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CHALLENGES OF AN AGEING JAPAN: EFFECTS, EFFICIENCY AND 

EFFECTIVENESS OF LAW REFORMS 

 
Časlav Pejović* 

 

 

Abstract 

One of the most serious challenges facing Japan is the rapid ageing of its population. While 

the ageing problem is not limited to Japan, it is most dramatic here. Japan has become the 

world’s most aged nation and has been categorized as a hyper-aged society. The problem 

that Japan is facing is a lack of workers rather than a lack of jobs. Or, maybe even worse: 

there will soon not be enough workers to support the rising numbers of pensioners. 

Population decline is likely to create a serious workforce shortage and put pressure on the 

pension system. Although it is difficult to reverse the declining trend of Japan’s working 

population, the labour shortage problem can be remedied by employing workers more 

efficiently. The government has been very active in trying to remedy the impact of the 

ageing population on the labour market. It has taken action in different areas, including 

trying to promote more efficient use of elderly employees and women, and opening more 

possibilities for foreigners. To promote these policies, the government has relied heavily on 

legislation. Experience with implementing legal reforms aimed at remedying the ageing 

problem in Japan has demonstrated that legislation can be used as an efficient tool in 

enforcing government policies and that it can guide changes in a desired direction. To make 

an assessment of the efficiency and limitations of law reforms, this paper will try to 

identify factors that play an important role in the process of implementation.  

I. DEMOGRAPHIC CHANGES AND POSSIBLE REMEDIES 

The labour market in Japan is undergoing a dramatic change under the pressure of an ageing 

society and shrinking workforce. Japan is experiencing ageing at a much faster pace than any 

other country. In addressing the impact of demographic factors on the employment system, this 

paper analyzes reforms in the employment system aimed at remedying problems arising from the 

shrinking workforce. While the declining trend of the Japanese population seems to be 

irreversible, it is possible to reduce its impact on the labour force. Possible remedies include 

creating better opportunities for the employment of the elderly, foreigners, and women. 

The focus of this paper will be on government policy and law reforms aimed at 

increasing the participation of older employees in the workforce. The paper will start by 

providing data on the impact of demographic changes, followed by an overview of the 

government actions and regulations, actual effects of the government policy, assessing the 

efficiency and effectiveness of the law reforms that have been undertaken, and concluding by a 

discussion of possible future directions.  

While focusing on Japan, the paper may also be of some interest to other countries facing 

similar problems. The example of Japan and its ways of handling the impact of ageing on the 

employment system may serve as a reference for many other countries, as the problem of 

population ageing is becoming a global phenomenon. 

A. Pace of Demographic Changes 
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Japan has become the world’s most aged nation and has been categorized as a hyper-aged society 

(chōkōrei shakai).1 In 2016, 27,4% of the Japan’s population were older than 65; at the moment it 

is the world’s only hyper-aged society.  

The population of the working-age group— defined as those between 15 and 64 years 

old — increased consistently during the post-war years, reaching its peak at 87.26 million in the 

1995 population census. Since then, it has entered a period of decline. It had fallen to 81.73 

million by 2010, and is expected to fall below 70 million in 2027, 50 million in 2051, and 

eventually to drop to 44.18 million by 2060.2 The percentage of Japanese younger than 19 years 

old, who constituted 40% of the population in 1960, will decline to just 13% of the population in 

2060. The population of Japan has reduced from 128,057,352 in 2010 to an estimated 

126,045,211 in 2017.3  

While the ageing problem is not limited to Japan, it is most dramatic here, as a 

consequence of the combination of two factors: Japanese live longer and produce fewer children 

than almost any other country. One of the factors contributing to the ageing problem is an 

increase in life expectancy. Life expectancy for men in 1950 was 59.57 and for women 62.97. In 

2015 the life expectancy for men was 80.5 and for women 86.8. 4  Of course, longer life 

expectancy is not a problem in itself. The problem is when it is combined with declining fertility 

and low birth rates. The most dramatic change in the total fertility rate (TFR) occurred between 

1947 and 1957 when it declined by more than 50%, from 4.54 to 2.04 children per woman. Since 

then, TFR has been continuously very low, even though there have been some signs of recovery 

in recent years.5 It stands well below 2.1, which is the replacement fertility rate for Japan. Still 

worse, according to official projections by the Japanese National Institute of Population and 

Social Security Research, TFR in Japan will remain below 1.4 until at least 2060.6 The situation is 

maybe even worse with birth rates. With birth rates of just 8.07 per 1,000, Japan is ranked 221st in 

the world among 223 countries.7 The ageing process is expected to continue, driven by high life 

expectancy and low fertility rates, with the demographic dependency ratio reaching 77 by 2075.8 

  

B. Impact of Demographic Changes 

The rapid ageing of Japan raises a number of serious issues, and one of them is the shrinking 

workforce. In 2013, there were 1.2 million new entrants to the working-age population and 2.2 

                                                           

*Professor, Faculty of Law, Kyūshū University. This paper was prepared during my stay as an ASLI fellow at the 

National University of Singapore during March 2017. I am grateful to Hiroya Nakakubo from Hitotsubashi 

University, Thomas Klassen from York University and Sean McGuinty from Nagoya University for their very helpful 

comments and suggestions. Of course, I remain responsible for all errors in this text. 
1 As defined by the UN, ageing societies are classified as countries in which persons who are 65 or older make up 7-

14% of the population, aged societies are classified as countries where 14-21% of the population are 65 years or older, 

while hyper-aged societies are classified as those where 21% or more of the population are 65 years or older. 
2 National Institute of Population and Social Security Research, Population Projections for Japan (January 2012) pp 

2011-2060. 
3 http://www.worldometers.info/world-population/japan-population/ 
4 http://apps.who.int/gho/data/node.country 
5 Compared to the lowest rate of 1.26 recorded in 2005, in 2015 the fertility rate rose to 1.46 (Source: Ministry of 

Health, Labor, and Welfare, Vital Statistics).  
6 http://www.ipss.go.jp/site-ad/index_english/esuikei/ppfj2012.pdf 
7 http://www.indexmundi.com/g/r.aspx?c=ja&v=25 
8 OECD Pensions at a Glance, 2015.  

http://apps.who.int/gho/data/node.country
http://www.ipss.go.jp/site-ad/index_english/esuikei/ppfj2012.pdf
http://www.indexmundi.com/g/r.aspx?c=ja&v=25
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million retiring older workers. As a result, in 2013 the workforce shrank by roughly 1 million 

people.9  

Population ageing opens many issues that may have an adverse impact on economic 

growth, health care and the pension system. A shrinking and ageing population reduces the 

amount of labour available for production. While a declining population would decrease the size 

of the working-age population, ageing would negatively impact the overall labour force 

participation rate and productivity. 

One of the most serious issues relates to the sustainability of the pension system. Due to 

the long life expectancy and low fertility in Japan, the pyramid-like model is losing its shape. The 

pension system has come under serious pressure, as the number of beneficiaries is increasing 

while the number of contributors is declining. The shrinking number of workers to support the 

growing ranks of retirees amplifies fiscal strains. The ratio of working age persons to the elderly 

is predicted to fall from 2.8 in 2010 to 1.3 in 2060.10 The future of the pension system in Japan 

does not seem bright, particularly for young Japanese. The pension system will not be sustainable 

unless there is a substantial increase in taxes or a major reduction in social benefits.  

The problem Japan is facing is a shortage of workers rather than a shortage of jobs. Or, 

maybe even worse: there are too many pensioners and not enough workers to support them. 

C. Employment of Older Employees As a Remedy 

Although it is difficult to reverse the declining trend of Japan’s working population, the labour 

shortage problem can be remedied by employing workers more efficiently. This policy may 

require a greater diversification of the employment system, since different working profiles need 

different rules of employment.  

One of the essential segments of the Japanese system of long-term employment is the 

contractual mandatory retirement age under which employees are provided with employment 

security until they reach that age. This age is set by employers, and not by the law, and is 

enshrined in the employment contract of individual workers. Most large companies set a 

mandatory retirement age of 60 as a way to reduce payroll costs in a system where wages are 

determined by seniority. 

The system of a mandatory retirement age represents overt discrimination on the basis of 

age which would be unlawful in many jurisdictions. For example, the mandatory retirement age 

would be prohibited under the Age Discrimination in Employment Act, 1967 of the US (as 

amended in 1978, 1986, and 1991). In the EU, age discrimination is subject to legal controls 

imposed under Directive 2000/78/EC, which limits the circumstances in which employees can be 

subjected to different treatment on the basis of age. On the other hand, age-based contractual 

mandatory retirement is still lawful under Japanese law, since age discrimination is not yet 

prohibited. Article 14 of the Japanese Constitution prohibits discrimination based on race, creed, 

sex or social status of family origin, without mentioning age. Article 3 of the Japan’s Labour 

Standards Act also omits age discrimination. One exception is found in the Revision of 

                                                           
9 Hiroaki Miyamoto, “Japan Must Work Hard to Solve the Labour Crisis” East Asia Forum (Canberra, 5 August, 

2014). 
10  http://www.ipss.go.jp/site-ad/index_english/esuikei/ppfj2012.pdf 

http://www.ipss.go.jp/site-ad/index_english/esuikei/ppfj2012.pdf
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Employment Measures Act, 2007 which imposed a duty on employers to give equal opportunities 

in recruitment and hiring regardless of age.11  

It should be noted that the prohibition of age discrimination did not become prevalent in 

Europe until this century, and even in the US the retirement age of 65 (and later 70) was 

permitted for a long period before it was abolished in 1986. Of course, it is arguable that Japan is 

too slow to change its ageist system, but there are some reasons for that. 

Japan’s approach can properly be understood only in the context of the distinction 

between regular and non-regular employees: the mandatory retirement age applies primarily to 

the former. This approach follows the character of the seniority system (nenko chingin),12 under 

which age represents an important factor for determining wages and promotions. Age-based 

measures are not considered to be illegal under that system.13 The employer pays less than the 

employee’s contribution to the firm when employees are young and pays more when they are 

older, which results in the personal costs of a company increasing the longer an employee is 

employed there. In order to make this system sustainable for employers, a mandatory retirement 

age is necessary.14  

The existing employment system offers employment security to regular employees until 

the mandatory age is reached, which is particularly important for older employees who would 

otherwise face serious difficulties in finding jobs in the labour market. This system also allows 

employers to gradually introduce younger employees and maintain a balanced age structure in the 

workforce. Since every year a number of employees have to retire, employers can make plans for 

recruiting young graduates, which also contributes to the rather low unemployment rate in 

Japan.15  

Japanese companies have taken various measures in order to deal with the issues of the 

cost of older employees and the need to retain them, but under different schemes. One of the 

commonly used models is “reject and retain”, under which older employees are excluded from a 

company’s seniority system, while being retained by other companies in the same group.16 Older 

workers reaching mandatory retirement age are offered to be rehired on a contract basis, typically 

a one year renewable contract, with substantially lower wages, shorter working hours and fewer 

job responsibilities.17 Some employees are re-employed by the same company, while others are 

employed by subsidiaries or related firms.18 This allows companies to reduce the costs associated 

                                                           
11 This law was aimed at protecting older people who faced difficulties in getting jobs due to their age. 
12 Sometimes only the first component of the term - nenko - is used as reference to the seniority wage system, because 

the Chinese characters used in this term may serve to indicate its meaning: nen=seniority and ko=merits. In fact, ko 

tends to mean “merits of long service”.  
13 It is important to note that the wage system of non-standard employees is very different. While standard employees 

are paid a monthly salary, which incorporates the element of seniority, non-standard employees are paid on an hourly 

wage basis not affected by the seniority factor, but influenced by the external labour market. 
14 Edward. P. Lazear, “Why is There Mandatory Retirement?” (1979) The Journal of Political Economy vol.87, no.6, 

1261. 
15 The unemployment rate in March 2017 was 2.8%. Source: Statistics Bureau of the Ministry of Internal Affairs and 

Communications: http://www.stat.go.jp/english/data/roudou/results/month/#TAB 
16 Masato Oka and Takeshi Kimura, “Managing an Ageing Labour Force: The Interplay between Public Policies and 

the Firm’s Logic of Action – The Case of Japan” (2003) The Geneva Papers on Risk and Insurance Vol. 28 No. 4, 596 

[“Managing an Ageing Labour Force”].  
17 Bernard H Casey, “The Employment of Older People: Can We Learn from Japan?” (2005) The Geneva Papers 

on Risk and Insurance - Issues and Practice Volume 30, Issue 4, p 620 
18 Hiroki Sato, “Keeping Employees Employed: Shukko and Tenseki Job Transfers – Formation of a Labour Market 

within Corporate Groups” (1996) Japan Labor Bulletin 35 (12) 7. 

https://link.springer.com/journal/41288
https://link.springer.com/journal/41288
https://link.springer.com/journal/41288/30/4/page/1
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with the seniority system while retaining the older workers’ professional skills and experience 

that can be put to good use.  

The need for retaining older employees in the labour market has also been recognized by 

the government. Compared with previous generations, nowadays elderly Japanese are physically 

more capable of working at an older age. Considering their capabilities and desire to work more 

flexibly, establishing working conditions to meet their needs may be necessary. In contrast to 

some other countries, such as countries in Europe which have adopted the early retirement 

policies to alleviate youth unemployment in the times of rising unemployment, 19  Japan has 

moved in the opposite direction by making efforts to promote the employment of older workers. 

The policy considerations in Japan are different from those in Europe. A rationale for promoting a 

policy that would allow older employees to remain in the labour force for longer is that this can 

contribute to reducing the fiscal burden of age-related social expenditures. The State benefits 

from the employment of older employees, who continue to be tax and premium payers instead of 

becoming beneficiaries of the pension system. 

II. EFFECTS OF THE GOVERNMENT POLICY 

The stagnation of the Japanese economy, the ageing population, and changes in the international 

economic environment have led to reforms of many Japanese institutions, including the 

employment system. With the continuing and accelerating trend of ageing society syndrome, the 

government realized that further extension of the mandatory retirement age was inevitable. In 

order to address this issue, setting the mandatory retirement age below 60 was prohibited by the 

Law Concerning Stabilization of Older Persons, adopted in 1985 and revised in 1994. Initially 

this law provided that employers “shall endeavor” to set the mandatory retirement age at 60 years 

or older.  

The government managed to extend the statutory retirement (pensionable) age from 60 to 

65 in 2000, to be further extended by one year every three fiscal years. In 2001 the statutory 

retirement age for men was set at 61, and it was extended to 65 in 2013. However, the mandatory 

retirement age in many companies was still 60. One of the problems that had to be resolved was 

the gap between the statutory retirement age (the legally stipulated age at which a person is 

allowed to receive a pension), and the mandatory retirement age when employees actually retire. 

This meant that employees were forced to retire from their regular employment before they could 

receive old age pension benefits.20 During this period, after having retired and before becoming 

entitled to receive a pension, employees would face serious difficulties in finding jobs, so they 

may not be able to receive either a salary or a pension. This raised a debate on the need to close 

the gap. 

To address this issue, the government adopted a policy to make it compulsory for firms 

to extend the mandatory retirement age and to link the statutory retirement age to the mandatory 

retirement age through revision of the Law Concerning Stabilization of Older Persons in 2004. 

Under this law, employers were obliged to introduce a system under which employees would be 

                                                           
19 Despite this policy, the youth unemployment rate in 2017 in some countries is still above 40%: Greece has a 45.2% 

unemployment rate while that in Spain stands at 41.5%: https://www.statista.com/statistics/266228/youth-

unemployment-rate-in-eu-countries/ 
20 Masa Higo and Thomas R. Klassen “Retirement in Japan and Korea in an Era of Rapid Population Ageing” in 

Thomas Klassen & Masa Higo, Retirement in Japan and South Korea The Past, the Present and the Future of 

Mandatory Retirement (NY Routledge 2015). 

https://www.statista.com/statistics/266228/youth-unemployment-rate-in-eu-countries/
https://www.statista.com/statistics/266228/youth-unemployment-rate-in-eu-countries/
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entitled to continue employment up to the pension eligibility age. After receiving a lump-sum 

retirement allowance, employees were then rehired as non-regular employees. The purpose of this 

revision was to promote employment of older employees through comprehensive measures 

related to the retirement age and to enable them to earn a higher income in the period after their 

mandatory retirement age. The law provided for three options: 1. Extension of the mandatory 

retirement age; 2. Re-employment of persons who reached the mandatory retirement age (usually 

60) until they reach 65; 3. Abolishing the mandatory retirement age.21 

Among these three options, the second one has been most widely used. 22 Under this 

option, older employees are typically re-employed on the basis of a fixed one year contract with 

wages substantially lower than before their retirement. In practice, this measure has extended the 

retirement age, so that mandatory retirement has been transformed into retirement from regular 

employment, while employees are allowed to continue working, but under new conditions. In 

exchange for the obligation to retain employees beyond retirement age, employers are given the 

discretion to change the terms of employment and to reduce the wages and other benefits of 

employees who decide to remain in the company. The other two options have been less appealing 

for employers because they are more financially burdensome.  

The Law Concerning Stabilization of Older Persons was amended in 2012 by imposing 

on employers a duty to employ all willing employees on the condition that they are in good health. 

This law prohibits employers from setting criteria for re-employment, and they are required to re-

employ all employees who want to be re-employed.  

From the perspective of government policy to enhance the employment of elderly 

employees, the approach based on directly requiring employers by law to hire older workers has 

proved to be a success, so that now the rate of employment of elderly workers in Japan is higher 

than in most developed countries.23  

A question that can be raised from the perspective of older workers is: Can it really be 

judged a success if many elderly people work? This depends on another question: Do they really 

want to work, or is it that they have to work? The answer to these questions lies in replies given 

by elderly workers: most of them replied that they had to work. The main reason for their desire 

to work beyond the retirement age is economic, although many elderly persons also want to 

continue to work because they want to be active in a society.24 “Economic reasons” is a rather 

ambiguous criterion, as it may mean different things, not necessarily related to poverty. It may 

mean that people want to enjoy a comfortable life, to travel, buy a new car or new house, etc. The 

situation would be clearer if the relevant criteria were defined in a more precise way to leave less 

doubt as to what percentage of older employees actually have to work to meet their basic needs.25 

In any case, it may be assumed that the vast majority of older employees want to remain in the 

                                                           
21 Article 9 of the Law Concerning Stabilization of Older Persons. 
22 Option 2 was adopted by 81.2% of companies. Option 1 was adopted by 16%, and option 3 by 2.8% of companies. 
23 The male employment rate of employees between 60 and 64 in Japan reached 78.9% in 2015. In comparison, in the 

US that rate is 60.5%, the UK 58.7%, Germany 61.7%, Italy 36.5%, and France 26.4%. Currently 82% of men aged 

55-64 are employed, compared to 66% in the OECD on average (OECD Pensions at a Glance, 2015).  
24 According to the survey conducted by the Japan Institute for Labor Policy and Training (JILPT), among male 

employees aged between 60 and 64 the dominant reasons for working at that age were economic (73.2%), followed by 

a desire to enrich their life or participate in society (7.8%), being asked to work (5.5%), health reasons (4.4%), having 

spare time (3.8%), and others (2.9%). 
25 With respect to the economic conditions of elderly persons in Japan, the poverty rate among elderly Japanese 

declined from 22% in the mid-2000s to 19% in 2011, still well above the OECD average (OECD Pensions at a Glance 

2015).  
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labour force primarily to maintain their standard of living.26 This argument can be supported by 

the fact that the net replacement rate of Japanese pensions is 40% (average value), which is much 

lower than the OECD average of 63%, while in the EU it stands at 71%.27 With the acceleration 

of the ageing society and the further strains on the pension system which this causes, many 

elderly persons may have to work in order to sustain families and ensure their own well-being. 

An additional factor is that remaining in the work force also fits the cultural patterns in 

Japan, which encourage Japanese men to remain productive as long as possible.28 For many 

Japanese men it is important to continue to work even after the mandatory retirement age, as this 

represents fulfilment of the purpose of their lives (ikigai).29 

Another issue is to what extent can older workers be productive? On the one hand, they 

possess some capabilities and the company can benefit from their professional skills and 

experience. On the other hand, they cannot be expected to work as hard as younger employees, at 

least on average. If a proper model of employment is found, older employees may contribute to 

increased labour productivity.  

The Law Concerning Stabilization of Older Persons was aimed at securing income for 

elderly employees, but it may also have other positive effects. Promoting participation in the 

labour force by the elderly would not only help to solve the labour shortage problem, but would 

also provide some relief in the face of the increasing social security burden. Spending on public 

pensions has more than doubled as a share of GDP over the last twenty years, from 4.8% in 1990 

to 11.2% during the years 2010-2015.30 As a result of such needs, the mandatory retirement age 

that was set at the age of 55 until the early 1970s was eventually raised to the age of 60 in the 

1990s. If older people continue working beyond the current retirement age, that will reduce the 

burden of the ageing society.  

III. EFFICIENCY AND EFFECTIVENESS OF REFORMS 

The way Japan has been dealing with the ageing problem provides several important insights, 

particularly with respect to the implementation of legal reforms. In assessing the success of 

government policy in this area, two factors deserve special attention: efficiency and effectiveness. 

Both efficiency and effectiveness are critical in analyzing employment legislation. Efficiency is 

important in the sense of achieving compliance at minimal cost to the State, and effectiveness is 

important in ensuring the widest possible compliance. To make an assessment of the efficiency 

and limitations of law reforms, it is necessary to identify factors that play an important role in the 

process of implementation. Here particular attention will be given to three factors: the level of 

commitment of the government, the approach based on gradual changes, and the use of 

compromise. 

A. Commitment by the Government 

                                                           
26 John. B. Williamson and Masa Higo, “Older Workers: Lessons from Japan” (2007) Center for Retirement Research 

at Boston College 2. 
27 https://data.oecd.org/pension/net-pension-replacement-rates.htm 
28 Ibid. 3. 
29 Masato Oka and Takeshi Kimura, “Managing an Ageing Labour Force”, supra note 16. 
30 OECD Pensions at a Glance, 2015. 
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To make a proper assessment of law reforms, it is important to identify the correlation between 

the level of the government’s commitment and the success rate of law reforms. The efficiency of 

the implementation of law in Japan is directly related to the level of commitment of the 

government. In situations where the government has made efforts to enforce implementation, the 

success rate has been high.  

The government developed various policy measures to promote employment of older 

workers. In 1971 Japan first adopted the Law Concerning Stabilization of Older Persons. This 

was the first law of its kind in the world aimed to promote “the stability of employment and 

otherwise to promote the welfare of older persons” (Article 1). So in a way Japan was a leading 

country in terms of drafting special laws aimed to promote the employment of the older workers, 

which in itself demonstrates a strong commitment of the government to this cause. 

Governments often rely on a “stick & carrot” strategy combining incentives (e.g. tax 

incentives, or subsidies) and sanctions (e.g. fines) to encourage people to do or refrain from doing 

something.31 The Japanese government has tended to use both subsidies and public shaming 

(publishing the names of companies for doing, or failing to do, a desired act) to encourage 

compliance. Subsidies have probably been more effective than shaming, but a mix of the two is 

certainly more effective than subsidies alone. The results might have been even better if, instead 

of shaming, the “stick” sanction had consisted of heavy fines and/or criminal liability. However, 

introducing such sanctions would not be easy in the face of likely opposition by large businesses.  

In some instances, the government has made efforts to adopt a law but without making 

further efforts to ensure its implementation. The classic example of a law that failed in its 

implementation is the Childcare Parental Leave Act that was enacted in 1991 and revised several 

times, the last time in 2009. Japan produced very liberal legislation, granting generous benefits to 

fathers, but there were no efforts to support the implementation of this legislation. As 

consequence, very few fathers have taken up the benefits: only 2.30% of fathers took parental 

leave in 2014.32 This shows that the government has not been equally active in implementing the 

laws it promoted and that success of a law depends very much on the government’s commitment 

in the implementation stage. 

B. Gradual Changes   

Another important aspect is related to the compromise-building process and is reflected in the 

way legislation is adopted and implemented. The government has often relied on gradual 

adoption and implementation of regulations, typically starting by the use of soft law and then 

switching to binding law.  

In the Japanese practice of adopting employment related legislation, a distinction is made 

between mandatory regulations and regulations which put a duty to endeavour on employers to 

improve working conditions.33 Under the latter, the government promotes good practice and may 

require employers to draw up action plans, with limited penalties for non-compliance. Some 

                                                           
31 Marie-Louise Bemelmans-Videc, Ray C. Rist, Evert Oskar Vedung (eds.), Carrots, Sticks, and Sermons: Policy 

Instruments and Their Evaluation (Transaction Publishers 2011) 35. 
32 http://www.mhlw.go.jp/english/wp/wp-hw9/dl/07e.pdf 
33 Masa Higo & Thomas R. Klassen (2013) “The Future of Retirement” in Thomas R. Klassen and Yunjeong Yang 

(eds.) Korea’s Retirement Predicament: The Aging Tiger (NY Routledge 2013) 146. 

 

https://www.amazon.com/s/ref=dp_byline_sr_book_1?ie=UTF8&text=Marie-Louise+Bemelmans-Videc&search-alias=books&field-author=Marie-Louise+Bemelmans-Videc&sort=relevancerank
https://www.amazon.com/s/ref=dp_byline_sr_book_2?ie=UTF8&text=Ray+C.+Rist&search-alias=books&field-author=Ray+C.+Rist&sort=relevancerank
https://www.amazon.com/s/ref=dp_byline_sr_book_3?ie=UTF8&text=Evert+Oskar+Vedung&search-alias=books&field-author=Evert+Oskar+Vedung&sort=relevancerank
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aspects of the laws on equality, retirement and work environment carry only duty to 

endeavour provisions.  

The use of soft law in the form of “duty to endeavor” proved to be effective in changing 

the attitudes of companies and in building social consensus. Once such consensus was achieved, 

the government resorted to binding law. This proved to be very effective, since the first stage 

served to prepare the ground and build consensus, which is extremely important in any society, 

but perhaps particularly in Japan. Once consensus is achieved, it is much easier to adopt and 

implement binding laws.  

The way the Law Concerning Stabilization of Older Persons was implemented provides 

an excellent illustration of the success of this gradual approach in combination with the “stick & 

carrot” strategy. This strategy proved to be successful with a large majority of companies 

extending the mandatory retirement age to 60 by the end of 1990s. Once positive results were 

achieved by the 1985 legislation, making the mandatory age of 60 years “socially acceptable”, the 

government moved one step further by the amendment of this law in 1994, making the mandatory 

age of 60 compulsory for all firms. In a similar way, by further revisions to this legislation in 

2000, employers were required to make efforts to ensure employment of older workers up to age 

65, and then in 2004 they were obliged to ensure employment of older workers up to age of 65. It 

can be presumed that the government will rely on the same approach of gradual changes in 

further legislative actions in this area.  

C. Efforts to Compromise 

Relying on compromise has played an important role in the adoption and implementation of 

regulations. For example, in the case of reforms providing for rise of the mandatory retirement 

age, the government has tried to compromise with employers, since their interests are also at 

stake.  

The Law Concerning Stabilization of Older Persons is again an example of such a 

strategy, where the government obtained consent from employers to raise the mandatory 

retirement age in exchange for granting them discretion in determining the terms of employment 

of older employees in the period after the mandatory retirement age (60-65). On the one hand, 

employers by agreeing to rehire employees have provided an important service to the government 

by significantly reducing the financial burdens of the State. On the other hand, by allowing them 

substantial discretion in setting the terms of re-employment, the government has shown 

understanding for their financial difficulties.  

This kind of compromise has contributed to the success of the legislation. This has been 

possible because each of the relevant parties – the government, employers, and employees – has 

been able to identify a joint interest in continuing the employment of older workers: the 

government has an interest to reduce the fiscal burden, employers have an interest in retaining 

employees with accumulated professional skills, whom they pay significantly lower wages after 

the mandatory retirement age, thus contributing to higher labour productivity, while the 

employees are also interested in continuing to work, either for economic or for other reasons.  

IV. NEW DIRECTIONS OF GOVERNMENT POLICY 
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The Japan Revitalization Strategy, amended on June 24, 2014 provides for new measures aimed 

at remedying the shrinking workforce by promoting the increased participation of women, elderly 

persons, foreigners, and other “underrepresented groups”.34  This may serve as an indication of 

the direction of the government policy in the coming years.  

Taking into consideration the long life expectancy and generally good health of elderly 

people in Japan, the mandatory retirement age of 60 may be too low. The Japanese government 

has decided to raise the mandatory retirement age to 65 by 2025. Under the revised Law 

Concerning Stabilization of Employment of Older Persons, 2012, the mandatory retirement age 

was raised to 61 in 2013 and to 62 in 2016. By this law it will increase incrementally at the rate of 

one year of age every three years, until 2025, when the mandatory retirement age will reach 65. 

Some companies have decided to address the potential problems which this may cause at an early 

stage.35  

At the moment, there is discussion about extending the pensionable (statutory retirement) 

age from 65 to 68.36 In 2012, the government established the Council for the Total Reform of 

Social Security and Government Financial Systems, which has already raised the possibility of 

extending the pensionable age. A new rise in the retirement age may not require substantial 

changes in the practice of the labour market, as there is already a pattern of employing older 

workers. If the government decides to pursue this strategy, based on the previous practice it can 

be presumed that the pattern will probably remain the same. After first extending the pensionable 

age to 67 (or 68), employers would be asked to extend the retirement age, first in a non-binding 

way in the form of the “best endeavours” model, and then eventually replacing this model with 

mandatory norms. Mandatory retirement at 60 will be kept by the vast majority of employers, 

although the employees will be retained thereafter, as the law requires, as rehired non-regular 

employees. The additional long-term employment and seniority-based wage system will probably 

remain for the core regular employees, with some modifications, such as increased emphasis on 

ability/performance, as criteria for promotion and pay.  

Another option is prohibiting age discrimination. Abolishing the mandatory retirement 

age – one of the options adopted by the Law Concerning Stabilization of Older Persons 2004 – 

may be a sign of such an attitude. Revision of this law in 2012 further enhanced the opportunities 

of older employees. By offering opportunities to older persons to work beyond retirement age if 

they wish to do so, these new trends may eventually lead to realization of the concept of “lifetime 

employment” in its literal sense. 

 

V. FINAL REMARKS AND SOME QUESTIONS 

A. Need for Balancing Different Interests 

Law reforms regarding older employees have been successful so far, at least from the 

government`s perspective. The most effective measures have been those related to raising the 

mandatory retirement age and to promoting the rehiring of older employees who have reached the 

                                                           
34 http://www.kantei.go.jp/jp/singi/keizaisaisei/pdf/honbunEN.pdf 
35  For example, Honda Motor. Co. has raised the mandatory retirement age to 65 starting from April 2016: 

https://www.bloomberg.com/news/articles/2015-11-30/honda-lifts-retirement-age-to-65-as-japan-inc-copes-with-

aging 
36 OECD Economic Surveys: Japan 2015. 

http://www.kantei.go.jp/jp/singi/keizaisaisei/pdf/honbunEN.pdf
https://www.bloomberg.com/news/articles/2015-11-30/honda-lifts-retirement-age-to-65-as-japan-inc-copes-with-aging
https://www.bloomberg.com/news/articles/2015-11-30/honda-lifts-retirement-age-to-65-as-japan-inc-copes-with-aging
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mandatory retirement age. As result of these reforms Japan has achieved the world’s highest rate 

of employment of older workers. 

From the perspective of the older workers, this success story has a flip side. Most of the 

older workers who continue to work after the mandatory retirement age do so because they can’t 

live on their pensions – they need the money rather than just wishing to stay active.  

Looking at the position of employers, the impression is that many companies have taken 

a protective strategy by trying to respond to a regulatory change. It may be better if the employers 

would take a pro-active stance and consider this legislation as granting them an opportunity to 

utilize older workers with accumulated knowledge and experience at reduced cost which can 

contribute to productivity of their businesses.  

It has been argued that policymakers have adopted reforms that reflect the preferences of 

employers rather than of employees.37  The interests of employees are not ignored, however. 

Under the existing administrative system, issues relating to labour policy, including draft 

legislation, are discussed by a tripartite advisory council (shingikai) established by the Ministry 

of Health, Labour and Welfare (MHLW), which involves representatives of the labour unions 

and employers, as well as independent experts; this represents an institutionalized form of 

participation of various interest groups with different vested interests.  

The balancing of various interests should be kept in mind in the context of 

compromises made in the process of adopting employment-related legislation. Finding a proper 

balance is the key factor in designing a policy to increase the employment of older employees. 

Addressing these issues will require cooperation between trade unions and employer groups. 

B. Need for Further Reforms 

A number of serious problems remain. Japan’s labour market faces several major issues, 

stemming from its outdated employment system. The Japanese government must push ahead with 

labour market reforms if it is to revitalise Japan’s stagnant economy. One possible way to go is to 

raise the mandatory retirement age still further; a more drastic way is to abolish it completely. If 

Japan takes either of these two approaches, it may also have to change the seniority-based wage 

and promotion system.  

One obstacle to an extension of the mandatory retirement age or its abolition is the 

seniority system within the long term employment system. The seniority system made sense in 

the past in industries where on-job-training was very important. Limiting the seniority-based 

wage system allows employers to raise the mandatory retirement age and flatten the wage curve. 

The changes in the seniority system do not necessarily mean the end of long-term employment. 

The fact is that the long-term employment system has its virtues, such as on-job-training, and 

scrapping this system could undermine those important advantages. Instead of completely 

abandoning long-term employment, it may be better just to revise some of its features, including 

the seniority system. Instead of automatically raising wages on the basis of age, the element of 

merits should be given a more prominent role. In fact, many Japanese firms have already 

introduced merit-based standards for promotion and wages, with the result that the seniority 

system has already became weaker in Japan. However, at the moment it seems that Japan is not 

                                                           
37 Ibid. 
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yet ready to move to a pure "merit" system. The recent report by the Japan Institute fir Labour 

Policy and Training (JILPT) shows a significantly stronger “seniority” element of wages in Japan 

compared with other countries, despite some signs of the weakening of the seniority system.38  

The pension system also needs revision. The fiscal burden of an aged society makes 

reassessment of the social insurance framework inevitable. Under the current system, older 

employees are discouraged from working, since pension sums decline as wages increase. Japan 

should consider reforming the pension system in order to improve work incentives. The 

government may have to reduce pension benefits in parallel with raising the statutory retirement 

age. However, any drastic cuts in benefits should be avoided, as that could undermine the basic 

concept of advanced countries to ensure stable retirement of their citizens. Restoring fiscal 

sustainability should be made in a way to ensure that all elderly persons can meet their basic 

needs.  

Reforms to the pension system should be made in a way which does not discourage older 

workers from continuing to work. People would be more motivated to work longer, while saving 

more, if the government was expected to provide less after retirement age. The issue is whether 

this system should really be used to mobilize older workers. Older workers should be given 

freedom of choice, and should not be put under pressure either to retire early, or to stay in the 

labour force longer than they really wish. As a matter of principle, a policy to enhance the 

employment of elderly employees should come in the form of creating opportunities rather than 

duties. 

Several questions can be raised in relation to the employment of older employees: 

Should the retirement age be raised further? If the answer is yes, then what should be the new 

retirement age: 67, 68…? Is the abolition of the retirement age a viable option? What changes are 

needed in the employment system? Should the seniority system be abolished, or just revised? 

Should long-term employment be maintained? What kind of employment system does Japan 

really need? How should the pension system be revised to make it sustainable in the future?  

The answers to these questions will determine the future of the employment system, not 

only with regard to employment of older workers, but with regard to the workforce as a whole.   

 

VI. CONCLUSION 

Japan faces a number of serious policy challenges and will have to make some important 

decisions. The challenges Japan is facing are universal. The manner in which these challenges are 

dealt with differs from nation to nation. One of the most serious challenges facing Japan 

nowadays is the rapid ageing of its population. The government and the public are just starting to 

acknowledge the acceleration and consequences of population ageing.  

The Japanese government has been very active in trying to remedy the impact of the 

ageing population on the labour market. It has taken action in different areas, including attempts 

to promote the more efficient use of elderly employees and women, and opening more 

possibilities for foreigners. To promote these policies, the government has relied heavily on 

legislation. Experience with implementing legal reforms in the area of the employment system 

                                                           
38 Labor Situation in Japan and Its Analysis: General Overview 2015/2016, 95-96: 

www.jil.go.jp/english/lsj/general/2015-2016/2015-2016.pdf 

https://www.google.co.jp/url?sa=t&rct=j&q=&esrc=s&source=web&cd=3&cad=rja&uact=8&ved=0ahUKEwjZ0Oj4oOTUAhWGw7wKHVaOD14QFggyMAI&url=http%3A%2F%2Fwww.jil.go.jp%2Fenglish%2Flsj%2Fgeneral%2F2015-2016%2F2015-2016.pdf&usg=AFQjCNHapRR6PCxtUTaG1gCh6uCVibho8w
http://www.jil.go.jp/english/lsj/general/2015-2016/2015-2016.pdf
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has demonstrated that law can be used as an efficient tool in enforcing government policies and 

can guide changes in a desired direction, particularly when the government is able to persuade 

various players to look for compromise solutions.  

In no other country is the demographic problem as acute as it is in Japan, and the whole 

world will be watching for lessons. Japan served as a model for Asian development in the 

postwar period. It has also become one of the world’s most successful countries, and its economic 

success has been associated with the term “miracle”. While the economic recovery was a huge 

challenge for a country devastated by the war with no natural resources, this demographic 

challenge is of a very different nature. What makes it even more challenging is that Japan cannot 

rely very much on the experience of other countries and models elsewhere, since nowhere else is 

the situation as dramatic as in Japan So Japan will have to look for innovative solutions which 

may again may make it a model for other countries facing similar challenges.  

 


