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Foreword

The OECD Employment, Labour and Social Affairs Committee (ELSAC)
has decided to carry out a thematic review of policies to help workers who
lose their jobs for economic reasons or as a result of structural change to move
back into work. This review builds on other recent research conducted by
ELSAC on topics such as youth unemployment, activation policy, skills and
the labour market impact of the Great Recession.

Nine countries will participate in the review: Australia, Canada, Denmark,
Finland, Japan, Korea, New Zealand, Sweden and the United States. Once the
country reviews are completed, a synthesis report will be prepared highlighting
the main issues and policy recommendations emerging from the review.

This report on Japan was prepared by Elena Crivellaro and Paul Swaim
with contributions from Gwenn Parent, Shruti Singh and Naoki Yamazaki.
Statistical assistance was provided by Sylvie Cimper and Agnés Puymoyen. It is
the second such country report prepared in the context of this thematic review
supervised by Mark Keese. The report benefited greatly from discussions with
officials, employer federations, trade unions, academics and businesses during
an OECD mission to Japan in September and October 2013, and from detailed
comments provided by the Ministry of Health, Labour and Welfare.

This pamphlet consists of the Executive summary and the Assessment and
recommendations sections of Back to Work: Japan — Improving the Re-
employment Prospects of Displaced Workers. 1t is prepared for a publication
launch event organised by the Japanese Ministry of Health, Labour and Welfare
(MHLW) on 19 January 2015. MHLW took a leading role in translating the
material contained in this pamphlet. The authors of the report also wish to thank
Rie Fujisawa and Lucy Hulett for their help in preparing this pamphlet.
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Executive summary

Workers who are involuntarily displaced from their jobs face substantial
economic and social costs. On average during 2002-08, 1.4% of employees
lost their job each year in Japan due to economic reasons such as corporate
downsizing and business closings. The displacement rate rose above 2.0%
in 2009, due to the impact of the global financial crisis, but had return to its
pre-crisis level by 2012. Less than one-half of all displaced workers become
re-employed within one year and re-employment rates are particularly low for
older workers, women and less educated workers. When they succeed in
moving back into employment, many displaced workers earn substantially less
than on their prior job and/or accept non-regular employment. The
unemployment and earnings losses following job displacement underlie the
importance of public policies assisting job losers to find new jobs where they
can be economically secure while making good use of their productive skills.

Overall, Japan has a sound set of policies and programmes to minimise
the adverse consequence of displacement, but more can be done to reduce the
costs borne by many displaced workers. The Japanese government spends
relatively little on unemployment insurance and active labour market policies
as compared with other OECD countries, but this spending is well targeted to
meet the needs of displaced workers and was effectively scaled up when
displacement surged following both the global financial crisis and the Great
East Japan Earthquake and Tsunami. Regular workers in Japan also benefit
from the commitment of many employers — particularly large corporations —
to avoid unnecessary redundancies and reduce the adjustment costs borne by
workers when displacements cannot be avoided.

Notwithstanding this relatively favourable set-up, some areas of weakness
exist. In particular, the income support available via Employment Insurance
may be inadequate for certain groups of displaced workers who receive little
or no severance and outplacement support from their employers.
The re-employment services that Hello Work (Japan’s Public Employment
Service) offers to displaced workers could also be better co-ordinated with the
outplacement services many employers offer when downsizing their
workforce. Finally, the costs borne by displaced workers are likely to remain
high in many cases, despite public and private adjustment assistance measures,
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if the employment opportunities available to mid-career job changers remain
limited.

The OECD recommends that policy makers in Japan:

e Continue the recent shift in policy emphasis from excessively
preserving existing jobs to fostering the smooth mobility of workers
from firms that are reducing employment to those that are recruiting
new employees.

e Assess whether there are gaps in the adequacy of public income
support for some groups of displaced workers that need to be filled,
particularly as regards younger, female and other groups of displaced
workers who are most at risk of receiving little severance or
outplacement support from their employers.

e Develop synergies between public and private re-employment support
for displaced workers by taking advantage of the relative strengths of
private and public outplacement services and strengthening
partnerships to begin providing adjustment assistance during the
notice period.

BACK TO WORK: JAPAN - ASSESSMENT AND RECOMMENDATIONS © OECD 2015
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Assessment and recommendations

A significant fraction of workers are displaced every year in Japan and
many of them experience a difficult adjustment in the labour market, notably
in the form of long periods of joblessness and re-employment at
significantly lower wages. On average during 2002-08, 1.4% of employees
lost their job each year due to economic reasons such as corporate
downsizing and business closings. The displacement rate rose to 2.0%
during 2009-10, due to the impact of the global financial crisis.
The incidence of displacement is somewhat lower in Japan than in the five
other OECD countries where comparable estimates could be made.
However, it is important to emphasise that care is required when comparing
the incidence and the consequences of displacement in different countries.

There is no indication that displacement rates in Japan have risen
permanently since 2000, but they do appear to have trended upwards during
the 1990s as the economy entered a period of lower growth and the
unemployment rate drifted upwards. The risk of displacement has
temporarily increased during recent recessions, as was clearly seen
following the global financial crisis in 2008. Re-employment prospects are
also poorer when labour markets slack is high and jobs are harder to find.
Some workers are particularly vulnerable to displacement. The risk of
displacement is relatively high for older, less educated and non-regular
workers (particularly workers on temporary contracts), as well as those who
are employed in small firms, or in certain sectors — notably, manufacturing
and eating and drinking places and accommodation. Nonetheless, displaced
workers form a diverse group not too different from the overall labour force.

Between 2002 and 2013, less than one-half of all displaced workers
become re-employed within one year, while about one-third remain
unemployed and one-quarter leave the labour force, at least temporarily.
Re-employment rates are particularly low for older workers, women and less
educated workers, but do not vary much between workers displaced from
different industries or different sizes of firms. When they succeed in moving
back into employment, many displaced workers earn substantially less than
on their prior job and/or accept non-regular employment. Although the
evidence is limited, large earnings losses appear to be quite persistent and
they represent a particular risk for older displaced workers. These earnings
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losses underlie the importance of private and public efforts to assist job
losers to find new jobs, where they can be economically secure while
making good use of their productive skills.

Displaced workers require various types of adjustment assistance

Providing adequate income and re-employment support to displaced
workers is important to limit the costs of displacement. The often high
earnings losses that follow displacement — and the lost productive potential
they represent — also suggests that measures to minimise the incidence
of displacement could play a useful role, provided they can be designed so as
to avoid impeding the flexibility of employers and the overall labour market
to adapt to changing economic conditions. For example, some of the jobs at
risk of being lost during recessions might be viable in the long-run, if they
can be preserved during the period of temporarily low demand. Even when
jobs cannot be preserved, it may be possible to help more of the affected
workers to move directly into new jobs without becoming unemployed.

Some unnecessary dismissals can be avoided, but it is important
not to protect jobs that are no longer economically viable

Prevention and early intervention policies are well developed in Japan and
they make an important contribution to lowering the number of displaced
workers and the costs that they bear. The key prevention policies in Japan are
the Employment Adjustment Subsidy (EAS), a short-time working scheme that
played an important role in preserving viable jobs during the
2008-09 recession, and employment protection legislation (EPL). Both the
EAS and EPL must be used cautiously, however, because overuse of either
can become a major impediment of growth-enhancing mobility and economic
dynamism more generally. Accordingly, it is very welcome that the Japanese
government announced major reforms in June 2013 that are intended to shift
the policy mix away from excessive job preservation and towards promoting
labour mobility, but to do so in a way that minimises the resulting insecurity
for workers. However, there is a need to carefully monitor the impacts of the
large expansion foreseen of the Re-employment Support Subsidy and the
newly created Subsidy to Support Job Training for Re-employed Workers,
since there is a potential for large deadweight and displacement effects.

Even when displacement cannot be prevented, EPL rules requiring
employers to give advance notice to workers who will be displaced play a
valuable role by allowing these workers to get an early start retraining or
searching for a new job. The additional requirements that employers
anticipating a large decline in the number of employees — including mass
displacements — must provide advance notice to the Public Employment
Security Office and develop a Plan for Assisting Re-employment also
promote early intervention measures by making it possible for public labour
market programmes to prepare for a geographically concentrated surge in
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the demand for adjustment assistance and, possibly, also to begin providing
assistance to workers during the notice period. These requirements also
encourage employers to be proactive about organising adjustment assistance
for workers who will be displaced.

Employers play a constructive role in preventing some dismissals
and providing early adjustment assistance in other cases...

One reason that prevention and early intervention policies are
particularly well developed in Japan is that they complement a widespread
predisposition of employers to treat the displacement of regular workers as a
last resort. A considerable range of human resources management (HRM)
practices have been developed that reduce the number of displacements of
regular workers, particularly in large firms. When displacements cannot be
avoided, employers often make considerable efforts to transfer workers
directly to other companies (e.g. through the shukko system) or to provide
them with the services of a private outplacement agency. Of course, not all
workers benefit from these types of protections, leaving gaps that should be
filled, at least in part, by public measures. Non-regular workers, who
represent approximately one-third of total employment are particularly
unlikely to benefit from these types of measures.

These gaps can be filled in several ways. One possibility is that public
measures can encourage more companies to implement preventative
measures to avoid dismissals (e.g. the Employment Adjustment Subsidy is
used to encourage the use of short-time work) or to offer outplacement
services (e.g. via the Labour Mobility Subsidy). This is a useful approach,
but these types of subsidies need to be carefully designed so as to encourage
adequate take-up rates while avoiding large deadweight and displacement
effects. A second approach is for public labour market programmes to fill
gaps by providing adjustment assistance directly to displaced workers while
they are still on their old job. This happens to a limited extent during the
notice period for mass displacements. For example, officials from
Hello Work (Japan’s Public Employment Service) visit companies that are
planning large displacements in order to provide these employers with
advice on compliance with relevant laws and the affected workers with
information about the services that will become available to them. However,
most of the initiative for early intervention is left with employers during the
pre-dismissal period, whereas the role of public labour market measures
comes to the fore once workers become unemployed.

BACK TO WORK: JAPAN - ASSESSMENT AND RECOMMENDATIONS © OECD 2015
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... but the co-ordination of public and private support is complex

The active role that some large employers play in providing adjustment
assistance for displaced workers is very welcome. However, the
co-ordination of public measures to assist displaced workers with the
adjustment assistance provided by employers can be complicated.
For example, the type and intensity of public assistance required by
displaced workers who benefit from these HRM practices is likely to be
quite different from the income support and job-search assistance needs of
displaced workers whose employers do not provide these types of
assistance. Another co-ordination challenge is to achieve an efficient
division of labour between public and private actors, when both are
providing similar forms of adjustment assistance (e.g. career counselling and
job placement). This report presents evidence that potentially important
complementarities may exist, as is illustrated by the differences in the types
of jobs that Hello Work places jobseekers into and the types of placements
achieved by the Industrial Employment Stabilization Center (IESC) and
private outplacement agencies. Unfortunately, evidence is lacking about
how effectively these different actors co-ordinate their activities so as to
minimise duplication and create synergies. Labour market authorities should
explore whether potential complementarities between these different actors
could be further developed, especially if the current policy push to expand
private outplacement services for displaced workers is pursued. Better
realising these complementarities may require the government to play a
more active role in providing adjustment assistance to displaced workers
during their notice period, generalising good practice examples such as the
Support for Sharp-related Displaced Employees Headquarters (HQ Sharp)
office that was set up to co-ordinate adjustment assistance for the large
number of Sharp employees displaced in Nara Prefecture in late 2012.

Once unemployed, displaced workers require income support
until they can find another job

The primary source of income support following displacement is the
unemployment benefits provided by the Employment Insurance (EI) system,
although some displaced workers can rely as well on severance payments
from their former employer. It is clear the overall support available to some
workers displaced from large companies is quite generous, particularly in
the case of long-tenure workers who participate in a voluntary early
retirement plan and also become specific qualified recipients of EI benefits.
However, it is also clear that many displaced workers receive less generous
(or no) income support from either the public EI system or their employer.
In such cases, last resort income transfers such as public assistance, appear
to be relatively inaccessible for displaced workers. The OECD net
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replacement rates indicate that the overall generosity of the public
unemployment benefits system for displaced workers is somewhat below the
OECD average in Japan, even though the EI benefit structure is relatively
more favourable to displaced workers as compared with other groups
of unemployed persons. On the other hand, some displaced workers in Japan
probably receive relatively generous severance pay in comparison with their
counterparts in other OECD countries, especially long-tenure workers
displaced from large firms.

The available data sources in Japan provide considerable information about
the public and employer-provided income support that displaced workers
receive in Japan, but they also have important limitations. A first limitation is
that they do not provide sufficient information about the income replacement
needs of these workers to reach firm conclusions about benefit adequacy.
For example, the shorter EI income support entitlement durations of female
and younger displaced workers, which are documented in this report, might
accurately reflect their lower income support needs, but that has not been
verified here and gaps in benefit adequacy may exist. A second limitation is
that it is not possible to analyse the extent to which displaced workers cumulate
different types of income support, such as EI benefits and severance payments,
although it seems likely that long-tenure workers displaced from large
companies frequently cumulate 270-330 days of El entitlement with large
severance payments, while young, female and temporary workers typically
receive less (or no) support from both sources when they are displaced.
However, direct evidence is lacking. Similarly, very little information is
available concerning which types of training or job-search assistance displaced
workers receive and how effective these services are for this group. There is
considerable scope to improve labour market information sources about
the support received by displaced workers and how it affects the short- and
long-run costs of displacement.

Providing public income support to displaced workers raises difficult
policy challenges

A first policy conclusion is that income support appears to be particularly
generous for long-tenure workers displaced from large companies and this
may well make sense in the Japanese context where mid-career mobility is
difficult for this group. However, it also raises the question whether other
groups of displaced workers are receiving adequate income support. A
second conclusion is that the crisis measures that were taken to plug gaps in
EI coverage for job losers (e.g. low-tenure workers losing their jobs) and
increase benefit generosity for others appear to have been sensible, but it has
not been possible to rigorously evaluate their impacts. A final conclusion is
that workers receiving generous severance pay may represent a particular

BACK TO WORK: JAPAN - ASSESSMENT AND RECOMMENDATIONS © OECD 2015
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challenge for the public employment service, because these workers can
afford to remain unemployed for a long period of time and some of this
group appear to be difficult to motivate to search intensively for a new job.
Disincentive effects of this type may help to explain why less than one-half
of all displaced workers become re-employed within a year.

The re-employment support offered by Hello Work offices is also critical

Even though expenditure on Active Labour Market Programmes (ALMPs)
as a percentage of GDP is low in Japan relative to the OECD average, the
public employment service and vocation training system appear to be very
cost-effective. Since data on which ALMPs displaced workers access and how
they fare is limited, it is not possible to reach any firm conclusions about how
effective the re-employment and training programmes are for this specific
group. Most indirect indications are, however, reassuring, but it would be
worthwhile collecting more complete data about which types of measures are
most effective for this group since the evidence presented in this report shows
that a relatively large share of displaced workers experience long spells of
unemployment and large earnings losses once re-employed. It would also be
useful to explore further how potential complementarities between public
ALMPs and private placement agencies can be further developed. Finally, it
would be useful to learn more about how displaced workers who appear to
receive relatively little assistance from their employers and government fare,
since it is not currently clear whether they are underserved or have limited
needs for support.

The extra measures taken in response to recent crises have been timely
and apt, providing a model for dealing with future upsurges in
displacements

The Japanese government and the administration of Japan’s labour
market programmes have demonstrated an impressive capacity in recent
years to quickly organise extra labour market assistance when large groups
of workers are displaced through making good use of the nationwide
network of Hello Work to swiftly identify what needs to be done and deliver
the needed services. This is illustrated by the recent responses to the
recession triggered by the global financial crisis and the destruction caused
by the Great East Japan Earthquake and Tsunami. While every crisis is
unique, similar responses should be forthcoming should future events cause
large numbers of workers to be displaced in a short period of time and
job-search prospects to become particularly difficult.

On a more localised level, a co-ordinated rapid response plan can play a
positive role in supplementing the general services offered by the public
employment service when a mass dismissal occurs. The HQ Sharp office
that was set up in Nara Prefecture when the 2012 voluntary early retirement
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plan was announced by the Sharp Corporation provides a good example.
This early intervention initiative demonstrated the value of a co-ordinated
response involving the National, Prefectural and Local levels of Government
and other actors, such as the prefectural office of the IESC and private
outplacement agencies. The Ministry of Health, Labour and Welfare should
take an active role in evaluating such initiatives and disseminating
information about good practice nationally.

Key policy recommendations

e Evaluate the effectiveness of recent initiatives to promote labour mobility without
unemployment, such as the large expansion of the Re-employment Support Subsidy, the
introduction of the Subsidy to Support Training for Re-employed Workers and measures to
encourage the Industrial Employment Stabilization Center to play a larger role in
providing outplacement services to displaced workers. Key questions include whether
changes are needed to reduce deadweight costs associated with the two subsidies intended
to promote mobility for displaced workers and how effective these measures are in giving
additional displaced workers access to effective private outplacement or retraining.

® Consider additional measures to improve labour mobility for mid-career workers, such as
making it easier for these workers to document the skills they have acquired on the job and
reducing the ambiguity in the definition of unfair dismissals which may cause employers to
be particularly cautious about recruiting new workers into skilled jobs.

e Take steps to encourage mutual learning across Prefectural Labour Bureaus in the
provision of public early intervention policies to assist workers and regions affected by
mass dismissals. For example, find ways to diffuse best practice cases such as HQ Sharp
in Nara Prefecture.

e Assess whether the temporary extensions of access to longer duration Employment
Insurance benefits to additional groups of displaced workers (e.g. classifying temporary
workers whose request for a contract extension was denied as specific qualified recipients),
which were introduced following the global financial crisis, should be made permanent.
More generally, assess whether gaps in benefit adequacy need to be addressed for certain
sub-groups of displaced workers who receive relatively little assistance from their
employers, among whom youth, women and non-regular workers are over-represented.

e Better co-ordinate the job-search counselling and re-employment services offered by
Hello Work offices with the adjustment assistance some employers offer to workers they
displace. In particular, to ensure that displaced workers who receive large severance
payments are encouraged and helped to begin searching effectively for a new job right
away. Explore whether there is scope for greater information exchange between private
outplacement agencies engaged by employers and Hello Work, so as to avoid
duplication and identify potential synergies.

BACK TO WORK: JAPAN - ASSESSMENT AND RECOMMENDATIONS © OECD 2015
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Key policy recommendations (Cont.)

Assess the suitability of the active labour market programmes that Hello Work offers to
medium- and long-tenure displaced workers. Tailored services are offered to certain
groups of jobseekers, including mothers with young children, youth in temporary jobs
and foreign workers, but it is also possible that additional measures are required that are
tailored to the needs of some formerly stable workers who have been displaced.
Similarly, the job-placement performance of Hello Work is impressive but almost all of
these placements are into small firms. Should it be possible to expand placements into
larger firms, doing so would be of great value to many displaced workers. Any such
initiatives should be funded via an expansion of overall spending on active labour
market programmes, rather than a diversion of spending from other groups of
jobseekers.

Building on the successful responses to the global financial crisis and the Great East Japan
Earthquake and Tsunami, stand ready to ramp up adjustment assistance programmes for
displaced workers, should a deep economic downturn occur at either the national or regional
level.

In the context of policies to increase the retention of older workers, it is important to
improve mid-career mobility opportunities to prevent over-reliance on voluntary early
retirement schemes.

BACK TO WORK: JAPAN - ASSESSMENT AND RECOMMENDATIONS © OECD 2015
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