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1. Introduction

In this article, we investigate the effectiveness of a new type of Japanese firm that introduces
performance-related pay (PRP) and maintains long-term employment (LTE) by focusing on the
work motivations of employees. After the collapse of the bubble economy at the beginning of the
1990s, and particularly following the outbreak of the domestic banking crisis due to the large
amount of bad debts at the end of the 1990s, Japanese firms faced severe hardships, and undertook
two types of corporate reform, that is, corporate governance (CG) reform and human resource
management (HRM) reform (JILPT, 2007). The former stressed shareholder-oriented CG, and the
latter stressed performance-oriented HRM. In fact, the former led to a rapid increase in dividends,
and the latter led to the rapid introduction of PRP. From the viewpoint of US-style CG and HRM,
both reforms were considered to reduce the prevalence of LTE practice.

However, at least until now, Japanese firms have maintained a policy of LTE for regular
workers, although the number of such workers has been reduced significantly by increasing
employment of non-regular workers. As a result, a combination of LTE and PRR under
shareholder or market-oriented CG emerges as a new type of Japanese firm. Such a combination
is said to be a “hybrid”’ in the sense of being composed of different kinds of institutions, market-
oriented CG on one hand, organization-oriented employment on the other, and further, LTE
practice on one hand, PRP practice on the other. From these perspectives, Jackson and Miyajima
(2007) and Miyajima (2011) classified Japanese firms according to the three items, CG, LTE, and
PRP, and found that the hybrid type represented 22.4% of the 723 firms listed on the Tokyo Stock
Exchange First and Second Sections in 2002. They demonstrated six types in total, two other main
types among them were a combination of market-oriented CG, and LTE and non-PRP (they
accounted for 14.7%), and a combination of organization-oriented CG, non-LTE and PRP (they
accounted for 21%).

Similarly, Miyamoto (2011) classified 1280 firms that have been included in the JILPT
survey conducted in 2004 (JILPT 2007), and found that 39.3% were a hybrid type that was a
combination of LTE and PRP, called the new-J type, 18% were the A type that was a combination
of non-LTE and PRP, 29.7% were the traditional-J type that was a combination of LTE and non-
PRP, and 12% were an in-decline type that was a combination of non-LTE and non-PRP. In
particular, it was Miyamoto demonstrated that CG factor such as the introduction of an executive

committee system promoted the introduction of PRP and the restriction of LTE on one hand, while



the CSR factor promoted the maintenance of LTE on the other. Then, it is possible to interpret the
diversity of Japanese firms as follows: the new-J (hybrid) type and A type are diversified from
the traditional-J type by the effect of the CG factor that introduces PRP, and further, the new-J
type and A type are diversified from each other by the effect of the CSR factor that maintains LTE.
Such a conjecture corresponds with the view that CG and CSR shape a complementary
relationship in CMEs (Jackson and Apostolakou, 2010; Brammer, et al., 2012).

In this way, Japanese firms are moving in different directions, and the new-J (hybrid)
type seems to be the most promising in the sense of being representative of large Japanese
companies. However, it is not yet clear that hybrid organizations actually work effectively in the
Japanese societal context, although a hybrid organization was modeled by Aoki (2010) as the
evolving corporate diversity in sophisticated game theory. While hybrid organizations intend to
promote employees’ work incentives by assuring employment stability on one hand, and by
widening wage variations and differentials based on individual performance appraisals on the
other, the adoption of a strong PRP scheme, promoted by market-oriented CG, may contradict
LTE practice. In particular, in Japanese firms, LTE practice has been understood not only as
continuous employment but also as the practice of continuous wage raises on the basis of
continuous training for skill formation. In fact, employees have been appraised on a competence
rank and promoted on both job and wage ladders (Koike, 1988; Marsden,1999). This has had the
effect not only to provide wage stability but also to reduce differentials in wages in the short-term,
although long-term differentials were widened according to the cumulative competence appraisals.
By contrast, PRP intends to widen short-term differentials according to individual performance
appraisal. This tends not only to reveal the differentials but also to restrict the opportunities for
training and the related employment stability among high performance employees.

When such a strong PRP scheme is adopted, employees’ expectation of wage and
employment stability with LTE practice may be destroyed. This can be said to be a breach of the
psychological contract with existing employees (Rousseau 1995; Hattori, 2011), which may be
led to the reduction of employees’ motivation for work. Therefore the PRP scheme may be
weakened by loosening performance appraisals and constraining wage variations and differentials
to become compatible with LTE practice. On the contrary, a new psychological contract may be
shaped by employees who expect high wages by achieving high performance according to the
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reduces the work incentive of employees with the new psychological contract. By facing such a
contradiction, a policy that abandons LTE practice and strengthens the PRP scheme to stimulate
employees’ incentives to a greater extent appears promising. As a result, hybrid organizations
may be replaced with the A type organization, a combination of PRP and non-LTE. Alternatively,
such restraint of PRP may be a necessary condition for the introduction of PRP to be accepted. In
this case, a policy to weaken the PRP scheme seems to be a deliberate choice which makes PRP
compatible with LTE. Moreover, PRP itself may be abandoned as a result of disappointment in it.
In this case, the hybrid organization returns to the traditional type organization.

From these perspectives, in this article, we examined how PRP operates within hybrid
organizations by using two sets of survey data collected by the Japan Institute for Labor Policy
and Training (JILPT) in 2005 and 2009. These two surveys provide useful data about employees’
work motivation, which could be specified as three types of motivation: achievement of individual
performance, contribution to the overall company performance, and meeting the challenge of a
new task. As well-known as a multi-task problem (Holmstrom and Milgrom, 1991), PRP focuses
on measureable outcomes (such as the achievement of individual performance), and
immeasurable outcomes (such as the contribution to the overall company performance and a new
challenge) are likely to be neglected. However, as mentioned by Foss and Laursen (2005), there
have not been enough studies to test this issue in an empirical manner. Thus, we examined this
problem by using employee survey data, and showed that PRP affects these three motivations
differently. Finally, we investigated the issue of further diversity among Japanese firms in terms
of employee work motivations. Our study was also concerned with the arguments about
institutional change in coordinated market economies, specifically about the hybrid type of
institutional change (Streeck and Thelen, 2005; Aoki,2010). We were concerned with how the
hybrid organization is organized, particularly, how contrasting institutions, LTE and PRP, are
compatible with each other.

This article is organized as follows. Section 2 explores previous studies along with PRP
literature. Section 3 presents the data that we used and section 4 estimates the effect of PRP on

employees’ motivations. Section 5 includes a discussion and our conclusions.

2. Previous studies

We begins by examining empirical studies to test the effect of PRP on employees’ work



motivation in Japanese firms. Although it is difficult to test directly how employees’ motivations
change before and after the introduction of PRP, existing studies have examined how employees
are motivated by being conscious of wage variations and differentials according to the individual
performance appraisals. For instance, Abe (2000) demonstrated a positive relationship between
wage differentials and motivation, but also found that employees who did not recognize the
differentials were more motivated than those who did. While we saw an interesting implication
that recognizing the differentials might affect work motivation negatively, Tsuru (2001) did not
find such an effect, and Ota and Otake (2003) found a positive effect on the employees ranked
more highly in the wage structure. It seems natural, however, to see higher ranked employees
work more regardless of whether PRP is introduced. More importantly, it should be mentioned
that work motivations are not necessarily defined well in these studies. They are defined by using
statements in questionnaires such as “willing to do overwork”, “willing to take work home”, and
“a strong desire to quit” as proxies for work motivation, or using merely the word “motivation”
in general. In contrast, we define motivations by using three different categories as mentioned
earlier.

Although the effects of PRP are not necessarily definitive, a large number of studies
have examined the effect of PRP as a process. If the process of PRP is conceptualized in such a
way that high performance affords high wages (performance—>wages), high wages induce high
motivation (wages—>motivation), and high motivation attains high performance
(wage—>performance), these processes cannot work effectively when any link is disconnected. In
other words, it is necessary to supplement the links in the process to make PRP work effectively.
From these perspectives, supplementary conditions that ensure connection of the links have been
illuminated; for instance, for the link from performance to wages, the importance of long-
perspective appraisals, adding competence appraisal, and communication of the appraisal process
were pointed out (Morishima, 1999, 2007). Similarly, for the link from wages to performance, the
importance of clarifying work objectives, agreement on goal setting, and opportunities for training
were pointed out (Genda et al., 2001; Otake and Karasawa, 2003). It is certainly true that these
conditions are important because PRP has been criticized for deteriorating into short-termism and
over-estimation of outcomes as soon as it was introduced. However, they are not only important
for the effectiveness of PRP, but important similarly for the organization to achieve good

performance regardless of whether PRP is introduced. As Marsden (2009) mentioned, the



significance of PRP lies in providing the recognition that those conditions such as communication
for goal setting are needed for effective work performance within organizations.

However, a link remains in the PRP process, from wages to motivation. In this regard,
two influential arguments exist against the effectiveness of PRP from opposite perspectives. One
suggests that PRP is not effective because work motivation depends intrinsically not on monetary
incentives but on the significance of and satisfaction with the work (Takahashi, 2004). The other
suggests that PRP is not effective because monetary incentives are not enough (Joho,2004). This
insists that wage variations and differentials are small despite the belief that they were widened
by the introduction of PRP, so they fail to stimulate employees’ incentive. For instance, one
argument has demonstrated that wage differentials were small even in the organization that
introduced PRP because of the concentration of appraisals on the average rating (Nakajima et al.,
2004). This is because line managers bear the stress associated with giving a low performance
rating to their subordinates, which is likely to be more striking in the organization where the long-
lasting relationships of co-workers are continued by the LTE policy. In addition, supplementary
conditions for PRP working, such as long-perspective appraisal and adding competence appraisal,
result in the restraint of wage variations and differentials. As mentioned in the introduction, this
is a case where the psychological contract followed by the PRP scheme is destroyed.

In this regard, we can present two kinds of data on wage differentials from the JILPT
firm survey that we used to demonstrate the diversity of Japanese firms as described in the
introduction (JILPT, 2007). One is wage differentials between firms that introduced PRP (denoted
as PRP firms) and firms that did not (denoted as N-PRP firms) as shown in Figurel. The other is
the wage differentials between the new-J type that introduced PRP and maintained LTE and the
A type that introduced PRP and did not maintain LTE as shown in Figure 2. Here the wage
differentials are measured as the range between the maximum and minimum wage paid to section
managers by the average being fixed as 100, and they are also measured by distinguishing
between the ex-ante and ex-post differentials, the former being the designed differentials on the

wage table and the latter being the actually paid differentials.

Insert Figure 1 here

Insert Figure 2 here



As shown in Figure 1, while the ex-ante differentials are designed to be in the range of
40, the range is reduced to 27 for ex-post differentials (33% reduction) even in the PRP firms, and
interestingly, the ex-post differentials in the PRP firms are nearly equal to the ex-ante differentials
in the N-PRP firms. In other words, while wage differentials are designed even in the traditional
organizations that did not introduce PRP, such differentials are not realized, rather they are
realized by introducing PRP with reduced scale.

More interestingly, Figure 2 shows that even though the ex-ante differentials are roughly
the same between the new-J type and A type, ex-post differentials are reduced more in the new-J
type than the A type. This suggests that the PRP scheme is likely to be weakened more in the
firms that maintain the LTE.

From these findings, we can conclude that, first, the working of PRP is restrained in
Japanese firms, and secondly, it is even more restrained in hybrid firms . One perspective is that
such a weakened PRP may fail to motivate employees’ incentives to work, and these firms will
change their structure to the strengthened PRP by discarding the LTE, or they will return to the
traditional structure by discarding the PRP. In fact, there were debates about the advantages and
disadvantages of PRP in the media when PRP was introduced around 2000. Now such debates are
rarely heard: for instance, the number of articles in the Nikkei newspaper discussing PRP
increased from 136 in 2000 to 256 in 2004, but fell to 56 in 2010, amongst which there were
considerable numbers of articles reporting the abandonment of PRP. This may be a result of a
decline in interest in PRP, which may in turn reflect a decline in the effectiveness of PRP because
of the modification of PRP for restraint. In contrast, another perspective is that such a weakened
PRP may be a supplementary condition for the PRP process to operate effectively under the LTE
policy. This suggests that the recent lower number of articles reflect that PRP has become
acceptable by its modification.

From these perspectives, we examine the effectiveness of hybrid organizations in terms
of employees’ work motivations. In particular, we investigate the PRP scheme that wage
variations and differentials are widened by the introduction of PRP in order to stimulate
employees’ work incentives. This is done by examining three motivations, motivation for
achieving individual performance, contributing to the overall company performance, and meeting

the challenge of a new task.



3. Data
This section presents the two data sets from the JILPT surveys and provides the related variables
for the regression analysis in the next section. These surveys were conducted four times by JILPT
as firm surveys in 2004 and 2008, and employee surveys in 2005 and 2009. The data from the
two employee surveys are used here. The 2005 employee survey aimed at examining how
employees viewed changes in CG and HRM. This was done in accordance with the 2004 firm
survey, which aimed at examining how Japanese firms changed CG and HRM practices under
conditions of economic hardship after the banking crisis at the end of the 1990s. The 2005
employee survey was conducted by sending a questionnaire to employees in 1280 firms, which
had been respondents to the 2004 firm survey, and 2823 replies were obtained from employees in
239 firms. The data from the 2004 firm survey were used for the previous description such as the
four types of Japanese firms, ex-ante and ex-post wage differentials. The second employee survey
in 2009 aimed at examining how employees viewed changes in CG and HRM practices under the
rapid recovery of the Japanese economy from 2003 to 2007. This was done in accordance with
the 2008 firm survey that aimed at examining how CG and HRM practices changed during that
recovery. The second employee survey was conducted by online, and 12,000 replies were
obtained. Among them 1457 employees belonged to public or nonprofit organizations, and they
were excluded from the following analysis. Similarly, 3089 employees in the 2009 survey who
worked for firms with fewer than 100 employees were excluded, whereas all respondents in the
2005 survey worked for firms with more than 100 employees. Furthermore, several executives
included in the 2005 survey were excluded, and employees over 60 years old were also excluded
in both surveys. Thus, the final numbers of respondents was 2802 in the 2005 survey, and 8353
in the 2009 survey.

The characteristics of the respondents in both employee surveys are presented in Table
1. As the respondents working for firms with less than 100 employees and for public and non-
profit organizations were excluded in the 2009 survey, the proportion belonging to firms with
over 1000 employees is more than half. As the 2009 survey was conducted by online and designed
to equalize the number of respondents for each post, the proportion of division and section
managers was larger than in the 2005 survey, and similarly, the proportion of older workers was
larger in the 2009 survey than in the 2005 survey. Web surveys sometimes have questionable

reliability, and there may be bias in the 2005 survey because the respondents are from 239 firms,



11 employees on average per firm, meaning that similar responses may be obtained from a
particular firm. Below we check the validity of our results by comparing the results from the two

data sets.

Insert Table 1 here

As for the employees’ motivation for work, we could use responses to the following
three statements: “I became more conscious of achieving my task”, “I became more conscious of
the overall company performance”, and “I became more conscious of the challenge of doing a
new task”. We matched these responses with the three kinds of motivation: motivation for the
achievement of individual performance, for the contribution to overall company performance, and
for the meeting the challenge of a new task. The responses were scored on a five-point scale,
where “yes” and “yes a little” responses were combined into “increase” for motivation, “almost
none” and “none” were combined into “decrease” for motivation, and “neither yes nor no” was
assumed as “no change” for motivation. Table 2 shows the percentage of these three responses by
distinguishing two groups: one is those who replied there was PRP introduction at their work

place (denoted as PRP employee), and the others who did not (denoted as N-PRP employee).

Insert Table 2 here

These data shows that, first, regarding the employees who were aware of PRP, more
than half responded with “increase” for the motivation for both individual performance and
overall company performance, whereas only one-third responded with “increase” for the
motivation for meeting a new challenge in the 2005 survey. Second, by comparing the two
employee groups, PRP and N-PRP, more in the former responded with “increase” than the latter
for individual performance, whereas both responded in equal percentages for overall company
performance and meeting a new challenge. Third, fewer “increase” responses were recorded in
2009 compared with 2005 for all motivations.

In this regard, as shown in Figure3, we see the average score of each motivation
(increase = 3, no change = 2, decrease = 1) for the two groups. This shows that, first, motivation

for the overall company performance is relatively high regardless of awareness of PRP. If such a



motivation is regarded as the employees’ organizational commitment, Japanese employees are
still likely to be organizationally minded. Furthermore, we confirmed that each motivation is
significantly lower in the 2009 survey than in the 2005 survey. Although we should be careful in
concluding a declining motivation from these results because there is no correspondence between
the two sample populations, they suggest that PRP is unlikely to motivate employees’ work
incentive. However, such results are also observed in the employees who were unaware of the
introduction of PRP. In short, work motivation seems to be declining regardless of PRP. Although
it is beyond the scope of this article to discuss the reason for this, deterioration in conditions in
the workplace environment has been mentioned such as increased work stress, decreased time

available for training, and weakened cooperative atmosphere (JILPT, 2007).

Insert Figure3 here

To estimate the determinants of the three specified motivations, we summarized our
statistical treatment of the independent variable in Table 5. First, we examined employee
awareness of LTE and PRP. In 2005, 41% of the respondents, and in 2009, 44% of them thought
that LTE would be maintained in their companies, and 63% in 2005 and 71% in 2009 thought that
PRP had been introduced in their companies. The high percentage in the 2009 survey who thought
PRP had been introduced was likely to reflect the large number of firms with more than 1000
employees in the sample. This table also shows the percentage of firms that replied they
maintained LTE and introduced PRP in the third column, based on the 2004 firm survey. They
were derived from the four types of Japanese firms described in the introduction: the percentage
of firms that maintained LTE is 69% as the sum of the new-J and traditional types, the percentage
of firms that introduced PRP is 57.3% as the sum of the new-J and A types. As mentioned above,
the 2005 employee survey corresponded with the 2004 firms survey, and it was demonstrated that
there is a large perception gap between firms and employees about LTE; while 70% of firms
intended to continue the LTE practice, only 40% of the employees expected it to be continued. In
contrast, the perception gap is small about PRP: 57% among firms intended to continue the PRP
practice and 63% among employees expect it to continue. Although we do not discuss the large
perception gap about the LTP policy in detail, it is important to examine how the expectation of

LTE affects employees’ motivations.
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Insert Table 3 here

Second, regarding wage variations, we asked how wages including bonuses were
composed, and how wages varied according to performance appraisals. Performance-based wages
accounted for only 30% of total wages even for employees who were conscious of PRP
introduction, although the variance was large, from 0% to 100%. We examined whether the
motivations were promoted by raising the proportion of performance pay. As for the wage
variation, we asked how wage increased or decreased according to the appraisals of work results
by setting the regular wage at the 100 level. Average ranges between wages for good and poor
results are shown; wages increased by 10% on average for good achievements and decreased 10%
for poor achievements, although the variance was also large. We also examined whether the
motivations were promoted by an increase in the variation.

Third, as for the wage differentials, we distinguished two kinds of wage gaps: horizontal
differentials between employees with similar tenures and vertical differentials between employees
with different tenures, and asked whether the two differentials widened or contracted. Of the
employees who were conscious of PRP introduction, 43% in 2005 and 31% in 2009 perceived
that horizontal differentials were widening, very few perceived them to be contracting in both
surveys. In contrast, about one-quarter of the employees in both surveys perceived that the vertical
differentials were widening, whereas 24% in 2005 and 11% in 2009 perceived them to be
contracting. Here, we considered that horizontal differentials were a result of the differentials in
pay rise generated by a promotion gap within the same cohort by short-term performance
appraisals. Similarly, we considered that vertical differentials were a result of the promotion gap
by long-term performance appraisals. The latter is also regarded as the slope of the wage curve.
As mentioned by Tsuru et al.(2005), the short-term promotion gap widened following the
introduction of performance appraisals, and the wage curve flattened following the introduction
of PRP. We examined whether the motivations were promoted by recognition of these differentials.

Finally, we asked how satisfied employees were with their work contents. About half
were satisfied (this included replies of a little satisfied), about 30% were neither satisfied nor
dissatisfied, and about 20% were dissatisfied (this included replies of a little dissatisfied). We
examined whether work satisfaction was more important than monetary incentives to motivate

employees to work.
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4. Estimation

In this way, we could estimate the effect of PRP on employees’ work motivations. The
dependent variables were the three kinds of motivation; motivation for individual performance,
overall company performance, and challenge of a new task. Ordered logit analysis was applied
by scoring them as increase = 3, no change = 2, decrease = 1. The independent variables were: 1)
PRP dummy (survey reply of introduction = 1, otherwise = 0); 2) proportion of performance pay
to total wage; 3) wage variations between good and poor result; 4) square of variations; 5)
horizontal differentials, widening dummy and contracting dummy; 6) vertical differentials,
widening dummy and contracting dummy; 7) LTE dummy (survey reply of maintaining = 1,
otherwise = 0); 8) cross dummy between PRP and LTE dummies; and 9) degree of satisfaction of
work content (five-point scoring; satisfied = 5, a little satisfied = 4, neither satisfied nor
dissatisfied = 3, a little dissatisfied = 2, dissatisfied = 1).

A cross dummy between PRP and LTE was introduced to test the effect of the hybrid
organization. Work satisfaction was introduced to test the argument that work content or
significance rather than monetary incentives motivates employees more effectively. The control
variables were; 1) post dummy (division and section managers = 1, otherwise = 0); 2) tenure: 3)
size dummy (firms with more than 1000 = 1, otherwise = 0): and 4) industry dummy
(manufacturing = 1, otherwise = 0). The control variables were categorized in a wide range
because their distributions vary significantly between the 2005 and 2009 surveys.

The results are predicted as follows. 1) As for the wage effects of the PRP scheme,
employees who recognize PRP introduction, and perceive an increase in the proportion of
performance pay and widening wage variation are more motivated for work. 2) When the
coefficient of the square of wage variations is negative, the variation effect will decrease beyond
a certain level. 3) For the horizontal differentials, it is supposed that employees who recognize
them to be widening perceive short-term performance appraisals to be strengthened, then they are
more motivated in the PRP scheme. In contrast, for the vertical differentials, employees who
recognize them to be widening perceive long-term performance appraisals to be strengthened,
thus they are less motivated in the PRP scheme. The latter is also interpreted to mean that those
employees perceive the wage curve to be more seniority-based; then they are less motivated. Thus,
the widening dummy will be positive and the contracting dummy will be negative for the

horizontal differentials, whereas the widening dummy will be negative and the contracting
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dummy will be positive for the vertical differentials. 4) The LTE dummy and cross dummy
between PRP and LTE will be positive if the hybrid organization is effective. 5) For work
satisfaction, as long as the work effect is positive, it is assumed to surpass or substitute for the
wage effect.

As shown in Table 5, variables of the proportion of performance pay and wage variations
in the 2009 survey were available only for the employees who replied that PRP had been
introduced. Then, the estimation was carried out by distinguishing between two cases: one
includes all employees, and the other is restricted to employees with a PRP reply. The former
estimation tested the effect of the recognition of PRP, and the effect of the recognition of both
PRP and LTE as a hybrid effect. The latter estimation tested the wage effects such as the
proportion of performance pay and wage variations, and the wage structure effects such as the
horizontal and vertical differentials for employees who recognize PRP introduction. These
estimations were carried out on the three motivations, separately.

Table4 shows the estimation results for the effects on motivation for achieving
individual performance. Estimations (1) and (2) in 2005 and 2009 include all employees, whereas
estimations (3) and (4) in 2005 and 2009 are limited to the employees who recognize PRP
introduction. The results in the 2005 estimation are as expected. First, as shown in estimations (1)
and (2), being conscious of the introduction of PRP and conscious of both PRP and LTE as a
hybrid organization have a positive effect. Second, as shown in estimations (3) and (4), being
conscious of the larger proportion of performance pay, and conscious of the larger wage variation
have positive effects under the awareness of PRP. The coefficient of the square of variations is
negative as expected, and the effects of horizontal and vertical differentials are also as expected;
the widening dummy of the horizontal differentials and the contracting dummy of the vertical
differentials show a positive effect for employees who recognize the PRP scheme. It is also
observed that the coefficients of the wage effects, the proportion of performance pay and the wage
variations, are smaller in the 2009 estimation than in the 2005 estimation. Thus, it seems the effect
of PRP is declining. This is confirmed by estimating the marginal effects of these variables on the
probability of the increased response for work motivation. Estimation results are shown in the
lower table in Table 4, where the marginal effect of each variable declines more in 2009 compared
to 2005. Furthermore, estimation (4) in 2005 and 2009 demonstrates the important observation

that the LTE dummy becomes insignificant when the effect of work satisfaction is considered. As
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mentioned below, the effect of LTE seems to be replaced by the work effect. Finally, the four
estimations, in 2005 and 2009, show the same results although the two sample populations are

quite different. In this sense, our estimations can be regarded as robust.

Insert Table 4 here

Table5 shows the estimation results for the effects on motivation for contributing to the
overall company performance. It is observed, first, the PRP dummy is not significant in both the
2005 and 2009 estimations. In contrast, the effect of awareness of the larger proportion of
performance pay, of the larger wage variation, and the widening dummy of the horizontal
differentials show a positive significance. This implies that although the wage effects are
functioning, this does not relate to the PRP scheme. Here we see a so-called multi-task problem:
as PRP emphasizes measurable performance, motivation for immeasurable performance items
such as the individual contribution to the overall company performance is likely to be neglected.
In contrast, the cross dummy between PRP and LTE is positive both in the 2005 and 2009
estimations, that is, hybrid organizations work effectively to motivate employees for the overall
company performance. The coefficient of wage variations is also smaller in 2009 than in 2005,
and the effect of the proportion of performance pay is insignificant in the 2009 estimation. In this
sense, the wage effects seem to be in decline although these have nothing to do with the PRP
scheme. This is also confirmed in terms of the estimation of the marginal effects as shown in the

lower table in Table 5.

Insert Table 5 here

Table 6 shows the estimation results for the effects on motivation for meeting the
challenge of a new task. As in the estimation for overall company performance, the PRP dummy
is not significant in the 2009 estimation, whereas it is significant in the 2005 estimation, but at
the 10 percent level and very weak. In contrast, the cross dummy is significant, indicating that
hybrid organizations work effectively. In addition, it is observed that the wage effects are very
restrictive; significant effects are observed only in the proportion of performance pay in the 2005

estimation, and in the wage variations in the 2009 estimation. Furthermore, as for the effect of the
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horizontal differentials, the contracting dummy is effective in 2009, whereas the widening dummy
is effective in 2005. Although the two are opposite, the former effect implies that the motivation
for a new challenge is promoted by constraining the short-term performance appraisals among
the same cohort. These results also seem to support the argument that as PRP emphasizes the
appraisals of the actual results, motivation for accepting the challenge of a new task is likely to

be dampened because the prospects of successful achievement are uncertain.

Insert Table 6 here

Finally, as seen in estimation (4) in 2005 and 2009, in Tables 6 - 8, work satisfaction
has a positive effect on the three motivations consistently. Its effectiveness is also found in the
value of coefficient of estimate determination, which rises conspicuously by adding the work
effect. More interestingly, by comparing estimation (3) with estimation (4) in 2005 and in 2009,
the wage effect is not affected by the work effect. In short, the work effect and wage effect are
compatible in motivating employees to work. Furthermore, as for the motivation for individual
performance, the effect of LTE disappears by adding the work effect. This suggests that even if
the LTE effect is lost by the abandonment of LTE policy, the work effect will compensate for it
regarding the motivation for individual performance. In contrast, concerning company
performance and new challenges, the work effect and LTE effect consistently raise motivations.

These results do not change even by including the effect of occupations. Although the
description of the estimation results was omitted here, we looked at the effects of occupation
dummies, such as administration, sales, R&D, and marketing sections, and observed that the
administration dummy has a negative effect and the sales dummy has a positive effect on
individual performance, the sales and marketing dummies have positive effects on company
performance, and the marketing dummy has a positive effect on meeting a new challenge.
Although the R&D dummy is not significant for any motivations, other results are plausible. For
instance, administration is difficult to appraise in terms of individual performance, and in contrast,
it is interesting to see that the marketing dummy, including the product development section as
well as the sales section, has a positive effect on motivation for both company performance and a

new challenge.
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4. Concluding discussion

The purpose of this article was to investigate whether the new workplace structure in Japanese
firms is operating effectively. This new direction, represented by the new-J type (hybrid type)
firms, is aimed at promoting employees’ work motivation by introducing PRP in combination
with the existing LTE policy. However, this may restrain the effect of PRP by limiting the degree
of wage variations and differentials. Then, the other direction, represented by the A type firms,
may be adopted by strengthening PRP and abandoning LTE. From these points of view, we
estimated the effects of PRP on employees’ motivations by defining three types of motivation:
motivation for individual performance, for overall company performance, and for a new challenge.

In summary, first, we observed that PRP affected employees’ motivations differently.
Regarding the motivation for individual performance, the PRP scheme was confirmed to work
effectively. As for wage effects of raising the proportion of performance pay and widening wage
variation, and wage structure effects of widening the horizontal differentials and contracting the
vertical differentials, all functioned as expected following the introduction of PRP.

However, regarding the motivation for overall company performance, while wage
effects were observed, introduction of PRP had no significant effect. Although wage effects are
significant, they are separated from the PRP scheme. This was also observed regarding the
motivation for a new challenge, and wage effects were restricted to a bigger extent. Then, we
concluded that PRP scheme was effective only on employees’ motivation for achieving individual
performance. This has been argued as a multi-task problem (Holmstrom and Milgrom,1991),
although empirical evidence has not necessarily been provided (Foss and Laursen, 2005). We
could examine this empirically by specifying work motivation for measurable performance item
such as achieving an individual performance, and immeasurable performance item such as
contributing to the overall company performance and meeting a new challenge. In contrast, we
confirmed that the cross dummy between PRP and LTE as a hybrid effect has a positive effect on
the three motivations consistently.

Second, it was confirmed that the effect of wage variations had an upper limit, and
decreased beyond a certain level. This was demonstrated concerning the motivation for individual
performance as seen in Figure 4, where two curves are simulated in the form of the equation Y =
a1+ a,X + a;X?, where Y is the probability of increasing motivation for individual performance,

X is the range of wage variation by log transformation, a, is the coefficient of wage variation, and
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a3 is the coefficient of the square of variations in estimation (3) in 2005 and 2009. It is understood
that the effect of wage variations decreased rapidly in the 2005 estimation, and the effect was
significantly smaller in the 2009 estimation than in the 2005 estimation. The range of wage
variation that corresponds with the upper limit is 8 in the 2005 estimation, and 20 in the 2009
estimation. In contrast, as shown in Table 3, medium range of wage variation that employees
perceive is 15 in the 2005 survey, and 20 in the 2009 survey. Then, the wage range in 2005 was
excessive in most cases. In this sense, it seems reasonable to limit the wage variation even in the

PRP scheme.

Insert Figure 3 here

Third, contrary to the argument that it is work satisfaction rather than monetary
incentives that motivate employees, we observed that the work effect and wage effect were
compatible for promoting employees’ three motivations. On the contrary, it was observed that the
work effect replaced the LTE effect regarding the motivation for individual performance. This
suggests that even if the LTE policy was abandoned, and the LTE effect disappeared, it is
compensated for by the work effect at least for individual performance.

From these findings, we are able to predict that Japanese firms will be further diversified.
One possibility is to require employees to focus only on achieving individual performance, and
thereby strengthen the PRP scheme. This may be a resolution of the multi-task problem by
rearrangement of the organization in accordance with the PRP scheme. Even if the LTE policy is
abandoned to strengthen the PRP scheme, the work effect will compensate for the LTE effect
insofar as work satisfaction can be realized. In this way, we might see the number of A type firms
increasing. One large Japanese securities company is said to be headed in this direction that
strengthens PRP without job security for specific new employees. Generally, in the field of
modular type organizations, jobs are defined separately from each other and from the entire
organization, the multi-task problem is easily resolved by assigning employees to a specific job.
As seen in the findings of Jackson and Miyajima (2007), the inverse hybrid type, a combination
of PRP and non-LTE, is found in the ITC and service sectors in which modular type organizations
are likely to be prevailing. However, these A type or inverse hybrid type firms have to be able to

raise work satisfaction for strengthening the PRP scheme to work effectively.
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In contrast, it is also appropriate to maintain the LTE and restrain the PRP scheme if
employees are required to be more conscious of overall company performance and meeting the
challenge of a new task. The LTE effect and work effect are maximized in the motivation for a
new challenge. As mentioned above, if firms’ concerns with PRP are declining, this may not only
be due to the decline of the effect of PRP, but also due to a change in firms’ concern, from
enhancing the achievement of individual performance to promoting employees’ awareness of
overall company performance and new challenges. At the time of first introducing PRP, individual
performance was the primary focus, but thereafter, the shortcomings of focusing only on
individual performance were recognized, and that resulted in modification of the PRP scheme.
Our research in this article provides an empirical explanation to these processes.

Such a direction, with the new-J type and hybrid type firms, is more commonly found
in the manufacturing sector as seen in the findings of Jackson and Miyajima (2007). Generally, in
the field of integral type organizations, jobs are not separable from each other and not separable
from the entire organization, and moreover, competitiveness depends on organizational
competence for the firm’s various activities. Such organizations seem to require greater concerns
with overall company performance and new challenges on the side of employees. In this regard,
we note an interesting case study presented by Olcott(2009), which investigated how Nissan
employees recognized the changes in CG and HRM generated by the merger with Renault. Olcott
found that Nissan employees were aware of very large changes in CG, but they perceived small
changes in wages and employment. In particular, while Nissan employees recognized there was
a greater request to achieve individual performance by the introduction of PRP, they did not
perceive a large change in the actual wages. This seems to be consistent with our conclusion, the
weakened PRP in the hybrid organization. Of course, achieving individual performance should
not be neglected even in the hybrid organization. However, the effect of wage variations is
restricted and appears to be declining. In contrast, the hybrid dummy shows a positive effect
consistently with respect to individual performance. In this sense, it is not beneficial for the hybrid
organization to widen wage variations and differentials according to the PRP scheme. A more
important problem for the hybrid organizations is in the perception gap about the LTE policy. The
fact that less than half of all employees acknowledge the continuity of LTE policy may become a
critical issue for Japanese firms. To investigate the reasons for this gap and the results from it will

be the next topic of our research.
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W Ex-ante #% Ex-post

39,5

PRP firms N-PRP firms

Figure 1 Wage differentials: comparison between PRP firms and N-PPR firms
Wage range between the maximum and minimum paid to section manager.
PRP firms are those that introduced PRP, N-PRP firms are those that did not introduce PRP. Ex-

ante denotes the designed differentials, and ex-post denotes the actual differentials

M Ex-ante % Ex-post

39,0 40,5

Hew-J type Atype

Figure 2 Wage differentials: comparison between new-J type and A type
New-J type denotes firms that introduced PRP and maintained LTE, A type denotes firms that
introduced PRP, but did not maintain LTE.
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Table 1 Characteristics of respondents

Gender (%) 2005 2009 Number of employees 2005 2009
Male 79.7 90.9 100-300 12.4 23.0
Female 20.3 9.1 300-1000 62.0 221
1000 < 25.6 54.9
Age group (%) 2005 2009
<29 18.4 43 Post (%) 2005 2009
30—39 33.1 29.5 Division manager 94 225
40—49 279 451 Section manager 25.0 29.1
50—59 20.6 21.2 Team leader 18.1 294
No managers 475 19.0
Education (%) 2005 2009
High school 229 13.3 Tenure (year) 2005 2009
College 13.6 11.7 Mean 14.6 16.5
University 63.5 75.0 Median 13 17

Table 2 State of motivations (values are %)

Motivation type

PRP employee

N-PRP employee

Increase | No change | Decrease | Increase | No change | Decrease
Achieving individual 2005 54.6 29.8 15.7 38.1 37.3 24.6
performance 2009 35.7 47.3 17.0 23.6 51.6 24.7
Contributing to 2005 58.1 25.8 16.2 56.4 23.0 20.6
company performance 2009 39.7 43.7 16.6 35.7 48.2 16.1
Meeting a new 2005 34.9 40.8 243 32.2 38.8 29.0
challenge 2009 22.6 49.8 27.7 17.9 54.0 28.1

PRP employee denotes those who gave replies that PRP was introduced.

N-PRP employees denotes those who did not give replies that PRP was introduced.
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Table 3 Basic data

Percentage of replies to LTE and PRP

Employee survey | Firm survey
2005 2009 2004
LTE is continued 40.7 444 71.3
PRP is intriduced 62.5 70.9 53.6
Composition of wage (%)
Seniority— |Ability— Performance
based based —based
2005 PRP employees 41.0 28.5 30.6
N-PRP employees 50.8 255 23.8
2009 PRP employees 39.5 28.2 32.3

Wage variation (average range between good and bad results)

Average SD Medium Max Min
2005 PRP employees 18.7 20.8 15 280 0
N-PRP employees 17.7 20.3 12 220 0
2009 PRP employees 20.8 20.1 20 275 0
Horizontal differentials (wage gap between similar tenure)
2005 2009
Widening | Contracting| Constant Widening | Contracting| Constant
PRP employees 43.2 5.7 51.1 30.7 6.2 63.1
N-PRP employees 15.9 6.9 717.2 13.6 5.9 80.5
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Vertical differentials (wage gap between different tenure)

2005 2009
Widening | Contracting| Constant Widening [ Contracting| Constant
PRP employees 238 241 52.2 25.2 10.8 64.0
N-PRP employees 11.5 15.2 73.3 13.8 8.0 78.3
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Table 4 Determinants of the motivation for achieving individual performance

2005 2009
4D) (2) (3) 4) (n (2) (3) 4)
PRP dummy 0.607%*x 0.475%%x
(7.40) (8.46)
Hybrid dummy 0.477%%x 0.280%*x
(5.18) (5.14)
Rate of PRP 1.447x%x* 1.505%%% 0.621%*x 0.608%**
(3.55) (3.65) (3.46) (3.35)
Wage variation 0.587xxx (0.583%*xx 0.249%xx 0.213%x
(3.49) (3.43) (3.00) (2.54)
Square of variation —0.134%%% —0.131%*H -0.0410% -0.031
(-2.93) (-2.84) (-1.95) (-1.46)
Horizontal differentials 0.394%x  0.387%* 0.276%%x 0.292%%%
(Widening dummy) (2.49) (2.42) (3.05) (3.20)
Horizontal differentials 0.174 0.179 0.185 0.204
(Contracting dummy) (0.59) (0.61) (1.28) (1.39)
Vertical differentials 0.218 0.211 0.0856 0.0748
(Widening dummy) (1.21) (1.16) (0.89) 0.77)
Vertical differentials 0.451%*%  0.444%x% 0.194% 0.192
(Contracting dummy) (2.57) (2.50) 1.67) (1.63)
LTE dummy 0.299%* 0.205 0.168%*x* 0.0461
(2.40) (1.61) (2.64) (0.71)
Work satisfaction 0.305%*x 0.467%%x
(4.89) (13.19)
Manager dummy 0.310%** 0.239%x* 0.204 0.19]0.392%%* 0.351%** 0.299%** 0.189%**
(3.43) (2.53) (1.49) 1.37) (7.80) (6.44) (4.50) (2.80)
Tenure -0.056 -0.0225 -0.103 -0.0771|-0.0943%* —0.0770%* —0.136%** —0.096 1%
(-1.05) (-0.39) (-0.99) (-0.73) [(-2.83) (-2.14) (=2.77) (-1.93)
Employee dummy 0.119 0.227*x* -0.133 —0.179]0.159%*xx 0.202%xx 0.117* 0.102
(1.32) (2.41) (-1.02) (-1.36) (3.14) 3.71) (1.76) (1.52)
Industry dummy 0.167%% 0.139 0.138 0.117 0.0498 0.0551 0.059 0.0588
(2.09) (1.64) a1 (0.93) (1.02) (1.04) (0.94) (0.93)
Mumber of observations 2369 2085 1070 1062 6317 5303 3762 3762
Log Likelihood -2401.51 -2109.33 -993.936 -974.964| -6435.53 -5470.33 -3802.67 -3713.44
Pseudo R2 0.017 0.0111 0.0348 0.0464 0.0134 0.0084 0.0138 0.037

t—statics in parentheses, * p<0.10, ** p<0.05, *** p<0.01
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Marginal effects on increase of motivation for individual performance

2005 2009

Rate of PRP 0.334 **x* 0.340 *** 0.143 **x* 0.135 **x*
Wage variation 0.135 k%% 0.132 %% 0.058 *kx 0.047 *x*
Horizontal differentials(Widening) 0.091 *x* 0.087 *x* 0.064 *x* 0.065 **x
Horizontal differentials(Contracting) 0.040 0.040 0.043 0.045
Vertical differentials(Widening) 0.050 0.048 0.020 0.017
Vertical differentials(Contracting) 0.104 *x* 0.100 *x* 0.045 * 0.043
LTE dummy 0.069 *x* 0.046 0.039 **x* 0.010
Work motivation 0.069 *x*x* 0.104 ***
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Table 5 Determinants of the motivation for contributing to overall company performance

2005 2009
4D) (2) (3) 4) (N (2) (3) 4)
PRP dummy 0.0708 0.0283
(0.83) (0.51)
Hybrid dummy 0.232%% 0.281%%%
(2.45) (5.16)
Rate of PRP 1.200%%* 1.204%%% 0.24 0.197
(2.93) (2.93) (1.33) (1.09)
Wage variation 0.432%x  0.429%* 0.274%xx  0.246%**
(2.56) (2.53) (3.29) (2.93)

Square of variation

Horizontal differentials
(Widening dummy)

Horizontal differentials
(Contracting dummy)

Vertical differentials
(Widening dummy)

Vertical differentials
(Contracting dummy)

—-0.0893% -0.0882%

(-1.95)  (-1.92)
0.353%*  0.360%x
(225  (2.29)
0.337 0.361
(109) (117
0.189 0.201
(1.04)  (1.10)
0.0208 0.024
(012) (014

—0.0553** —0.047 1%
(-262) (-2.22)

0.229%*
(2.54)

0.240%*x
(2.64)

0.163
(1.12)

0.165
(1.12)

0.00504 -0.0105
(0.05) (-0.11)

0.171
(1.47)

0.171
(1.45)

LTE dummy 0.449%*x 0.396%** 0.382%*x (0.283%**
(3.56) (3.10) (6.02) (4.38)
Work satisfaction 0.206%*x 0.390%*x
(3.33) (11.20)
Manager dummy 0.300%** 0.243%x* 0.222 0.208]0.236%** 0.183%*x* 0.222%*x 0.127%
(3.22) (2.47) 1.61) (1.50) (4.73) (3.36) (3.34) (1.89)
Tenure 0.0393 0.0493 0.0748 0.0767| -0.00657 -0.0112 -0.0617 -0.0279
(0.72) (0.82) (0.73) (0.74)|(-0.20) (-0.31) (-1.27) (-0.57)
Employee dummy 0.197%% 0.145 0.202 0.176/0.102%x* 0.0397 0.0143 -0.00455
(2.10) (1.48) (1.52) (1.32) (2.03) (0.73) (0.22) (-0.07)
Industry dummy 0.0224 -0.0228 -0.108 —0.103[0.101*x  O0.111xx 0.154*%x 0.156%*
(0.27) (-0.26) (-0.87) (-0.82) (2.07) (2.10) (2.45) (2.46)
Mumber of observations 2370 2087 1072 1064 6313 5300 3757 3757
Log Likelihood -2284.82 -1980.97 -988.792 -979.194| -6447.64 -5421.3 -3811.03 -3747.21
Pseudo R2 0.0049 0.0051 0.0308 0.0362 0.0026 0.0046 0.0114 0.028

t—statics in parentheses, * p<0.10, ** p<0.05, *** p<0.01
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Marginal effects on increase of motivation for company’s performance

2005 2009
Rate of PRP 0.275 *** 0.274 *** 0.057 0.046
Wage variation 0.099 *x 0.098 *x* 0.066 *** 0.057 k%%
Horizontal differentials(Widening) 0.081 *x* 0.082 *x* 0.055 *x* 0.056 **x
Horizontal differentials(Contracting) 0.077 0.082 0.039 0.038
Vertical differentials(Widening) 0.043 0.046 0.001 -0.002
Vertical differentials(Contracting) 0.005 0.005 0.041 0.040
LTE dummy 0.103 *** 0.090 *** 0.091 *kx% 0.066 ***
Work motivation 0.047 *x** 0.091 *%*
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Table 6 Determinants of the motivation for meeting a new challenge

2005 2009
4D) (2) (3) 4) (3) 4)
PRP dummy 0.157%
(1.94)
Hybrid dummy 0.458%%%
(5.16)

Rate of PRP

Wage variation

Square of variation

Horizontal differentials

(Widening dummy)

Horizontal differentials

(Contracting dummy)

Vertical differentials

(Widening dummy)

Vertical differentials

(Contracting dummy)

LTE dummy

Work satisfaction

Manager dummy

Tenure

Employee dummy

Industry dummy

1.133%%k%  1.150%%*
(3.00) (3.00)

0.146 0.145
(0.92)  (0.90)

-0.0249 -0.0195
(-0.58)  (-0.45)

0.291%x  0.284%
(1.97) (1.90)

0.345 0.386
(127 (1.40)

-0.198 -0.196
(-119) (=117

0.0947 0.0868
(0.58) (0.52)

0.556%*x 0.435%*x
(4.75) (3.65)

0.494%%*
(8.15)

0.165% 0.0832 0.163 0.13
(1.89) (0.91) (1.28) (1.01)

-0.0744 -0.0319  -0.133 -0.105
(-1.45) (-057) (-1.37) (-1.06)

0.115 0.117 -0.045 -0.12
(1.32) (1.28) (-0.37)  (-0.97)

0.144% 0.12 0.222% 0.219%
(1.86) (1.45) (1.91) (1.86)

0.167%x* 0.106%

0.109 0.0327
(0.61) -0.18

0.208%+  0.146%
(2500  (1.72)

-0.0305 -0.0134
(-1.45) (-0.62)

0.0272 0.0484
(0.30) (0.53)

0.38 14k  0.426%k%
(265  (2.93)

-0.0101 -0.0226
(-0.11)  (-0.23)

-0.0619 -0.052
(-0.54)  (-0.45)

0.528%*x 0.375%*x
(8.29) (5.76)

0.655%%x
(18.01)

0.422%x* 0.386%*%* 0.414%%x 0.273%%x

(6.23) (4.03)

—0.169%** —0.204%** —0.242%** —0.1 94x*k*

(-4.92) (-3.89)

0.0861  0.0576
(1.30)  (0.86)

0.0291 0.0391
(0.46) (0.61)

Mumber of observations

Log Likelihood
Pseudo R2

2365 2084 1077 1069
-2556.01 -2240.64 -1138.04 -1095.04
0.0029 0.0076 0.0211 0.0513

3755 3755
-3881.89 -3710.24
0.0176 0.061

t—statics in parentheses, * p<0.10, ** p<0.05, *** p<0.01
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Marginal effects on increase of motivation for a new challenge

2005 2009

Rate of PRP 0.252 *** 0.243 *** 0.020 0.006
Wage variation 0.032 0.031 0.037 *x* 0.025 *
Horizontal differentials(Widening) 0.065 *x* 0.060 * 0.005 0.008
Horizontal differentials(Contracting) 0.077 0.082 0.068 **x* 0.073 k%%
Vertical differentials(Widening) -0.044 -0.042 -0.002 -0.004
Vertical differentials(Contracting) 0.021 0.018 -0.011 -0.009

LTE dummy 0.124 %% 0.092 *** 0.095 *** 0.064 ***
Work motivation 0.104 *k* 0.112 **k

31



