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Main Features of Japanese Labour Relations 
-From the View Point of Organizational Theory-

PREFACE 

y oshihiro KOBAYASHI 
Professor 

Faculty of Economics 
Hokkaido University 

This paper aims to clarify the main features of] apanese labour relations, especial­
ly the main causes of its relatively stabilized relationship which has been evaluated by 
many western authors, through an analysis of] apanese business organizations. 

Such an evaluation that ] apanese labour relations as relatively successful or 
stabilized is based mainly upon the following two reasons. The first is the fact that 
the number of disputes are relatively few. Strikes are seldom undertaken. These in­
dexes are usually used to show whether the labour relation is stabilized or not. Accor­
ding to the international comparison of indexes, stabilized labour relations in Japan 
can be easily seen. 

The second reason is based on the guess that good performance of] apanese firms 
must be closely related to good labour relations. The latter point is often pointed out 
by many authors who have studied]apanese management. They point out the think­
ing which places organizational purpose ahead of individual purpose, or identifies in­
dividual purpose with collective purpose. These tendencies would seem to be a 
] apan-specific feature which has been deeply rooted in ] apanese culture from the 
standpoint of western traditional thinking. 

These observations, I believe, are clearly appropriate for explaining the features 
of Japanese business organization, comparing western business organization which 
was formed on the individualistic basis of western society. These observations, 
however, cannot be always said to be fully explanatory. 

In this paper, I want to analyse the causes of stabilized labour relations from the 
viewpoint of organizational features of large] apanese firms, relative to the theory of 
firms. This theory has been developed on the basis of western traditional thinking. 
When we teach this theory in Japan, students are apt to be perplexed by a large 
divergence between the abstract, simplified theory and the real enterprise as observed 
by them. Such a divergence is necessarily accompanied by theory and students 
would be more or less perplexed by it in every country. In my opinion, however, the 
divergence is larger among] apanese students than among western students, based on 
the lack of individualistic thinking. Japanese students are apt to recognize the firm 
as a personalized entity, especially as represented by the managers. On the other 
hand, western students can easily understand the nature of the firm as defined within 
the neo-classical framework. According to the neo- classical theory of the firm, the 
firm is not a personalized entity but a system or an organization which works to 
allocate resources as well as the market does. 

The theory of firms shows that they were formed as organizations of resource 
allocation instead of the market. One of the purposes of this paper is to study the 
] apanese business firm from the viewpoint of organizational theory reflecting the 
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theory of the firm. 
In section 1, I would like to show the generally accepted view concerning 

Japanese business organization and then I will give the points which I would like to em­
phasize. In section 2, I will analyse how the business organization is recognized in 
context of the theory on the firm with a survey of these theories. Moreover, I want to 
explain the feature ofJ apanese business organization, analysing it by the western tradi­
tional method. 

In section 3, I will examine the hierarchical character of Japanese firms and the 
stability of organizations, taking note of mobility or immobility. 

In section 4, I will examine the reasons why an identification of the organiza­
tional purpose and individual purpose is seen to be a feature of Japanese business 
firms for western authors, analysing the problems of conflict between individual pur­
pose and the purpose of the firm or, more precisely, conflicts among purposes of par­
ties which compose business organizations. 

Finally, I will examine the relationships between each party and the firm--, rela­
tionships among parties in Japanese firms- and show the closely tied relationship be­
tween managers and employees which I call "vertical continuity". 

1. MAIN FEATURES OF JAPANESE BUSINESS ORGANIZATION 

There are many types of business structure in each country. We can classify 
these into four main types, focusing on the relationship among parties which compose 
the firm and the method of decision making, namely, the traditional neo-classical 
type, the labour-participating or common decision-making type, the managerial 
discretionary type, and the Japanese type. Professor Aoki named it corporative 
managerialism. 1) 

Here, I would like to attempt a comparison of the Japanese type to the western 
type, focusing on the following five points: purpose of the firm's behavior, conflicts be­
tween the firm's goal and the individual's goal, characteristics of the decision-making 
process, structural character of business organizations, and flexibility of the organiza­
tion by the comparison will be based on the prevailing recognition. 

(1) The goal of business behavior 
It has usually been pointed out that Japanese firm behavior is characterized as 

growth oriented while the behavior of U.S. firms is profit-seeking. Growth of the 
firm as a goal clearly means a long-term goal, whereas profit-seeking is a short-term 
goal, though the profit motive can be transformed into the long-term one. This 
recognition is partly appropriate and the tendency can still be found in Japanese 
firms. However, we should not overlook the fact that anew tendency inJapanese firms 
which attaches importance to profit rather than growth has gradually appeared since 
the end of high economic growth. 2) 

Generally speaking, we can agree with the observation that Japanese firms have a 
tendency to behave so as to achieve long-term purpose, whereas U.S. firms behave in 
accordance with short-run purpose. Then we can say that the most distinguishing 
characteristic of the behavior of Japanese firms is the long-run tenet of purpose. 

(2) Conflicts of purpose among parties composing the firm and the system which 
brings equilibrium 
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In the traditional theory of the firm, the purpose of each party is assumed to be as 
follows: stockholders behave so as to maximize their wealth, managers behave so as to 
maximize their utility represented by many factors, and employees their utility which 
is mainly composed of wages and leisure. According to the most simple neo-classical 
theory of the firm, managers are regarded as agents of the stockholders, so that the 
manager may behave so as to maximize the stockholder's utility which is propor­
tionate to profits. In this case, there is no distinction of the producer as an individual 
apart from the firm as an organization. 

In modern theory of the firm, the manager's utility does not neces.sarily coincide 
with the stockholder's maximizing of wealth and, needless to say, profits are negative­
ly correlated with wages. 

Thus, there are conflicts among these purposes and the organization which can 
adjust these conflicts and bring equilibrium is the firm which carries out team produc­
tion. The units of behavior are individuals, namely, the managers, stockholders, 
and employees, and not the business firm itself. 

On the contrary, conflict between the goal of the firm and individual purpose is 
relatively small in Japan, and it is rather regarded that individual purpose is identified 
with the goal of the firm. Concerning this point, more precise analysis is required. 
For example, it is important to analyse such problems as a) What is the goal of the firm 
or the goal of the organization as a whole? b) Can the goal of the firm be replaced by 
the purpose of managers? c) Is stockholder sovereignty realized? d) Does the goal of 
the firm include the purposes of all parties? I will omit a precise analysis. 

(3) Features of the decision making process 
It is well known that the decision making process is characterized by the bottom 

up process in Japan, whereas top down is the usual form in other western countries. 
Moreover, decision making in Japan is well known by the term, "Ringi", which 
means the process of obtaining the sanction of executives by circulating a draft 
prepared beforehand by the person in charge of the matter. This characteristic is 
closely related to the structural feature of the Japanese corporation, which is itself 
characterized by homogeneity. 

(4) Structural character of the organization 
Famous English sociologist Dore once published a study on the organizational 

features in British and Japanese business firms based on the comparison of English 
Electric to Hitachi. He pointed out some distinguishing features of the Japanese 
firm. Concerning the hierarchical feature of the organization, the number of grades 
from top to bottom is larger in Japan (sixteen), than in Britain, which has seven. 

The number of subordinates to a superior in Japan are eight, whereas in English 
Electric the number is thirty-two. This means that the number of superiors in 
Hitachi is greater than in English Electric. It is a structural characteristic of 
Japanese business organization, and closely related to the essential feature of Japanese 
labour relations whi~h I will emphasize later. A large number of grades in the 
organization may seem to be a highly feudalistic structure, which, if inflexible, will 
mean a feudal system. The key point as to whether the structure is feudalistic or not 
depends on flexibility in the organization, and this flexibility depends mainly on ver­
tical mobility of manpower. 
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(5) Flexibility of the organization 
In large Japanese corporations, mobility of individuals who compose the firm is 

small, and managers are appointed from inside by promotion. It can seldom be 
found that outside experts are appointed except in the case of so called Amakudari -
the appointment of a former governmental official or main bank official. 

These five points are the main features of Japanese business firms which are 
recognized by many authors both in Japan and in western countries. I can agree 
with these views basically. The main point which I want to emphasize especially 
relates to (4) and (5); moreover, it relates to the mutual relationship among parties of 
the firm managers, stockholders, and employees. It is characterized by the word 
"continuity" from top to bottom, or "homogeneity". 

This means that the relationship between managers and employees is closer than 
the relationship between managers and stockholders. Of course, there are distinc­
tions in many types of stockholders, namely, inside stockholders and outside 
stockholders, stockholding by corporations and by individuals, and the forms of par­
ticipation for the firm differ respectively. But detailed analysis is omitted in this 
paper. 

2. RECOGNITION OF BUSINESS ORGANIZATION IN THE THEORY OF 
THE FIRM 

In the neoclassical theory of production, the business organization does not exist 
explicitly, while there are transactions among factor owners who supply their own fac­
tor so as to maximize their purpose through factor markets and managers or en­
trepreneurs playing the role of coordinator in such transactions. Ronald Coase first 
showed the bounds of the firm as an organization. 3) Jensen and Meckling point out 
the essence of the definition of the firm by Coase. "He characterized the bounds of 
the firm as that range of exchanges over which the market system was suppressed and 
resource allocation accomplished instead by authority and direction. "4) The reason 
why the market system is replaced by the firm is dependent on the difference in cost us­
ing the market system or the firm. "Whenever the costs of using markets were 
greater than the cost of using direct authority, "5) the latter is chosen as the system of 
resource allocation. According to Coase, the firm is characterized by the system of 
resource allocation through direct authority. 

Jensen and Meckling say, "Alchian and Demsetz object to the notion that ac­
tivities within the firm are governed by authority and emphasize the role of contracts 
as a vehicle for voluntary exchange. "6) In the arguments by Alchian and Demsetz, it 
is seen as important whether contracts are correctly fulfilled or not. According to 
them, joint production or team production is accomplished through contracts among 
parties that have different interests. They emphasize monitoring in situations in 
which there is joint input or team production. Those who play the role of monitor 
are managers, but they in turn are also required to be monitored by stockholders. 

Jensen and Meckling say that the emphasis which Alchian and Demsetz place on 
joint input production is too narrow and therefore misleading, although they sym­
pathize with the importance that Alchian-Demsetz attach to monitoring. According 
to Jensen-Meckling, contractual relations are the essence of the firm, not only with 
employees but with suppliers, customers, creditors, etc. In their paper analysing the 
problem of agency costs and monitoring, they emphasize that "the problem of agency 
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costs and monitoring exists for all of these contracts, independent of whether there is 
joint production in their sense; i.e., joint production can explain only a small fraction 
of the behavior of individuals associated with a firm. "7) 

They say, moreover, that a private corporation or firm is simply legal fiction8) 

which serves as a nexus for a set of contracting relationships among individuals. 
Taken to the extreme, it is unimportant to distinguish those that inside the firm from 
those that are outside of it. "There is in a very real sense only a multitude of com­
plex relationships (i.e. contracts) between the legal fiction (the firm) and the owners of 
labour, material, and capital input, and between the consumers of output. "9) 

The most important point of their assertion is that the firm is not an individual 
and therefore, the personalization of the firm implied by asking questions such as 
"What should be the objective function of the firm?," or "Does the firm have a social 
responsibility?"10) is seriously misleading. 

The firm is not an individual but a legal fiction in which the conflicting objectives 
of individuals are brought into equilibrium within a framework of contractual rela­
tions. In this sense, the firm is like the market which is an organization of resource 
allocation. They say that we often err by thinking about organizations as if they were 
persons with motivations and intentions. 

The objective of the firm is the outcome of contractual relations among in­
dividuals which compose the firm, and the firm as an individual unit does not have an 
objective function of itself. 

FitzRoy and Mueller regard a business organization as a team production 
characterized by prisoner's dilemma, according to O.E. Williamson. In their paper, 
they connote the distributional problem among parties which compose the business 
organization. The distributional conflicts necessarily arise in a hierarchical organiza­
tion. They show how conflict arises in a contractual economic organization. Pro­
duction activity by the firm is characterized as cooperative activity or team produc­
tion. To ensure cooperation, contracts are needed. Social cooperation has been 
treated as division of labour and market exchange of resources by egoistic individuals 
in traditional economics. Contrasted to this, non-market cooperation through 
face-to-face contact, as within the firm, generally takes place in expectation of a share 
in the gains from joint activity. Therefore, agreement in some sense on the distribu­
tion of these benefits is required for cooperation. But the interdependence of 
cooperative action leads to the familiar prisoner's dilemma. FitzRoy and Mueller 
say, concerning the nature of the firms shown by Coase, "While the supersession of 
the price mechanism is a characteristic of the firm, it is not the characteristic that 
distinguishes it from other cooperative institutions."l1) This critique for Coase's 
definition of the firm is the same as that of Alchian and Demsetz. 

Their view is different, however, from that of Alchian-Demsetz. 
Alchian-Demsetz show that team production creates the need for a cooperative con­
tract to avoid the problem of prisoner's dilemma. According to FitzRoy and 
Mueller, such a recognition is insufficient and in contrast to Alchian-Demsetz, "it is 
the power to settle issues by fiat, by authority, or by disciplinary action superior to 
that available in the conventional market, that is the distinguishing characteristic of 
the firm. "12) Thus, FitzRoy and Mueller attach importance to the role of power in 
the organization. Coase connoted that the firm is an organization which allocates 
resources and brings them into equilibrium instead of markets. Williamson, Alchian 
& Demsetz, and FitzRoy & Mueller attach importance to conflicts among parties. 
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Williamson and FitzRoy & Mueller especially emphasize the hierarchical character of 
the business organization. Alchian & Demsetz emphasize the authoritative role of 
managers. Jensen & Meckling attach importance to the role of contract and monitor­
ing. 

These defmitions or recognition of the firm are theoretical simplifications and 
abstract. It may be difficult for students who study economics at first to understand 
the simplified essence of the firm while observing many firms in the real world and it 
may be a general tendency for ordinary people (except experts of economics) to 
recognize the firm as if it were a personalized unit. However, the abovementioned 
explanations of the organization can be easily accepted by people who have been ac­
customed to western traditional thinking. 

In other words, it is relatively understandable to recognize the firm as a system of 
resource allocation in which the conflicting objectives of individuals are brought into 
equilibrium, in the tradition of individualistic thinking. The contrast to it, those 
who have been accustomed to Japanese traditional thinking must understand in­
dividualism in a true sense from the beginning in order to recognize neoclassical 
theory of the firm. In Japanese tradition, people are apt to regard the firm as a per­
sonalized entity, not legal fiction. 

If we observe Japanese firms and their behavior based on western traditional 
thinking, it seems to us that the objective of the firm takes precedence over objectives 
of the individual. This is partly right although it is not perfect. The problem of 
social responsibility of the firm is found in every country. By emphasizing the social 
responsibility of firms, people regard them as personalized entities. But, in the case 
of pollution due to production, for example, those who are responsible for the pollu­
tion are the managers who decide on the activities, and not the firms themselves. 

Nevertheless, not only managers but also employees are sensitive about their 
reponsibility for the pollution problem in Japan. This is a good example indicating 
that people are apt to regard the firm as a personalized entity. 

We had a symbolic incident in Japan, involved the president of Mitsukoshi, one 
of the oldest and most famous department stores in Japan, who lost his position 
through the scandal accompanied by a breach of trust. Mitsukoshi continued to 
undersell by fifty percent all goods to instate the customers' trust. Some employees 
stood in a row on both sides of the entrance and bowed politely to customers from 
morning till night for at least one month. In spite of such good hospitality, Mit­
sukoshi could not attract customers compared with other department stores. 

The Mitsukoshi incident, however, was not an incident in which the department 
store did harm to consumers, but it was the president who damaged his stockholders 
and employees. Nevertheless, the employees of Mitsukoshi behaved as if the inci­
dent were a personal shame and supplied good service. 

Observing such facts, you may be impressed as to how individuals in Japan are 
faithful to organizations such as nation, community, and the firm. But the identifica­
tion of individuals with the organization is apt to obscure the responsibility of the per­
son as an individual, especially that of a manager. Personal responsibility is apt to be 
reduced in responsibility as a whole. 

Identification of individual objective with that of organization, or the priority of 
the latter over the former may seem to be a distinguishing feature of Japanese organiza­
tion. But it could better be said that the divergence of individual objectives from ob­
jective as a whole is relatively small. Theoretically speaking, some factors which com-
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pose individual objective are common with those for the goal of firms. 
According to traditional theory of the firm, each party has its own objective func­

tion and there are conflicts among individual objectives. It is the role of contract to 
adjust these conflicts so as to be able to carry out efficient team production. In the 
case of Mueller & FitzRoy, the role of entrepreneurs as initiators of the contract was 
placed on such a theoretical basis. According to them, a potential definition of the en­
trepreneur is the initiator of contracts, which ex ante are beneficial to all parties. 

InJapan, such a formal or written contract is not generally required, but the im­
plicit contract can work efficiently instead. The reason can be found in common fac­
tors of objective function. 

Urn, Us and Ue denote utility functions of managers, stockholders, and 
employees, respectively. 

Urn = Urn (X) 
Us = US (lJ 
Ue = Ue (Z) 

For example, X, Y, Z denote the manager's income, dividend, and wage rate, 
respectively. Simply stated, in traditional theory, the following relations are as­
sumed: 

ax 
ay < 0, 

ax 
az < 0, ay' < ° az 

In contrast to this, however, the utility function and their nature in Japan can be 
shown as follows: 

Urn = Urn (Xl , X 2 , X3 .. .) 
Us = Us (YI , Y2 , Y3 .. .) 

Ue = Ue (Zl , Z2 , Z3 .. .) 

Some of the variables are negatively correlated but others are positively correlated. 

Say: 

X 2 may be the manager's prestige and Y2 may be the social reputation of the firm. Z2 
may be the employee's satisfaction which comes from the reputation of the firm they 
belong to. In many cases, these factors can be represented by growth rate or size of 
the firm. 

The growth rate is a fairly appropriate proxy of these factors. An important 
question to ask is why many factors are positively correlated even though some are 
negatively correlated. I will give reasons later, but I want to point out one of the 
reasons now. The factors which are positively correlated have long run character. 13) 

3. THE STRUCTURAL FEATURE OF BUSINESS ORGANIZATION 

In this section, I would like to examine the reasons why the objective function of 
the individual and the objective function of the firm include many of the same factors, 
focusing or the organizational structure of the firm. The hierarchy of the organiza-
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tional structure is likely to be argued as a defect of bureaucracy, for example, and as a 
cause for inefficiency in general. 

This tendency is fairly appropriate for analysing inefficiency of bureaucratic 
organizations or large government. However, I dare emphasize the aspect ofhierar­
chical structure which contributes to stabilizing labour relations and to the identifica­
tion of individual objectives with objectives of the organization as a whole. 

Many works have been published concerning the theoretical analysis of 
bureaucracy. These works have emphasized that the bureaucracy brings on ineffi­
cient resource allocations. The most representative among them was published by 
W. Niskanen. Migu~ and B~langer showed the same type model as Niskanen's with 
but little modification. These models assumed that the goal of bureaucratic behavior 
was budget maximization and showed that under this assumption bureaucratic output 
was determined on a level which exceeded the optimum. 

Many other works on bureaucratic behavior, such as Miller, Orzechowski, and 
Miller and Moe, have more or less the same character. They showed that under the 
assumption of asymetric information, in other words, informational monopoly by 
bureaucrats, the government could not help but become large, although some 
modification was possible by changing the assumption. 14) Breton and Wintrobe, op­
posing this tendency, showed that the bureaucracy can bring on efficient resource 
allocation. 15) Their theory of bureaucracy is called the exchange oriented theory of 
bureaucracy. They analyse bureaucratic behavior by analogy of the exchange 
system through markets and conclude that the ideal type of bureaucracy (in the sense 
that the system efficiently works) can be found in Japanese firms. 16) I have already in­
troduced in another paperl7) the main content of their arguments. But I will show 
again as simply as possible in order to assist the reader's understanding. 

Breton and Wintrobe introduce three notions to assist them in their task: trust, 
selective behaviour, and bureaucratic competition. 

Output which is produced by officials consists of two parts: one is a fraction of the 
output which is supplied by carrying out legal duty associated with their position, and 
the other is a fraction of the ouput which is supplied by their informal behavior, ir­
respective of position. 

Informal behavior may be efficient or inefficient. The" selective behavior" 
which they introduce means that bureaucrats are selective whether they behave effi­
ciently or inefficiently concerning informal behavior. 

Whether they select efficient behavior or inefficient behavior, depends on the 
distribution of trust. They use the notion of trust, which plays the role of substitu­
tion for property rights in internal exchange. In usual exchange economy, exchange 
requires the existence of property rights which are supported by law and legal enforce­
ment. The relationship between superiors and subordinates in an organization can 
be regarded as a kind of exchange concerning the informal work, but the internal ex­
change cannot be supported by legal institutions. Instead, it is supported by trust. 

They divide the notion of trust into two parts. The one is vertical trust, Tv, and 
the other is horizontal trust, TH , Tv means trust between superiors and subordinates 
and TH means the trust among subordinates. According to this theory, the amount 
of Tv determines capacity for efficient behavior and T H determines capacity for ineffi­
cient behavior. Productivity is denoted as Q. 

aQ 
aTv> 0, 

aQ 
aT

H 
< 0, aQla(~, > 0. 
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Five factors influencing the increase/decrease of Tv/ THwere listed and analysed. 
Those factors are: 

Frequency of: Promotion 
Perks or Perquisites 
Turnover of Superiors 
Turnover of Subordinates 
Numerical Ratio of Superiors 
to Subordinates N 

The manner in which XA and XB influence Tv / T H changes according to the ini­
tial situation. Generally speaking, the nature of aTv/ aXA < ° can be easily found. 

Concerning other factors, the following are shown: 

aTv/ ap > 0, aTv/ aE > 0, aTv/ aN> 0, 

Japanese firms show a tendency to increase Tv among these variables. P and N relate to 

organizational structure. As mentioned, Dore compared the structural characteristics in a 

Japanese factory (Hitachi) with those in a British factory (English Electric). In the British 

firm, opportunities for promotion are very limited, while in Hitachi, there are 16 grades of per­

sonnel, ranging from managerial workers at the top level to three different kinds of specially titl­

ed workers - three classes of foremen, eight grades of skilled workers, and administration 

workers. Hitachi's employees can look forward to a continuous series of promotions, if they 

stay with the firm. Concerning the ratio of superiors to subordinates, there is one supervisor 

for every 16 workers in Hitachi, whereas at English Electric, the ratio is 1 to 35. 18) 

These two results are related to each other. If the size of the firm measured by the total 

sum of employees remains constant, the greater increase in the number of grades, the fewer the 

number of workers included in the same grade. However, the number of grades are nothing 

but a possibility for increasing the frequency of promotion, and it cannot be at once concluded 

that the large number of grades increases Tv· 
Why can it be concluded in Japan and why can it be associated with the stability of labour 

relation. The organizational feature which I want to emphasize in this paper is continuity or 

homogeneity. If the relationship among workers who are placed in each grade is not con­

tinuous, the large number of grades will rather mean a rigid and feudalistically hierarchical 

structure. 19) 

If we take the manufacturing industry as an example, we can divide workers into three 

groups. The first is a group which consists of workers who are expected to be executives ofthe 

company in future. The second is a group composed of clerical workers who are not necessari­

ly expected to become leaders. The third is a group of factory workers. 

The first group may become members of middle management in future and some of them 

may attain to top management, though the possibility is slight. The second group will attain 
positions in lower management and a small part may rise to middle management. In many 

cases, a large part of this group can be promoted to assistant section chief but cannot easily get 

positions above section chief. 

If there are many hierarchical grades, the possibility of the second or third groups attaining 

to positions of management-whether middle or lower- will be higher. 

In this sense, Japanese business organization can be said to be continuous. In Japanese 
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firms, workers are not only concerned about their own interests but also about the performance 

of the firm to which they belong. They often think of and talk about the management of their 

firms from the managerial viewpoint. 

A large number of grades may indicate at a glance that the structure is a feudalistic hierar­
chy. But it produces the reverse effect, namely, a homogeneous or continuous relationship be­

tween superiors and subordinates. If the grades were only two, workers would be perfectly 

divided into two classes; namely, the elite and non-elite. These two types of workers seldom 

fraternize. On the contrary, if there are many grades, employees can anticipate promotion to 

a higher level. However, I must add another factor to explain the fact that the large number of 

grades increases the opportunity for promotion and ultimately increases Tv. This is vertical 

mobility and it relates to intrafirm mobility. 

As another feature of Japanese business organization, immobility - more precisely, inter­

firm labour immobility - is usually remarkable. Labour immobility used to be regarded as 

an evidence that the labour market was imperfect. In Japan the interfirm labour mobility is 

certainly low but the intrafirm mobility is fairly high, at least in large companies. The higher 

the intrafirm mobility, the easier it becomes to undertake innovation and organizational 

change. When a firm undertakes a policy to expand desired branches and contract idle ones, it 

can be easily carried out if the intrafirm labour mobility is high. 

It is required that workers be general types and adaptable to new skills so as to be able to in­

crease intrafirm mobility. Such is the character of Japanese business firms. InJapan, school 

education aims to bring up general type young people and not specialist types or experts. 

Workers aquire the skills and knowledge required of their specialized work by on-the-job 

training. Another reason why intrafirm mobility can be realized is to be found in the character 
of labour unions. They are not crafts unions but unions within the firm. 

Generally speaking, it is usually understood that a worker ascends one higher grade when 

he shifts from one sector to another; in other words, intrafirm mobility is accompanied by pro­

motion. Large companies in Japan have many sub-branches allover the country, and 

workers often transfer from one branch to another, accompanied by promotion. 

Now, the question arises as to why interfirm mobility is low. In the recent theory of the 

firm, immobility is explained by the existence of a firm-specific technique. Workers get this 

technique through OJT and learning by doing. A portion of residual (in other words, 

organizational) benefits is distributed to workers as a result of contributions by the firm-specific 

technique. Needless to say, it is distinct from wages as reward for labour. However, if one 

should exit the firm and transfer to another, the firm-specific technique is then reduced to zero. 

Therefore, workers will not move easily even if they can find opportunities to get higher wages. 

This is the usual explanation, but it is insufficient for explaining why Japanese workers are im­
mobile compared with those in other countries, except for the fact that the degree of the 

firm-specific technique through OJT is higher among Japanese workers than that found in 

other countries. 

The main point that I would like to emphasize is the future oriented tension of workers in 

Japan. The word "future oriented" can be expressed also as "upwards oriented." This ten­

sion is realized in the seniority system. The longer they remain with the same firm, the higher 

their wages accompanied by promotion. Rewards for their contribution by the firm-specific 

technique are included in their wages through the system based on seniority. 

Another point I would like to emphasize is that the objective function of workers includes 

many factors besides wages. Among others are the reputation or social evaluation of the firm 

they belong to, the image or popularity of the firm, growth possibility of the firm, and so on. 

These factors are fulfilled in large companies; thus labour mobility is found to be small, but in 
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medium or small firms mobility is higher even if compared with that of other western countries. 

The points I have emphasized relate to the issue to be raised in the next section. 

4. CONFLICTS AMONG INDIVIDUAL OBJECTIVES AND THEIR ADJUSTMENT 

There are many works which indicate the main feature of Japanese business organization 

to be the identification of individual objectives with the firm's goal. Douglas Booth argued 

that declining U.S. competitiveness and productivity in manufacturing industry has resulted 

from inherent limitations in the corporate-bureaucratic form of business org~nization.20) Ac­

cording to his argument, bureaucratic control failed to motivate the employee's work effort. 

"Today," he says, "individual workers are seldom responsible for the organization of produc­

tion, the rate of production, or the level of product quality, and are instead assigned tasks that 

are relatively limited in scope. "21) This is a defect under bureaucratic control. 

After he showed that bureaucratic control had been sufficiently effective as a means of con­

trol in an organization with large scale production, he says that it fails to take into account other 

human motivations for engaging in work and putting forth effort. It is, important to "put 

forth work effort to satisfy workers' desire for social involvement by activity participating in a 

group effort to achieve some common end. The satisfaction of this desire is generally based on 

a strong sense of identification with the group members and the goals of the group. "22) 

Following this analysis, Douglas quotes from W. Ouch, "One of the key ingredients of 

Japanese economic success is a cultural commitment to group harmony and the placing of 

groups above individual interests. "23) However, it is difficult to introduce such motivations for 

the work effort to western business organization which has been influenced by western tradi­

tional thinking. He proposes Mondragon cooperatives as a desired organization. 

Douglas focuses the problem of bureaucratic control under capitalist ownership and con­

trol. He does not treat such problems as the separation of control from ownership and the prin­

cipal-agency problem, which are usually argued by many economists concerned with the theory 

of the firm. He seems to assume a type of firm where the owner-manager, who has been a sim­
ple producer from the early nineteenth century and who has become larger during these hun­

dred years, as controlling the firm. He recognizes bureaucratic control as the control method 

by the owner-manager or capitalist-manager in large firms. His analysis may be partly right, 

but insufficient. 

I will agree with such an aspect in which he explained the Japanese economic success 

through organizational and cultural features which are distinct from western individualistic 

tradition. In my view, the individualistic tradition of western advanced countries was ap­

propriate for the simple producer model as an ideal type of capitalism which would seem to cor­

respond to early capitalism from the late eighteenth century to the early nineteenth century, but 

such an ideal type disappeared under the large corporation. It may be said that the Japanese 

traditional way of thinking and behavioristic features, rather, are more suitable for large 

organizations. 

It is an essential characteristic of Japanese workers not to be individualistic, but the ex­

planation of economic success on the basis of cultural features prevents scientific analysis. I 

would like to focus on the rational aspects of the identification of individual objectives and the 

firm's goal, noting that identification is rational for each individual. 

Gibney24), Morishima25), and Hanami26) attach importance to life-time employment. 

"Large scale Japanese enterprises have built upon this group commitment with life-time 

employment and an emphasis on long-term growth and productivity improvement rather than 

short-term profit. " (Gibney, Chapt. 4, 5). Workers know that they gain benefits from produc-
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tivity improvement through experience. 

Given life-time employment and an implicit commitment to share productivity gains, 

workers will be likely to identify with the objectives of the firm to which they belong. 

It is necessary, however, to analyse more precisely why life-time employment was adopted, 

why workers can expect to gain from productivity improvement, why implicit agreement was at­

tained, and why the tendency to pursue long-term performance rather than short-term profit is 

found not only among managers but also among workers. 

Life-Time Employment 

This is settled as an institution. We must think of it as associated with labour immobility. 

As mentioned in the previous section, labour immobility is explained by the accumulation of the 

firm-specific feature in Japan though it is a fairly remarkable feature. The firms employ 

workers who have general ability. The technique which is directly useful for the purpose of the 

firm's activities is gradually acquired by workers through OJT or learning by doing. The 

technique or skill embodied in workers increases in accordance with their accumulation of ex­

periences so that the seniority system of wages results. 

In determining wages, the skill which is acquired through OJT or learning by doing is con­

sidered, rather than the ability they already have when they compete for the labour market. 

Therefore, experiences which are substituted by age are included in the factors of wage deter­

mination. The seniority wage system can explain labour immobility and it is natural that the 

system is associated with life-time employment. Individual productivity will decline year by 

year after the worker arrives at the most workable age, of course, say, forty or forty-five. The 

age limit of factory workers is lower than office workers whose age limit is sixty on the average. 

Workers arrive at the maximum wage level in each occupation category before they reach the 

age limit. Life-time employment is not necessarily contradictory to efficient productive activi­

ty. 

Rewards Corresponding to Performance 

Workers expectation for rewards corresponding to productivity improvement is formed 

through the experience of wage bargaining which is repeated every year. I call it "experienced 

expectations." In the period of high economic growth the expectation has seldom been 

betrayed. 

Long-term Character of Objectives 

This is the key concept that I would like to emphasize. It can explain the identification of 

individual objectives. As already explained, some factors included in the objective function of 

parties or individuals have common characteristics. These factors which are either the same or 

positively correlated with each other have long-term characteristics in many cases. These fac­

tors are the social evaluation or reputation for the firm, growth of the firm, trade position of the 

firm in industry, and so on. These are long-term variables and are to be included in the objec­

tive function of each party. Thus the conflict among objectives is reduced. 

The long-term character of objectives is closely related to cultural tradition in Japan. 

The most typical example is found in the high saving ratio. The reason for this, as many 

economists have pointed out, is the insufficient social security or social insurance system. 

They assert that the people themselves must prepare for their life after the retirement because of 
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insufficient social insurance. In my opinion, however, such an assertion is incorrect. The 

economic life ofthe senior citizen mainly depends on four sources. The first is pension. The 

second is savings in various forms (bonds, stocks, and other property). The third is retirement 

annnuity or retirement pension which separates from the usual public pension. The fourth is a 

retirement lump-sum grant. Of course, this should be included in the second category but it is 

convenient to separate the retirement lump-sum grant from savings as a result of accumulated 

annual savings. 

The total sum of these funds is fairly large. Nevertheless, the propensity toward saving in 

] apan is high. The reason for this is to be found in] apanese tension which I. would like to call 

"future orientation." This future-oriented tension is almost the same as the concept of up­

ward-oriented tension, which is found to be a basis for the seniority system. 

Concerning the features of]apanese organization, there are two key concepts that I would 

like to emphasize. They are "identification" and "future-oriented tension." 
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