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Introduction

* Up to acertain level, promotions of employees at Japanese companies are primarily based on the relevant employee’s length
of service at the company. Performance-based factors are not irrelevant, but they are of secondary importance. As a result,
companies sometimes have employees in senior positions who lack all the skills that the position demands.
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* Why do Japanese companies promote employees mainly based on length of service and what risks does that create when a
Japanese company is involved in a dispute or investigation outside Japan?
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Background

* Although it is not as common as it was 30 years ago, lifetime employment remains widespread in Japan and is underpinned
by a social contract unique to Japan. In exchange for personal sacrifices, the company provides stable employment for life
and predictable promotions up to a certain level.
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* Whether and when an employee will be promoted is traditionally evaluated based on an employee’s length of service.
Performance is not irrelevant, but it is not necessarily the main criterion.

SEDEEPC KA IV 71, ERNICHIEERE R OCTHEESNTE /2, £l - MBL LV SLBEXRHBERLBIL0O0. RFLHTER
HIRTRIE L [FE T LR,

*  Promoting employees in this way can place individuals in fairly senior roles who sometimes lack the requisite skills and
judgement that one would reasonably expect holders of those roles to have.
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Why this can be problematic

* Employees can sometimes be promoted ahead of their skills development. Since promotions are traditionally tenure-based,
Japanese companies often do not have well-developed mechanisms to provide constructive feedback to employees and
employees are not given the opportunity to reflect on and address ‘development points’.
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* Individuals promoted to roles with significant responsibility too quickly may not be able to adjust to the expectations of non-
Japanese regulators. Any mistakes or missteps in judgement can be magnified, potentially resulting in costly fines or other
onerous obligations being imposed on the company.
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Examples and further context

* AlJapanese company was subject to a criminal investigation by an overseas regulator.
HHBEREPEDN, BAORBLEBICLIHEREOTRE B -7,

* During interactions with the overseas regulator, senior personnel at the company proposed courses of action that would
have exacerbated the company’s problems.
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* Because of their lack of experience and judgement, they were overly focused on applying the approach that had worked with
Japanese regulators when dealing with the non-Japanese regulators.
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* Senior personnel found it difficult to understand why their suggested approach could result in poor outcomes for the
company in a non-Japanese context.
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Best practice and suggestions to mitigate risk

1. Implement performance evaluations

FRREHi % EiEY 5 Z &

* |n addition to length of service, companies should give more weight to performance indicators.
B FRICIA, FE - RREBEEOLHEZ L) SHEIXETH 5,

* Senior leadership should recognise the value of having its best people in the positions where their skills would
be put to best use.

REfEE, ROEFLAMEZ, ZOENPERRICEEBEINLI RIS aVICERET 52 2 EDMEZRHET H2UENH D,

2. Institutionalise constructive feedback

BEMN714— PRy 7%HEfTHIL

« Companies should ensure that employees receive regular, candid but constructive feedback at all levels.
HoWWBHEBOREEDN, KEHNDEHKNE 7 14— Ny 7 Z2TFHNIIZIToN 566z ZHET 5,

* Actively providing feedback can maximise employee performance.
BB 74— NNy 0TI ET, EBDNRN T+ —I Vv RERARRICENT Z LN TE S,
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Key takeaways

* ltis crucial to have your best people in the right positions in important situations
HEELRETIE. BEEAMZRELRS Y aVICRETSIILI’AILVEETH S

» Seniority-based promotion has delivered stability and harmony in Japan for decades, but it can place under-qualified
individuals in high-stakes roles, which can lead to costly mistakes abroad where regulatory risk is higher than in Japan.
PR FREN—XETHREHFEILZ. REICHOAZYBALPEICZELHFHMNZ /o L TE, LAL, N URITBREEICHER
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* Dealing with non-Japanese regulators requires savvy individuals

BAOHEBLR/ICHITT BICF, RieHm LB AICRITEAMDPRARTH S

» As Japan looks outward due to its shrinking domestic market, it is more important than ever to focus on quality over
quantity. Companies should consider moving more towards recognising and rewarding individual merit and
contributions.
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