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Executive Summary 
 
 Japanese firms have faced long-term recession and tried to find out the ways to improve 
corporate profitability. Downsizing is currently one of the most critical issues for the Japanese 
companies. This research examines the effects of the downsizing on the corporate financial 
performances in Japan. Some may think downsizing improves corporate profitability. However, 
this research hypothesizes that the downsizing reduces the overall profitability due to hidden costs 
of the downsizing. As for the change rates of stock prices of the firms, this study hypothesizes that 
the change rates outperform the rate-of-change in the points of TOPIX (Japanese major stock price 
index) through the downsizing. 
 
 To investigate the downsizing effects, three-year average net profit margins and the 
change rates of the stock prices of the downsizing firms are taken as dependent variables based on 
the downsizing implemented in the fiscal year 1997. The population of this thesis is the firms that 
are registered with the first division of Tokyo Stock Exchange as large capital stocks. Japanese 
popular CD-ROM databases are used to collect necessary data. According to previous researches, 
this study assumes that the firms implemented the downsizing when the companies reduced the 
workforce of the firms by more than 3% within the fiscal year. The average net profit margins of 
the firms before and after the downsizing are tested by t tests. The change rates of the stock prices 
before and after the downsizing are examined by chi-square tests. Both statistical tests are 
performed based on the level of confidence at .05.  
 
 The data of the downsizing firms are also compared with the data of the non-downsizing 
companies based on the average net profit margins. Consequently, the financial ratios are not 
improved by the downsizing. The change rates of the stock prices of the downsizing firms 
significantly outperform the rate-of-change in the points of TOPIX after the downsizing. This is 
because investors expect the potential growth of the downsizing firms regardless of the actual 
overall profitability. 
 
 To improve the overall profitability in the long-term, downsizing may not be an effective 
corporate strategy. When the firms cannot avoid the implementation of downsizing, the top 
managers should reduce the hidden costs of downsizing by open communications and inspired 
leadership. However, downsizing arouses the expectation of the investors. To improve the change 
rates of the stock prices, downsizing is an effective strategy for the firms. This study also discusses 
the effects of the work-share for the Japanese firms as one of the possible options for the corporate 
strategic planning. In either case, adopting the downsizing or the work-share as the corporate 
strategies for the firms, top management should treat the employees as important human resources 
and choose the best organizational change plans based on comprehensive costs and benefits 
analyses of the planned changes. 
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Chapter  One – Introduct ion  

 

Kounosuke Matsushi ta ,  the founder  of  Matsushi ta  Electr ic 

Industr ial  Corporat ion,  said to  his  subordinates ,  “If  somebody asks  you 

what  your company produces ,  please answer the person that  our 

company produces  human resources  and,  addi t ional ly,  we produce 

electr ic p roducts .” ( Ise,  2002,  para .  4) .  

 

Background 

Japanese corporat ions have been s t ruggl ing with severe recess ion 

s ince the col lapse o f  bubble  prosperi ty .  Coy (2002) reported  that  

Nikkei  225-s tock index (Nikkei)  had recorded the highest  point  at  

38 ,915 on December  29,  1989,  however,  the Nikkei  (at  9791.43 points  

on  Friday,  February 1,  2002) fel l  below the Dow Jones Industr ia l  

Average (at  9920.00 points on Thursday,  January 31,  2002) for  the f i rst  

t ime s ince 1957.  According to Yoshida (1998),  Japanese f i rms had too 

opt imis t ic  views to  overcome the ser ious  economic s i tuat ion  at  the 

beginning of  the 1990s  because the f i rms bel ieved that  Japanese 

management  sys tems were excel lent .  Ohba (2001) pointed out  that ,  

unt i l  1993,  most  of  al l  Japanese f i rms couldn’t  ser iously real ize  the 

necessi t y of  corporate  downsizing.  
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Kwon (2001) explained that  Japanese f i rms hadn’t  adopted  layoffs 

on  a large  scale but  kept  long-term contracts  wi th the employees based 

on impl ici t  contract  theory.  This  is  because the companies  could  

provide enough salar ies  and posi t ions  in the workplaces  for  the 

employees unt i l  the mid 1990s  (Kwon,  2001).  However,  the 

global izat ion  of  Japanese corporate  act iv i t ies ,  the advent  of  an  aging 

society,  low economic growth,  and so fo rth  made Japanese management  

sys tems such as  l i fe t ime emplo yment  sys tem or  seniori ty order  wage  

sys tem col lapse (Kosugi ,  1999;  Suzuki ,  2001;  Tripod,  2001).  According 

to Clark (1998),  the  number of  bankruptcies  in Japan dramat ical ly 

increased since 1997.  The Minist ry of  Foreign Affai rs  (2002) showed 

that  the Japanese unemployment  ra te sharply increased b y 1 .3% for  2 

years :  Unemployment  ra te was 3.4% in 1997,  4 .1% in 1998,  and 4 .7% in 

1999.  CNN.com (2001) reported that  the Japanese unemployment  rate  in 

November,  2001 was  5.5% and consumer price index had been dropping 

for  26 s t raight  months  unt i l  November,  2001.  

Yamane (1999) argued that  the higher fixed costs  such as  

personnel  expenses ,  f inancing costs ,  and so forth  had been burdens  on 

corporate  profi tabi l i ty whi le the recess ion had decreased the revenues  

of  the f i rms.  Therefore ,  the pressure for  cos t  reduct ion drove the 

companies to  implement  downsizing to  improve the f inancial  condi t ions 
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of  the f i rms.  However,  as The Economic  Planning Agency (1999) 

pointed out ,  there  was  a d i lemma:  On the one hand the corporate 

downsizing made i t  poss ible  for  the f i rms that  implemented the 

downsizing to  improve the cost  st ructure  of  the f i rms,  but  on  the o ther  

hand the corporate downsizing could make the recession worse in the 

terms of  the Japanese economy as a  whole.   

Purpose o f  Study 

 The purpose o f  this  paper  is  to  invest iga te the effects  of  

downsizing on the corporate  financial  performances in  Japan.   

Downsizing is  booming among Japanese f i rms.  It  i s  important  for  

s t rategic  planners  in  each f i rm,  investors ,  or  other  s takeholders  to know 

whether  the  downsiz ing brings favorable  effects  for  the corporat ions  

that  implemented the downsizing.  

Statement  o f  the Problem 

 The purpose o f  this  research  is  to examine the e ffects  of  

downsizing on the corporate  financial  performances in  Japan.  There are  

two hypotheses  of  th is  s tudy.  The f i rs t  hypothesis  is  that ,  before  the 

downsizing,  the f i rms achieve bet ter  f inancial  performances than the 

ones  af ter  the downsizing in  terms o f  three-year  average net  profi t  

margins .  The second hypothesis  is  that  the rates o f  changes in  the stock 

prices  of the f i rms that  adopted the downsizing outperform the rate  of  
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change in the points  of  stock price index  af ter  the downsizing.  

Data Locat ion 

 This  research  uses  Kaisha Shikihou CD-ROM Perfect  Vers ion 

2000 (Shikihou,  2000) and 2002 (Shikihou,  2002).  Shikihou (2000,  

2002) were publ ished by Toyo Keizai  Shinpo-sha in Tokyo.  These 

CD-ROMs have in total ,  ten-year  corporate  f inancial  data  and f ive-year  

data  about  the number of  employees in  Japanese companies regis tered 

with the Japanese stock market  based on annual  reports  of  the f i rms.  

These CD-ROMs publ ished by the f i rm are one of  the most  useful  data 

sources  in  Japan.   

This  study wil l  tes t  the f i rs t  h ypothesis  wi th paired t - tests .  The 

second hypothesis  wi l l  be examined by calculat ing the rates of  changes 

in the points of  TOPIX (i .e. ,  Japanese major  s tock price  index) and in 

the s tock p rices o f the fi rms that  adopted the downsizing based on 

chi-square for independence tes ts  with  2  x  2 cont ingency tables .  TOPIX 

yearly data and information on market  capi tal  in  Tokyo Stock Exchange 

(TSE)  are avai lable a t  TSE (2002b,  2002c).  

Assumptions  

This  study assumes that  the f i rms implemented the downsizing 

when the rates  of  changes  in the number  of  the employees  were 

decreased b y more than 3% within  a f iscal  year.  This  is  because there  
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are  di ffe rences between the number of  the employees  that  are  actual ly 

dismissed and the number of  the employees to be la id off  announced b y 

the companies before  the implementat ion of  the downsizing.  The 

s tandard  rate  of  change in  the number of  the employees which is  3% is  

determined based on the previous  research  by Cascio  (1998) .   

 Another  assumption is  that  Japanese recess ion caused decreases  in 

revenues of  each compan y and in the points  of TOPIX that  was the 

s tock p rice index of  the f irs t  div is ion of  TSE where Japanese major 

f i rms were registe red .  TOPIX shows the  movement  of  total  current 

market  prices  of a l l  the  f i rms in  the f i rs t  div is ion of  TSE (TSE,  2002a) .  

Hence ,  this  s tudy sets  populat ion based on the fi rms categor ized into 

large-capi tal  s tocks  in  the fi rs t  div is ion of  TSE because the 

large-capi tal  s tocks  have a  great  impact  on TOPIX.  

Time Frame 

 This  study focuses  on the f i rms that  implemented the downsizing 

in 1997 when the Japanese unemployment  rate  star ted  increasing 

rapidly.  In th is  research,  the three-year  corporate  f inancial  data  befo re 

and af ter  the downsizing wil l  be used to  tes t  the hypotheses  to examine 

the long-term effect s  of  the downsizing as  organizat ional  changes .  It  i s  

important  fo r Japanese f i rms or  o ther  stakeholders  to  know the 

effect iveness  for  the  s t ra tegic  planning.  
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Limitat ion 

 The data  in the CD-ROMs may include al l  emplo yees  who are  in 

domest ic b ranches  and in  overseas b ranches  in the f i rms.  In  cases  of  

mergers  and acquis i t ions ,  the screening sys tems in the CD-ROMs show 

the resul ts  based on the data of  resul t ing corporat ions as  a whole.  If  the 

s tock codes  of  the corporat ion  that  implemented the downsizing are 

changed o r  el iminated ,  this  s tudy excludes  the fi rms from the data  to 

test  the hypotheses .  This  is  because the changed or  e l iminated stock 

codes  mean the f i rms that  had the codes  were bankrupt  or  di ssolved.  It  

i s  not  proper  for  t es t ing the h ypotheses  of  th is  research based on the 

long-te rm effects  of  the downsizing to include these f i rms in the sample 

of  th is  s tudy.   

This  research  deals  wi th the f i rms that  exis ted  from March of  

1995 to March of  2001 as  the sample of the research.  In  addi t ion,  the 

sample is  taken from the f i rms that  re lease the annual  repor ts  every 

March as  the set t lement  terms that  are popular  in  Japan.  As for the 

s tock p rices  and the  stock price index points ,  the data about  a l l  s tock 

prices  and TOPIX yearly data  are  based on the clos ing prices .  

Overview of  Paper  

 The effects  of  downsizing on the corporate financial  per formances 

are  analyzed to  test  hypotheses .  Int roduct ion (including purpose of  
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s tudy,  s tatement  of  problem, and so  forth)  is  in chapter  one.  A li terature 

review on independent  and dependent  variables and the effects  of  the 

downsizing wil l  be held in  chapter  two.  Detai led methodologies wi l l  be 

shown in chapter  three.  Analys is  on  research  f indings  wil l  be presented 

in chapter  four.  Fina l ly,  the research wil l  be concluded in  chapter  f ive.  
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Chapter  Two –  Li terature  Review 

Overview 

 In  this  chapter,  a  l i terature  review is  presented.  Firs t ,  the 

l i terature  rela ted  to the independent  variable  ( i .e. ,  the corporate  

downsizing)  is  reviewed.  Second,  the dependent  variables ( i .e . ,  the  

average net  profi t  margins  and the rates of  the changes  in  the stock 

prices)  are  considered through the l i tera ture review.  Then,  the effects  

of  downsizing on the corporate  f inancial  performances  are  explained 

based on the opinions of  the experts  on the downsizing.   

Literature Related  to Independent  Variable  

 According to Hi l l  and Jones (2001),  there are three major  ways  to 

pursue s t rategic  changes  to improve the compet i t ive power of  the f i rms 

( i .e. ,  reengineering and E-engineering ,  innovat ion,  and res t ructuring)  

and the downsizing is  categorized in to the res t ructuring.  Robbins 

(1997) pointed  out  that  these organizat ional  changes were d riven by the 

environmental  changes  such as technological  changes ,  economical  

changes ,  changes in  the compet i t iveness  in each industry,  and so forth .  

Ramu (1999) explained that  there were three t ypes o f  res t ructuring ( i .e . ,  

port fol io rest ructu ring,  f inancial  res t ruc turing,  and organiza t ional  

res t ructuring)  and the downsizing was one of  the t ypes o f  the 

organizat ional  rest ructuring.  The corporate  downsizing is  aimed to 
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make the operat ion  of  the f i rms more eff ic ient  (Gaughan,  2002).  The 

corporate  downsizing is  implemented to lower bureaucrat ic cos ts  and to  

rebui ld  a f la t ter  and decentral ized  organ izat ional  s t ructure (Thompson 

& Str ickland,  1998).   

As  Lurie  (2002) explained,  downsizing reduces  the overal l  

workforce of  the f i rms as a  decision on the part  of  management .  Cascio 

(2002) revealed that  two-th irds  of  the corporat ions  that  executed 

workforce reductions  in a  given year  would do the addi t iona l  job  cuts 

in the fo l lowing year.  As Wong (1999) explained,  downsizing may 

include the reduct ion  of  h i r ing new graduates ,  ear ly re t irements  and 

t ransfer  to aff i l iat ions ,  layoffs,  and so forth .  Lurie  (2002) pointed out  

that  there were two types  of  downsizing:  the downsizing for  survival  

under  cr ises  and the downsizing as  a st ra tegic technique to  manipulate 

the corporate  profi tabi l i ty to  a t tract  shareholders  and other 

s takeholders .  Lurie  (2002) impl ied that  the researchers  should have 

focused at tent ion on the d iffe rences in  the effects  of  two different  t ypes 

of  downsizing on the corporate  performances in  the future  s tudies .  

According to  The Economic Planning Agency (1999),  Japanese 

companies tended to downsize the workforce when the f i rms reached 

deadlock in  terms of  the corporate s t ra tegies .  Addi t ional ly,  corporate 

downsizing is  not  aimed to increase compet i t ive advantages  but  to 
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reduce compet i t ive disadvantages  (Dr.  S.  Fox-Wolfgramm, personal  

communicat ion,  March 11,  2002).   

 In  this  s tudy,  the implementat ion  of  the corporate  downsizing is  

defined as  the workforce reduct ion  by more than three percent  wi th in a  

f iscal  year  (3% rule)  based on Cascio (1998).  The researches  (Lo,  1999;  

Maluzo,  2000;  Yosh ida,  1999) based on detai led informat ion  derived 

from the announcement  of the implementat ion of  the downsizing b y the 

f i rms deal t  with  l imited  small  samples .  These studies d idn’t  reveal  the 

effects  of the downsizing on the corporate  f inancial  performances  based 

on a large  s ize  sample besides  the company-specif ic  effects .  As Komaki  

(1998) pointed  out ,  i t  i s  important  to deal  wi th  a large  s ize  sample to 

invest igate  the effec ts  as  an overal l  i ssue.   

Literature Related  to Dependent  Variables  

 In  this  research ,  the  three-year  average net  profi t  margin is  set  as 

the f i rst  dependent  variable.  The profi t  margin shows an overal l  

corporate  profi tabi l i ty and i t  i s  derived f rom net  income divided by 

sales  revenues  (Anthony,  Hawkins ,  and Merchant ,  1999;  Stubbs ,  2002).  

Appelbaum, Berg,  & Baker  (1996) pointed  out  that  product ivi ty growth 

progressed gradual ly.  The s tudies  (Cascio ,  1998;  Ong,  2000) were based 

on the net  profi t  margins  to  invest igate the effects  of  downsizing.  

Yoshida (1999) and Lo (1999) used net  income as the dependent  
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variable to  tes t  the hypothesis  but  what  seems to be lacking was  a  

considerat ion o f  the economic s i tuat ions:  the recess ion or  the prosperi t y.  

I f  the f i rms implemented the downsizing under  the booming economy,  

the net  income of  the f i rms might  tend to increase because o f  growth in 

the sales  revenues .  In the same way,  the net  income of  the downsized 

f i rms might  tend to decrease during the depress ion.  At  this  point ,  the 

f i rst  dependent  variable in this  research  is  proper to  tes t  the f i rs t  

hypothesis  wi th the considerat ion of  the  sales revenues .  

 The second dependent  variable  is  the rates  of changes  in stock 

prices  of the f i rms that  implemented the  downsizing.  The s tock p rices 

are  defined as the perceived values b y shareholders  and s tock market  

players in terms of  expectat ions  (Lurie,  2002).  Therefo re,  the s tock 

prices  a re not  the real  returns  of  the f i rms.  Yoko yama (2002) reported 

that  s tock opt ion  plans  for  Japanese f i rms were lega l ized in  1997.  As 

Takahashi  (2000) s ta ted,  i t  became important  for  Japanese f i rms to 

consider  the s tock prices  in  corporate decision-making due to the 

changes  in the corporate  governance of  Japanese companies  ( i .e. ,  

indirect  f inance with s t rong support  f rom banks  was  changed to  di rect  

f inance from the s tock market ) .  

Cascio  (1998) a lso  invest igated  the effects  of  the downsizing on 

the changes  in the s tock p rices.  Ong (2000) contras ted  the rates of  the 
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changes  in s tock p rices and the  rates o f  the changes  in  the points  of  a  

major  stock price  index  to examine the effects  of  the downs izing.  In 

this  research,  the fo rmer rates  a re compared or  contrasted with  the rates 

of  the changes  in the points of  TOPIX. According to  TSE (2002a) ,  the 

point  of  TOPIX is  derived from to tal  market  value in  the f i rs t  d ivis ion 

of  TSE divided by a  cer tain standard to tal  market  value t imes one 

hundred.   

Literature Related  to the Effects  o f  Downsiz ing 

 According to Frahme (2002) and Lipper  (2002),  downsizing 

increased corporate profi ts .  Kuni i  (2000) impl ied  that  the downsizing 

was  the methods fo r  the f i rms to boost  the profi t  margins .  However,  

even though these arguments  about  the downsizing effects  on  the 

corporate  profi tabi l i ty a re logical ly correct  under  ceter is  par ibus  

condi t ions,  the real  resul ts  are  di fferent  f rom the a rguments .  As 

Gregory (1999) pointed  out ,  there was l i t t le  research showing that  the 

organizat ional  per formances were increased as  the resul t  of  downsizing.  

Lurie  (2002) indicated that  i f  the to tal  wage bi l l  of  the downsized 

company was  not  changed even af ter the workforce reduct ion  because 

the survivor  of  the downsizing with  increased p roduct iv i ty would be 

paid a  higher  salary,  the corporate  profi tabi l i ty could not  be increased 

by the downsizing.  Moreover,  Frahme (2002) and Downs (2002) 
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referred to the unintended consequences  of  the downsizing such as  

negat ive impacts  on  the morale  of  the employees in  the downsizing 

corporat ions and human relat ions  among the o ther  stakeholders .   

 These aspects a re considered as “hidden  costs  o f  retrenchment”  

(Feeney,  2001,  para .  1)  or  “survivor  syndrome” (Commit tee  for  

Economic Development  of  Austral ia,  2000,  para.  5) .  As American 

Psychological  Association (1997) pointed  out ,  downsizing creates  many 

negat ive psychological  and behavioral  resul ts  for  al l  of  the survivors.  

Downsizing causes  dis t rus t ful  psychological  re lat ionships  between 

labor  and management  (Arai ,  2001;  Kono & Clegg,  1998).  The main  

negat ive psychological  or  behavioral  consequences for the survivors or  

the hidden costs  of  downsizing are  shown in Table 1 .  Those poss ib le 

outcomes are  derived from the experts’ opinions .  The success of  

reorganizat ion of  the f i rms b y the downsizing heavi ly depends  on the 

psychological  condi t ions  of  the survivors  (Bacal ,  2002;  Lufkin ,  2001).  

As Itami  and Kagono (1989) argued,  when the e ffects  of  

downsizing were examined,  not  only account ing or  economic aspects  

but  also managerial  i ssues  must  be considered together.  Downs (2002) 

pointed out  that  the negat ive consequences  of downsizing outweighed 

the usual  cos t  reduct ion expected  from the downsizing.  Moreover,  the 

advantages  of  Japanese product ion sys tems in in ternat ional   
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Table  1  

The Negat ive  Consequences or Hidden Costs  of  Downsizing 

 
E xp e r t s  

 

 
Nega t i ve  co n seq uen ces  o r  h i dd en  cos t s  

 
 
Ca r l s on  (20 01)  

 
Degrad i n g o r  d es t ro yi ng a  f i rm’s  margi n s  b y e mp lo yee   
 
d i s l o ya l t y,  co n t i nu ous  tu rno ver,  t r a in in g  and  re t r a i n i n g   
 
co s t s ,  h i r i ng  and  f i r in g  ac t i v i t i e s ,  l ega l  cos t s ,  t he f t ,   
 
an d  d amage  and  s abo t age  o f  eq ui p ment .  
 

 
He r i t age  & Dav i d s on   
 
( 2 00 1)  

 
Trau ma t i c  wo rke r s ,  l o s s  o f  f ocus ,  den i a l  o f  t he  even t ,   
 
an d  s en se  o f  h e l p l es snes s .  
 

 
H i ckok  (2 00 2)  
 

 
Fea r  o f  l o s ing  j o bs .  
 

 
Pad i l l a  ( 1 99 7 )  
 

 
H i gh er  tu rno ve r,  d emora l i z ed  emplo yees ,  r i s k  ave r s e   
 
b ehav i o r  t o  avo i d  p ena l t y,  l o wer  j ob  sa t i s f ac t io n ,  and   
 
f e a r  o f  l os i n g  jobs .  
 

 
Sma l l woo d  (2002 )  

 
D i mi ni sh ed  va l ues ,  d emora l i z ed  empl o yees ,   
 
d i s ap po in t men t s  on  t h e  bo t to m l i n e ,  t r au ma and  f ea r  o f   
 
l a yof f s ,  l os s  o f  t ru s t  i n  o rgani za t io n ,  ange r,  anx i e t y,   
 
d epre ss i on ,  su rvi vo r ’s  gu i l t ,  gr i e f ,  a  lo s s  o f  the   
 
p s ych o l o g i ca l  con t r ac t  b e t ween  empl o yees  an d  t he   
 
co mpany,  dec l i n e  in  p ro du c t i v i t y,  l o ss  o f  t a l en t ,   
 
s a c r i f i ced  t e amwork  and  co l l abo ra t i on ,  l aws u i t s ,   
 
u ns ch ed u l ed  ab sen ces ,  t he f t ,  wor s e  cus to mer  se rvi ce ,   
 
r e c rui tmen t  cos t s ,  t r a in i n g  cos t s  fo r  n ew  emp lo yees ,   
 
an d  l o s in g co mpan y’s  r ep u t at i on  b as ed  on  word  o f   
 
mo u th  b y d i smiss ed  p eo p l e .  
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compet i t ions  are der ived from the close connect ion with each team, 

sect ion ,  or  div is ion with in the f i rms under  the long-term commitment  to 

the companies (Abo,  1995).  It  i s  obvious  for  Japanese labor  that  has 

been working for the f i rms with  l i fet ime contracts  that  downsizing has 

a  ser ious impact  on the employees  and other  s takeholders .  Therefore ,  

this  s tudy assumes that  the implementat ion of  the corporate  downsizing 

lowers the overal l  corporate  profi tabi l i ty as  the total  resul ts .  

 As  for  the effects  of  the downsizing on the second dependent  

variable,  Appelbaum et  a l .  (1996) said that  the s tock prices were not  

necessari ly increased by downsizing.  However,  the stock pr ices  are  

usual ly increased by the implementat ion  of  the downsizing (Cappel l i ,  

1999;  Frahme,  2002 ;  San Francisco State  Universi t y,  1998;  Tuerk,  

1999).  Nissan Motor  Co. ,  Ltd (2002) reported that  the s tock price  of  the 

company increased after  the implementat ion of  the downsiz ing plan.  

The downsizing is  considered to a ffect  the stock prices  of  the f i rms that  

performed the downsizing regardless of  the actual  f inancial  condi t ions 

of  the f i rms.  

Summary 

 In  this  chapter,  the independent  variable ,  the dependent  variables ,  

and the e ffects  of  the downsizing on the  dependent  variables  are  

reviewed.  Based on the defin i t ions  that  are  shown in th is  chapter,  the 
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two hypotheses  wi l l  be tes ted.  The fol lowing chapter  explains  the 

methodology of th is  study.   
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Chapter Three –  Methodology 

Overview 

 This  chapter  explains  the research methods  to  tes t  two hypotheses  

s tated in  chapter  one.  First ,  the populat ion of  this  s tudy is  determined.  

Second,  sampling methods  are  shown.  Third ,  methods  for  data 

col lect ion  are  described.  Fourth ,  methods  for  data  analysis  a re  

accounted for.  Final ly,  th is  chapter  is  summarized.  

 Sampling b iases  might  happen through set t ing the determinat ion 

of  the implementat ion  of  the downsizing based on the cer ta in  

downsiz ing rat io  which is  derived f rom the formula:  the number of  

employees at  t+1 divided by the number  of  employees  at  t .  This is  

because there are d i ffe rences between the number of the employees  

announced b y the f i rms to  be reduced and the number of the employees  

that  were actual ly downsized.  Moreover,  i t  i s  meaningful  fo r the 

researchers  of the effects  of  the downsizing on the corporate  financial  

performances to  s tay consistent  wi th other  methods  such as  Cascio 

(1998).  Therefore ,  this  s tudy rel ies on the actual  changes  in the number 

of  the employees  to determine whether  the f i rms accomplished the 

downsizing.  Based on Cascio (1998),  this  study adopts  the  3% rule  ( i .e . ,  

when the f i rms show more than 3% decreases  in  the downsizing rat io,  

this  s tudy assumes that  the f i rms implemented the downsizing) .  
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Populat ion 

 The populat ion is  the f i rms that  have large-capi ta l  s tocks 

regis tered  with the f i rs t  divis ion  of  TSE.  Most  of  al l  the f i rms are 

major  Japanese companies in  terms of  sales revenues ,  the scale of  the 

number of  emplo yees ,  reputat ions,  and so  forth.  The f luctuat ion of the 

s tock p rices  of  these f i rms tends  to have a  great  impact  on the changes  

in the points of  TOPIX.  

Sampling Methods  

At f i rs t ,  the  researcher  needs  to set  condi t ions  in the screening 

sys tems of  Shikihou (2000,  2002):  set t lement  terms in March of  1997,  

the downsizing rat io  ( i .e. ,  more than 0% and less  than 97%),  the 

three-year  average net  profi t  margin,  and the rates  o f changes  in  stock 

prices  based on the closing prices for  3  years  before  and after  the 

downsizing.  Then,  select  the la rge-capi tal  s tocks in  the f i rst  d ivis ion of  

TSE to see the resul ts .  The screening sys tems show the necessary data  

to tes t  hypotheses in  a spreadsheet .  Shikihou (2000,  2002) requires  

Japanese language  to set  screening cond i t ions  or other  opera t ions .  In 

this  research,  the f i rms that  have no h istor ical  data  due to some reasons  

such as new f i rms o r  simply unavai lable  data are excluded from the 

sample.   

The level  of  confidence is  set  as 5% according to Cascio (1998).  
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To perfo rm the s ta t ist ical  t  tes ts  and chi -square tests ,  th is  s tudy uses  

Statcel  developed by Yanai  (1998).  This  is  a useful  software  that  i s  an  

add-in  program for  Microsoft  Excel .   

Then,  the sample is  divided into  two sub-samples  that  are  a  

profi table  downsizing group and a  non-profi table  downsizing group to  

know the d ifferences between the two groups .  This  is  because i t  i s  

important  fo r s t ra tegic p lanners  or  the s takeholders  of  the f i rms that  

implement  the downsizing to  invest igate  each effect  of  the two different  

downsizing types ,  as  Lurie  (2002) pointed out .  The pro fi tab le and 

non-profi table downsizing groups are  determined based on the 

three-year  average net  profi t  margins before  the downsizing period ( i .e . ,  

f rom t -2 to  t ) .  The f i rms that  have the posi t ive rat ios  are  categorized 

into  the profi table  downsizing sub-sample.  The companies  that  have the 

negat ive rat ios are in  the non-profi table  downsizing sub-sample.  When 

the rat ios  of  the f i rms are  equal  to zero  as  the average  net  profi t  

margins  based on the calculat ion  rules  o f the screening sys tems in 

Shikihou (2000,  2002),  th is  research  excludes these fi rms from the 

sub-samples .  The screening systems round off  to  four  decimal  places .  

 In  addi t ion ,  a  non-downsizing sample is  taken from the populat ion 

to precisely examine the downsizing effects  based on the average net  

profi t  margins  for  supplemental  s tat is t ical  tests .  This research assumes 



Effects of Downsizing      

©2002. Tomonori Tomura. All Rights Reserved. 

20

that  the f i rms didn’t  carry out  the downs izing when the companies  had 

the downsizing rat ios  of  greater  than –3% and less  than 3%.  The 

non-downsizing sample is  div ided into  two sub-samples  as the 

non-downsizing pro fi table f i rms and the  non-downsizing and 

non-profi table f i rms  in  common with the  sub-samples  in downsizing 

f i rms as previously sta ted .  The f i rms that  have the downsizing rat ios  of  

more than 3% are  considered as  upsizing  f i rms ( i .e . ,  the  workforce of  

the f i rms are increased) .  As the purpose of th is  research  is  concerned,  i t  

i s  not  necessary to d iscuss  the effects  of  the upsizing in  detai l .   

Methods  for  Data  Col lect ion 

 This  study col lects  the data  on  each f i rm from Shikihou (2000,  

2002) and the yearly data on TOPIX from TSE (2002b).  Shikihou (2000,  

2002) are the CD-ROMs that  include the detai led  Japanese corporate  

f inancial  data  and the useful  sc reening sys tems.  Through the screening 

s teps that  are explained in the preceding part  in  this  chapter,  the 

required data  to test  two hypotheses  of th is  research  is  obtained.  TSE 

(2002b) is  an  onl ine data  source in  the form of  Microsoft  Excel  format .  

These data  sources  are re l iable ,  as many Japanese investors  t rus t  the 

informat ion.  In  addi t ion,  Microsoft  Windows operat ion sys tems in 

Japanese vers ions such as  Windows 95,  98 ,  2000,  and so for th  are  

required for  the access  to Shikihou (2000,  2002).  
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Methods  for  Data  Analys is  

 To examine the f i rs t  hypothesis  based on one-tai led (upper)  paired 

t  test ,  the three-year  average net  profi t  margins  before  and af ter  the 

downsizing ( i .e . ,  the  three-year  data  before  the downsizing according to 

the annual  reports  dated from t  to t -2  and the three-year  data af ter  the 

downsizing based on the annual  reports  dated  from t+1 to  t+3)  are 

s tat is t ical ly analyzed.  The f i rs t  nul l  h ypothesis  for  the fi rs t  hypothesis  

of  th is  research is  that  there  is  no d iffe rence between the two data 

before  and af ter  the downsizing.  The f i rs t  al ternat ive hypothesis  is  that  

the average net  profi t  margins  before  the downsizing are  be t ter  than the 

ones  af ter  the downsizing.  I f  the f i rst  nul l  hypothesis  is  s ignif icant ly 

rejected and the f i rs t  a l ternat ive h ypothesis  is  adopted ,  the f i rs t  

hypothesis  of  th is  research is  s ignif icant ly supported .  The average  net  

profi t  margins  before  and af ter  the downsizing in  sub-samples  are  

invest igated into  the t  tes ts  based on the f i rs t  hypothesis  of  th is  

research.  

 As for  the second hypothesis ,  the ra tes  of  the changes  in the s tock 

prices  based on each closing price  in the sample is  compared with the 

rates  of  the changes  in the points  of  TOPIX based on the closing points.  

Through checking whether  the rates  of  the changes  in the s tock p rices 

outperform the ones  of  the changes in  the points  of  TOPIX or not ,  th is  



Effects of Downsizing      

©2002. Tomonori Tomura. All Rights Reserved. 

22

study develops 2  x  2  cont ingency tables  to  perform the chi-square for  

independence tests .  The second nul l  h ypothesis  for the second 

hypothesis  of  th is  research is  that  there  i s  no relat ionship between the 

implementat ion  of  the downsizing and the rates  o f the changes  in the 

s tock p rices .  The second al ternat ive h ypothesis  is  that  there is  a  

s ignificant  rela t ionship between the implementat ion of  the downsizing 

and the rates  of the changes  in the stock prices  of  the f i rms that  are 

downsized.  I f  the second nul l  hypothesis  is  signi f icant ly rejected and 

the second al ternat ive hypothesis  is  adopted,  the second hypothesis  of  

this  research is  s ignif icant ly supported.  The data in  two sub-samples  is  

s tat is t ical ly tes ted  by the chi-square tes t s  in the same way as  the 

examinat ion into  the  sample based on the second h ypothesis  of  this  

research.  

 Addi t ional ly,  the non-downsizing sample and sub-samples a re 

tested in  common with the invest igat ion  into  the f i rs t  hypothesis  of this  

research.  Then,  the average net  profi t  margins  before  the  downsizing 

periods in  the profi table  f i rms in sub-samples a re tes ted  by the 

s tudent’s  t  tes t  wi th  one-tai l  ( lower) .  In th is  way,  each average net  

profi t  margin before  and af te r the downs izing periods  in each 

sub-sample are s ta t i st ical ly tes ted.  The nul l  hypotheses  in the tests  are  

that  there is  no difference between the two rat ios .  The al ternat ive 
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hypotheses  in the tests  are  that  there is  a  s ignif icant  di fference between 

the two rat ios .  The downsizing groups can be considered in the weak 

posi t ions  in terms o f  the overal l  profi tabi l i ty in  comparison  with  the 

profi tabi l i ty of  the non-downsizing f i rms.  This  is  because the 

downsizing decreases the compet i t ive d isadvantages  of  the f i rms.  

Addit ional  Comments  on  Japanese Banks  

 Consequent ly,  the sample  based on the downsizing f i rms doesn’t  

include any Japanese banks  in th is  research.  This  is  because the 

Japanese government  had supported  the banks to  avoid financial  cr ises  

(e.g. ,  zero interes t  ra te  offered by Japanese central  bank,  re l ief  fund for  

the banks,  and so forth) ,  even though the banks  had large  bad debts  

during the t ime frame of  this  research  (“Nihon Keizai ,” 2001).  The 

banks  were not  asked to take responsibi l i ty of  the f inancial  problems b y 

the government  (“Kenzenkou Demo,” 2002).  Tsuda (1999) a lso  sta ted 

that  Japanese banks  had been p rotected by the government  based on 

adminis t rat ive guidance.   

Summary 

 In  this  chapter,  the detai led  research methods  are explained.  The 

research resul ts  and  f indings  wil l  be shown in the fol lowing chapter.   
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Chapter  Four -  Analys is  

Introduct ion  

 In  this  chapter,  the resul ts  of  the s tat is t ical  tests  to examine the 

hypotheses  are  shown.  At  f i rs t ,  the  consequences  of the tes ts  for  the 

sample are  presented.  Second,  the resul ts  of  the examinat ions in to the 

two sub-samples ( i . e . ,  the  downsizing by profi table  f i rms and by 

unprofi table  f i rms)  are  shown.  Third,  the supplemental  s tat i s t ical  

resul ts  re lated to  the non-downsizing sample and sub-samples  are 

presented.  Then,  the resul ts  are in terpreted.   

Summary of  Stat is t ical  Tes ts  

 Fi rst ,  the resul ts  of  the paired  one-tai led (upper)  t  t es t  and the 

chi-square for independence tes t  wi th a  2 x  2 cont ingency table  for  the 

sample in 95% confidence are reported.  As for the differences  in the 

effects  of downsizing on the average net  profi t  margins  before and af te r 

the downsizing based on the t  tes t ,  the  nul l  hypothesis  is  signif icant ly 

rejected (Table 2).  According to  the di fferences  in the effec ts  of  

downsizing on the rates  of  the changes  in the s tock prices,  the nul l  

hypothesis  was  s ign ificant ly re jected  (Table  3) .   

Second,  based on the average net  profi t  margins ,  the sample  is  

div ided in to two sub-samples:  the downs izing groups  based on the 

profi table  f i rms and the non-profi table  f irms.  In the downsizing  
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Table  2:  Downsizing Firms (Total: Net  Prof i t  Margins) 

 N M SD 

Before Downsiz ing 123 0 .0127 0 .0329 

After  Downs iz ing 123 0 .0023 0 .0425 

  

t 3 .6566 

t  Cr i t ica l  1 .6574 

P One-ta i l  .0002 

Level  of  conf idence .05 

 

 

Table  3:  Downsizing Firms (Total: Stock  Price Changes)  

Observat ion     

 Outper form TOPIX Below TOPIX Tota l  

Before Downsiz ing 24  99 123 

After  Downsiz ing 48  75 123 

Tota l  72  174 246 

   

Change Rates of  TOPIX  

 Rate of  Changes 

Before Downsiz ing -0 .2552  

After  Downsiz ing 0 .1809  

  

Resu l ts  of  Ch i-square Test 

χ 2  11 .3103 

Ｐ One-ta i l  .0008

χ 2  Cr i t ical  3 .8415 

Leve l  of  Conf idence .05  
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group based on the profi table  f i rms,  the nul l  hypothesis  is  s ignif icant ly 

rejected based on the t  test  for  the average net  profi t  margins  before 

and af ter  the downsizing (Table  4) .  As for  the e ffects  on the s tock p rice  

changes ,  the nul l  hypothesis  is  s igni f icant ly re jected based on the 

chi-square tes t  (Tab le 5) .  

In  the downsizing group based on the  non-profi table  f i rms,  the 

nul l  hypothesis  is  signif icant ly rejected based on the t  test  for the 

average net  profi t  margins  before  and af ter  the downsizing (Table  6) .  

As for  the effects  on  the stock price  changes ,  the nul l  hypothesis  is  

s ignificant ly re jected  based on the chi-square tes t  wi th the f isher ’s  P  

due to  the ex is tence  of  the cel l  that  has  the expected frequency o f  less  

than f ive (Table  7) .   

 Third,  the supplemental  s tat is t ical  resul ts  derived from the data  of  

the non-downsizing f i rms are reported.  As for  the d ifferences  before 

and af ter  the downsizing periods  based on the paired t  test ,  the nul l  

hypothesis  is  signif icant ly rejected (Tab le 8).  The sta t is t ical  resul ts  of  

the data  based on the non-downsizing profi table f i rms show that  the 

nul l  hypothesis  is  signif icant ly rejected according to the t  test ,  as  Table  

9 shows.  However,  the non-downsizing group based on the 

non-downsizing and  non-profi table  f i rms has d i fferent  results .  The nul l  

hypothesis  is  signif icant ly accepted  based on the t  test  (See Table  10).  
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Table  4:  Downsizing by Prof i table  Firms  (Net  Prof i t  Margins)  

 N M SD 

Before Downsiz ing 104 0 .0199 0 .0265 

After  Downs iz ing 104 0 .0078 0 .0383 

  

t 4 .7311 

t  Cr i t ica l  1 .6598 

P One-ta i l  3 .6724E-06 

Level  of  conf idence .05 

 

 

Table  5:  Downsizing by Prof i table  Firms  (Stock Price Changes)  

Observat ion     

 Outper form TOPIX Be low TOPIX Tota l  

Before Downsiz ing 23  81 104 

After  Downs iz ing 39  65 104 

Tota l  62  146 208 

  

Change Rates of  TOPIX  

 Rate of  Changes 

Before Downsiz ing -0 .2552  

After  Downs iz ing 0 .1809  

  

Resu l ts  of  Ch i-square Test 

χ 2  5 .8825 

Ｐ One-ta i l  .0153  

χ 2  Cr i t ical  3 .8415 

Leve l  of  Conf idence .05  
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Table  6:  Downsizing by Non-prof i table  Firms (Net  Prof i t  Margins)  

 N M SD 

Before Downsiz ing 17 -0 .0298 0 .0382 

After  Downs iz ing 17 -0 .0316 0 .0536 

  

t 0 .1310 

t  Cr i t ica l  1 .7459 

P One-ta i l  .4487 

Level  of  conf idence .05 

 

 

 

Table  7:  Downsizing by Non-prof i table  Firms (Stock Price Changes)   

Observat ion     

 Outper form TOPIX Be low TOPIX Tota l  

Before Downsiz ing 1  16 17 

After  Downs iz ing 8  9  17 

Tota l  9  25 34 

  

Change Rates of  TOPIX  

 Rates of  Change 

Before Downsiz ing -0 .2552  

After  Downs iz ing 0 .1809  

  

Resu l ts  of  Ch i-square Test 

χ 2  7 .4044 

Fisher’s P .0083 

Leve l  of  Conf idence .05  
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Table  8:  Non-Downsiz ing Firms (Total:  Net  Prof i t  Margins)  

 N M SD 

Before  Downsiz i ng Per i od 199 0 .0265 0 .0334 

After  Downs izi ng Peri od 199 0 .0163 0 .0452 

  

t 4 .3586 

t  Cr i t ica l  1 .6526 

P One-ta i l  1 .07E-05 

Level  of  conf idence .05 

 

 

 

Table  9:  Non-Downsiz ing Prof i table Firms (Net  Prof i t  Marg ins)  

 N M SD 

Before  Downsiz i ng Per i od 183 0 .0308 0 .0291 

After  Downs izi ng Peri od 183 0 .0193 0 .0441 

  

t 5 .0664 

t  Cr i t ica l  1 .6533 

P One-ta i l  4 .69E-07 

Level  of  conf idence .05 
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Table  10:  Non-Downsizing and Non-Prof i table  Firms (Net  Prof i t  

Margins)  

 N M SD 

Before  Downsiz i ng Per i od 16 -0 .0231 0 .0399 

After  Downs izi ng Peri od 16 -0 .0185 0 .0447 

  

t -0 .3503 

t  Cr i t ica l  1 .7531 

P One-ta i l  .6345 

Level  of  conf idence .05 
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 To consider  the di fferences between the  sub-samples  based on the 

downsizing f i rms and the sub-groups  based on the non-downsizing 

f i rms,  each average net  profi t  margin  in each sub-sample is  t es ted by 

the s tudent’s  t  tes ts .  According to the s ta t ist ical  resul ts  based on the 

downsizing and the non-downsizing profi table  f i rms,  each average  net  

profi t  margin before  the downsizing period has  a s ignif icant  d i fference 

based on the t  tes t  (Table  11).  Each average net  pro fi t  margin af ter the 

downsizing period has a lso a  s ignif icant  di fference based on  the t  tes t  

(Table  12).  However,  the s tat is t ical  resu l ts  of  both  non-profi table  

sub-samples  show there  is  no d ifference between the average net  profi t  

margins  according to Table 13 and Table 14.  
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Table  11:  Prof i table  Firms (Before Downsiz ing Period:  Net  Prof i t  

Margins)  

 N M SD 

Downs iz ing Fi rms 104 0 .0199 0 .0265 

Non-downs iz ing Fi rms 183 0 .0308 0 .0291 

  

t -3 .1479 

t  Cr i t ica l  -1 .6502 

P One-tai l  (Lower)  .0009 

Level  of  conf idence .05 

 

 

 

Table  12:  Prof i table  Firms (Af ter  Downsiz ing Period:  Net  Prof i t  

Margins)  

 N M SD 

Downs iz ing Fi rms 104 0 .0078 0 .0383 

Non-downs iz ing Fi rms 183 0 .0193 0 .0441 

  

t -2 .2252 

t  Cr i t ica l  -1 .6502 

P One-tai l  (Lower)  .0134 

Level  of  conf idence .05 
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Table  13:  Non-Prof i table  Firms (Before Downsiz ing Period: Net  Prof i t  

Margins)  

 N M SD 

Downs iz ing Fi rms 17 -0 .0298 0 .0382 

Non-downs iz ing Fi rms 16 -0 .0231 0 .0399 

  

t -0 .4896 

t  Cr i t ica l  -1 .6955 

P One-tai l  (Lower)  .3139 

Level  of  conf idence .05 

 

 

 

Table  14:  Non-Prof i table  Firms (Af ter  Downsiz ing Period: Net  Prof i t  

Margins)  

 N M SD 

Downs iz ing Fi rms 17 -0 .0316 0 .0536 

Non-downs iz ing Fi rms 16 -0 .0185 0 .0447 

  

t -0 .7556 

t  Cr i t ica l  -1 .6955 

P One-tai l  (Lower)  .2278 

Level  of  conf idence .05 
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Interpreta t ion of  Resul ts 

 In  the t  tes ts ,  the  nu l l  hypotheses  are re jected  when the t  value is  

greate r  than the cr i t ical  t  value ( .95)  in  terms of  absolute  va lues ,  and 

when the provabi l i ty in the t  tests  i s  less  than the level  of  confidence 

(5%).  In the chi-square tes ts ,  the nul l  h ypotheses  are  rejected when the 

χ 2  value is  greater  than the cr i t ical  χ 2  value ( .95)  based on the 

absolute  values ,  and when the provabi l i ty in the chi-square tes ts  or  

Fisher ’s P  are  less  than the level  of  confidence (5%).   

 The fi rs t  hypothesis  of  th is  research ( i .e . ,  after  the downsizing,  

the average net  profi t  margins  o f Japanese f i rms became worse than the 

ones  before  the downsizing)  is  supported  besides  the case o f  the 

sub-sample based on the downsizing f i rms with the negat ive average net  

profi t  margins .  As the supplemental  sta t is t ical  resul ts  show,  the data of 

the non-downsizing f i rms as  a whole shows that ,  before the downsizing 

period,  the f i rms have bet ter  f inancial  performances  than the ones a f ter  

the downsizing period.  The average  net  profi t  margins  of the 

non-downsizing f i rms with the posi t ive  average net  profi t  margins  

before  the downsizing period have the bet ter  f inancial  performances 

than the ones  af ter the downsizing period.  The average net  p rofi t  

margins  of  the non-downsizing f i rms wi th the negat ive average net  

profi t  margins  before  and af ter  the downsizing periods  have no 
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difference according to the s ta t is t ical  tes t .  Addi t ional ly,  as  Table  11 to 

Table  14 reveal ,  the  average net  profi t  margins  before and af ter  the 

downsizing in  the profi table  and the non-profi table downsizing f i rms 

never  outperform the ones before  and af ter  the downsizing periods  in 

the non-downsizing f i rms.   

Therefore ,  in the  downsizing f i rms with the posi t ive average net  

profi t  margins ,  the downsizing may cause more ser ious  negat ive effects  

on  the corporate financial  performances  than the effects  of  the 

increases  in the e ff iciency or the potent ia l  product ivi ty derived from 

the workforce reduct ion.  In  the downsiz ing f i rms with the negat ive 

average pro fi t  margins ,  the h idden costs  of  the downsizing may be 

offset  b y the benefi ts  of  the workforce reduct ion,  but  further  researches  

must  look careful ly in to this  point .  

The second hypothesis  (i .e . ,  af ter  the downsizing,  the rates  of  the 

changes  in the s tock prices of  the Japanese f i rms that  implemented the 

downsizing outperform the rate-of-change in  the points  of  the Japanese 

s tock p rice index) is  supported by the resul ts  of a l l  chi-square tes ts .  

The s tock change ra tes  of  the f i rms that  adopted downsizing outperform 

the rate  of  the change in  the points  of  the s tock price index.  

Downsizing arouses  the expectat ion  of  the investors ,  who th ink the 

companies that  adopted the downsizing wil l  achieve corpora te  growth 
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or restore corporate  f inancial  heal th through downsizing.  Even though 

the average net  profi t  margins  are decreased,  the change rates  of  the 

s tock p rices  of  the downsizing fi rms outperform the one of  the change  

in the points of  the stock price index.   

Summary 

 Downsizing doesn’t  s ignif icant ly improve the average  net  profi t  

margins  in any case.  However,  the rates of  changes  in  the stock prices  

outperform the one of  the change in the points of  the stock price index 

after  downsizing in every case.  Downsizing a rouses the expectat ion of  

the investors  who assumes that  the downsizing can bring the f inancial  

heal th to the f i rms that  implemented downsizing.  In the fol lowing 

chapter,  the conclus ions  of  th is  research ,  recommendat ions ,  discussion 

on the work sharing in Japan,  and fu ture  research needs  wil l  be 

presented.  
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Conclusions  

Conclusions  

 This  research  is  to  t es t  the two h ypotheses  on the effects  of  

downsizing on the corporate  financial  performances in  Japan.  The f i rs t  

hypothesis  is  that  Japanese f i rms achieve bet ter  f inancial  performances 

before  the downsizing than the per formances  af ter  the downsizing in 

terms of  the three-year  average net  prof i t  margins .  The second 

hypothesis  is  that  the rates o f  changes in  the s tock prices  of  the f i rms 

that  implemented the downsizing outper form the rate  of  the change in 

the points  of  the Japanese stock price index after  the downsizing.   

 The previous researches  on the effects  of  downsizing in America 

and Japan were reviewed in  chapter  two to  consider the appropriateness  

of  the h ypotheses .  The l i terature  and the opinions  of  the experts  on  the 

downsizing s tud y showed the importance of  th is  s tud y.  Chapter  three 

explained the methodology of  this  research .  This s tud y assumes that  the 

f i rms implemented downsizing when the companies  reduced the 

workforce by more than 3% in  a  fiscal  year.  The s tat is t ical  resul ts  were 

analyzed in  chapter  four,  based  on the t  tes ts  and the chi-square tes ts .  

The f i rs t  hypothesis  of  this  research is  supported  in the sample and the 

sub-sample ( the p ro fi table f i rms that  implemented the downsizing).  In  

the other  sub-sample (the non-profi table f i rms that  carried out  the 
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downsizing) ,  the hypothesis  is  not  supported  but  i t  i s  safe to  say that  

the overal l  profi tabi l i ty of  the f i rms is  not  signif icant ly improved by 

downsizing.  The second hypothesis  of  th is  research  is  supported  in the 

sample and the two sub-samples .  

 This  research  concludes  that  downsizing may reduce the overal l  

profi tabi l i ty of  the f i rms that  implemented the organizat iona l  change 

plans  when the f i rms are profi table.  This  indicates  that  the hidden costs  

of  downsizing outweigh the benefi ts  f rom the workforce reduct ion.  

However,  when the f i rms are  not  profi table ,  the hidden cost s  of  

downsizing may be offset  b y the benefi ts  of  downsizing.  

Downsizing at t racts  the investors  regard less  of  the actual  

profi tabi l i ty of  the corporat ions .  The implementat ion of  downsizing 

arouses  the expectat ion of  the investors and makes  the stock price 

performances o f  the  f i rms outperform the return o f  the stock price 

index .  In the mat te r  of  corporate  governance,  the resul ts  imply that  

Japanese companies  can get  in to danger  in  terms of  the long-term 

growth i f  the top  management  of  the f i rms thinks  l i t t le of  the negat ive 

effects  of downsizing and is  eas i l y swayed by the thought  of  the weal th 

of  the shareholders .   

Recommendat ions 

 For  the top  managers in Japanese corporat ions ,  the effects  o f 
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downsizing on corporate  financial  performances are  current ly c r i t ical  

i ssues  under  the ser ious recession.  The managers  should careful ly 

assess  the needs  of  the organizat ional  changes  in order  to  regain 

profi tabi l i t y.  From the aspects  of  Japanese cul ture,  the work motivat ion  

of  Japanese businesspersons  tends  to be related to  harmonious human 

relat ionship,  wi th  the sense of  col lect ive  obl igat ion (Hofs tede,  1991;  

Trompenaars  & Hampden-Turner,  1998).  Moreover,  Hornestay (1996) 

pointed out  that  i t  was  d ifficul t  to  f ind out  what  s ize  the r ight-s iz ing  

was .  It  i s  appropriate  to avoid implement ing the downsizing in  terms of  

the corporate  profi tabi l i ty as  long as the f i rms can avoid  i t .  As  Lazear  

(1998) a rgued,  the top  managers should  careful ly consider  the 

organizat ional  change p lans  to  balance between the total  cos ts  and 

benefi ts  of  the implementat ion of  the organizat ional  changes.  

 However,  the managers  should pay at tent ion  to the mental  heal th 

of  the employees  i f  the fi rms can’t  avoid  adopt ing the downsizing.  

According to  Sen and Farzin (2000),  the  top management  should  

consider  innovat ion  process ,  inst i tu t ional  development  based on 

economic and sociopol i t ical  rat ional i t y,  and compensat ion  sys tems 

when the f i rms execute the p lanned changes .  As Tamari  (2002) advised,  

the f i rms should ass is t  the workers  who are affected  by the downsizing 

for  the successful  implementat ion of organizat ional  changes.  Padi l la 
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(1997) suggested  ten s teps  for  successful  implementat ion  of  downsizing.  

Smallwood (2002)  a lso  showed fourteen t ips  to minimize the negat ive 

effects  of downsizing.  Moller  (1999) reviewed the l i terature on the 

survivor  syndrome derived f rom downsiz ing and concluded that  open 

communicat ions  between the top  management  and the employees were 

the most  important  component  of  downs izing to  reenergize the 

survivors .  In addi t ion to  the open communicat ion ,  Walters  (2001) 

argued that  inspired  leadership was  c r i t ical  for  the f i rms to reduce the 

hidden costs  of  downsizing.  

 Furthermore,  the f i rms should  avoid offer ing early re t i rement  to 

reduce the workforce.  According to Okuchi  (2001),  Japanese  

corporat ions tended to offer  ear ly re t i rement  plans  to the employees .  As 

Choy (2002)  sta ted ,  many excel lent  employees lef t  the f i rms due to  the 

ear ly re t i rement  plans .  This means that  the organizat ional  knowledge 

and memory in the f i rms are  los t  by downsizing (Gregory,  1999).  It  i s  

obvious  that  the excel lent  human resources  moved to  other  f i rms in  the 

same industry has now become the threa t  for  the f i rms that  implemented 

early re t i rement  plans .  To car ry out  the downsizing plans ,  top 

management  should th ink about  how to successful ly reduce the 

workforce.  
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Discuss ion:  Considerat ion  of  Work Sharing 

 The problem that  the top  managers have to  consider  next  is  other  

opt ions (e .g. ,  Bush,  1996;  DePamphil is ,  2001;  Weston,  Chung,  & Siu,  

1998) to revi tal ize the f i rms.  In addi t ion to  the negat ive effects ,  there 

are  some issues on the downsizing.  As Japan Product ivi t y Center  for  

Socio-Economic Development  (1999) and ELIC NEC (2002) argued,  

downsizing can be a  reasonable act ion for  individual  f i rms but  i t  

increases  the unemployment  rate ,  decreases consumption,  and makes  

the Japanese economy worse as  a whole.  From the  macro-economic 

aspects,  Nikkei4946.com (2002) a lso indicated that  downsizing 

increased social  cos ts  that  imposed a  burden on al l  the fi rms  in Japan in 

terms of  h igher  unemplo yment  insurance rates  than ever.   

 The Minis t ry o f  Heal th ,  Labour and Wel fare  (2001) reported  that  

both labor and management  showed deep interes t  in the int roduction of  

the work sharing in the corporat ions .  As Maenaka and Nator i  (2002) 

pointed out ,  when the actual  uni t  wage outperforms the marginal  

product ivi ty of  l abor,  the fi rms should move toward the equil ibr ium 

between marginal  product ivi ty and the actual  uni t  wage b y the 

reduct ion  of  wages  or  the labor  input  ( i . e. ,  mul t iplying the number of  

the employees and labor  hours) .  The Minist ry of  Heal th,  Labour,  and 

Welfare  decided to offe r  the publ ic  ass i stance to  f i rms that  adopted  the 
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work sharing plans  in Japan (Mainichi  Interact ive,  2002).  Kobayashi  

(2002),  the secretary-general  of  The Japan Commit tee  fo r  Economic 

Development ,  appealed to  labor  and management  to  consider  the 

implementat ion  of  the work sharing plans .  Moreover,  the commit tee  

that  involved government ,  Rengo  ( labor  unions),  and the chairman of  

The Japan Federat ion  of  Emplo yers’ Associat ion  agreed to  implement  

the work sharing (The Mainichi  Shimbun,  2002).  

Monday Edi t ion (2002) sta ted  that  work sharing is  one of  the 

proper opt ions  for  Japanese companies  f rom the aspects  of  solv ing 

those problems.  As Employment  Development  Department  (2000) and 

Bush (1996) reported ,  work sharing can reduce some of the negat ive 

effects  of the organizat ional  changes  in  comparison with  downsizing.  

Geddes (1997) also  indicated that  the f i rms could improve the 

product ivi ty through implement ing work sharing.  In addi t ion,  Maenaka 

and Natori  (2002) pointed  out  that  Japanese private  consumer spending 

was  increased by the int roduct ion of  work sharing into the f i rms even i f  

total  personnel  expenses  of  the f i rms were at  the same level  before and 

after  the implementat ion of  the work sharing.  

However,  there are some obstacles  to in t roduce work sharing in 

Japanese companies  due to  current  management  sys tems and legal  

aspects in Japan (Ishikawa,  2002;  Keidanren,  2002;  “Ochanoma 
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Houri tsu ,” 2002;  The Ehime Shimbun,  2002).  Mainichi  In teract ive 

Debate  (2001) s ta ted that  Service Zangyo  ( i .e . ,  the  popular ly performed 

voluntary overt ime work without  any al lowances o f  the overt ime work 

that  was  i l legal  in the s t r ict  sense)  and the diff icul ty to take paid 

vacat ions  were the major  problems rela ted  to work sharing.  Maenaka 

and Natori  (2002) showed that  the effect iveness of  work sharing 

depended upon the types of  industry in the Japanese case and,  f rom the 

angle  of  the supply side,  the work sharing reduced the work hours of  

the employees whose product iv i t y of  added value was  bet ter  than the 

other  employees in the f i rms.  Iida (2002) pointed  out  that  the work 

sharing was good for  b lue color  workers  but  not  effect ive for  whi te  

color  workers .  As Aizawa (2002) and Kansai  Keieisya  Kyokai  (2000) 

showed,  the in t roduct ion of work sharing in  Japanese f i rms remains  as a  

mat te r  to be d iscussed further.   

In  ei ther  case,  implement ing downsizing or  work sharing,  the 

s t rategic  planners  in  the f i rms should t reat  the employees  as  important  

human resources .  The s t rategis ts  should choose the bes t  organizat ional  

change plans  for  each f i rm based on a  thorough discuss ion from the 

various angles .  The researchers on the corporate  s t ra tegies  should 

careful ly invest igate  the effect iveness and l imitat ions  of  work sharing 

in Japan.  
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Future Research Needs  

 There are  f ive main points to  be considered in future researches 

on the downsizing based on the large samples .  Fi rst ,  as  Coleman (1999) 

s tated,  Japanese companies  tend to  reduce the workforce over  several  

years  to  reduce the painful  effects  of  downsizing.  Moreover,  Code-man 

(2000) indicated that  the researchers on downsizing needed to  col lect  

fur ther  f inancial  data  to invest igate  the effects  of  downsizing in  Japan.  

Therefore,  the researchers need to  examine the profi tabi l i t y or  the rates  

of  changes  in the s tock prices  in the longer  term than the t ime frame of  

this  research.   

Second,  as Lurie (2002) indicated ,  there  is  a d i fference of  the 

defini t ion between downsizing and layoffs  in the s t r ict  sense of  the 

terminology.  The di fference is  whether the workers  are d ismissed 

eternal ly or  t emporal ly.  The researchers  should pay at tent ion to  the 

differences and col lect  more detai led  informat ion based on these s t r ict  

defini t ions .   

Third,  fu ture researches  need to include macro-economic 

variables .  Based on the ideas of  Galbrai th (1996),  there is  the low 

margin and high margin  cycle  due to  the macro-economic aspects.  

Under  prosperi t y,  the margins  tend to increase as  a  whole,  and vice 

versa.  Future  researchers  are  expected to  examine the effect s  of  
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downsizing in  Japan from various angles  wi th macro-economic 

variables .  

Fourth ,  the reasons  why the hidden cost s  of  downsizing may be 

offset  b y the benefi ts  of  the reorganizat ion in  the non-profi table  f i rms 

remains  unsolved.  The downsizing e ffec ts  on the overal l  pro fi tabi l i ty in 

the non-profi table  f i rms are mat ters  to be discussed fu rther.  Futu re 

researches should  invest igate the detai ls  re lated to  the problems,  such 

as the exis tence of open communicat ions  and inspired  leadership during 

the downsizing periods.  

Final ly,  the researchers must  be careful  wi th the exis tence of  the 

overal l  co rporate s t rategies  whi le the fi rms are  implement ing 

downsizing.  Kashefi  (2002) and RHR Internat ional  Company (1997) 

said  that  there  were two types  o f the downsizing:  proact ive and react ive.  

According to  the classi f icat ion by Kashefi  (2002),  the downs izing types  

in th is  research  may be ambiguous.  Moreover,  as Cappel l i  (1999) 

showed,  whether  the  s tock p rices  are increased depends on the 

exis tence of  the corporate  res t ructuring plans .  The s tock p rices  a re 

decreased b y downsizing when the f i rms that  implemented the 

downsizing d idn’t  have any res t ructuring plans  in the overal l  corporate 

s t rategies (Cappel l i ,  1999).  In Japan,  as  Yamaguchi  (1999) indicated,  in  

man y cases ,  the downsizing was carr ied out  by the f i rms as a  part  of  the 
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corporate  res t ructur ing plans .  Therefore ,  the researchers  should 

precisely invest igate  the overal l  corporate  s t rategies in  the f i rms that  

implemented the downsizing to  examine  the effects  on the corporate  

f inancial  performances  in Japan.  
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