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Abstract

The labor shortage in Japan will be 6.4 million by 2030 due to a continuously declining birth
rate and inadequate job opportunities for homemakers, retirees, and foreigners. The shortage
will destroy the sustainability of the Japanese economy without prompt action. The Japanese
government revised labor laws to let Japanese companies solve the future labor shortage. In
2020, large Japanese companies started following the revised laws. This paper analyzed the
Japanese companies’ reactions to the enforcement. Based on the analyses, we developed five
suggestions that may be challenging but possible for Japanese companies to maintain
competitive advantages and operational sustainability.
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1. Introduction

The labor shortage in Japan will be 6.4 million by 2030 due to a continuously declining birth
rate and inadequate job opportunities for homemakers, retirees, and foreigners. The shortage
will destroy the sustainability of the Japanese economy without prompt action. The Japanese
government forced Japanese companies to solve the future labor shortage by revising labor
laws. The revision was completed in 2019 and enforced on large Japanese companies in 2020.
There are two major pieces of research about companies’ reactions to the revised labor laws.
In this paper, we analyze the research results to find out the challenges of Japanese
companies. Then, we make practical suggestions to ease the challenges to solve the labor
shortage.

2. Japan’s 2030 Problem

The Japanese government estimates the labor shortage in 2025 will be 5.8 million. By 2030,
it will be 6.4 million due to a continuously declining birth rate and inadequate job
opportunities for homemakers, retirees, and foreigners. If the shortage happens, the
sustainability of the Japanese economy will significantly decrease. The labor shortage will
almost certainly happen regardless of the Japanese economic cycles without prompt action
because demographic and systemic problems cause this shortage. The Japanese government
has taken leadership to prevent the labor shortage or “the 2030 problem” (NRI1, 2015;
MHLW1, 2020).

The Japanese government’s major action was to revise the current labor law to let Japanese
companies prevent the 2030 problem. The first goal of the revision is to force Japanese
companies to develop flexible working systems to access the untapped workforce to increase
labor and optimize employees’ work-life balance to increase the birth rates. The second goal
is to force them to improve per-employee productivity and operational efficiency by banning
excessive overtime and mandating paid holidays (NRI1, 2015; NRI2, 2015; Yamada, 2019).

In 2019, the Japanese government revised the current labor law to introduce the work style
reformation (WSR) to Japanese companies to improve per-worker productivity and flexible
working styles by 2030. The government asked large Japanese companies to comply with it
from April 2020 (NRI1, 2015; NRI2, 2015; Yamada, 2019; MHLW 1, 2020).

3. The Work Style Reformation

WSR aims at solving labor shortage issues by requiring fewer workers to do the same tasks
by improving per-worker productivity. As it will shorten work hours, young workers will
have more time to care for their children. As a result, we can expect an increasing Japanese
birth rate as young Japanese workers will have enough time to parent their children (MHLW2,
2019; MHLWS3, 2019). Improved per-worker productivity will let them earn the same salary
without excessive overtime. Therefore, they can maintain the same living standard without
overtime compensations (MHLW2, 2019; MHLW3, 2019; Yamada, 2019).

WSR forces Japanese companies to access and secure unutilized workers who have not
worked due to mismatched working styles. For example, many housekeepers and retirees
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cannot work five days a week from eight to five even if they have the competence and skills
to work (MHLW2, 2019; MHLW3, 2019; Yamada, 2019). Japanese companies need to
introduce more flexible working styles such as telecommuting, flextime, off-peak commuting,
and short hour working for the untapped and potentially productive workers.

When the Japanese government revised the labor law, The Japan Business Federation
suggested all Japanese companies change the organizational culture towards more diversity
and inclusivity to implement and utilize flexible working styles. According to the suggestions,
regardless of employment and working styles, they must treat all employees respectfully and
equally. Otherwise, the untapped but highly competent workers will not come and stay in the
organizations (Keidanren, 2017).

Many business executives and scholars agreed with the suggestion for the successful
implementation of WSR. They said that Japanese companies must get out of the Japanese
management systems, which have produced workaholics through labor-intensive working
environments, excessive overtime, poor compensation structures, employee loyalty to
companies, and exclusivity in company communities (Keidanren, 2017; Yamada, 2019).

Also, they warned Japanese companies to have more open-minded values and attitudes to
accept newcomers with various backgrounds and expertise, new ways of business, and digital
transformations for higher operational efficiency. Especially, the open-minded attitudes
towards the digital transformation are essential to solving current hostile attitudes and
resistance to the digital transformation and implementations of more flexible work styles
(Keidanren, 2017; Hondaka, 2019).

4. The Revised Labor Law

The revised Japanese labor law forces Japanese companies to shorten work hours by
illegalizing overtime work longer than 45 hours per month. Additionally, it forces them to let
their workers take all paid holidays. It also indirectly forces them to implement efficient
operating systems to improve employee productivity. Especially, the Japanese government
expects real digital transformations in operations to maintain productivity improvement
without excessive overtime work (MHLW2, 2019; MHLW3, 2019).

The revised law mandates the equal pay for equal work policy to eliminate unfair
compensations between full-time and contracted workers who do the same task. The equal
pay policy forces Japanese companies to give up on ‘“generalists” who do everything
companies ask. They have started developing well-defined job descriptions and specifications
to hire qualified and productive workers as “specialists” (MHLW2, 2019; MHLW3, 2019).

The equal pay policy allows Japanese companies to implement flexible work styles to recruit
housemakers, retirees, and foreigners who have not been able to work with the traditional
eight-to-five onsite work style. The Japanese government expects that implementing flexible
work styles for untapped workforces will also transform very exclusive organizational
cultures into more diversified and inclusive ones (MHLW2, 2019; MHLW3, 2019).

The Japanese government assumes that the shortened work hours and the equal pay policy
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will motivate Japanese companies to offer continuous training in career advancement and
outplacement to maintain high labor productivity. It will also enrich the Japanese labor
market with more capable and productive workforces (MHLW?2, 2019; MHLW3, 2019).

Finally, the revised law strengthens the Labor Standards Inspection Office’s authority to
monitor company operations and enforce severer penal regulations on them (MHLW?2, 2019;
MHLW3, 2019).

5. Large Companies’ Reactions to the Revised Labor Law

In 2020, Deloitte Tohmatsu Consulting (DTC) and HR Research Institute (HRI) conducted
surveys about companies’ reactions to the revised law. According to published survey results,
DTC surveyed 277 companies while HRI studied 194 companies (Deloitte, 2020; HR-Souken,
2020).

According to the survey results, almost all companies immediately banned overtime and
reduced monthly work hours. They also forced employees to take more than five days of paid
vacations to improve their work-life balance. As shortened work hours and increased paid
vacation created many unfinished jobs, they started improving operating processes and
systems to increase operational efficiency and productivity. Especially, digital transformation
with advanced information technology and automation was a significant way of improving
operational efficiency and employees’ productivity. Finally, to complete the accumulated
unfinished jobs, they quickly implemented a teleworking style to recruit female workers who
cannot work in a traditional eight to five onsite work style.

According to the survey results, observed benefits were the progress of digital
transformations in operations and systems, higher employee job satisfaction and retention,
and increased job placement of women, particularly housewives. On the other hand, the
results show serious issues such as failures in improving operational efficiency and
per-employee productivity (Deloitte, 2020; HR-Souken, 2020).

The results also reported their employees’ unwillingness to take paid vacations as they
worried about the accumulated unfinished jobs. For the same reason, they resisted the
elimination of overtime. However, the reports pointed out that another reason for the
resistance was employees’ unhappiness from significantly lower incomes by losing overtime
compensations. Finally, the results showed that Japanese companies failed to develop
operational systems to introduce a wide variety of flexible work styles to recruit housewives
and other untapped competent workers, including foreign professionals (Deloitte, 2020;
HR-Souken, 2020).

6. Analysis

We began our analysis with an assessment of the observed benefits. While digital
transformation is great news for Japanese companies, we must check whether the progress is
real or superficial. Generally, digital transformation tends to increase operational efficiency,
employees’ productivity, and variations of work styles (PRTimes, 2020; Yonemura, 2020).
Therefore, if Japanese companies observed these benefits from the digital transformation, we
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could say the progress of transformation is real and, therefore, beneficial for Japanese
companies.

According to the survey results, Japanese companies faced fierce resistance to digital
transformations, especially by middle managers (Deloitte, 2020; HR-Souken, 2020). Many
consultants pointed out that the resistance occurred because they did not have champions
leading digital transformations and technology-savvy employees who could use advanced
digital technologies. Also, none offered appropriate employee training to prepare their
employees for digital transformation (Hondaka, 2019; Deloitte, 2020; HR-Souken, 2020;
Fce-pat, 2021; Kiddimatomete, 2021). These show the digital transformation seemed doomed
to failure.

Most Japanese companies did not offer employees technical training for digital
transformation. While they have focused on OJT for technical skill acquisitions, they could
not offer OJT for digital transformation as they did not have highly digitized employees who
could train other employees. Additionally, they have more focused on developing ideal
company community members. Instead of offering continuous training for career
development, skill development, and an innovative mindset, they have offered training to
strengthen employee loyalty to the companies and company communities, the mentality for
hardworking without holidays, and “common sense” in the company communities. After all,
Japanese employees have not been trained to be innovative and digital savvy to improve their
productivity (Abe, 2021).

Also, the result showed Japanese companies’ failures in improving per-employee productivity
and flexibility of work styles even if they said the digital transformation was progressing
(Hondaka, 2019; Deloitte, 2020; HR-Souken, 2020; Fce-pat, 2021; Kiddimatomete, 2021).
Poor per-employee productivity has been a serious problem. In reality, Japanese
per-employee productivity has been the worst among advanced countries (HRBrain, 2020;
Nice2meet, 2020).

Besides poor digital transformation, Japanese employees were not even trying to improve
their productivity to work longer hours. Earning overtime compensation has been important
for them to maintain their living standards. As Japanese companies had assigned seven
employees to ten employees’ tasks, they had taken considerable overtime compensation into
account when they decided the base salary (Ohashi, 2009; Nishimura, 2020). Therefore,
without sufficient base salary, employees would see a deterioration of living standards
without overtime. This caused serious resistance to the digital transformation (Hondaka, 2019;
Akizawa, 2020; DC, 2020; Korosuke, 2020; Manegy?2, 2020).

The virtue of hardworking in company communities caused serious resistance against
improving productivity through digital transformation. For them, working fewer hours with
advanced information technology violates the virtue. Many veteran managers worry if the
digital transformation will make employees lazy and less loyal to the company (Hondaka,
2019; Kumashiro, 2020).

Other benefits were better employee job satisfaction and retention due to fewer working
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hours and more paid holidays. However, these benefits seem to be short living as long as
Japanese companies do not increase base salary and change the virtue of hardworking in the
company community. They showed higher job satisfaction and retention because they simply
enjoyed good rest even if they sacrificed their living standards. They had been completely
exhausted physically and mentally (Sbbit, 2017; Shijizero, 2018; Manegyl, 2019;
HRM-Service, 2020; Kinchaku, 2020). Also, a higher retention rate might come from the
COVIDI19 pandemic that made job searches practically impossible (HRM-Service, 2020;
Katani, 2020; Okan-media, 2021).

Once they take a good rest, the high job satisfaction may not continue. This assumption was
proven in the results. They already started demanding long work hours, worrying about
accumulated unfinished jobs, and degrading living standards. In fact, many started asking for
excessive overtime to complete the unfinished jobs and bring back the living standard
(HRM-Service, 2020; Mhlw4, 2020). Again, unless Japanese companies increase base salary,
no overtime and many paid holidays will not maintain high job satisfaction and retention
(Manegyl, 2019; Yayoi-kk, 2019; Kinchaku, 2020).

The last benefit was increased recruitment of females, particularly housewives. While this is
good news, we must be careful about this outcome. The improved work flexibility to recruit
housewives may not mean the improved flexible work style to recruit untapped productive
workers and professionals (Maeda, 2019; JCO, 2020).

Japanese companies had looked for housewives for simple jobs long before WSR started.
Their preferences have been housewives with previous work experiences, technical
know-how, no motivation for career advancement, skills to be a member of company
communities, and flexibility for work styles and hours (Maeda, 2019). Japanese companies’
real motivation might be to finish accumulated jobs that employees used to finish through
overtime work (Maeda, 2019; JCO, 2020). Fortunately, they could recruit job-seeking
housewives much easier by offering them telecommuting work styles which they had to
implement during the COVID19 pandemic to sustain their operations (Maeda, 2019; JCO,
2020). We also need to notice that recruiting housewives may not mean better diversity and
inclusivity of the organization (Maeda, 2019; JCO, 2020).

Introducing flexible work styles and improving diversity and inclusion are facing serious
resistance in company communities, which have been exclusive to full-time employees. The
community members are supposed to be full-time employees who will work together in the
traditional onsite work style. The traditional community members may not even accept
telecommuting full-time employees as community members. Many community members
have not supported flexible work styles as these will bring many part-time employees and
contractors to disturb the harmony of the community (JCO, 2020; Itscom, 2020; Kaikatsu,
2020; MAG, 2020; Talknote, 2020).

Interestingly, company community members have worried if many foreign employees will
join the community through flexible work styles. However, they may not need to worry about
it as foreign employees may not take advantage of the flexible work styles in Japanese
companies. In addition to language barriers, Japanese companies are not attractive because
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they cannot expect career advancement through work. Japanese companies usually do not
offer professional training for career advancement, competitive salary and compensation, and
sufficient paid vacations (Bridgers, 2020). Similarly, many retirees may not work for
Japanese companies because of their incapability to deal with advanced information
technology and the community’s exclusivity (Shifop, 2020; Talknote, 2020).

7. Suggestions

Japanese companies must implement WSR to solve the 2030 labor shortage and sustain
organizational competitiveness. Based on our analyses, we made five suggestions for them.

First, they must develop well-defined job descriptions of any position, and at the same time,
they must specify and standardize the operational procedures and systems of each position.
Then, transform generalists into specialists who know clear authorities and responsibilities of
their roles. They need to continuously offer job-specific training to let the specialists improve
their skills and productivity.

Second, they must give up the current base salary structure, which considers a large portion
of overtime compensation. They must introduce a more position-specific base salary structure.
The new base salary structure will allow employees to maintain living standards without
overtime compensation and appropriate work-life balance. Also, it will allow employers to
implement the equal pay policy to fully extend flexible work styles for more diversified and
competent labor pools.

Third, they need to seriously digitize their operations by having “champions” who are
high-ranked managers leading the digital transformation. The champions will change
employees’ attitudes towards the digital transformation to eliminate unhealthy resistance from,
especially, middle managers. The champions must work with human resource departments to
offer employees appropriate hardware and software training.

Fourth, they must have transformational leaders to change the fundamental values of
company communities (SupLab, 2020). Working long hours must not be a virtue any longer.
Employees must respect diversity and inclusivity in work styles and approaches no matter
being full-time or part-time employees. They must respect employees who try to improve
productivity to shorten work hours with the same outcomes. Employees must maintain a
work-life balance to enjoy public and private life, and they need to take enough rest to be
creative and productive. Companies must educate all employees about labor law and workers’
rights to protect themselves from unlawful working conditions.

Finally, top management must show new values to their stakeholders, especially customers
(Amemiya, 2016; Murata, 2017; Ouchi, 2017). They must let customers who ask for
unreasonable services know that they will only offer services matching the costs. They must
educate them now because our suggestions require understanding and collaboration.
Transforming customer values and attitudes has a similar importance to transforming the
company community values.
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8. Conclusions

WSR is mandatory for Japanese companies to maintain powerful competitiveness in the
global market. Japanese companies must improve employee productivity by digitizing their
operations. They must train their employees to work in a digitally transformed work
environment. They must transform their organizations from the traditional Japanese company
community to a more diversified and inclusive working community. They develop
well-defined job descriptions to recruit competent workers, extend flexible work styles, and
offer competitive salaries without overtime compensation to maintain employees’ work-life
balance.

Our suggestions may be challenging for Japanese companies. However, these are not
impossible, and all they need is powerful determination in transforming their organizational
values for the future.
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