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Abstract

While the drastic changes in the business environment surrounding Japanese companies gave them huge pres-
sures to change their management systems and practices, the magnitudes of those changes are different from
respective practices. The purpose of this research is to examine why and how the traditional Human Resource
Managment (HRM) practices of large Japanese manufacturers stayed unchanged or have been changing in the past
two decades. For this research a question is taken theoretical and case-study approach. Based on institutional the-
ories, we present hypothetical propositions to explain why some practices change and others do not. The related
cases are provided to enhance the robustness of the propositions’ explanatory power with findings that inertia of
HRM practices in large Japanese manufacturers is likely to stem from strong pressures of normative and cultural-
cognitive elements inside the organizations; and transformation of HRM practices in those manufacturers tends
to arise from increasing pressures from political, functional and social factors in the model of deinstitutionaliza-
tion. The findings in this research imply that policy makers should make strategies to promote new technologies
in Japanese industries and enhance the language ability of Japanese workers to change the traditional HR practice

to more suitable ones in the globalizing economy.

INTRODUCTION

Traditional Japanese employment practices refer to their
celebrated practices of long-term continuous employment
with a seniority-based wage system and in-house job train-
ing. For nearly three decades during the post-World War II
period, Japanese firms had an implicit employment contract
with their workers, who were given seniority-based wage
and extensive in-company training for several kinds of jobs
to provide them with job security until retirement around
their sixty.

Amidst the economic downturn in the 1990s after the as-
sets inflated economy, however, some Japanese companies
began to reduce the number of their employees and the
number of non-regular workers without job security in-
creased. According to a survey of Health, Labor and Wel-
fare Ministry of Japan, the ratio of non-regular to all the
employees in the country was still around 20 percent in
the 1980s, but the number of non-regular employees sur-
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passed 10 million and the ratio went up to 24.9 percent at
the end of the 1990s. Because of those situations, some
researchers judged the Japanese-style employment system
demised. For example, Ahmadjian and Robinson (2001)
examined the role of downsizing in the deinstitutionaliza-
tion of permanent employment among publicly listed com-
panies in Japan between 1990 and 1997. They found that
although large, old, wholly domestically owned, and high-
reputation Japanese firms were resistant to downsizing at
first, they finally had no choice but to execute downsizing
spread across the population.

The ratio of non-regular employees in the country increased
in the 2000s. The labor ministry published the survey of
work arrangements in January 2015. It says that the ratio
of non-regular employees in the private sector is 40.5 per-
cent. The report ascribes the increasing ratio to the influx
of workers who had been working as independent workers
in agriculture sectors and abolished one-man businesses.
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In other words, the increasing number and ratio of non-
regular employees not necessarily mean the demise of the
traditional Japanese-style employment. As far as traditional
manufacturers in large sizes, we may say that some of the
traditional Japanese employment practices, especially life-
time employment, still are maintained. Most the new gradu-
ates in Japan start to work for large companies with a term-
less contract every April and they take it for granted. On
the other hand, several reports or researches of the eco-
nomic press show that some leading companies in Japan
have been changing their payment policies, especially from
seniority-based wages to job-based wages in the middle of
the development of globalizing economy and the IT inno-
vation. Although we now have some knowledge about the
facts of these changes and non-changes in HRM practices of
the companies in the country, it seems that there is a lack
of research on the rationale for why some of the traditional
Japanese employment practices still linger and why others
are innovated. Building on institutional theory, our paper
aims to fill this research gap with a theoretical explanation
for why some large Japanese manufacturers maintain those
HRM practices but why and how others change them.

The perspective of institutionalization and deinstitution-
alization (Mahdieh, 2015; Oliver, 1992) gives us a robust
theoretical foundation for our research because it is spe-
cialized in exploring the processes by which structures, in-
cluding schemes, rules, norms, and routines, become estab-
lished as authoritative guidelines for social behavior or tra-
ditional practices. Since business organizations in a coun-
try are deeply embedded in their local institutional environ-
ments as well as global business environments, their man-
agement practices are often either direct reflections of, or
responses to rules, values, norms, and belief built in their
larger contexts. Within the model of institutional theory, we
provide some anecdotal cases of established Japanese man-
ufacturing companies. With producing propositions on how
traditional HRM practices in large Japanese manufacturers
linger or change, our study contributes to extend the logic
of institutionalization and deinstitutionalization.

LITERATURE REVIEW AND THEORETICAL FOUNDA-
TION

Institutional Theory

The fundamental question in institutional theories is “why
there is such startling homogeneity of organization forms
and practices” (DiMaggio & Powell, 1983). For the in-
quiry, the theories give a basic thesis that once formed
is de-facto standards of organizational forms, rules and
practices which people believe to be legitimate, organiza-
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tions should be not only rational in economic or functional
performances but also conform to the de-facto standard
for their survival or growth (Meyer & Rowan, 1977; Rijal,
2016). DiMaggio and Powell (1983) argue the isomorphic
mechanism in which organizations with the same environ-
ment will choose the same practices or strategies and be-
come similar with one another over time due to an over-
all pressure to conform to the institutional norms within
the environment. They identify three general mechanisms
of isomorphism: coercive, mimetic and normative isomor-
phism. Coercive isomorphism occurs when organizations
are compelled to adopt the most pervasive structures or
rules. Mimetic isomorphism arises when one organization
copies another, often because of uncertainty. Normative iso-
morphism results from the fact that organizations make the
same decisions on choosing practices because professionals
in organizations are likely to be educated in similar ways.
On the other hand, regulative systems, normative sys-
tems, cultural-cognitive systems-each of these elements
have been identified by one or another social theorist as the
vital ingredient of institutions. These three systems called
the three pillars of institutions are summarized in Table 1.
In the table, the columns contain the three elements and the
rows define some of the principal dimensions along which
assumptions vary and arguments arise among theorists em-
phasizing one or another element (Scott, 2013). Note that
mechanisms of the theory element in each pillar are closely
related to one of institutional isomorphism which DiMaggio
and Powell (1983) pointed out.

Once socially embedded systems in a filed become insti-
tutionalized, they tend to be stabilized, because organiza-
tions may try to change constantly; but after a certain point
in the structuration of an organizational field, the aggre-
gate effect of individual change is to lessen the extent of
diversity within the field (Powell & DiMaggio, 2012; Tsai
& Tsai, 2017). In addition, Zucker (1977) claims that “in-
stitutionalization often occurs accidentally, as a by-product
of the creation of other structures; deinstitutionalization is
seldom accidental. Once institutionalized, structure or ac-
tivity may be maintained without further action: institu-
tionalized elements become embedded in networks, with a
change in any one element resisted because of the changes
it would entail for all the interrelated network elements.”
For example, Keiretsu corporate groups in Japan, Chaebol
in Korea, and Jituanqiye in Taiwan are isomorphisms in the
fact that they are corporate groups created by companies
in various industries. However, they are slightly different
corporate groups that are influenced by regulative, norma-
tive and cultural-cognitive factors. The keiretsu corporate
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group in Japan is a firm community type, the Korean Chae-
bol is a type of corporate patrimonialism, and the Taiwan
corporate group is a family network type of corporate group
(Orru, Biggart, & Hamilton, 1997; Silva & Madushani, 2017).
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ized. Perkmann and Spicer (2008) explore how transitory
management fashions become institutionalized. The study
postulates that fashionable management practices acquire
permanence when they are anchored within field-wide in-

Fashionable management practices are also institutional- stitutions.
TABLE 1. Three pillars of institutions
Regulation Normative Cultural-Cognitive
Basis of compliance  Expedience Social obligation Take-for-granted

Basis of order Regulative rules

Biding expectations

Shared understanding
Constitutive schema

Mechanisms Coercive Normative Mimetic
Logic Instrumentality Appropriateness Orthodoxy
Indicators Rules/Laws/Sanctions Certification/Accreditation =~ Common belief/Shared
logics of action/Isomorphism
Affect Fear Guilt/ Innocence ~ Shame/Honor Certainty/Confusion
Basis legitimacy Legally sanctioned Normally governed Comprehensible/Recognizable

Culturally supported

Source: Scott (2013)

On the other hand, Oliver (1992) defines the process of de-
institutionalization as being “the process by which the le-
gitimacy of an established organizational practice erodes
or discontinues. Specifically, deinstitutionalization refers
to the de-legitimation of an established original practice
or procedure as a result of organizational challenges to
or failure of an organization to reproduce previously le-
gitimated or taken-for-granted organizational actions.” To
put it simply, deinstitutionalization is the abandonment of
widespread, taken-for-granted practices (Maguire & Hardy,
2009). Outright abandonment of an institutionalized prac-
tice represents the extreme case of deinstitutionalization
(Scott, 2013). Therefore, the abandonment of Japanese
companies’ practice of permanent employment is a form of
deinstitutionalization.

Oliver (1992) points out three drivers who work to cause
change within organizations: functional, political and so-
cial pressures. Functional pressures increase when changes
in technology cause poor performance of some traditional
practices and reduce their legitimacy, which may lead to in-
creased consideration of alternative policies. Political pres-
sures arise from increasing problems of organizational per-
formance and from shifts in interests or underlying power
distributions that provide support for existing institutional
arrangements. Social pressures are those that cause norma-
tive fragmentation which means a loss of cultural consensus
or agreement among organizational members, causing di-
vergent or discordant beliefs and practices.
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Traditional HRM Practices of Large Japanese Manufac-
turers

The traditional Japanese-style HRM has three pillars: long-
term continuous employment (often called life-time em-
ployment), a seniority-based wage system, and in-house
training. In this paper, we focus on long-term employment
practice and the seniority-based wage system.

The long-term continuous employment practices can be
found not only in Japanese firms but also in European coun-
tries and the U.S. However, while labor markets in western
countries have more fluid workforces as part of a bipolar
structure of employment, the open market for labor in Japan
actually have existed only for new graduates. Blessed em-
ployees with long-tern job security change their jobs in in-
ternal labor markets, namely in the companies or the same
companies’ groups.

Abegglen (1958) firstly introduced a long-term employ-
ment contract between Japanese manufacturers and their
employees. He surveyed Japanese manufacturers in the late
1950s and found out that most of the firms in the country
provided their workers unlimited term employment con-
tracts which he referred to as “life-time commitment.” He
explains the reason why the corporate managers in the
country provide such a generous job-security by quoting
their story that their employees believe that employers
have to protect the lives of workers and they have a mission
to revive the country’s economy. According to his explana-
tion, the practice of life-time employment had been formed
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in the 1950s based on a normative (moral) consciousness
sense reflecting a kind of social responsibility of business
leaders who had a belief that we, Japanese people should
help each other to survive because “we have nothing and we
all are utterly poor”. Therefore, we can see that the life-time
employment system was initiated based on the normative
pressure in society in the 1950s.

The life-time employment policy became legally institution-
alized through an accumulation of judicial judgments in the
1970s when Japanese manufacturers tried to reduce the
number of workers in the face of the two oil crises. In
this decade, workers and companies in the country had
legal disputes over employee layoffs. Many court rulings
supported workers’ claims, which established doctrine of
abuse of the right of dismissal. The labor law in Japan per-
mits business firms to dismiss their employees in princi-
ple. However, the court rulings make such sever conditions
on their dismissal for the purpose of reorganization: there
must exist plausible reason for dismissal; firms have to take
some actions for avoiding dismissal; firms must not choose
particular employees to fire; and firms have to give a suf-
ficient explanation to employees to lose jobs and the labor
union which they belong to. We can assume that the life-
time employment contract became a legally institutional-
ized practice through many workers’ winning lawsuits in
the 1970s. Actually, the ratios of workers’ winning lawsuits
over the dismissal disputes are shifting between 50 - 60 per-
cent from the middle of the 1960s to the beginning of the
1990s and hovering at a high 70 percent in the late 1990s.
On the other hand, when Japan Productivity Center did a
survey over firms with more than one thousand employees
in 1979, the center asked the corporate managers the fol-
lowing question: “what kind of employment packages do
you want to provide for the employees in your company ten
years after now?” Majority of corporate managers (67.7 per-
cent) answers that they want to provide them with such a
life-time employment package as permits workers to con-
tinue working from recruiting through mandatory retire-
ment; and more than 80 percent of the corporate managers
prefer a life-time employment package because the package
is not so much effective but so firmly fixed in the society that
they take it for granted. Judging from this survey, we can
see that the life-time employment practice became a kind
of cultural-cognitive system in Japanese society later in the
1970s.

As explained above, although many people in the coun-
try seem to feel that the lifetime employment system has
demised because of an increasing number of non-regular
employees in this decade, the system still exists as an em-
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bedded system in large manufacturers. A lot of new gradu-
ates with good academic back grounds take a lifetime em-
ployment package for granted and would like to commence
employment in a big company.

Another element of traditional employment practice is the
seniority-based wage system. In the 1950s just after the
end of World War 1], all the people in Japan were struggling
for survival. Therefore, most of the companies paid their
workers subsistence wages which made ends meet for all
the members of their family. Since the money they needed
to feed their family usually increased with their age, most of
the workers in those days were paid based on their age. The
seniority-based wage system is also analogous to trends
found in Europe and the U.S. where wage increases as age
rises. Compared with Europe and the U.S., however, the age-
related wage gap in Japan is much greater. Furthermore,
wages plateau at age 40 in Europe and the U.S,, whereas in
Japan it is common for wages to continue to increase at the
age of middle 50s.

In the 1960s, some of the large firms introduced from the
United State a job wage system in which wages of respec-
tive jobs is determined based a rigid job analysis. The pro-
cess of a new wage system seems to be a mimetic one. How-
ever, it is more appropriate that we regard it as normative
one because corporate managers of Japanese firms in those
days thought that they were still behind in their manage-
ment systems and practices, and they believed that systems
and practices of American companies were so beautiful that
they were the models which they should introduce. The
American wage system, however, did not fit the working
styles of Japanese employees who change jobs and work-
places regularly every few years. For example, although
such big ironworks like Yawata steel, Fuji steel and Nippon
Koukan in those days introduced the job wage system, they
grew their business so rapidly in the 1960s that they had
to transfer often their employees around the country. As a
result, it became difficult for them to pay their employees
based on jobs because employees’ jobs changed so often in
their transfers.

It just so happened at the beginning of the 1960s that the
Nikkeiren, Japan Federation of Employers’ Associations, ad-
vocated a pay system called shokunou-chingin. In this sys-
tem, workers’ wages are paid based on their ability to per-
form jobs, and the ability of each employee is evaluated
based on the ability-based grade system. The shokunou-
chingin system became a rational payment system for large
Japanese manufacturers which customarily moved their
employees within intra-company because the payment sys-
tem is not based on jobs themselves but individual employ-
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ees’ ability. After that, more and more Japanese compa-
nies introduced the payment system which became the de-
facto standard of wage system in the 1970s and 1980s in the
country.

The annual income of a typical employee in large Japanese
firms consists of twelve-monthly salaries and bonuses
which usually are provided twice in a year. Although the
monthly salary is composed of a seniority-based portion
and an ability-based one, the latter part is likely to be paid
based on the length of employees’ services because the pro-
cess of ability evaluation involves a lot of consumption of
time and money. Furthermore, although bonuses are paid
officially based on the evaluation of employees’ capabil-
ity, commitment, and performance, actual amounts of them
tend to be paid based on seniority-basis for the same rea-
son. Average workers in large firms in the country are usu-
ally paid from three to five monthly salaries as bonuses in
a year. As a result, the wages of ordinary workers in large
Japanese firms became institutionalized to be what we call
seniority-based ones. The institutionalization process of
the seniority-basis wage system is a mimetic one because
many firms introduced the system that the authoritative
Nikkeiren recommended.

However, since the 1990s after the bubble economy col-
lapsed, more and more Japanese companies began to
change such an ability-based wage system because it had
been used so heavily based on seniority basis that the wage
burden became huge for employees of the baby boomer
generation whose ages reached at around 50s in the 1990s.
Some companies began to introduce a new payment system

Strong institutionalization h
pressures from
Mormative and cultural-
Ccognitive systems

Drivers of
Deinstitutionalization
{political, functional and
soclal pressures

—>
=
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called yakuwari-kyu in Japanese. This system has too many
varieties from company to company to explain with plain
words. In this system, employers measure two elements:
roles and performances. Roles are the extent to which em-
ployers expect a worker to play in the process of added-
value creation. Performances are measured by how much
the roles of respective employees are performed. In other
words, they try to evaluate the size of the outcome of jobs
which shows the degree of task target achieved. They also
changed the bonus policy. Some companies began to pay
bonuses to their employees based on employees’ compe-
tency and job performance instead of a merit-rating system.
We can see that there are changing and unchanging ones
among the traditional HRM systems and practices in large
Japanese firms. While the traditional employment contracts
still are unchanged as long-term ones, wage systems have
been changing since the 1990s from seniority-basis ones to
the job-outcome-oriented ones.

THEORETICAL FRAMEWORK AND PROPOSITIONS
From the viewpoint of the institutional theory (Greenwood
& Hinings, 1996), we can see it as stability or inertia of orga-
nizational practices that large Japanese manufacturers still
adhere to the lifetime employment policy despite the dras-
tic changes in business environment after the 1990s; and it
as deinstitutionalization or changes of organizational prac-
tices that they shift the wage system from a seniority based
one to jobs’ outcome oriented one. Building on these per-
spectives, we provide institutional models for stability and
changes in organizational practices.

Stability of
arganizational
practices

Changes of
arganizational
practices

FIGURE 1. Institutional models for stability/changes of organizational practices

Pressures to Embed Management Practices in Organi-
zations

Strong institutionalizing pressures can congeal manage-
ment practices in organizations. Let us examine how each of
institutionalizing pressures from regulative, normative and
cultural-cognitive systems embeds the long-term employ-
ment in Japanese companies. Among these three types of
pressures, the one from the regulative system has smaller
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effects on organizational inertia than those two from nor-
mative and cultural-cognitive systems because the congeal-
ment of management practices is an interactive event inside
an organization and the pressure from regulative systems
is generally one from the outside of it. Although many le-
gal judgments rejected the abuse of right of dismissal for
the purpose of companies’ reorganization, many companies
ignored such legal judgments and reduced the number of
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workforces for the purpose of reorganization by soliciting
voluntary retirement. Therefore, we do not take the effect
of regulative pressure into consideration in examining the
organizational inertia.

Pressures from normative systems can have a great effect
on organizational inertia. Normative systems include both
values and norms. Values are conceptions of the preferred
or the desirable together with construction of standards
to which existing structures or behaviors can be compared
and assessed. Norms specify how things should be done;
they define legitimate means to pursue valued ends. Nor-
mative systems define goals or objectives like making a
profit but also designate appropriate ways to pursue them
like conceptions of fair business practices (Scott, 2013).
Therefore, the pressure from normative systems is a sense
of social obligation which makes organizational leaders
shameful if they do not choose to execute the common and
prevailing practices in an organizational field. The legiti-
macy for taking those practices is morally governed in the
field. When we interpret this logicin our discussion context,
we can say that corporate managers’ sense of social obliga-
tion influences the maintenance of long-term employment
contracts with their employees. Many corporate managers
of large Japanese manufacture often say that the employ-
ment maintenance is a kind of social responsibility of large
firms.

However, it is too native to believe the logic that large
Japanese manufacturers maintain the lifetime employment
practice just because it is a kind of Corporate Social Respon-
sibility (CSR) of the large firms. We should know that we can
ensure long-term job security for people not just by internal
labor markets (or lifetime employment in a company) but
also by highly fluid labor markets if new industries replace
old ones and absorb redundantlabor forces. In addition, the
rational choice of management practices should be firstly
based on its effectiveness on corporate performance, and
secondly on CSR. Therefore, when corporate managers say
that the job security is a kind of CSR, we should know that
the maintenance of employment has some effectiveness for
corporate profits. The effectiveness of the lifetime employ-
ment on corporates’ performance depends on the fact that
they can use the firm-specific skills which workers in the
company accumulate on the premise of long-term employ-
ment. In other words, the lifetime employment system is a
system which promotes the employees’ commitment to ac-
quiring such firm-specific skills. However, at the same time
companies have some risk with the lifetime employment
practice that they must continue to employ those workers
even when they do not need their employees’ firm-specific
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skills anymore. It depends on the characteristics of dom-
inated technology in industries whether advantages out-
weigh disadvantages in lifetime employment system of the
Japanese manufacturers. The lifetime employment practice
produces such good effect as employees’ higher commit-
ment in the industry with optimizing technology in which
workers make and assemble many parts with complemen-
tarity in a team. On the other hand, in the industry in which
production processes are standardized with modularized
parts, the lifetime employment practice would not be so ef-
fective because the firm-specific skills of workers in their
long-term service in the firms are not so important. There-
fore, corporate leaders in the industry with optimizing tech-
nology regard lifetime employment as a kind of CSR more
strongly than those in the industry with standardized tech-
nology dominated. Put the above arguments together:
Proposition 1: Corporate managers in the industry with
optimizing technology are more likely to maintain the life-
time employment policy than those in the open architecture
industry with modularization technology.

Pressures from the cultural-cognitive system have an effect
on organizational stability in the following way: “... com-
pliance occurs in many circumstances because other types
of behaviors are inconceivable; routines are followed be-
cause they are taken for granted as “the way we do things.”
The prevailing logic employed to justify conformity is that
of orthodoxy, the perceived correctness and soundness of
the ideas underlying action” (Scott, 2013). To put it sim-
ply, a set of practices is embedded to be stabilized in or-
ganizations because the members of the organization sup-
portits robust legitimacy culturally. When we interpret this
theoretical logic in our discussion context, we can say that
many members of large Japanese manufacturers have taken
the long-term employment practice for granted and enjoyed
the benefits of that practice as bested rights (Jacoby, 2018).
However, the interest groups who can enjoy most of these
bested rights in the firms are just those core (male) em-
ployees with a university degree. In fact, since companies
cannot promote all the core employees to corporate man-
agers, they dispatch most of those employees to the sub-
sidiaries or affiliated companies in their company group.
In other words, they secure their mainline employees’ jobs
in their whole life in companies of their corporate group.
The lifetime employment is most beneficial for male white-
collar workers with a university degree in the parent com-
pany. This employment system works under their tacit un-
derstanding that they should work hard in promotion races
in the parent and the rule of the race is up or go to sub-
sidiaries. Based on the above discussion:
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Proposition 2: Thelifetime employment practices are more
likely to be stabilized in firms which have a relative small
number of selected mainline employees and many sub-
sidiaries for them to be dispatched.

Pressures to Change Management Practices in Organi-
zations

As we explained, according to Oliver (1992), there ex-
ist three types of pressures toward deinstitutionalization:
functional, political, and social pressures. We examine how
each type of pressure has an effect on the change of the
traditional wage system one by one. Firstly, political pres-
sure is a driver to change institutionalized practices in or-
ganizations. Political pressures are the ones that result
from changes in underlying power distributions that pro-
vide support for existing institutional arrangements. A shift
of corporate managers due to ownership changes is a typi-
cal one of these political pressures (Olcott, 2009). The tra-
ditional HRM practices in large Japanese firms have been
formed in the society of their mainline employees. Most
of corporate managers in large Japanese manufacturers are
likely to be a former employee in the firm. It is natural for
those corporate managers who are promoted from an em-
ployee to protect interests of the employees in their com-
pany. However, when the company plunges into a finan-
cial trouble and finances new capital from a non-traditional
root, there will be a strong possibility to accept a new cor-
porate manager from outside the world. Such a new corpo-
rate manager who comes from outside the company, espe-
cially from a foreign country, tend not to share the corpo-
rate culture fostered so far in the company. In this situation,
the political pressure will increase for changes of organiza-
tional practices institutionalized so far. Based on the above
discussions:

Proposition 3: The likelihood or intensity of changing tra-
ditional HMR practices will be higher in Japanese firms that
have a foreigner as their CEO who is invited from outside
the firm than those that have a CEO who promoted from an
employee in the firm.

Secondly, the functional pressure is another driver to
change the practices in organizations. This type of pres-
sure can arise from changing consumer preferences (Scott,
2013). When consumer preferences change rapidly, man-
ufacturers must provide new products quickly with new
technology. Under this situation, the companies must pro-
vide their engineers with a market-oriented incentive in or-
der not to lose the markets. If they do not have appropriate
engineers for the new markets, they have no choice but to
hire new engineers from outside the companies. In any of
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these cases, the traditional system of payment based on se-
niority is not appropriate. They need a new payment sys-
tem with which employers can motivate engineers to in-
vent new products that meet the changing consumer pref-
erences. Therefore:

Proposition 4: Manufacturers tend to change traditional
HRM practices more intensively in the industries in which
technology and/or consumer preferences change rapidly.
Finally, the social pressure is a third driver to change
the practices in organizations. Social pressures associ-
ated with differentiation of groups and increasing frag-
mentation of normative consensus, causing divergent or
discordant beliefs and practices (Scott, 2013) and a radi-
cal change which is likely to occur in organizational fields
that have strong, local market forces and strong but het-
erogeneous institutional forces (D'aunno, Succi, & Alexan-
der, 2000). On the other hand, Kraatz and Moore (2002)
examines how the immigration of leaders possessing dif-
ferent skills, understandings, assumptions, and values can
promote change within institutionalized organizations and
fields. From our discussion context, such events like organi-
zational differentiation and fragmentation of consensus are
interpreted as increasing diversity in workplaces. Diversity
in business organizations stems from increasing numbers
of managers and workers who have different cultural back-
grounds. For example, when Japanese firms expand their
business abroad, they have to hire local people who usually
do not understand the Japanese language nor culture. Fur-
thermore, living standards and customs in foreign countries
are completely different from those in Japan. Therefore, it
would be difficult for Japanese firms to apply the same em-
ployment and wage policies as they have at home. They
need kinds of adjustments: they may introduce new HRM
practices to foreign subsidiaries; and they may change those
practices at home and introduce new standardized policies
to all employees in the companies at home and local coun-
tries. Therefore:

Proposition 5: Manufacturers with a high volume of busi-
ness activities in foreign countries tend to change tradi-
tional HRM practices more intensively.

CASE STUDY AND DISCUSSION

To increase the explanatory power of our theoretical mod-
els for our research question, we provide some cases to sup-
port each proposition’s appropriateness. The case study ap-
proach is suitable for “why” and “how” questions in new
topic areas (Yin, 2017). Our research question is why some
traditional HRM practices stay unchanged against pressures
of institutional factors; and why and how others change in
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response to those pressures. Although the cases in the fol-
lowing discussions can be just circumstantial pieces of ev-
idences, the suitable cases may enhance the robustness of
the explanatory power of hypothetical propositions. While
a lot of data provide statistically explanatory power to hy-
potheses, they cannot provide the reasons to connect the ex-
planatory variables to explained ones. Therefore, through
the following case studies are explored why and how to sta-
bilize or change the traditional HR practices in Japanese
firms.

Pressure of Normative System to Stabilize Traditional
Practices

For the purpose of examining the appropriateness of Propo-
sition 1, we take Toyota Motor Corporation as a case of the
industry with optimizing technology and Uniden Corpora-
tion as a comparative case of open architecture industry.
Toyota is a leading manufacturer that utilizes optimizing
technology, suriawase gijutsu in Japanese, which is a key
concept to success in the integral architecture industry.
Toyota is famous for being a company which thinks a great
deal of its employees’ employment. One of the former CEO,
Hisashi Okuda (president: 1995-1999) once told that Toy-
ota would secure its employees’ jobs with its entire asset of
the company. The current president of the company, Akio
Toyota, also declares that he is determined to maintain its
domestic production in order to protect employment in the
country. The idea of creating mutual benefits for both the
company and the employees through the long-term contract
is expressed in the company’s website (Toyota, 2018).
Through our communication and dialogue with the com-
pany, we, people working for TOYOTA, strive to build and
share fundamental value of “Mutual Trust and Mutual Re-
sponsibility” TOYOTA endeavors to improve its business
achievements so that TOYOTA can continue to provide em-
ployment and fair and stable working conditions for each
of us. Simultaneously, TOYOTA promotes a work environ-
ment in which each of us can work in a harmonious and dy-
namic manner. In return, each of us implements the “Toy-
ota Code of conduct” and endeavor to fulfill our duties with
integrity. By fully utilizing our ability and capabilities and
cooperating with others working for TOYOTA, we continue
to improve the business performance of TOYOTA.

On the other hand, Uniden Corporation is famous for a
gYpsy manufacturer who continues to search for cheaper
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labor. Uniden Corporation is a Japanese wireless commu-
nication equipment manufacturer which was established in
Chiba, Japan in 1966. The company became well-known
in the 1970s with CB radios, and in the 1980s with cord-
less telephones, television satellite equipment, mobile ra-
dios, advanced marine electronics and radio scanners. The
company manager and founder, Hideo Fujimoto, makes ev-
ery decision and he seems not to have such an idea of life-
time employment in his business field. The company has
been moving its production sites from one place to another
in foreign countries to utilize cheaper labor since the 1970s.
In his strategy, when the production firms become unprof-
itable, the firm should be shut down. For example, the pro-
duction company established in Shenzhen, Chain in 1993
was closed in 2009, and the factory constructed in Philip-
pine in 2005 continued its production activity only for three
years. The number of employees in the company shrunk
from 10,000 to 1,400 in the entire company group, and from
200 to 80 in the parent company. Many managers and work-
ers are recruited from outside the company but not many of
them stay in the company for a long time.

Pressure of Cultural-Cognitive System to Stabilize Tra-
ditional Practices

In order to examine the appropriateness of the Proposi-
tion 2, let us see the numbers of subsidiaries, employees
of entire group company and of the parent company (Ta-
ble 2). Large Japanese manufacturers usually have a lot of
subsidiaries at home and abroad. For example, Sony Corpo-
ration and Hitachi, Ltd. have more than one thousand sub-
sidiaries. The ratios of payroll number of the parent com-
pany (unconsolidated) to the one of the entire group of com-
panies are from 2.1 percent to 29.4 percent. Mainline male
workers account for only a small portion of the entire em-
ployees at the parent company. As a result, the portion of
the number of core male workers to that of the entire num-
ber of employees in the whole group companies may be-
come very small. Therefore, these relatively small portions
of the male workers may believe naturally that they are cel-
ebrated and mainline core workers and want to maintain
the traditional practices which bring them vested benefits.
This is a way that a small portion of mainline male workers
in larger Japanese manufacturers put pressure on mainte-
nance of traditional lifetime employment system.
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TABLE 2. Numbers of subsidiaries, employees of large Japanese manufacturers

Sony Hitachi Toshiba Toyota Fujitsu Panasonic Honda Shinitetsu-Sumikin  Sumitomo Elec-

tronics

Subsidiary 1,240 1,008 584 541 510 468 372 356 354

Consolidated 131,700 335,244 187,809 344,109 156,515 249,520 208,399 84,837 240,865

no.of employees

Unconsolidted 10,500 37,353 36,601 68,240 24,112 51,308 22,399 24,903 4,984

no.of employees

Unconsoli- 8.0% 11.1% 19.5% 19.8% 15.4% 20.6% 10.7% 29.4% 2.1%

dated/

Consolidated

Data: Annual reports

Political Pressure on Changes in Traditional Practices

In order to examine the appropriateness of Proposition 3,
we take some cases to see whether new foreign CEOs in es-
tablished large manufacturers in Japan take some actions to
change their traditional practices of management.

We found some foreign CEOs began to take an office in large
Japanese firms in the late 1990s. For example, Mazda has
brought four foreign CEOs from Ford Motor, USA; Mitsubishi
Motor accepted Rolf Eckrodt to its management board from
Daimler-Chrysler AG, Germany from 2002 to 2004; and Car-
los Ghosn has been managing Nissan Motor since 2000.
Ghosn came from Renault SA, France. They were invited
from foreign companies by Japanese firms which had fi-
nancial difficulty and accepted financial supports from for-
eign companies. In the middle of the 2000s, Japanese firms
accepted foreign corporate managers with international
business experiences in their strategic process of acquir-
ing some foreign companies for the purpose of expanding
their business globally. For example, Sony had invited Mr.
Howard Stringer as president of company for eight years
since 2005; and Nippon Sheet Glass Company accepted two
foreign corporate managers from 2008 to 2012 when the
company acquired Pilkington Group Limited in the UK.
Those foreign corporate managers were invited with great
expectations to reform the traditional organization in the
country to be profitable. For example, Ghosn, who is called
Mr. cost-cutter, initiated the Nissan Revival Plan and intro-
duced global standard remuneration program for manage-
ment employees. They are paid a fixed salary on a yearly
contract system and can get bonus if they can achieve the
managerial goal which is set at the beginning of the business
year. The company’s remuneration package for the manage-
ment has nothing to do with seniority.

It is true that newly appointed foreign corporate managers
put pressure to change traditional Japanese HRM systems
and practices which they regard as a principal cause of a
business slump in the companies. However, it is rare that
those pressures can work and change those traditional HRM
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ones fundamentally, let alone change the business to be
profitable. The success of Carlos Ghosn is said to be one
of those rare cases. In the case of Nissan revival, since
Mr. Ghosn was backed up by Renault SA with 43.3 percent
shares of Nissan, he was able to change radically the com-
pany which was lacking enough money to survive and just
waiting for a savior from outside of the company.

In most cases, although foreign corporate managers newly
appointed from outside the company try to change tradi-
tional way of doing business in the country, their attempts
are more likely to be a failure with resistance of organi-
zational inertia in the companies. For example, in Octo-
ber 2011, British-born Michael Woodford was suddenly dis-
charged from the CEO position of Olympus Corporation by
Japanese chairman of the company when he had been in
that position for six months and trying to investigate one of
the biggest and longest-running loss-hiding arrangements
in Japanese corporate history. It was the same board chair-
man who had appointed Woodford to the position and dis-
missed him in order not for him to disclose the true story of
the scandal because he and his inner circles were involved
in the scandal.

The case of Stringer of Sony is another typical case in which
a foreign CEO was not able to work effectively at an estab-
lished Japanese manufacturer. He had a lot of experience
and expertise in the broadcasting industry, but he was said
to have not understood the problems in the product lines
until his last minutes at Sony. He was not able to thrust into
the core of Sony’s culture: producing cool electronic gad-
gets.

In addition, two foreign corporate managers also resigned
from the board of Nippon Sheet Glass Company just because
they were not to work well in the company. The first presi-
dent, Briton Stuart Chambers resigned in 2009 after just 15
months, saying he would like to spend more time with his
family. He is said that he was not able to get accustomed
to the business culture in Japan. The second foreign pres-
ident, Craig Naylor quit the company after less than two
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years in the post following fundamental disagreements with
the board over strategy. Naylor was also said to be facing re-
sistance from other officials at the firm to cutting jobs and
others costs in Japan.

Non-Japanese CEOs have long been rare in Japan. Al-
though, most of companies in the country typically own a
consensus-building culture that cannot much up at all with
the management ideas of business leaders from western
countries. After all, pioneering foreign corporate managers
who took their offices at large traditional manufactures in
Japan in the past decades had difficulties understanding the
culture of institutionalized organization. From the above
discussion, we may say in the context of Proposition 4 that
foreign corporate managers appointed from outside com-
panies definitely try to put pressures to change the tradi-
tional Japanese management practices; however, they are
not necessarily able to change them effectively because of
underlying forces of antireform which are embedded in tra-
ditional organizations as an organizational inertia.

Functional Pressure on Changes in Traditional Prac-
tices

For the purpose of examining the validity of Proposition 5,
itis relevant to compare wage systems between companies
in the electric instrument industry and those in the steel in-
dustry because technological innovation is rapid in the for-
mer industry, but it is not so in the latter industry.

In the electric instrument industry, some leading companies
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abandoned the traditional wage system which is based on
seniority and introduces a new system in which they pay
their employees based on job grades or role grades in re-
cent years. Panasonic discontinued the traditional pay sys-
tem with ability-based grade and introduced a new pay-
ment system to all the employees in October 2014. In the
new system, workers are paid according to the role they
are expected to play in their workplaces. Hitachi Ltd. in-
troduced the same new system to 11 thousand employees
at the manager class at the same time. Sony Corporation
also replaced the traditional payment system in which some
part of employees’ income is based on seniority with the job
grade system in which employees are paid based on the role
that they are playing in their workplace. The company ap-
plies the new system to a total around ten thousand employ-
ees in the parent company of Sony Group Inc.

On the hand, Nippon Steel & Sumitomo Metal Corporation,
aleading company in the steel industry in Japan, still main-
tains the traditional ability-based grade system. Annual in-
come distribution in age cohort shows that the company
still pays the employees based on the length of their ser-
vices (Table 1). Another leading company in the industry,
JFE steel renovated its payment system in 2015. However,
the company adjusted the band of grades in the traditional
ability-based grade system (Daily Iron Newspaper, 2015),
which means that the company still use the traditional sys-
tem.

TABLE 3. Averaged annual income of employees in Nippon Steel & Sumitomo Metal Co. (thousand Yen)

Age 20-24 25-29

Annual Income 3,386 4,217 4,633

30-34 35-39 40-44 45-49
5,287

50-54 55-59 60-65

5940 6,653 7,128 7,069 4811

Data: Estimation from key statistics of wage structure http://www.mhlw.go.jp/english/

Social Pressure on Changes of Traditional Practices

We can take the cases of Fast Retailing, Takeda pharma-
ceutical company and Hitachi, Ltd. for examining the ap-
propriateness of proposition 5: the intensity of attempts
to change traditional employment practices will be higher
when Japanese manufacturers more actively expand the
volume of business activities in foreign countries.

Fast Retailing is a Specialty-store retailer of Private-label
Apparel (SPA) company in Japan that owns UNIQLO and
other five brands, accounting for 6.5 percent of the Japanese
apparel market as of 2015. The company opened its first
UNIQLO store in 1984 and continued to build a chain of sub-
urban roadside stores in Japan. In the late 1990s, company
began opening stores in urban locations. Subsequently, the
company opened stores within prominent shopping malls,
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and also global flagship and hotspot stores in Ginza, Shin-
juku and Osaka in Japan, and UK, China, Hong Kong, Tai-
wan, South Korea and other parts of Asia. By August 2015,
UNIQLO International constituted approximately 44 per-
cent of total UNIQLO sales, with 798 stores versus 841
stores in Japan (From About FAST RETAILING on the com-
pany’s website). President of the company, Maso Yanai,
declared his determined idea about introducing the global
standard wages for all the employees in the companies all
over the world in Asahi Newspaper’s interview in April
2013. The principle of his idea for paying remuneration is
“the same wage for the same job.” He says that his idea on
remuneration is based on the rapid expansion of the com-
pany’s business over the world. He also says that his com-
pany’s motto is “change or die” which means “grow or die”
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in the global market. He thinks that the development of
economic globalization demands polarizations in both job
and payment; and there will be highly-paid workers who
do high-value creating jobs at one extreme and poorly-paid
workers who do low-value creating jobs at the other. His
idea is very clear but it practical realization is difficult. The
company introduced a globally standardized wage system
for executives. However, one of the corporate officers says
that it is difficult to adjust such each country’s difference as
conditions in labor market and living standards so that the
company still needs more time to apply the global standard-
ized wage system to all the employees in the world.

The second evidential case is Takeda pharmaceutical com-
pany. The company declared in May 2005 that employee
ranks would be paid based on work assignment with no re-
lation to his or her service length in the company, and ad-
ministrative executives would be paid based on job grades
and job performance which they achieve. These reforms in
remuneration packages were part of its internationalization
strategy. The company made a five-year-term strategy to
change itself from a local pharmaceutical company in Japan
to a globally acting one located in Japan in 1995. To achieve
this goal, the company restructured its organization by re-
ducing the number of its employees in non-medical fields by
approximately 30 percent and concentrating its resources
into R&D activity to make new drugs. These strategic re-
forms achieved a successful outcome. Although the com-
pany’s sales amount in the domestic market did notincrease
in the past decade, it grew greatly in markets of US and Eu-
ropean countries. Now the company group spans over 70
countries and regions worldwide. Takeda's net sales vol-
ume in the 2015 fiscal year is 1807.4 billion yen of which
1057.8 billion yen (61.8 percent) comes from overseas mar-
kets. This company’s case shows that strategic change in
traditional remuneration system can contribute to enhanc-
ing the volume of business activities in foreign countries.
Hitachi is another good example to support the appropri-
ateness of proposition 5. Hitachi issued a press release
in September 2014 that the company would change its
payment package for management level employees from
seniority-basis system to job-basis one in October 2015;
and the company would apply the new package to all
the employees in approximately 950 companies of Hitachi
group. Before then, the company had paid 70 percent of
an employee’s entire salary based on the length of his or
her service in the company and the remaining 30 percent
based on job size or responsibility. The company said that
the purpose of new payment policy was to enhance its over-
seas sales by securing high-quality human resources. The
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company believed that linking payment to job-size or job-
responsibility made it possible to choose and promote ex-
cellent young worker directly to high-value creating jobs
and hire high-quality young people from outside the com-
pany. Although it is not clear whether its new payment pol-
icy worked well or not, the ratio of the company’s oversea
sales to its entire sales amount increased 41 percent to 48
percent in 2015 fiscal year.

CONCLUSION

This research provides a logical explanation of the trans-
formational process of the traditional HRM practices of the
Japanese manufacturers in the environmental changes from
the perspective of the institutional theory. We attempt to ex-
plain theoretically the process in which some manufactur-
ers maintain the lifetime employment policy from two in-
stitutionalizing drivers. We also try to give a theoretical ex-
planation of the deinstitutionalization process of traditional
seniority-based wages of large Japanese manufacturers. We
provide five hypothetical propositions for both the attempts
and examine them through some case studies. Although we
cannot deny that the method of case study does not have
strong verifiability, we can provide circumstantial piecses
of evidences to support our propositions with the anecdata.
We reckon that the propositions we provided still need to
be tested with sufficient data in future.

This study shed lights on the process of changeability and
un-changeability in institutionalized practices in the con-
text of traditional Japanese HRM, and the research made
clear the followings. First, the lifetime employment prac-
tice tends to be maintained more strongly in the integral-
type technology industry than in the modular-type tech-
nology one, which implies that the extent to which man-
agement practices are embedded to organizations differs
in the industry which they belong to. Second, the lifetime
employment practice is embedded as a tacit agreement be-
tween companies and mainline members in the parent of
company group. The lifetime employment is really a kind
of established interest of core male workers. The smaller
the portion of blessed male employees, the stronger their
unconscious endeavor to maintain the practice in the or-
ganizations becomes. Third, although foreigner corporate
managers try to put pressures to change HRM practices,
their attempts tend to be a failure because of the resis-
tance from the established interesting group in organiza-
tions. Forth, the intensity of attempts to change traditional
employment practices will be higher in such manufacturers
like electronic equipment producers who are in face with
rapid technological change. Finally, expanding volume of
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overseas activity demands drastic change in the traditional
HRM practices in payment methods in large Japanese man-
ufacturers. However, at the same time, strategic shifts in
the remuneration policy have a possibility to expand the
volume of overseas activities interactively. The comprehen-
sive meaning of these findings is that the environmental fac-
tors of the macroeconomic environment, which is becom-
ing increasingly global, require the deinstitutionalization of
traditional employment practices of large Japanese manu-
facturing companies, while the organizational inertia in the
firms in Japan is strengthening the institutionalization of
the traditional employment practices. As globalization of
the Japanese economy continues to advance, Japanese firms
need to change traditional employment practices to con-
form to global standards. In order to realize the reform,
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