


The extremely sluggish employment adjusunent in Japan masks significant differences in 

employment adjusunent across groups of workers. The employment elasticity for female production 

workers is substantially greater than that for male production workers in Japanese manufacturing, 

reflecting the fact that women are disproportionately represented among part-time and temporary 

workers, who have little job security in Japan (Houseman and Abraham. 1993). Figure 1, which plots 

the logarithm of production, regular employment and temporary employment in Japanese 

manufacturing. illustrates the greater responsiveness of temporary employment to output changes 

compared to that of regular employment. Temporary employment declined sharply during the deep 

recession in the mid-1970's and increased sharply during the subsequent recovery. During the most 

recent recession temporary employment has trended downward. In contrast. regular employment 

displayed little fluctuation throughout the period. 

Several studies have shown that liberal short-time compensation programs play an important 

role in facilitating hours adjustment in lieu of layoffs and thereby in mitigating the adverse effects of 

employment protection laws (Abraham and Houseman 1993, 1994, Van Audenrode. 1994). Figure 2, 

which depicts the percent of workers in industry in the fonner West Gennany on short time over the 

1970-89 period, is suggestive of the importance of short-time work in the adjustment process in that 

country. During good years, few workers are on short time. During the recessions in 1974 and 1983. 

the share of workers on short time rose to about 7 percent. More fonnal analysis shows that the 

fluctuation in short-time hours accounts for over half of the initial adjustment of total production 

worker hours to changes in output in the Gennan manufacturing sector (Abraham and Houseman 

1993). 

More generally, countries with stringent employment protection laws often have programs that 

lower (he cost to companies of adjusting labor using alternatives to layoffs, such as shorHime 

compensation and early retirement. A recent study by the European Conunission found a strong 
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Figure 1 

Production, Regular Employment and Temporary 

Employment in Japanese Manufacturing 
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Figure 2 

Short-Time Work in German Industry, 1970-89 
Percent of workers on short time 
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positive correlation between the stringency of employment protection laws and public expenditures to 

support employment adjustmem among the four largest member states (France, Gennany, Italy, and the 

United Kingdom). Expenditures on employment adjustment measures in France exceeded 2 percent of 

gross domestic product (GOP) over the 1985-88 period. France made particularly large expenditures 

in support of enterprises undergoing restructuring, primarily in the fonn of support for early 

retirement. At the other extreme, expenditures on employment adjustment measures over this period 

were just 0.5 percent of GOP in the United Kingdom, which has no program to support short-time 

working. The report concluded that "the patterns of labour market expenditure in the four largest 

Member States tend to indicate that the constraints imposed on firms by employment protection 

regulations are in large measure offset by spending on employment adjustment measures" (Commission 

of the European Communities 1993, p. 183). 

The effects of employment protection laws on labor adjustment may not be so neutral, 

however, in countries that have few programs to assist companies to use alternatives to layoffs. The 

same Commission report noted that in member countries where social protection systems are less well 

developed, notably among Southern member states, stringent employment protection laws have been 

justified on the grounds that companies should provide such social support by retaining workers during 

downturns (Commission of the European Communities 1993, p. 184). Without accompanying 

government programs to support labor adjustment, however, such laws are likely to reduce labor 

market flexibility, inhibit the hiring of regular workers, and thus raise unemployment or increase the 

employment of casual workers not covered by protective legislation. 

V. Conclusion 

The mechanisms [hal companies use to adjust labor inpul 10 slack demand and to the 

introduction of new technologies differ substantially across countries. Companies in countries such as 
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the United States and the United Kingdom typically rely extensively on layoffs to reduce labor input. 

In contrast, companies in other European countries and in Japan rely much more on short-time work, 

attrition, early retirement, internal transfers, and layoffs among peripheral workers to effect labor 

reductions. 

Il is often preswned that government policy is largely responsible for differences in adjustment 

strategies across countries. Employment protection laws, for example, are widely asswned to constrain 

employer behavior. However, it is likely that such government regulation frequently represents the 

codification of what is generally regarded by the private sector as best practice. 14 

Even if government policies by themselves do not cause the large differences in adjustment 

practices that we observe across countries, they certainly reinforce these differences. Legal restrictions 

on dismissal make it more difficult and costly to adjust through layoffs in some European countries and 

Japan than in the United States. Conversely, short-time compensation programs and subsidies for early 

retirement make it more attractive for companies in some European countries and in Japan to use 

alternatives to layoffs . 

There is little agreement among economists and policymakers concerning the relative efficiency 

of the various labor market regulations and associated adjustment strategies. While some argue that any 

government regulation of dismissals results in economic distortions that reduce labor market efficiency, 

others argue that market imperfections result in too many layoffs and justify some government 

intervention. Il is likely that regulations in some countries have been excessive and have adversely 

affected the operation of the labor market. Some European countries have heavily regulated dismissals 

without providing programs to assist companies adjust through alternatives to layoff. Such policies 

may have contributed to high unemployment and the rapid growth of temporary and part-time 

14For example, in one study (Abraham and Houseman 1993) we show that even before major 
rest rictions were placed on mass layoffs in Gennany, employment adjustment was extremely sluggish . 
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employment in these countries. However, studies have shown that in at least some European countries 

in which policies to promote alternatives to layoff, such as shon-time work, accompany regulation of 

dismissals, greater adjustment of average hours per worker in the shon run largely compensates for 

slower adjustment of employment, and companies in these European countries adjust total labor input 

about as quickly as those in the United States. 

Moreover, companies may realize certain long-run benefits by providing their worJcforce with 

strong job security. Companies that offer strong job security are likely to benefit from a more stable 

workforce and experience lower turnover costs. Companies may also meet less resistance to the 

introduction of new technologies if their workers do not feel their jobs are jeopardized by the change. 

Finally. although a discussion of internal labor markets is beyond the scope of the present paper. it 

should be noted that a number of researchers have argued that in certain countries, including Germany 

and Japan, strong job security has facilitated the development of a more flexible internal labor market. 

characterized by broad job categories, a broadly trained worJcforce, and hence easy redeployment of 

workers within the firm. Such internal labor market flexibility, it is argued, enables companies to 

respond more effectively to changes in product demand and technology. I ~ 

ISFor discussions of crOSS-COUnlry differences in internal labor market flexibility , see Koike 
(1983), OECD (1986), Osterman (1988) , Clarke (1992) , and Sengenberger (1992), 
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