlesskers remain in the same firm for a considerable
length of time, however. It is unlikely that workewho are highly uncertain about their continued

1 These terms refer to the state of the Japanesmmgoin the following periods: the Japanese Mirat@801992; the Lost
Decade, 1992002; the Quiet Recovery, 2003-2008; and financial meltdown and the global recession, 2008-2012.

2 As discussed in detail in section V, there are tammonly-used methods of identifying the primang @econdary segments
of the Japanese labour market. The first is basethe specific terms of each worker's employmenitiart, and defines
primary-segment workers as those on indefinitereoid and secondary-segment workers as thoseemhtixm contracts. The
second is based on the custom in the place of wacker’s actual employment: if a worker is termestiShain (standard
employee)” in the place of hisf/her employment, he/s considered a primary-segment worker. OtherWwedshe is deemed a
secondary-segment worker. To distinguish cleartyvben the two different definitions of Japan’s diadour market, we call
workers on indefinite contracts “regular employeasd those who are termed “seishain” in the woidglatandard employees”.
Kambayashi and Kato (2013) found that it was natoammon for a worker to be on an indefinite contiadt referred to as a
non-standard employee, and that such workers argsidared “primary-segment workers” according toftret definition but
“secondary-segment workers” according to the secAndexample of such regular yet non-standard eympémt is workers
who are termed “part-timers” in the workplace bavé indefinite contracts. Such “part-timers” ar@eoted to work for the
firm for an extended period but receive lower wagéh limited benefits, enjoy less job securitydaoften do not qualify for a
variety of human resource management programmgst(@ning and development programmes) that aea @nly to standard
employees. A regression analysis by KambayashKaal (2013) shows that the distinction betweendsath and non-standard
employment results in sharper differences in laboarket outcomes than the distinction between ‘l@fand “non-regular”
employment.

3 Scholars differ on the relative importance of epcéctice. See for examplEpike (2005); Aoki (2000); Itoh (1994); Morita
(2001) and (2005); Moriguchi and Ono (2004); Rebick (2005).
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employment with the firm will take advantage ofsbgerformance-enhancing activities. Many Japanese
firms therefore use “lifetime employment” (or imgti long-term employment guarantees for standard
employees) and the reward system that fostergmiégsemployment (such as the “seniority wage system”
whereby the wage is detached from a specific jabtanure plays a significant role in determining th
wage)?

In short, the employment system described aboveiges workers with opportunities to participate in
activities designed to enhance company performasue,fosters long-term employment, which is a
necessary condition for workers to take advantdgguoh opportunities. Long-term employment is a
necessary but insufficient condition, however. Tdst element of the “Japanese employment system”
therefore is multiple remuneration mechanisms tieathe worker’s financial well-being to enterprise
performance and incentivize workers to participateleheartedly in various performance-enhancing
activities. There are two kinds of such compensaticechanisms: explicit and implicit. Explicit
mechanisms include profit-sharing plans, in whitHeast part of the compensation of non-executive
employees is dependent on company performancedtiypprofit)’ and employee stock ownership plans
whereby the company forms a trust consisting ofdis-executive employees and promotes ownership
of its shares by the tru&tWith the rising popularity of “high-performanceovkplace practices (notably
self-directed teams)”, more companies are intrauyei third type of explicit mechanism in the forn o
team incentive plans or gain-sharing, whereby adtl@art of employee compensation is dependent on
the performance of the team or work group to whiely belond.

The implicit mechanism is Shunto, or the spring &vaffensive, which determines annual pay increases
through synchronized annual collective bargainingheory, Shunto can help make workers’ pay more
sensitive to enterprise performance. First, Jagaoesns are organized at the enterprise levelimnd
principle their wage bargaining takes place atsdwme level. Such decentralized bargaining means tha
unions have limited bargaining power. By synchringjzcollective bargaining at the enterprise level,
Shunto helps Japan’s enterprise unions gain magaimgeng power in their collective bargaining a¢ th
enterprise level (Hara and Kawaguchi, 2008). Thierprise union is thus more likely to be able to
convert productivity gains into wage gains, reggltin a stronger link between wages and produgtivit
In addition, Shunto has a spillover effect on tlm-nnion sector and can produce economy-wide
sensitivity of wages to enterprise performanceamnimal wage flexibility, as suggested by Taylor42}

Second, Japan has an extensive bonus payment systbyd7 per cent of firms that employ 30 or more
employees pay bonuses twice a year to standarcgegd. For most workers, bonuses amount to at least
one quarter of pay and on average a worker recbimagses amounting to 3-and-a-half months’ pay. The
bonus payment system existed before the SeconddWial, but in those days the chief beneficiaries
were white-collar workers in high positions. Thegent system was introduced in the late 1950s and
early 1960s. Bonuses, payable to standard emplgyettsblue- and white-collar and in all job categs,
were introduced as part of the post-war system deatiaing the workplace. The system was actively
supported by trade unions (Kato and Morishima, 2088 shown in the following sections, vigorous
collective bargaining over bonuses is a key aspé@&hunto. To the extent that bonuses make total
employee compensation more sensitive to companforpaaince, Shunto helps to make pay more
sensitive to it through the bonus payment system.

4 The term ‘“lifetime” is something of a misnomena®, except for executives, Japanese workers gieatly subject to
mandatory retirement at about 60. A more accurefieition of the practice of lifetime employmentierefore an implicit long-
term employment contract that ends at mandatoigeneént age for standard employees. In additiom pttactice of “lifetime
employment” does not necessarily mean that thereever lay-offs in Japanese firms. There are mestm of Japanese firms,
even large ones, laying off some of their stanaengloyees following the first oil crisis (Klee, 2005; Suruga, 1998; Nakata
and Takehiro, 2003; Chuma, 2002).

5 For a detailed discussion of the definition offjirsharing plans, see Kruse (1993) and Jones, KatbPliskin (1997).

6 See, for instance, Jones and Kato (1995), BlasiteCand Kruse (1996), and Kruse and Blasi (1997).

7 See, for example, Hamilton, Nickerson and Owar0&0Jones and Kato (2007), Jones, Kalmi, and Keemg2009), and
Kato, Lee, and Ryu (2010) for teams and team imeepians.

8 There is considerable disagreement about themafulapan’s bonus payment system. Some scholass $ts profit-sharing
aspect, while others argue that the bonus is simpligguised regular wage and that it was introdl@egely for tax purposes.
See Freeman and Weitzman (1987), Ohashi (1989iidato (1990), Brunello (1991), and Hart and Kawa$a899).
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Popular rhetoric about the relative strength of“ttagpanese employment system” has fluctuated wildly
During Japan’s high growth era, it was praisedresaf the “secrets of the Japanese miracle.” When t
“Japanese miracle” ended at the end 1980s and Jelpario a prolonged stagnation (Lost Decaded, th
Japanese employment system was deemed a structpegliment to the swift and robust recovery of the
Japanese economy (Ono and Rebick, 2003).

Influential associations of Japanese business leadach as Keizai Doyukai (Japan Association of
Corporate Executives) and Nippon Keidanren (Japssirigéss Federation) called for the replacement of
the Japanese system with the American systemwidsisa remarkable reversal in fortunes. A key elémen
of the Japanese employment system, the effectisarfehie pay system, both the explicit and implicit
mechanisms to link employee pay to company perfoo®ahas been also questioned (Weathers, 2008).
In particular, persistent deflation has made itéasingly difficult for Japanese unions to demand a
achieve nominal wage increases (see articles fhtaBusiness Labour Trendpril 2004).

As shown in figure 1, however, the Lost Decadeeahd in 2003, and Japan experienced the longest
period of uninterrupted positive (albeit modestrammic growth in the post-war era, until anothesliia
burst on the other side of the Pacific in late 20@8ulting in global recession. While Japan’s gnged
period of recovery from 2003 to 2008 was not on&igh growth and was without fanfare, the country
clearly did not experience two lost decades. Thahgleconomy was rekindled, interest in the “Japane
employment system” in general and Japan’s coorgihatage bargaining, that allegedly links wage to
enterprise performance, was not. As a result, tleeeedearth of evidence on recent changes (or lack
thereof) in such implicit mechanisms to link payl arerformance, and little analysis of the possible

of unions (formal collective bargaining and joiabbur-management committees) in shaping the link
between pay and performance in recent yRars.

While interest in Japanese wage bargaining andopaigprmance linkage has remained anaemic among
academics, politicians and policy-makers are noyingaclose attention to it. In late 2012, Japanese
voters gave a landslide victory to the Liberal Dematic Party and its long-term coalition partnée t
New Komei Party, as a result of which the Diet &#d@ new Prime Minister. Prime Minister Abe almost
immediately began to ask Japanese corporatioaésmwages as an integral part of his “reflationliqy.

On 20 September 2014, he attended the first ses$itiie Government-Labour-Management Meeting
for Realizing a Positive Cycle of the Economy, agleated his plea for Japanese firms to intensiyy p
performance sensitivities and immediately trangigied corporate performance into pay increases. Thi
paper is one of the first academic responses toettirdled interest in Japan’s wage-bargainingesyst
and pay-performance linkage among policy-makers.

® Though not directly addressing the role of Shumteage-productivity linkage, Weathers (2008) psiotit that, during Japan’s
prolonged stagnation, the ability of Shunto to egtevage increases from the unionized to the nooniréd sector through the
spillover effect weakened significantly.
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2. Productivity and Wages

Enterprise performance can mean a number of thidws.of the most commonly used definitions in the
literature on compensation systems is labour pribdtyc an elusive concept whose measurement is
hazardous. There is clearly no perfect measurabaiur productivity. For Japan, long time series et
the physical productivity index for the entire atican be obtained only from the Japan Productivity
Centre (JPC), a non-profit organization that hanhmublishing a physical productivity index sin&58.

In essence, it calculates the index by dividingghgsical production index prepared by the Minigify
Economy, Trade and Industry by some measure ofitabput. For the labour input measure, it usea dat
on employment and working hours from the MinistfyHzalth, Labour and Welfare Monthly Labour
Survey and calculates labour input measured in Inoams. This paper will use the Japan Productivity
Centre productivity index as a measure of labowdpctivity in part because both labour and
management representatives involved in wage néguotiaappear to trust it. In the concluding section
and Box 1, a detailed account will be given of hime Productivity Centre earned the trust of all the
interested parties, in particular the trade uniortsch were initially sceptical about its ability ise an
evidence-based, scientific approach to achievallabmnagement cooperation, productivity growth, and
a fair share of the fruit of productivity growth.

The Japan Productivity Centre productivity indes e obvious disadvantage, however: physical
productivity cannot be defined for non-manufactgrimdustries, so using it means focusing on
manufacturing. Value added per employee will theneebe used as an alternative measure of produyctivi

to supplement the analysis of manufacturing indestmotwithstanding the well-known problems of

value added as a proxy for output: value addedsemgially profit added to total wage payments, so
wages and value added move together almost byititsfin

The Ministry of Health, Labour and Welfare conduat®iumber of high-quality surveys that provide
longitudinal data on wages. In this section, theuah series of wages from the Monthly Labour Survey
are used, thanks to the unusually detailed anabielidata on several components of wages thatelle w
understood by responding establishments. The ¢atdl earnings received by Japanese employees from
employers have thremajor components: base wage; overtime; and bonuses and other temporary pay.

The Monthly Labour Survey combines its data onl ttéigh earnings with the consumer price index and
produces a long series of the annual real wagexifi¢al cash earnings in 2010 constant yen). The
annual series since 1980 along with the Japan Btietty Centre productivity index is plotted in fige

2. This demonstrates that, over the long term sl®&9, in manufacturing productivity has grown more
rapidly than real wages. As a result, the proditgtivage gap has become steadily wider since 1980.
During Japan’s quiet recovery period the gap widesitta much faster pace. Productivity peaked just
before the 2008 financial meltdown that startetheanUnited States, at almost twice the 1980 |éRedl
wages peaked at the same time but were only 40goéhigher than the 1980 level. It is clear thages
lagged substantially behind productivity growth.

To see which wage components were most resporisiblee widening productivity-wage gap, figure 3
shows not only total cash earnings but also theinmmomponents (N.B. all are in 2010 constant yeh a
are standardized to the base year of 1980). Boraesm® to be mainly responsible for the widening
productivity-wage gap. As suggested by some Japdabsur economists, bonuses broadly mimicked
wages until Japan entered prolonged stagnationLise Decade) in the early 1990s, justifying their
claim that bonuses are predominantly disguised s/égge, for instance, Ohashi (1989)). However, this
changed during the Lost Decade: while real wage® wtll growing, though at a much slower rate,
bonuses fell steadily, eventually almost to theQllg®el. It is hard to argue that during the LostBde
union and management used their previous yeatleddionus level as the starting point for the exirr
year’s bonus negotiations, which is most oftendage for collective bargaining on the base wage (as
discussed below, the base wage is rarely cut).ngulapan’s quiet recovery following the Lost Degade
bonuses appear to have risen faster than the bege weeking to narrow the gap. Unfortunately, the
bubble burst in the United States, and in the egsgiobal recession bonuses fell more sharply than
base wage, again widening the gap between them.
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In short, during Japan’s Lost Decade, bonuses ddadee disguised wages and started to carry miuch o
the burden of downward adjustment of labour cdatseman and Weitzman (1989) suggested that the
Japanese bonus payment system could be an impexamiple of the share economy, contributing to
employment stability. Jones and Kato (1995), Katd Blorishima (2003), and Kato and Kubo (2006)
then provided supporting arguments, and evidernggethie Japanese bonus payment system may make
Japan’s overall pay system more sensitive to enserperformance, thereby producing wage flexipilit
The findings of the present study are broadly stast with this, highlighting the role of the Japs@&
bonus system in increasing pay flexibility in Japan

The role of the base wage and bonuses in relatipnaductivity can be examined further by calculgti
annual percentage changes in the Japan Produdiieityre productivity index, and total cash earnings
and their key components. Figure 4 points to oVegalsitivity of wages to productivity, and revethat
total cash earnings do respond to year-to-yeanyotodty changes: total cash earnings grow fastegmw
productivity improves faster. Nonetheless, theirs#gvity with respect to productivity is modestdatie
relationship between total cash earnings and ptdiycurns out to be inelastic: a one per cemvgh

in productivity is accompanied by a less than ogregent increase in total cash earnings.

Figures 5 and 6 reveal a sharp contrast in thetivaypase wage and bonuses respond to productivity
growth. Throughout the entire period since 1986 thse wage has been stable and largely unresponsiv
to productivity fluctuations, in particular to doward movements. In stark contrast, since the bubble
burst at the end of the 1980s, bonuses have bgblylsensitive to changes in productivity, and hags
most importantly, no downward rigidity has beendewit in them: a ten percent drop in productivity is
accompanied by a ten percent fall in bonuses. Beerece of downward rigidity manifests itself in the
frequency of negative changes in bonuses (in thoing the Lost Decade, annual changes in bonuses
were more often negative than positive).

A close look at a long annual time series of pragilg, total cash earnings and their key composaent
since 1980 teaches policy-makers an importantraredy told, lesson about the sensitivity of watges
productivity: when the economy falls into prolongsthgnation (such as Japan’s Lost Decade) and
negative productivity growth is frequent, strong4paoductivity linkage can mean downward flexilyilit

in the pay system. It is Japan’s famed bonus sytatrhas been the major contributor to the dowdwar
flexibility of Japanese workers’ pay and the anaeimireases in their total cash compensation shee
bubble burst in the late 1980s. The Japanese experialso offers lessons on how to reduce such
downside risk of pay sensitivity to productivityrst, as figure 5 shows, when productivity greve base
wage did not rise in proportion. If the increasthi@base wage had been in step with productivawth,

total cash earnings would not have lagged behindyativity as much as they did. Second, the bonus
payment system can include a contingency claugengtthat the bonus will not fall as much as
productivity when loss of productivity falls belavcertain threshold. The effective and pervasieeaiis
such a contingency clause would have preventech@apavorkers’ pay from becoming so downwardly
flexible during the Lost Decade. This finding igeaninder to today’s Japanese policy-makers of the
importance of paying particular attention to thelm®system in any public policy efforts to raiseyes
and reflate the economy.

As discussed earlier, reliance on the Japan PriwdycCentre productivity index has so far limitéoe
scope of this study to manufacturing. To compenfeaitthis, an alternative productivity measure fuea
added per employee — and its link to wages is nawgidered. Long longitudinal aggregate data on the
financial statements of corporations have beenegathby the Ministry of Finance through their arinua
survey of Japanese corporations, the Survey foFihancial Statements Statistics of Corporations by
Industry. As in the case of the Ministry of Healtlgbour and Welfare Monthly Labour Survey, in
principle all the firms selected randomly to papate in the survey are required to respond. Tharkie
Ministry data are less detailed on wage componrauttenake it possible to contrast wages with exgeuti
compensation and see whether or not executivesswesubject to lagging pay.

Figure 7 shows an annual time series of value ageedmployee, employee pay, and executive pay
(standardized to 1980 levels) for all industriesapt finance and insurance (the Ministry startezbttect
data for finance and insurance only recently). tarks contrast to the earlier finding, it shows no
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discernible lagging of wages behind value addeepgrioyee. This discrepancy could mean that lagging
wages are mainly limited to manufacturing, and gwdicy interventions should focus on that seciatr, b

as mentioned earlier, value added is essentiadystim of profit and total labour cost, most of vhis
wages. Thus, by definition, value added is likelype correlated with wages. To see if that is iddée
case, the same value added analysis was repdaitetnte limiting the sample to manufacturing. The
results are shown in figure 8, which shows thatenvhsing value added per employee as an alternative
measure of productivity, no notable lagging of wadpehind productivity growth is found, even for
manufacturing. This demonstrates that strong wagsitivity to productivity is likely to be foundlraost

by definition, when value added per employee isl@sea proxy for labour productivity.

The most intriguing and useful finding from figurésand 8 concerns executive pay. It turns out to be
executive pay rather than wages that lags behiadugtivity growth measured by value added. This
result is not entirely surprising in light of thenpirical literature on Japanese executive compgnsat
indicating that the level of executive compensatiodapan has been unusually low, compared to other
countries (see, for instance, Kato and Rockel, 188# and Long, 2006).
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3. Unions

The analysis of the Japan Productivity Centre prtdity index and wages in the previous section
indicates that Japanese wages have lagged beluddagpivity growth since the late 1980s. This sattio
describes the evolution of Japanese unions in tisewar era and explores whether changes in their
scope, nature and strengths may have somethinguatld lagging wages.

Using long time series data on union membershipeanployment from the Basic Survey of Labour
Unions by the Ministry of Health, Labour and We#afigure 9 shows a steady long-term decline iomini
density in Japan. It is, however, not immediatéhacif this declining density has much to do vétging
wages. As shown in figure 8, the precipitous falinion density began well before Japan’s Lost Deca
while, as described in the previous section, wageggn to fall behind only after the bubble burghat
end of the 1980s.

What matters may be not whether or not there isi@anubut what the union does (or does not do). The
Ministry of Health, Labour and Welfare conducts teo survey, the Survey of Labour Disputes, which
provides long annual time series data on the imoe®f labour disputes and numbers of union members
involved. The dispute data has to be interpreted gaution since a lack of disputes might meanttieat
unions are doing such a good job that there isaesal ffior a dispute. This should be borne in mindrwhe
examining the evolution of labour disput@sFigure 10 plots the number of labour disputesyséon

and the number of union members involved in suspudes as a percentage of total membership between
1953 and 2011. Contrary to the popular rhetorithafmonious enterprise unions”, labour disputesawer
not rare and union member involvement was condidier@note that the same union member may be
counted more than once if he/she is involved intiplel disputes). The image of “harmonious entegpris
unions” became a reality at the end of the 1988iscaing with the end of the Japanese Miracle thied
beginning of the Lost Decade. Perhaps most imptlytafapanese wages also started to lag behind
productivity growth at the same time.

Not all labour disputes are created equal. Somenare intense than others. To see if the key result
the evolution of labour disputes changes when omdye intense labour disputes are taken into acgount
the same analysis was repeated, this time includitig labour disputes involving strikes. Figure 11
shows that this does not change the result. Lasbyall strikes are created equal either. A corergn
way to account for strike heterogeneity is to labklays lost due to strikes per union member, igae

12 shows the evolution of days lost due to strikemin, the same time pattern emerges: the image of
“harmonious enterprise unions” became a reality after the bubble burst.

Japanese wages started to lag behind productinetyth precisely when the popular belief in Japanese
unions as harmonious and understanding enterpnigaai ceased to be a fiction. It is not possible to
establish a causal relationship here, but it issmbrely implausible that lagging wages may haserb

in part the result of the weakening relative bargej power of Japanese unions.

10 Unfortunately there are no readily available ltintg series data that enable more rigorous proxgbkes for Japanese union
bargaining power to be constructed. For measuremenhion bargaining power, see Paci, Wagstaff, Hotl (1993) and
Edwards (1978).
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4. Wage bargaining and Shunto

In the summer of 2013, four union leaders weravigered covering multiple industries (car manufaicig,
steel, and electronics and electric appliances, particular focus on recent changes in their 8hwage
negotiations. The actual Shunto wage negotiationgss as explained in some detail by one of ownuni
informants, who claims that his Shunto wage netiotigorocess is typical, is described below. In dhar
2015, additional information was obtained durirfglw-up visit to this informant. The visit tookagee the
day after the successful completion of their 20fftg Offensive.

Traditionally, collective bargaining over wagesatues two key parameters: wage revisions and bsnuse
Wage revisions used to be mainly base-up. Basa-@pgermanent increase in the base wage. Some
unions use “average wage” (average amount of bagewncreases of all employees) as a parameter for
wage revision negotiation, while others use “indiial wage” (amount of base-wage increase for a mode
employee defined by a number of key variables sischge, tenure, and occupation). As shown below,
after the bubble burst in the late 1980s, wagesiews no longer meant base-up automatically, asd-ba
down revisions appeared, although they remainechdpo

Unions officially start preparing for the upcomiagnual wage negotiations in December, when logahun
leaders representing each plant meet with headgaarhion leaders. Each local union leader remorts
how his members feel about the plant’s labour pectdity (how hard they have worked during the past
year), and what would be an acceptable rewardhfgir hard work and productivity. Since some plants
do better than others, they spend much time disaysgariations in plant-level productivity and
coordinating plant-level wage demands. What thegeagmong themselves at the headquarters level will
then be brought back to the local organizationg@reral membership ratification.

At the end of January, the union makes the finalsiten on its wage demand and submits it to the
employer. In recent years the informant’s union $tapped negotiating over the base wage and focused
on bonuses. According to the informant, the mogtartant criteria for the final bonus demand is how
reflective of the overall labour productivity andrtd work of workers the bonus demand is and whether
the bonus demand satisfies the sense of fairnessmagared to other firms in the same industry (his
union pays particular attention to the firm’s twajor competitors). He also believes that if the usis
small, workers will lose motivation.

Intensive collective bargaining takes place thraugl-ebruary. In addition to weekly two-hour megséin
between ten representatives each of labour andgaarent (the chief executive officer and his or her
deputies and other top executives on the managesidatand top union leaders on the labour side),
there are many informal and formal labour-managenmgeractions at the front-line level. In essence,
management asks labour to provide justificationgfe union’s bonus demand, and union leaders pgepa
such justifications, using various data and thealysis.

At the beginning of March, management submitsfiisial response to the union wage demand. In some
years, it accepts the union demand as it standghars it makes a counter-offer. If it makes anters
offer, management provides the union with detgilstfications for it, which headquarters uniondees

will then share with the general membership. THermant added that the management’s justifications
had always been sufficiently persuasive for hioaorid accept it.

A common theme that emerged from the conversatigtinsall union leaders is that in recent yearsrthei
Shuntos have been mainly over bonuses rather #ssup. More specifically, while their wage revisio
used to be largely base-up, in recent years, etien the Shunto has included wage revisions, thes et
been about base-up but various benefits (most whvare temporary in nature). Some unions do neh ev
bother with wage revisions.

Quantitative data from the Survey on Wage Increaseslucted by the Ministry of Health, Labour and
Welfare supports this qualitative evidence. Thopagitiicipation in the survey is voluntary, unlike thther
ministry surveys mentioned above, it enjoys an @mpive 50 per cent response rate. As shown inefigur
13, prior to the Lost Decade almost all firms hadwal wage revisions (mostly base-up). Howevecesin
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the beginning of the Lost Decade, more and monasfinave stopped having wage revisions. Moreover,
smaller firms are found to be particularly vulndeato the stoppage of wage revisions.

In addition, figure 14 shows that some wage rewsiare actually nominal wage cuts, that over 6 per
cent of firms implemented such nominal wage cuth@tend of the Lost Decade, and that immediately
following the 2008 financial meltdown, over 10 pent of firms carried out a nominal wage cut.

A full analysis of the reasons behind the excludiveus on bonuses and neglect of base-up at the
enterprise level during Japan’'s Lost Decade andubsequent quiet recovery would require a detailed
enterprise-level analysis (quantitative and quali#®, which is beyond the scope of this paper. éfloeless,

to shed some light on the change observed in this fof Shunto after the bubble burst, a followaipriview

was conducted with the informant in March 2015 .stfessed that through long and successful experienc
of joint labour-management committees, union leaded top management developed a relationshipsif tr
and union leaders acquired the ability to analydermation shared by top management, including
confidential information. On the basis of that,ans came to understand the challenge the firm fiaxced
increasingly competitive marketplace, and madelitfieult decision to choose employment securitgios
base-wage increase.

There is, however, an alternative hypothesis abmitsustained lack of “base-up” during Japan’s Lost
Decade and subsequent quiet recovery. Accordithgtiiterature on Japanese trade unions, enterpriee
leaders’ career paths are interwoven with mandgerieer paths and it is not unusual for seniovutdgaders

to become senior managers. For instance, JacolspnNand Saguchi (2005) report that almost half of
Japanese companies have at least one board mehtbfnmerly held a leadership position in the gunise
union. In view of this, enterprise unions (représdrby their leaders who may have ambitions to fjoin
managerial hierarchy of the enterprise) tend tonote goal alignment between labour and management.
This implies that enterprise unions in Japan cammotluce countervailing forces against individual
employers’ preferences or interests. This mighbaet for wages lagging behind productivity at the
economic downturn.

This is a plausible explanation of the level oflgd@nment between unions and management in Jayttan

it is not immediately obvious that the intertwirgagteer paths of union leaders became more pendsive

the Lost Decade and subsequent quiet recoverghthenaking Japanese unions more “harmonious” sr les
effective in representing employee interests. &avliork (Kato, 2001; 2003) and the 2015 follow-ighof

visit tend to suggest the opposite: like many Jagartompanies, the informant's company downsized it
labour force considerably during the Lost Decadeuth drastic hiring restrictions, worker transfer
subsidiaries and other related companies (abouhadeof those on temporary transfer never retunthlose
their official ties with the company), and earlyirement. As a result, the company became lean, and
management could no longer afford to include upiasts in its celebrated extensive job rotationesydbr

their promising workers on management track. Theeraaspirations of union leaders became moreslimit

in scope and the prospect of returning to the fisma manager diminished. It is true that the Jaeameaion
movement faces considerable challenges, one ghéne ones being, not union leader entrenchment as a
result of managerial career aspirations, but ardghing supply of young and capable union lead€as
2003).

In recent years, Shunto has also become less symizbd and somewhat fragmented. The Survey on
Wage Increases asks each responding firm in whftinis) their wage negotiations were settled. Their
responses to this question are plotted on figurenbich shows that, in the 1980s, April was the tos
typical settlement month, nearly one in two firnatleng their wage negotiations then. Since thebbeib
burst, however, a growing number of firms starieadhoose earlier months for their Shunto, and as a
result there are now two equally popular timediti@anal April Shunto and earlier months Shunto.

The Survey on Wage Increases also asks each resgpoodmpany to select the most important

determinant of wages in the company. Figure 16digpiow the percentage of companies that select
different factors as the most important determisdnats changed over time. Not surprisingly, company
performance has almost always been the most popdbr. Nevertheless, before the Lost Decade, over
20 per cent of responding companies almost alwalt®d the labour market as the most important
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determinant. The importance of the labour markstdhammeted since the beginning of the Lost Decade,
and now less than 5 per cent select it as the mgsbrtant determinant. As it synchronizes wage
negotiations, Shunto tends to help to establistefulilabour market reference for each companygewa

negotiation. Figure 16 suggests that the role ain®hin establishing the market for each year'sevag
settlement may have diminished.
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5. Non-standard employment

The focus has so far been on wage-productivityalgas unions and Shunto wage bargaining as possible
reasons for Japan’s lagging wages. Another exptantitat has been suggested is the relative rigef
standard employment as compared with standard gmpilat. Data from the Labour Force Survey of the
Ministry of Internal Affairs and Communication, attte Statistics Bureau was used to prepare figures
17-19. Figure 17 demonstrates that, overall, tbpgntion of standard employment has declined sigadi
including at the time of the Japanese Miracle.lfamhore, figures 18 and 19 reveal that the fallingre

of standard employment is particularly remarkablesfomen, for whom it is a long-term trend, inclugli
during the Japanese Miracle, while for men it dmbgan during Japan’s Lost Decade and has been less
dramatic!!

Recent wage regression studies also provide rigoemdence that non-standard employees are paid
significantly less than standard employees, evimn abntrolling for a variety of individual and cpany
characteristics (e.g. Kambayashi and Kato, 2018yh®vidence on wage gaps between standard and
non-standard employment, combined with the fallimgportion of standard employment over time,
appears to suggest that overall wages are stagnatiapan.

However, when long-term trends in the absolute remdf standard employees and non-standard
employees are examined, an intriguing fact emerfjetsirns out that the total number of standard
employees has been relatively stable, rising gidiram 33 million workers in 1985 to 38 millionyb
1994, and then falling to 33 million in 2012. Thddence is not consistent with the popular image of
Japanese firms continuing to eliminate their tiaddl standard employment jobs and replacing them
with non-standard employment jobs over time.

The proportion of standard employees fell from &cpnt in 1985 to 65 percent in 2012, while the
number of standard employees remained at the ¢\83 million over the same time period. These two
facts are consistent with each other since th¢ motaber of employees rose from about 40 million in
1984 to over 50 million, and nearly all of the i@ase being in non-standard jobs. Recently Kambayash
and Kato (2013) found that such additional non-¢tath jobs have been offset by a reduction in self-
employment, and suggest that the increase in rasdatd jobs in Japan needs to be understood in the
context of a significant shift from self-employmeatemployment. They further show that a shift from
self-employment to employment (most of which is+stendard) results in an increase in earnings and a
reduction in working hours. In other words, a breragikamination of the labour force, including nolyo
employment but also self-employment, shows thatiegs for employed individuals may well stagnate
when the proportion of non-standard employmentsrisit earnings for all workers, including both
employed and self-employed, may not stagnateidfighthe case, wage stagnation caused by thérise
non-standard employment may have less serious goesees than wage stagnation caused by other
factors, such as weaker trade unions.

Lastly, there is one potentially important effe€tlee rising share of non-standard employment hiaat
been ignored in the literature. According to thenigliry of Health, Labour and Welfare General Survey
on Diversified Types of Employment (which enjoyseaponse rate of over 60 per cent), close to 80 per
cent of all establishments with five or more empley apply the bonus payment system to standard
employees, while only 51, 9, and 34 per cent ohsatablishments use the bonus system for contract,
temporary and part-time employees respectivelyffoliows that the rising share of non-standard
employment will lead to a falling share of workarsose pay includes a bonus. As shown in section Il,
the Japanese bonus is more sensitive to prodycthétn the base wage, so the rising share of non-
standard employment will result in a reduction we@ll pay-productivity sensitivity.

11 The relevant literare is relatively small yet rich in content (Houseman and Osawa, 2003; Ozeki and Wakisaka, 2006; Honda,
2006; EstebarPretel, Nakajima, and Tanaka, 2011; Asano, Ito and Kawaguchi, 2011; Kambayashi and Kato, 2013).

Conditions of work and employment series No. 72 11



6. Conclusions and Policy Implications

This paper began by providing the historical contexstudy of the link between productivity andges,

and the role of unions in Japan since 1980. Fastindt periods were studied: the Japanese Miracle
(19804992); the Lost Decade (199202); the Quiet Recovery (200308); and financial meltdown

and the global recession (2008-2012). Both quavitalata collected by the Japanese Government and
gualitative data gathered through interviews witlion leaders at multiple large manufacturing firms
have been used.

A common theme emerged from analysis of the daglihk between productivity and wages and the
role of unions appear to have started to chandeeadily at the end of the Japanese Miracle. Whalges

did not lag behind productivity growth during thapanese Miracle, they started to fall behind
productivity growth during the Lost Decade. Whenges began lagging behind productivity growth,
other important changes in the employment systesn @ok place, notably the popular image of
“harmonious and understanding enterprise uniongéaged to have become a reality at last. Negatigtio
over base wage increases (base-up) became lessiperwVage revisions that had been synonymous
with base-up began to include a nominal wage du.iflea of establishing the market for annual wage
settlements became less relevant, suggestingriirisihing value of the Shunto synchronization ofea
negotiations.

Japan’s current Government appears to be veryested in rectifying lagging wages as part of its
“reflation” policy. This paper’s finding that wagesarted to lag behind productivity when Japanese
unions became “harmonious” and labour disputesftegsient could be interpreted as suggesting ligat t
reversal of the trend towards “harmonious” uniorag/elp rectify lagging wages. For instance, laggin
wages could be mended by revitalizing the union engent, which could extend its representational
reach to non-standard forms of employment, andlibeation of coordinated Shunto wage-fixing at
supra-enterprise level. Although this interpretati® plausible, it ought not to be considered diie.
First, the finding is correlational, not causal.yArausal interpretation will require a far moreorigus
analysis able to rule out the possibility of unalied confounders that cause both the lagging wages
the diminishing union bargaining power. Reversesality also needs to be ruled out. Second, as
discussed in section lllI, the analysis of changesgnion bargaining power will require a more relgab
proxy for union bargaining power. The finding the bargaining power of Japanese unions has
diminished should not be seen as conclusive.

That being said, the paper has a number of momfsppolicy implications. Perhaps the most relevan
finding is that the Japanese bonus system is leasward rigid than the base wage, and that such
downward flexibility of bonuses appears to be aanggctor in lagging wages (along with an insutfiai
increase in the base wage when productivity rigesg union leader informant said that his employer
likes to turn their bonus system into an explicgffi-sharing plan in which the amount of bonusmpayt

will be determined automatically by plugging ea€elags company performance measure into an explicit
formula. His union has rejected the employer’s esguOne of the main reasons for its rejectiomas t
the employer proposes four months of base payeaffatbr when company performance is negative. The
union considers the four-month floor too low anddiesmanding a five-month floor. The union is
essentially trying to make the profit-sharing borsystem proposed by the employer less downward
flexible. Considering this paper’s main finding ttheeages started to lag behind productivity growth i
Japan in large part due to the downward flexibibfybonuses, it is actually trying to prevent fanth
lagging of wages by making the proposed profit-sigabonus system less downward flexible.

A simple message for policy-makers wanting to desig effective policy instrument to rectify lagging
wages is that they should pay particular attentiothe bonus system. Japanese firms still appear no
entirely confident about the recovery process, @maglilling to consider base-up on a continuous basis
They are, however, more likely to agree to off@itiemployees generous bonuses precisely because of
their temporary nature. In the long run, if wages @ be prevented from lagging behind productivity
growth again, policy-makers will need to be cogntzaf the downward flexibility of bonuses as a key
factor in such lagging wages. It may be usefuldnsider advocating a reasonably high floor for the
bonus system in the event of unusually weak comparfprmance, and perhaps providing a tax incentive
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for firms willing to set such a floor.

Finally the Japanese experience highlights the itapoe of an effective neutral third-party insiiuat
such as the Japan Productivity Centre, trustedl ipadies in the development of a share econontli wi
strong labour-management cooperation and sengitfitvages to productivity. It is less clear how
relevant the Centre’s formula on employment, wagesproductivity will be to the future of the Japae
economy, which is expected to grow at a slower @@ result of the rapidly aging population. A
valuable lesson can, however, be drawn from theahgtrocess through which the Productivity Centre
earned the trust of all interested parties, inipaldr trade unions, which were initially sceptiehlout its
ability to use an evidence-based, scientific apgroto achieve labour-management cooperation,
productivity growth, and a fair share of the frofitsuch productivity growth. Box 1 is based on taded
historical account of the role of the ProductiviBentre in Japan’s post-war economic growth by
Shimanishi, Mori and Umezaki (2012). The Centrstfiormed a working team to design a labour-
management consultation system. It chose the teambers carefully and established its neutrality.
Second, it focused on educating young union leaaleosit the evidence-based, scientific approach to
productivity-enhancing labour-management coopematiith distributional fairness. As the Productivity
Centre was initiated and supported by Japan’s mreemployer associations along with the American
and Japanese Governments, it is not surprisingnitiaéll union leaders immediately embraced it. The
Centre reached out to young union leaders and gligdwercame their initial scepticism about itdiab

to function as an objective, neutral and effectivied party. The Centre designed and implemented a
variety of programmes to facilitate communicatiogtvireen labour and management and help them
develop mutual respect and trust (such as joinstby labour and management representatives ofImode
firms within and outside of the country).
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Box 1. The Japan Productivity Centre

The Japan Productivity Centre (JPC) was established in 1955, on the initiative andhwhe suppor
of the United States and Japanese Governmentsagiath’d premier employer associations (Kie
Doyukai and Keidanren). Its mission was to achiéwvee goals:

0] labour-management cooperation;
(ii) technological innovation without job loss; and
(i) distributional justice among employers, employe@sl consumers.

To fulfil its mission, it initiated a variety of pgrammes, ranging from promoting joint labo
management committees (see Kato, 2003) to educadmggers and labour leaders, and calculé
and disseminating statistics (most notably a pridtcindex).

The JPC stressed the importance of scientific egelein its promotion of labour-managemg
cooperation. To this end, it developed a produstividex and promoted it as a metric that could
used as a neutral and scientific basis for labcamagement consultation.

Not all Japanese unions immediately embraced tle QRerall, Japanese union leaders unders
the importance of productivity growth but werelstiteptical about the JPC’s ability to achieve
third mission of distributional justice (fair shagi of the fruit of productivity improvement withdaur)
as a truly neutral third party. The JPC carried awariety of activities and won the trust of un
leaders over time:

1. Three years after its establishment, the JPC formestanding committee on labod
management consultation as a neutral and open fésulabour-management cooperatid
The committee members were carefully chosen tdksitathe neutrality of the committe
Most early members were academics specializingaloour research, Ministry of Labo
officials, and journalists. Only one employer regenetative and one union leader were |
added to the committee.

2. The JPC opened a school for union leaders (Labaiwesity of Productivity), and ran oth
short-term educational programmes for young unieadérs. Through such educatio
activities, it gradually won the trust of union diests, while educating them on the eviden
based, scientific, and rational approach to laboanagement relations. In such educatid
activities for union leaders, the JPC made sunes®their productivity index and other Kk
labour statistics, and demonstrate that such statisan form a basis for labour managem
cooperation.

3. The JPC organized a series of joint labour-managemsteidy tours of model firms wit
productivity-enhancing labour management coopearaflihe objective was for both labo
and management representatives to witness suckdabfwur-management cooperati
together and to help them develop successful lamauragement cooperation in their o
companies.
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Figures

Figure 1: Real per capita GDP (PPP), 1980-2012: G7
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Figure 2: Productivity and real wageindex in Japan, 1980-2012:
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Figure 3: Productivity and wage componentsin Japan, 1980-2012:
manufacturing
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Figure 4: Percentage changein productivity and total cash earningsin
Japan, 1981-2012: manufacturing
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Figure5: Percentage changein productivity and base wagein Japan, 1981-
2012: manufacturing
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Figure6: Percentage changein productivity and bonusin Japan, 1981-2012:
manufacturing
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Figure 7: Value added per employee, employee pay, and executive pay in

200.00 Japan, 1970-2012: all industries (except for finance and insurance)
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Figure 8: Value added per employee, employee pay and executive pay in
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Figure9: Union density, 1953-2011
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Figure 10: Labour disputes, and union member sinvolved, 1953-2011
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Figure11: Strikes, and union membersinvolved, 1953-2011
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Figure 12: Dayslost dueto strikes per member
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Figure 13: Percentage of firmswith wagerevisionsby firm size
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0.0 Figure 15: Per centage of firmswith wage settlementsin different months: all firms
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Figure 17: Percentage of standard and non-standar d employees, 1984-2012: all
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Figure 18: Percentage of standard and non-standar d employees, 1984-2012: male
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Figure 19: Per centage of standard and non-standard employees, 1984-2012: female
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