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CHAPTER 2

____Work and Retirement _

LABOR MARKETS AND EMPLOYMENT CONTRACTS

The Japanese labor market for regular, full-time male workers is char
acterized by long-term employment with a single employer, combined
with a comprehensive compensation system.1 This means many
workers join a particular firm immediately after graduating from
school and remain with that company until the mandatory retirement
age. Turnover among Japanese workers is lower than it is in the
United States, and, as a result, the average length of job tenure is
longer.2

The employer trains the worker and provides a wide array of em
ployee benefits. Bonuses are generally paid in addition to monthly
earnings.3 The annual bonus is typically equivalent to one third of
annual earnings. In 1988, bonuses averaged 3.4 months of earnings.4

Bonuses vary with the profitability of the company and are typically
paid during the summer and at the end of the year.5 The bonus sys
tem allows firms to reduce total compensation (earnings plus bo
nuses) during periods of reduced demand. This flexibility in total
compensation facilitates the retention of workers during economic
downturns. However, during the 1980s, bonuses had been a relatively
constant multiple of monthly earnings. Thus, it would seem that bo
nuses have virtually become a fixed component of annual salaries.

Female workers tend to have less job tenure and lower salaries.
The intermittent pattern of lifetime labor supply of women differs
substantially from the long-term relationship between male workers
and their employers. Part-time workers, whether male or female, have

12
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WORK AND RETIREMENT I 13

TABLE 2-1 Proportion of Employees Who Are Part-Time Workers (by firm size)

Size of Firm 1975 1978 1979 1980 1984 1985

Total 2.9% 4.7% 6.0% 5.8% 7.6% 8.6%
5-29 5.4 7.0 9.8 7.9 10.0 11.4
30-99 3.2 5.4 7.3 6.7 11.2 11.2
100-299 2.9 5.1 6.0 6.8 6.9 8.9
300-999 1.6 3.5 4.8 6.3 6.0 7.3
1.000 or more 1.4 3.1 2.9 3.8 5.3 5.7

SOURCE: Ministry 01 labof. Survey on Employment Trend. as reported In Japan InstUUle of labof.
Japanese Working ute Profile (Tokyo: Japanese Government. 1987). p. 72.

higher rates of turnover and are often excluded from many company
benefits. In 1981, a special survey of the labor force found that 94 per
cent of male employees were regular workers, but only 74 percent of
females were regular employees. Nonregular employees include part
time workers and other employees who are not regular employees.
The proportion of workers who are part time is larger for small firms;
however, the use of part-time workers has increased for all firm sizes.6

Table 2-1 indicates that the proportion of all employees who are part
time increased from 2.9 percent in 1975 to 8.6 percent in 1985.

For regular workers, cash earnings grow with seniority, and the
level of pay is often tied more to years of service than to performance.
Automatic salary increases are guaranteed in return for satisfactory
service and remaining on the job. The seniority-based pay system in
Japan has attracted considerable attention from analysts in the United
States. The uniqueness of this compensation method is debatable, as
most employers in the United States and other developed countries
have, to some extent, seniority-based pay systems. In addition, recent
surveys conducted by the Ministry of Labor indicate that an increas
ing proportion of firms are using ability or merit pay systems.

Most firms specify a definite end to the career by imposing a
mandatory retirement age. Traditionally, this age of compulsory re
tirement has been relatively young. Until the 1970s, 55 was the most
common age of mandatory retirement. In general, retirement benefits
are paid to departing workers so that the career job is concluded with
a final lump-sum payment. Most companies' retirement benefit plans
use uniform percentages or formulas for all workers to determine
lump-sum retirement allowances, bonuses, salary increases, and pen
sion benefits?

This system of industrial relations has been undergoing substan
tial change in response to the aging of the population and the in
creased number of retirees. Evidence indicates firms are responding
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14 I CHAPTER 2

to the aging of the population by actions that tend to reduce the com
pensation of older workers. These actions include reducing the
wage increase after age 50 and revising downward formulas for retire
ment benefits. To further counteract the effect of rising costs of an
older labor force, some firms have begun to offer early retirement
incentives.8

The system of long-term employment is much more prevalent in
large firms. Larger firms also pay higher total compensation, are more
likely to have mandatory retirement policies, and are more likely to
offer retirement payments. Larger companies in the United States
also pay higher total compensation and are more likely to offer retire
ment benefits.

The earnings differential among companies of various sizes in Ja
pan has been widening since 1965. In 1985. scheduled earnings in
firms with 1,000 or more workers was 15 percent higher than in com
panies with 100 to 999 employees and 21 percent higher than in firms
with 10 to 99 employees. The differential is a function of age. as
young workers in small firms have almost the same earnings as those
in large firms. The differential widens with age until the late 50s and
then begins to decline.9

The value of nonstatutory employee benefits including pensions
and retirement allowances is much greater for large companies. As a
result. large firms have lower turnover rates and tend to invest more
in training their workers. For example. the average tenure for a male
manufacturing worker aged 40 to 44 in 1986 was 21.3 years for work
ers in firms with 1,000 or more workers. compared to 17.6 years in
firms with 100 to 999 employees and only 12.7 years in firms with 10
to 99 employees. to Thus. throughout this analysis. distinctions will
be drawn based on the size of the employer.

MANDATORY RETIREMENT

The Japanese industrial relations system is characterized by job secu
rity and annual pay increases for regular workers up to the age of
mandatory retirement. Virtually all firms with more than 30 employ
ees require workers to retire at some specified age. Despite these pol
icies, labor force participation rates of older persons in Japan is the
highest in the developed world. This section examines the use of
mandatory retirement as a personnel policy among Japanese firms.
The analysis considers how the age of mandatory retirement has
changed over time with the aging of the population and in response
to government policies encouraging delayed retirement.
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WORK AND RETIREMENT I 15

In Japan, it is very difficult for employers to discharge or layoff
regular employees except when the worker has engaged in some form
of misconduct. The guarantee of continued employment coupled with
a seniority-based compensation system encourages firms to establish
a formal end to the employment arrangement at some specified age.
Worker salaries are increased each year regardless of performance.
Such seniority pay systems may result in older workers being paid
more than the value of their productivity, thus providing firms with
an incentive to force workers to retire. If older workers were permit
ted to remain on the job indefinitely, labor costs would continue to
rise more rapidly than productivity. With this compensation system,
firms have a strong financial incentive to set a definite date for the
end of the employment contract. The link between final pay and re
tirement benefits also provides an incentive for firms to encourage or
force older workers to leave the firm.

The compulsory retirement system was first instituted at the end
of the 19th century. The mandatory retirement age was typically set
at 55. During this period, life expectancy was much lower and turn
over was greater. In this setting, mandatory retirement coupled with a
lump-sum retirement benefit was used as a reward for remaining on
the job. Since 1945, the mandatory retirement system has become an
important firm personnel policy enabling firms to remove older
workers from their payrolls and. in the process, reduce labor costs
and increase promotional prospects for younger workers. l1

Mandatory retirement is widely used in all sectors of the Japa
nese economy. In 1988. 88 percent of all firms with 30 or more em
ployees required workers to retire at some specified age. The
proportion of firms with such policies has increased steadily since
1973. when only two thirds of firms had adopted policies of compul
sory retirement for their workers. Mandatory retirement is more prev
alent among large firms, with virtually all firms (over 99 percent)
with 300 or more employees adopting such a policy. Even for smaller
firms, coverage rates are quite high-97 percent of firms with 100 to
299 employees and 84 percent of firms with 30 to 99 employees have
specified mandatory retirement ages.

Govemment Policy toward Mandatory Retirement

As noted above, the traditional mandatory retirement age has been 55.
AJ:. late as 1967, 63 percent of all firms imposed an age 55 retirement
policy, with most other firms adopting a compulsory retirement
age between 56 and 60. Over time, the retirement age has been raised
partially in response to government policies encouraging delayed re-
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16 I CHAPTER 2

tirement. The first such legislation encouraging the continued em
ployment of older workers was passed in 1973. This law provided
encouragement for firms to voluntarily extend their age limits. In
April 1986. the Stabilization of Employment for Elderly Persons Act
was passed by the Diet, the National Assembly of Japan. This legisla
tion states that firms are to initiate policies to raise the mandatory
retirement age to 60. This act promoted as policy the establishment of
a minimum age for mandatory retirement at age 60 and encouraged
the raising of this minimum from 60 to 65.12 However, no penalties
are imposed on firms that do not raise their retirement age to meet
this objective. Thus, many companies continue to impose mandatory
retirement prior to age 60.

The prevalence of mandatory retirement as a personnel policy in
Japan differs substantially from current U.S. practices. Prior to the
1980s, mandatory retirement policies were widely used in conjunc
tion with employer pensions by many firms in the United States.13

The Age Discrimination in Employment Act. passed in 1967, pre
cluded the use of mandatory retirement prior to age 65 in most jobs.
In 1978, this act was amended, raising the earliest age of legal man
datory retirement to 70. Further amendments to the Age Discrimina
tion in Employment Act were passed in 1986. These amendments
outlawed the use of mandatory retirement altogether as a personnel
policy at any age for most jobs.

In both countries, the government has tried to encourage greater
work opportunities for older persons by raising permissible ages for
mandatory retirement. In the United States, the elimination of manda
tory retirement has had very little effect on the work rates of older
persons. This limited effect is due to the high incidence of early
retirement.14 In Japan. persons are much more likely to work up to
the age of mandatory retirement. Therefore, raising this age will tend
to have a greater impact on the probability that older workers will
remain with the firm.

Distribution of Mandatory Retirement Ages

By 1987, the modal retirement age in Japan had risen to 60, with 54
percent of firms adopting this age and only 23 percent still using 55
as the mandatory age of retirement.15 Changes in the distribution of
mandatory retirement ages between 1972 and 1987 are shown in Table
2-2. Large firms tend to have later retirement ages than smaller firms:
86 percent of firms with 5,000 or more employees now adopt age 60
as the compulsory retirement age, while only about three fifths of
firms with less than 1,000 employees set age 60 as the mandatory
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TABLE 2-2 Distribution of Mandatory Retirement Ages (percent of companies)

Age

Year 54 or Lower 55 56-59 60 61-64 65

1972 0.7% 57.9% 18.3% 21.7% 0.3% 1.1%
1978 0.1 41.3 19.4 33.7 0.4 4.4
1982 0.5 35.5 18.2 43.0 0.8 2.0
1986 0.1 26.7 16.6 52.5 2.3 1.8
1987 0.3 23.0 18.0 53.9 2.3 2.5

SOURCE: Survey of Employment Managament, various years.

TABLE 2-3 Mandatory Retirement Age and Size of Firm: 1989"

Age

54 or 66 or
Firm Size LDwer 55 56-59 60 61-64 65 older

All firms 0.5% 20.7% 17.0% 57.6% 1.1% 2.9% 0.3%
30-39 0.7 21.8 16.3 56.4 1.1 3.4 0.3
100-299 0.2 20.0 18.5 57.9 1.0 2.2 0.2
300-999 15.6 19.0 62.8 1.8 0.8
1,000-4,999 10.4 14.5 74.0 0.7 0.4
5,000 and over 4.9 8.7 86.4

"Entries represent the percentage of firms with a mandatory retirement policy that have adopted
the specified age.

SOURCE: Kiyoshl Murakami, "severance and Retirement Beneflts In Japan," In Pension Policy: An
International Perspective, John Turner and Lorna Dailey (Eds.) Washington, D.C.: U.S. Govemment
Printing Office, forthcoming.

retirement age (see Table 2-3). Smaller firms are much more likely to
continue to use 55 as the mandatory retirement age. Almost one fifth
of firms with less than 1,000 workers set 55 as the age of compulsory
retirement, and another 15 to 19 percent of these firms use ages 56
to 59.

The variation in average retirement ages by industries is shown in
Table 2-4. The average retirement age is the average for firms in each
industry unweighted for size of the firm. The data illustrate that the
mandatory retirement age has risen in each industry. In 1986, the low
est industry average retirement age was 57.7 (mining), and the highest
average age of compulsory retirement was 58.9 (services). For all firms,
the average retirement age rose from 56.5 in 1967 to 58.6 in 1987.

WORK AFTER RETIREMENT

Despite the almost universal use of mandatory retirement require
ments at age 60 or younger, the labor force participation rates of older
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TABLE 2-4 Average Retirement Age by Industry·

Industry 1972 1978 1982 1986

Mining 56.1 56.0 56.4 57.7
Construction 57.3 58.4 58.5 58.7
Manufacturing 56.6 57.2 57.8 58.4
Trade 56.4 57.3 57.2 58.0
Finance and

insurance 56.6 56.6 56.8 58.1
Real estate 57.0 57.2 58.3 58.7
Utilities 55.3 57.2 57.4 58.8
Transportation,

communication 56.0 56.6 57.7 58.4
Services + 57.8 58.5 58.9

"Average retirement age for each industry is calculated by finding the age based on the portion of
firms in each industry using various ages. This technique does not weight lor the number of persons
covered by each retirement age.

+The service sector was not included in the 1972 survey.
SOURCE: Survey on Employmenf Management various years, and my calculations.

TABLE 2-5 Labor Force Participation Rates of Men Aged 65 and Older

Country 1950 1960 1970 1980 1985·

Australia 32.7% 28.20/0 21.8% 13.5% 12.7%
Belgium 19.4 9.4 6.2 4.6 4.4
Canada 40.9 30.4 21.7 14.6 13.8
Denmark 38.0 32.4 26.9 15.3 14.2
France 37.2 26.1 15.0 6.0 5.6
Germany 27.5 21.4 16.7 4.9 4.7
Italy 46.6 27.5 14.5 7.5 6.8
Japan 54.5 54.5 54.5 45.8 42.7
Netherlands 31.5 20.4 11.4 4.5 4.2
Sweden 36.4 27.7 19.0 10.3 9.7
United Kingdom 34.4 26.6 18.8 11.0 10.6
United States 45.0 33.9 25.5 19.1 18.2

"Labor force participation rates lor 1985 are based on projections by the Intemational Labor Of·
fice. Actual rates for 1985 tend to deviate somewhat from these projections.

SOURCE: United Nations, World Demographic Estimates and Projections, 1950-2025 (New York:
United Nations, 1988).

Japanese are among the highest in the developed world. Table 2-5
shows that the participation for Japanese men age 65 and older was
42.7 percent in 1985, which is more than 30 percentage points higher
than that for most of the European countries and 25 percentage points
higher than for older men in the United States. Although their par
ticipation rates have fallen during the last four decades, this disparity
in the work rates of older men in Japan relative to other developed
countries has widened considerably since 1950.16
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How can we reconcile the widespread use of mandatory retire
ment and the high labor force participation rates of older Japanese?
The explanation of this apparent paradox lies in the distinction be
tween retiring from a career job and leaving the labor force altogether.
Many companies have instituted reemployment policies where work
ers who have passed the age of mandatory retirement are rehired. In
1986, 70 percent of companies with 30 or more employees reported
having some type of employment extension or reemployment program.
Such personnel policies are more prevalent among smaller firmsY
These returning workers are typically employed in lower-ranking jobs
and at a lower salary. In addition, they do not receive the automatic
pay increases associated with further seniority. Thus, some workers
are mandatorily retired but remain employed by the same firm.

The practices of reemployment or employment extension make
older workers more desirable to firms and, therefore, increase the de
mand for them. These policies give employers increased flexibility in
determining personnel decisions, lower labor costs, and enhance pro
motional prospects for younger workers. There is some evidence that
firms are beginning to downgrade older workers even prior to the age
of mandatory retirement. This seems to be occurring in firms that are
raising their age of compulsory retirement.18

Extending employment past the age of mandatory retirement
clearly increases job opportunities for older workers. However, these
workers receive wage reductions, lower benefits, and job reassign
ment. Such practices would clearly be illegal in the United States un
der the Age Discrimination in Employment Act. This act protects
workers over age 40 from adverse personnel policies based solely on
their age. Thus, firms in the United States cannot arbitrarily reduce
wages of older workers or demote them at a specific age. The inability
to adjust wages and job responsibilities may reduce the demand for
older workers in the United States.

Another common personnel policy in Japan is for older workers to
leave their current employer, who then helps them find a new job with
one of its subsidiary firms. Still other "retiring" workers start their
own business or find jobs with new employers. The labor force data
clearly reveal that older workers who are mandatorily retired in their
50s do not stop all work and leave the labor force. Instead, most of
these "retirees" find new jobs and remain at work for many more years.

GOVERNMENT EMPLOYMENT POLICIES

The Japanese government has attempted to entice firms to raise the
age of mandatory retirement to 60 or even 65; however, legislation
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outlawing compulsory retirement prior to age 60 was recently de
feated in the Diet. In addition, the government has encouraged the
hiring and retention of older workers through subsidies to firms. A
series of government actions beginning in 1966 have been aimed at
increasing employment opportunities for older persons. The Employ
ment Promotion Measures Act of 1966 set guidelines for hiring work
ers age 35 and over. Firms were encouraged to comply and were
offered subsidies, but they could not be forced to meet government
employment targets. Employment goals for older workers were re
vised and extended in 1971.

Subsidy schemes include wage subsidies to firms hiring older
workers through public placement agencies, subsidies for retaining
employees past age 60, payments to firms that maintain a specified
ratio of workers age 60 to 65 to total employees, and lump-sum pay
ments to firms hiring persons age 60 to 65 within three months of
their retirement. Recently, the government has instituted a system
of subsidies to new firms that use large numbers of retirees. Employ
ment subsidies may be a one-time payment to firms hiring or retrain
ing older workers or a continuing monthly payment.19

A continuing objective of public policy is to promote a higher
mandatory retirement age to enable persons to remain with their ca
reer firm until age 65. To facilitate work until older ages, the govern
ment is attempting to expand employment options available to older
workers and to provide vocational retraining programs. The govern
ment also hopes to promote the redistribution of employment oppor
tunities toward older workers and, hence, produce more leisure time
for younger workers.20

Retired workers' job searches are aided by a series of Talent Banks
that help older persons find new jobs. The first Talent Bank was es
tablished in Tokyo in 1967. Currently, there are 25 of these institu
tions nationwide whose objective is to help persons over age 40 with
experience in management or specialized fields find reemployment
with small- and medium-size firms.

These efforts are supplemented by 300 silver talent or manpower
centers that attempt to place older persons in short-term or part-time
jobs.21 The first silver manpower center was established in Tokyo in
1975 with funds from local governments. Similar systems were intro
duced throughout Japan, and in 1980, the Ministry of Labor began to
provide a subsidy to these centers. The silver manpower centers do
not provide direct employment opportunities with firms in the com
munity. Instead, the center enters into a contract with the employer to
provide specific services, and then employment opportunities are al
located to center participants. Jobs tend to be temporary and service
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TABLE 2-6 Age-Specific Labor Force Participation Rates

Males Females

Japan United Slates Japan United States

Age 1970 1985 1970 1986 1970 1985 1970 1986

55 96.1% 95.6% 91.8% 84.1% 57.2% 53.9% 52.6% 56.3%
56 95.4 94.5 90.7 80.9 55.8 51.7 48.2 54.5
57 94.8 93.5 89.1 79.7 54.4 49.9 50.0 51.3
58 93.0 91.9 87.7 n.2 51.7 47.9 47.6 48.4
59 91.6 89.5 87.5 73.4 49.7 45.7 45.9 46.1
60 89.4 84.4 83.9 69.2 47.2 42.5 44.0 42.3
61 87.9 80.0 81.2 66.2 45.4 39.8 38.5 37.8
62 86.1 n.6 73.9 53.5 43.3 37.8 36.1 31.8
63 83.7 74.8 69.4 44.3 40.8 35.3 31.9 28.1
64 80.7 71.7 64.4 39.4 37.9 33.0 28.4 25.2
65 78.1 67.5 49.9 30.8 35.9 30.5 22.1 18.6
66 75.2 63.8 44.7 27.6 33.2 28.1 19.3 15.4
67 72.1 60.5 39.4 24.0 30.9 26.2 16.2 13.5
68 68.7 57.2 37.7 20.7 28.5 23.9 15.0 12.4
69 65.0 53.5 34.0 20.7 25.6 21.7 12.9 10.5
70 60.7 49.7 30.2 17.1 23.7 19.3 12.2 8.4
71 55.6 46.1 27.9 15.3 20.1 17.3 9.8 7.1
72 51.3 42.7 24.8 14.1 18.1 15.5 8.6 6.9
73 47.5 38.5 22.0 14.5 16.2 13.3 7.7 6.1
74 42.9 35.1 19.1 12.7 14.3 11.8 6.4 5.8

SOURCE: The U.S. data are based on unpublished data from the Bureau of Labor Statistics. Jap-
anese data are based on the Census of Population for 1970 and 1985.

oriented. The most common type of work is weeding public parks or
private gardens. Members are paid by the center. are not employed by
the contracting firms. are not covered by unemployment or accident
insurance programs. and are not employed by any firm. Given these
terms of employment. it is not surprising that these centers typically
have more work opportunities than potential participants.22

LABOR FORCE PARTICIPATION RATES

Evidence suggests that the Japanese have a stronger attachment to
the labor force than do comparable workers in other developed coun
tries. Table 2-6 presents age-specific labor force participation rates
by sex for Japan and the United States. Both countries show declines
in participation rates for men between 1970 and the mid-1980s;
however. the decline in the U.S. rates is greater than that experienced
in Japan.

For the Japanese. the decline with an additional year of age in the
proportion of men and women who are in the labor force averages
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around three percentage points per year between ages 55 and 74;
however. the magnitude of this decline increases with advancing age.
Inspection of the data does not reveal any large declines associated
with mandatory retirement from a career job (ages 55 to 60) or with
becoming eligible for Employees' Pension Insurance benefits (age 60)
and National Pension benefits (age 65). By contrast, the U.S. data in
dicate sharp declines in participation at ages 62 and 65, which are
key ages for receipt of social security benefits.23 These data confirm
the greater attachment to the labor force of Japanese workers at older
ages and clearly indicate that mandatory retirement for a career job
does not result in withdrawal from the labor force.

The actual work rates of the elderly conform to their expressed
preferences for continued work. The extent of the desire for continued
work by older persons is revealed in a survey by the Economic Plan
ning Agency. This survey found that 73 percent of the respondents
wanted to be employed at age 65, and 35 percent of the respondents
wanted to continue to work until age 70.24 Similar findings were re
ported from a 10-year longitudinal survey of older men in Tokyo. The
men were first interviewed in 1975 when they were aged 50 to 54.
When reinterviewed in 1985, 92 percent reported having left their ca
reer employer, but once retired, 87 percent immediately reentered the
labor force. In 1985, 65 percent were still working, with 50 percent
continuing at full-time jobs.25

The high rates of labor force participation occur despite the high
average per capita income in Japan. In a recent study of participa
tion rates in 151 countries, Clark and Anker estimated labor force
participation rates of older men and women as a function of a series
of socioeconomic variables. Their study showed that after control
ling for these variables, the participation rates of elderly Japanese
were substantially higher than those predicted by the regression
mode1.26

Evidence suggests that workers who remain in the labor force suf
fer substantial reductions in earnings. A Status Survey of Employ
ment and Life of Workers Reaching Retirement Age conducted by the
Ministry of Labor in 1983 found that 30 percent of persons continuing
to work after mandatory retirement had earnings reductions of 20 to
39 percent. Another 20 percent of these workers suffered earnings de
clines of 40 percent or more. The decline in earnings is greatest for
persons who were previously employed by large firms.27 These de
clines reflect the lower wages of workers who are reemployed by their
former employer as well as the lower wages that older persons re
ceive from new employers.
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Despite high real income compared to other countries and wage
cuts at mandatory retirement from career jobs. older Japanese con
tinue to work. The high proportion of older persons who remain in
the labor force does not appear to be due to low pension income (see
Chapters 3 to 5).28 Thus, the key economic factors do not explain the
relatively high (by international standards) participation rates by
older Japanese. The high work rates appear to be due to cultural and
other socioeconomic differences influencing the work and retirement
decisions. The current high labor force participation rates may reflect
the lifetime experiences of current older Japanese. Persons currently
age 65 and older lived through World War II and the postwar recon
struction. Future cohorts. having lived through the more prosperous era,
should be more inclined to demand more leisure and retire earlier.29

RETIREMENT POLICIES IN AN AGING SOCIETY

The rapid aging of the Japanese population has caused changes in
both public and private retirement policies. The continuing popula
tion aging has resulted in large past and projected future increases in
expenditures for social security. In response to these cost increases,
the benefit formulas of both the Employees' Pension Insurance and
National Pension have been reduced. Discusssions are currently un
der way to raise the age of eligibility for benefits in these programs to
further reduce projected cost increases.

In addition to changes in the social security system, the Japanese
government has responded to demographic changes by seeking to en
courage later retirement, thereby increasing the ratio of workers to re
tirees. Policies have included subsidies to firms hiring older workers.
job placement assistance for unemployed older workers, and encour
agement to firms to raise mandatory retirement ages. These efforts
support the reve.1led preference for older Japanese to remain in the
labor force. Thus. the response of the government to population aging
has been to encourage delayed retirement to reduce the pressure on
government spending for old age assistance programs.

The aging of the labor force and increased retirement ages con
front Japanese firms with the prospect of rising labor costs. The
seniority-based wage system means older workers tend to be more
highly paid than younger workers. and this discrepancy increases as
the age of retirement is raised. In many firms, retirement benefits are
linked to final pay and are a function of years of service. In response
to these rising labor costs, firms have begun to reduce the rate of wage
increase for senior workers and to limit earnings used to determine
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retirement benefits. Pension systems are being altered, and firms are
beginning to offer early retirement incentives. The industrial relations
system is responding to both the aging of the population and changes
in government policy.

This chapter has examined public and private retirement policies
and how they have changed during the past 20 years. The aging of the
population has produced an economic quandary for the government
and for employers. The government is strongly encouraging contin
ued work and the raising of retirement ages. Faced with higher labor
costs resulting from an older work force, firms have attempted to re
vamp employee compensation to lessen the impact of an aging labor
force. The following chapters focus directly on public and private re
tirement systems and how they have developed in conjunction with
the aging of the Japanese society.
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