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ABSTRACT

This paper examines how Japanese corporate practices will be affected hy
changes in the business environment. To address this question. the Fifetime
employment system and seniority wage system are analyzed as examples generally
considered to be unique to lapanese firms.

A review of previous research on the Fifetime employment system and
seniority wage system reveals that these systems have heen more prominent in
Japanese firms than in U.S. or European firms. even though these systems are pot
exclusively unique characteristics of lapanese firms. Prior theoretical work
atiributes these systems to the accumulation of human capital or to incentive
mechanisms. Though these hypotheses to some extent explain the rationality of
these systems, they do not sufficiently explain their prominence and
relationship to Japan’s economic performance.

In order to explain the_ causal relationship between these japanese
employment systems and high economic growth, a simple intertemporal model will
be introduced. In this model, employees can maximize lifetime income rather than
present income and initially accept lower wages so that firms have surplus
funds to invest in production capacity and new technologies. In lapan’s perjod
of high economic growth, the Japanese labor force was relatively voung and
returns from increasing production capacity or introducing new technologies

could be secured. In the framework of this model. the |ifetime emplovment. system




and the seniority wage system :during this period become more pronounced than
when explained only by human capital accumulation or by incentive mechanisms.

In recent vears, however, Japan's lahor force is aging and its industrial
technology is now among the top in the wor}d; Thus, conditions which formed a
basis for Japan’s employment system are disappearing. and observed declines in
the incidence of lifetime employment and steepness of the seniority wage curve

are consistent with these changes in the business environment.




