
56 

Disability Employment and Productivity* 

Akira Nagae 

Waseda University 

 
Japan’s disability employment policy is a levy system based on employment 
rates. The policy has been reinforced in recent years, in conjunction with Ja-
pan’s ratification of the United Nations Convention on the Rights of Persons 
with Disabilities. This paper takes a sample of individual companies continu-
ously listed on the Tokyo Stock Exchange between 2003 and 2010 and coming 
under the jurisdiction of the Tokyo Labour Bureau to conduct empirical analy-
sis on the relationship between statutory employment rates and corporate per-
formance. The aim in doing so is to evaluate the effectiveness of Japan’s disa-
bility employment policy. The results of this analysis reveal that companies 
that met the statutory employment rate within the estimation period performed 
worse (in terms of profits) than those that did not. No impact could be found 
from the fact that persons with mental disabilities were added to employment 
rates during the period in question. Furthermore, it was also confirmed that 
achieving the statutory employment rate has no impact on a company’s 
productivity. Therefore, disability employment policies aimed at equalizing 
corporate burdens need to be reinforced. 

 

I. Introduction 
 

On January 20th, 2014, the Japanese government ratified the “Convention on the 

Rights of Persons with Disabilities” adopted by the United Nations. The Convention is a 

global initiative aimed at improving the socially inferior status of persons with disabilities. 

Japan signed it on September 28th, 2007, but the necessary preparations delayed ratification 

until this point. In future, domestic legislation and others aimed at enhancing the social 

rights of persons with disabilities will be developed in Japan. 

Policies for persons with disabilities in developed countries largely consist of policies 

on employment and income security. With advances in medicine and rehabilitation tech-

nology in recent years, persons with disabilities are now able to achieve the same productiv-

ity as those without disabilities, as long as they are given a degree of consideration. Moreo-

ver, since achieving the general employment1 of persons with disabilities has the ultimate 

                                                           
* The author would like to thank Ryo Kambayashi for useful comments in preparing this paper, as 

well as Toshiya Takekawa, Mirai Naito, Tomohiro Kumagai and Masayuki Onishi for their tremen-
dous efforts in gathering and organizing data. This research was funded by Science Research Grant 
(C) No. 25380374 from the Japan Society for the Promotion of Science. 

1 Disabled persons who wish to start work are provided with employment through a special wel-
fare system. This is because the mainstream employment system is heavily biased against the limited 
abilities of the handicapped, and regular kinds of work are difficult for them. For persons employed in 
rehabilitation institutions, social participation occurs concurrently with rehabilitation for vocational 
aid. Labor law is not applicable to this employment system. In this paper, the term “general employ-
ment” is used in contradistinction to work obtained through the special welfare system. Therefore, 
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goal of enabling them to participate in society, employment policies have a particularly cen-

tral role to play. Therefore, disability employment policy should be such that general em-

ployment of the disabled is efficiently promoted. Disability employment policies adopted in 

developed countries largely consist of anti-discrimination laws and employment quota and 

levy systems. However, neither of these could be said to promote general employment of 

the disabled with any efficiency. Moreover, given the relationship with income security 

policy, it is not clear what kind of policy would be preferable (Burkhauser and Dary 2002; 

OECD 2003; National Institute of Vocational Rehabilitation 2002). 

Anti-discrimination laws have taken shape under the concept of guaranteeing the hu-

man rights of persons with disabilities. These laws oblige companies to provide reasonable 

accommodation (such as barrier-free workplace environments) enabling persons with disa-

bilities to perform their work duties smoothly. They also prohibit discrimination against 

persons with disabilities in connection with employment. Under these laws, persons with 

disabilities have their rights guaranteed and are no longer subjected to discriminatory treat-

ment (Jones 2006). As such, these laws could ensure the quality of employment for disabled 

workers. However, companies have to cover the cost of providing reasonable accommoda-

tion to jobseekers and employees with disabilities. In other words, anti-discrimination laws 

do not include the function of compensating employers for the costs involved in disability 

employment. In countries that adopt this policy, therefore, it has been shown that the policy 

either has no effect or has a negative impact on disability employment and wages, owing to 

the opportunity cost of disability employment incurred by companies. This result has not 

been overturned to date (Acemoglu and Angrist 2001; Delaire 2000; Jones 2008; 

Burkhauser, Houtenville, and Rovba 2007). 

Meanwhile, the employment quota and levy system arose out of the concept that it is 

society’s obligation to protect persons with disabilities, as they are socially vulnerable. This 

system imposes a fixed disability employment quota on companies and obliges them to em-

ploy persons with disabilities. Levies are imposed on companies that fail to meet the statu-

tory employment rate, and these are used to create funds that promote the general employ-

ment of the disabled. The funds are used as a financial resource for the rehabilitation needed 

for general employment of the disabled, as well as paying employment subsidies to compa-

nies. Moreover, subsidies known as adjustment payments are distributed to companies that 

achieve the statutory employment rate (Thornton 1998). Under this system, the aim is for 

the burden of costs associated with disability employment by companies to be borne equally 

by companies as a whole. As such, corporate burdens associated with disability employment 

ought to be taken into account. However, this system does not guarantee the rights of per-

sons with disabilities. Therefore, since persons with disabilities could undeniably suffer 

discrimination when employed, the possibility remains that even if they find employment, 

their welfare will not improve. Since disability employment policy is expected to play a 

                                                                                                                                                    
general employment is used to imply “regular” or “usual” employment. 
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central role within policies for persons with disabilities, and numerous countries adopt the 

employment quota and levy system, the effects of the employment quota and levy system 

will need to be analyzed in detail in order to consider a preferable disability employment 

policy. 

The purpose of this paper is to study the effectiveness of the employment quota and 

levy system adopted in Japan, by verifying the relationship between corporate performance 

and levels of achievement of the statutory employment rate. Firstly, as will be explained in 

Section III, there has been no major change in the system, other than an increase in the 

types of disability counted in employment quotas. The effectiveness and problems of the 

system will be discussed by viewing differences in the corporate performance of companies 

whose achievement of the statutory employment rate changed between 2003 and 2010, 

when the average real employment rates of private companies gradually increased. Secondly, 

by viewing the relationship between companies’ productivity and their achievement of the 

statutory employment rate, problems with the system will be highlighted and the future im-

pact of introducing a Discrimination Elimination Act will be discussed.2 

Below, in Section II, research evaluating disability employment policies in developed 

countries will be reviewed. Section III will give an outline and history of Japan’s employ-

ment quota and levy system, then survey the employment status of persons with disabilities 

in private companies in recent years. Empirical analysis will be conducted in Section IV, 

insights obtained from the results will be summarized in Section V, and finally, future poli-

cies will be discussed. 

 

II. Review of Existing Research 
 

1. Anti-Discrimination Laws 
Laws prohibiting discrimination against persons with disabilities have been adopted 

by western nations. Acemoglu and Angrist (2001) have produced notable research analyzing 

the effects of these laws. They use data from the CPS (Current Population Survey) and the 

EEOC (Equal Employment Opportunity Commission) to verify the effects of the “Ameri-

cans with Disabilities Act” enacted in 1990, and use the Difference-in-Differences method 

(DD method) to verify the effects of policies. As a result, they reveal that both employment 

and wages have fallen. Meanwhile, Delaire (2000) uses different data to reach the same 

conclusion with regard to employment, though unable to verify a decrease in wages. Since 

then, other researchers have tried various ways of re-verifying the effects of the Act, but 

have been unable to overturn the results of research conducted immediately after it came 

into effect (Burkhauser, Houtenville, and Rovba 2007; Jones 2008). The consensus current-

ly obtained from research on anti-discrimination laws is that, because they fail to account 

                                                           
2 Japan’s anti-discrimination law is known as the Discrimination Elimination Act. It comes into 

force in April 2016. 
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for the corporate burden of opportunity cost incurred by disability employment, they have 

consequently not enhanced the economic welfare of persons with disabilities. 

 

2. The Employment Quota and Levy System 
Countries that have adopted the employment quota and levy system are mainly con-

centrated in Europe. In these countries, the system is founded on the long-standing ac-

ceptance of a social obligation to employ individuals with disabilities (Thornton 1998). 

Lalive, Wuellrich, and Zweimüller (2013) analyze policies in Austria. The system adopted 

in Austria obliges companies to hire one additional person with disabilities for every 25 new 

employees, with financial penalties imposed on companies that fail to do so. They examine 

two groups of companies, one that just managed to meet the requirement for disability em-

ployment, and another that just failed to do so, incurring penalties. Comparing the distribu-

tion of corporate scale in terms of the numbers of persons with disabilities and non-disabled 

full-time workers employed by these two groups, companies that had to pay penalties tend-

ed to hire more persons with disabilities than those that did not. This shows that financial 

penalties produce incentives for disability employment, while subsidies tend to cause moral 

hazard in this respect. In addition, Edzes, Rijnks, and van Dijk (2013) reveal that the loca-

tion of companies that hire persons with disabilities also has an impact on their employment. 

This suggests that the monetary amounts of subsidies and penalties provided under the sys-

tem should not be uniform.  

Economic research on the effects of the system in Japan includes that of Tsuchihashi 

and Oyama (2008). They state that “There are problems, in terms of efficiency, with each 

company always having to employ persons with disabilities in proportion to their corporate 

scale when society as a whole employs a fixed number of such persons.” They go on to as-

sert that “Each company’s stance on acceptance of disability employment differs depending 

on the type of industry, the type of occupation and the corporate scale. Therefore, uniform 

employment rates are inefficient in social terms, in that they lead to wastage of resources 

and a diminishment of social welfare.” They go on to propose a system design that could 

improve problems with the system, though in reality, it would be difficult to put into prac-

tice. Meanwhile, Nakajima, Nakano, and Imada (2005) conduct simulation analysis based 

on the existing system, and find that increasing subsidies for disability employment could 

promise certain effects in terms of the social balance, but that conversely, increasing levies 

and subsidies and raising the statutory employment rate would not necessarily produce good 

effects. Finally, Nagae (2005) suggests the possibility that penal measures are not effective, 

based on the fact that the positive impact of these penalties on stock prices. 

What is highlighted in these research results is that there is still room for improve-

ment in order to make the policy less wasteful. In particular, a point asserted by all research 

studies in common is that the policy should take account of companies’ opportunity cost 

with regard to disability employment, and that in order to achieve this, the amounts of levies 

and subsidies need to be appropriately adjusted. In this paper, this point will additionally be 
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confirmed and the discussion expanded. 

 

III. An Outline of Japan’s Disability Employment Policy and Trends in Recent 
Years 

 

1. System Outline 
Japan’s system of disability employment is based on the 1960 “Act on Employment 

Promotion etc. of Persons with Disabilities.” Disability employment policy in its present 

form has been developed since the amendment of the Act in 1976. This law promotes disa-

bility employment among corporate employers by establishing a system of employment 

quotas, to ensure that persons with disabilities are employed at a fixed proportion of all em-

ployees. It also imposes disability employment levies of 50,000 yen per month on employ-

ers not meeting the employment quota for every person falling short of the quota, with the 

resultant income to be used for promoting disability employment. Levies from these com-

panies are mainly converted to subsidies paid to employers who employ persons with disa-

bilities beyond the statutory employment rate. Employers failing to achieve disability em-

ployment targets and meeting certain conditions set by the Ministry of Health, Labour and 

Welfare are ordered by the Ministry to draw up “Plans for Employment of Persons with 

Disabilities.” If they fail to do so, they are fined up to 200,000 yen. Furthermore, if they fail 

to employ persons with disabilities in accordance with these plans, they receive the maxi-

mum penalty of “naming and shaming” (publication of the company name). The main pur-

pose of the system is taken to be (i) to promote and stabilize employment for persons with 

disabilities, and (ii) to correct the imbalance in corporate burdens involved in employing 

persons with disabilities. 

 

(1) Examples of Policy Reinforcement in Recent Years 
With the ratification of the Convention on the Rights of Persons with Disabilities, an 

anti-discrimination law was added to Japan’s disability employment policy. To prepare for 

this, the government has been taking steps to reinforce the policy over the last ten years. 

The first step was to expand the number of companies subject to levies. The statutory em-

ployment rate for private companies had been set at 1.8% until 2012, but was raised to 2.0% 

in 2013. Similarly, levies had been applicable to companies with 301 or more full-time em-

ployees up to 2009, but in 2010 the scope was expanded to include companies with 200 or 

more full-time employees, and again in 2015 to those with 100 or more. Secondly, types of 

disability subject to employment quotas were expanded and different treatment for ways of 

working depending on the degree of disability was introduced. In the policy until then, 

mental disabilities had not been included in the disabilities applicable to employment quotas. 

But they were included from 2006 onwards, and in 2010 the scope was again expanded to 

include minor physical disabilities and intellectual disabilities. Also in that year, part-time 
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workers were included for the first time.3 Thirdly, penal measures have been intensified. 

Until 2003, hardly any companies were “named and shamed,” but several company names 

have been published in most years since 2003. In 2006, moreover, the standards for orders 

to formulate “Plans for Employment of Persons with Disabilities” as the precursor to nam-

ing and shaming have also been reinforced (Ministry of Health, Labour and Welfare 2006). 

Fourthly, the exclusion ratios have been reduced. Provisions on exclusion ratios permit 

companies to exclude some employees from calculations of the statutory employment rate, 

when their jobs are considered difficult to apply to disability employment. However, since 

this system could conversely cause a disparity in burdens between companies, a decision 

was made to abolish it in stages. Although there has been little progress in implementing 

this abolition measure, in 2011 the ratios were reduced by a uniform 10 percentage points. 

Of employment promotion policies designed for the economic welfare and social par-

ticipation of socially disadvantaged minority groups, the primary objective of the employ-

ment quota system is to increase the employment volume among relevant groups. This sys-

tem may be regarded as the very first step in the social inclusion of these previously ex-

cluded groups. But since this policy sets a “framework” for applicable groups and aims to 

forcibly increase their employment volumes, it does not guarantee the welfare or rights of 

persons with disabilities. On the other hand, an anti-discrimination law based on the now 

ratified Convention on the Rights of Persons with Disabilities is an attempt by society to 

guarantee the rights of persons with disabilities and improve their welfare. In countries that 

have adopted employment quota systems, ratifying the Convention means that they face the 

tricky predicament of both expanding the social participation of persons with disabilities 

and guaranteeing their rights at the same time. In this section, attempts to reinforce the pol-

icy over the last ten years or so have been introduced. Confirming what happened during 

that time will present a good environment for confirming the effectiveness of the employ-

ment quota and levy system and examining where its problems lie. 

 

(2) The Impact of Policy Reinforcement  
Firstly, the impact arising from reinforcements of the policy in recent years will be 

confirmed. Figure 1 is a graph showing numbers of persons in disability employment and 

trends in average real employment rates in the private sector from 1996 to 2013. According 

to this, both persons in disability employment and average real employment rates in the 

private sector remained more or less constant until 2005, but both figures have been in-

creasing since 2006. However, real employment rates have been increasing more vigorously 

than the number of persons in disability employment. This phenomenon is being led by 

companies with a large employee scale. Figure 2 shows how only these larger scale compa-

nies have been leading the rise in the statutory employment rate. Nevertheless, people who  

                                                           
3 Workers with contractual weekly working hours of between 20 and less than 30 hours were add-

ed to the quotas, each being counted as 0.5 persons. 
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Source: Compiled by the author from Ministry of Health, Labour and Welfare, 
“2013 Aggregated Results of Disabled Employment Status.ˮ 

 
Figure 1. Persons in Disability Employment and Changes  

in the Average Real Employment Rate 
 

 
 

Source: Compiled by the author from Ministry of Health, Labour and Welfare, 
“2013 Aggregated Results of Disabled Employment Status.ˮ 

 
Figure 2. Trends in the Proportion of Companies Meeting the Quota 
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Source: Compiled by the author from Ministry of Health, Labour and Welfare, 
“2013 Aggregated Results of Disabled Employment Status.ˮ 

 
Figure 3. Trends in Average Real Employment Rates 

 

work for companies with a scale of 1,000 employees or more account for less than half of 

all employees working in the private sector as a whole. This leads to the phenomenon 

whereby the rise in average real employment rates is higher than the increase in persons in 

disability employment. 

The policy includes systems that are advantageous to large corporations, namely the 

special subsidiary system4 and the special system for group calculation.5 Since economy of 

scale is expected to work well with disability employment, it is thought to have caused dis-

ability employment to be led by large corporations that have used these systems in promot-

ing disability employment. However, it is not that all large corporations are able to use these 

systems. Moreover, if the employee scale is large, the total cost incurred when employing 

persons with disabilities also rises. Figure 3 shows that even in corporate groups with large 

employee scales, average real employment rates fell in 2011, when the rate of exclusion was 

reduced. Figure 2 also shows that the proportion of companies meeting the statutory em-

ployment rate fell in 2013, when that rate was increased. As a result, even in groups with 

large employee scales, a considerable number of companies only just meet the statutory 

employment rate. Furthermore, Figure 3 shows that average real employment rates follow 

                                                           
4 A system whereby, if a company creates a subsidiary with special consideration for employing 

persons with disabilities in order to promote and stabilize employment for such persons, and provided 
certain conditions are met, workers employed by the subsidiary may exceptionally be regarded as 
being employed by the parent when calculating real employment quotas (See Ministry of Health, La-
bour and Welfare [2014]). 

5 A system whereby real employment quotas for a group of employers may be aggregated provid-
ed certain conditions are met (Ministry of Health, Labour and Welfare 2014). 
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more or less the same trend in all groups. Based on this fact, we may surmise that, even for 

large corporations with reserve capacity to meet the statutory employment rate, a considera-

ble burden of cost is required. 

However, if the levy system were to achieve its goal of equalizing corporate burdens, 

no difference in corporate performance should appear as a result of whether or not the stat-

utory employment rate is met. In the following, therefore, our attention will turn to the rela-

tionship between corporate profit and meeting the statutory employment rate. Specifically, 

of listed companies with a Head Office in Tokyo between 2003 and 2010 in which there has 

been a change in the achievement of the statutory employment rate, the relationship be-

tween corporate performance and whether or not they have met the statutory employment 

rate will be confirmed. In addition, to confirm that the inclusion of persons with mental 

disabilities in employment quotas has not had an impact, it will also be confirmed whether 

or not there was any difference in the corporate performance of companies meeting and 

those not meeting the statutory employment rate in around 2006. 

 

IV. Empirical Analysis of Disability Employment and Corporate Performance 
 

1. The Relationship between Corporate Profit and Meeting the Statutory  
Employment Rate 

In this section, the relationship between corporate profit and whether or not the statu-

tory employment rate is met will be verified. The following estimation model will be used 

for verification. 

 
௜௧ݕ  ൌ ଴ߚ ൅ ௜௧ݐݐܽ_ଵ݀ߚ ൅ Ԣ௜௧ݔ · ௝ߨ ൅ ݀ᇱ௧ · ௠ߛ ൅ ௜ߙ ൅ ߳௜௧ (1) 

 

Here, y୧୲ represents the profit margin on sales. Profit margin on sales is defined as 

“profit margin on sales ≡ (sales turnover – [cost of sales + marketing and general manage-

ment costs]) ÷ sales turnover.” d_att୧୲ is a dummy variable for statutory employment rate 

achievement, with 1 representing achievement of the rate and 0 representing failure to do so. 

For xԢ୧୲, the capital-to-sales ratio is used to control the opportunity cost of capital, the 

debt-to-sales ratio to control the impact on profit of borrowings the company could make 

when the market suffers a negative shock, and the average age of employees as a control for 

the employee composition. Finally, the cross term of an industry dummy and a calendar 

year dummy is used to control the year-on-year effect of industries. dᇱ୲ is the calendar year 

dummy, while α୧ expresses individual effects unobservable by the analyst. 

Data on individual companies’ disability employment status were obtained by infor-

mation disclosure request. These data include company names, addresses, industrial catego-

ries, disability employment status, full-time employee employment status and other infor-

mation on individual companies under the jurisdiction of Labour Bureaus. The data also 

include categories for different types of disability and information on whether part-time  
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Table 1. Basic Statistics 1 
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Table 2. Corporate Profit and Achievement of Statutory Employment Rate 

 

Notes: 1. Brackets show standard error. 
2. Analysis with control of employee scale was also carried out, but this is not shown as there 

was no significant difference in the results. 
3. Estimations after introducing the cross term of the calendar year dummy and the industry 

dummy are not shown, as the results are not significantly different from those using the cal-
endar year dummy only. 

4. * significant at 10%, ** significant at 5%, *** significant at 1%. 

 

work is involved or not, but these details are masked as they relate to personal information 

and could lead to individuals being identified. As such, these data are not used. Financial 

data are taken from Kaisha Zaimu Karute 2011 (Toyo Keizai Inc.). The sample consisted of 

companies with a Head Office located in Tokyo, which had been continuously listed from 

2003 to 2010 and which had no typological errors or omissions in the financial data and 

Labour Bureau data. Table 1 shows basic statistics. 

Elements of companies’ personnel policies and corporate culture are expected to be 

strongly related to disability employment. Therefore, effects that are unique to individual 

companies and unobservable by the analyst must be controlled. To this end, the method of 

fixed effect estimation, as used in research on corporate performance and personnel policies, 

is selected, and ߙ௜ is thus controlled.6 Meanwhile, in consideration of effects peculiar to 

individual years, a model including a calendar year dummy for each year is also estimated. 

Table 2 shows the results for estimation model (1). Rows (1) and (2) are the results of 

the model without control of workers’ attributes, while (3) and (4) are the results of the 

model with control of workers’ attributes. Rows (2) and (4) are models taking account of 

                                                           
6 It has been confirmed that the fixed effect model is also adopted in Hausman tests. 
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effects peculiar to each year. In all of the models, the interesting coefficients are those of the 

statutory employment rate dummy variable. In terms of the effects seen there, the perfor-

mance of companies that met the rate in this period is shown to be statistically significantly 

lower than that of those that did not, by around 7‒9% in all models. 

 

2. Employment of Persons with Mental Disabilities and Corporate Performance 
No major change to the system occurred during the period highlighted in this paper, 

except that persons with mental disabilities were added to real employment rates. As such, 

the impact of making this addition needs to be confirmed. 

One difficulty when considering disability employment is that there are many people 

who develop a disability after starting employment (i.e. “workers with acquired disability”). 

In such cases, corporate incentives for disability employment would be difficult to analyze 

because the workers are not newly employed from the (external) labor market. The same 

could be said of persons with mental disabilities. This problem is easier to understand if we 

consider the existence of workers with developmental disabilities and intractable diseases 

who are already in the workforce, in particular. Workers with developmental disabilities 

carry passbooks certifying that they have either an intellectual or a mental disability. How-

ever, if the advantages of obtaining a passbook when already working are not so great, 

many such workers do not apply for mental disability passbooks, as the very name carries a 

certain stigma. If these workers were to obtain a passbook on request from their employer, 

the number of persons in disability employment in that company would increase, but its 

productivity would be unchanged. In such cases, no impact on productivity or corporate 

profit would be observed as a result of the company achieving the statutory employment 

rate. Even if persons with mental disabilities have started to be employed, it is thought 

highly likely that factors such as the above would have a significant impact for a period 

after the start. Therefore, even if persons with mental disabilities are included in employ-

ment quotas, no change is expected to be observed in corporate performance. 

In the following, it will be confirmed how corporate profit is affected by the inclusion 

of persons with mental disabilities in disability employment policy. As stated in the outline 

of the system, companies that fail to comply with the disability employment policy are ad-

vised by the Ministry of Health, Labour and Welfare to draw up plans for employing per-

sons with disabilities, and these plans are supposed to cover a period of three years. Thus, 

the impact of system change between 2003 and 2008 will be verified using the DD method. 

Estimation model (1) will be modified as shown below for this purpose. 

 
௜௧ݕ  ൌ ଴ߚ ൅ ଵ݀௧ߚ · ݀௔௧௧௜௧ ൅ ଶ݀௧ߚ ൅ ଷ݀௔௧௧௜௧ߚ ൅ ᇱ௜௧ݔ · ௜௧ߨ ൅ ݀ᇱ௧ · ௠ߛ ൅ ݅Ԣ௜ · ௜ߜ ൅ ߳௜௧ (2) 

 

Here, d୲ is a dummy variable set at 0 for 2003 to 2005 and at 1 from 2006 to 2008. 

iԢ୧ is the industry dummy and dᇱ୲ the calendar year dummy, while xᇱ୧୲ also includes the 

industry × calendar year dummy. To measure the impact of workers with acquired disability,  
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Table 3. Impact from the Inclusion of Mental Disability 

 

Notes: 1. All models include the calendar year dummy and industry dummy. 
2. Brackets show robust standard error. 
3. * significant at 10%, ** significant at 5%, *** significant at 1%. 

 

information on average length of service would be needed, but since such information is not 

included in the data used in this paper, years of operation are used as a proxy variable. The 

estimation method is OLS. 

Table 3 lists the estimation results. As expected, the inclusion of persons with mental 

disabilities in the quotas has had no impact on corporate profit. This tells us that the expan-

sion of applicable disabilities had hardly any impact in the period when average real em-

ployment rates were gradually being increased in the private sector. 

 

3. The Relationship between Disability Employment and Productivity 
The analysis so far has revealed that companies meeting the statutory employment 

rate have poorer corporate performance than those that fail to do so. Finally, the relationship 

between disability employment and corporate productivity will be confirmed. In particular, 

it will be confirmed that the results revealed in the previous section are most likely due to 

inappropriate setting of levy and subsidy amounts. 

There are a number of conceivable reasons why the performance of companies that 

meet the statutory employment rate worsens while that of non-achievers improves. Firstly, 

the levy and subsidy amounts could be too small. Let us suppose that there are two compa-

nies with similar attributes, identical gross production capacity and identical marginal cost 

of employing persons with disabilities. However, one of the companies meets the statutory 
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employment rate, while the other does not. In this situation, the cost of disability employ-

ment borne by the company that meets the statutory employment rate would be the marginal 

cost of the number of persons with disabilities it employs, plus the costs for newly employ-

ing persons with disabilities, minus the subsidy amount for the number in excess of the 

quota. By contrast, the cost of disability employment borne by the company that does not 

meet the statutory employment rate would be the marginal cost of the number of persons 

with disabilities it employs, added to the levy amount corresponding to the number falling 

short of the quota. Since these two companies both have the same gross production capacity, 

their income is also the same. However, even considering that economy of scale could have 

the effect of diminishing the marginal cost of disability employment, if the amounts of lev-

ies and subsidies are small, the company that fails to meet the statutory employment rate 

will have a smaller total cost related to disability employment. Therefore, the company that 

fails to meet the statutory employment rate will make a bigger profit than the company that 

meets it. 

The second conceivable reason is the impact of penal measures. The rise in average 

real employment rates of persons with disabilities by private companies in recent years is 

due to an intensification of penal measures since 2006 (Ministry of Health, Labour and 

Welfare 2006). This means that, if a large corporation that achieved the statutory employ-

ment rate started to employ persons with disabilities beyond the optimal number, its per-

sonnel costs would go up and the surplus labor force would reduce its production capacity. 

This could have an impact on corporate profit. The third possible reason is that the produc-

tivity of employed persons with disabilities is lower (Jones 2006). This would mean that a 

company’s productivity would decrease if it employed additional persons with disabilities. 

The fourth possibility is that companies’ internal labor markets are not so efficient as to en-

able persons with disabilities to be allocated to suitable workplaces. In this case, again, ad-

ditional employment of persons with disabilities would function as a reducing factor on 

productivity. 

Of the above hypotheses, productivity would not be affected by whether the statutory 

employment rate is achieved only if the first hypothesis were true. If the other hypotheses 

were true, a company’s productivity would be affected by whether the statutory employment 

rate is achieved or not. To confirm this point, the impact of achieving the statutory employ-

ment rate on productivity will be verified. The estimation model is represented by equation 

(3) below. 

 

 ݈݊ ௜ܻ௧ ൌ ଴ߚ ൅ ௜௧ܭଵ݈݊ߚ ൅ ௜௧ܮଶ݈݊ߚ ൅ ௜௧ݐݐܽ_ଷ݀ߚ ൅ Ԣ௜௧ݔ · ௜௧ߨ ൅ ݀ᇱ௧ · ௠ߛ ൅ ௜ߙ ൅ ߳௜௧ (3) 

 

Here,  lnYit is the logarithm of the value added amount,  lnKit the logarithm of tan-

gible fixed assets, and ݈݊ܮ௜௧ the logarithm of the number of full-time employees. d_att୧୲ 
is the dummy variable for statutory employment rate achievement and xԢ୧୲ shows the con-

trol variable, but average employee age and industry × calendar year dummies are used  
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Table 4. Basic Statistics 2 
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Table 5. Achievement of Statutory Employment Rate and Productivity 

 
Notes: 1. Brackets show standard error. 

2. All models show estimation results for the fixed effect model. 
3. * significant at 10%, ** significant at 5%, *** significant at 1%. 

 

here. dᇱ୲ is the calendar year dummy. 

Table 4 shows the basic statistics. The base sample is the same as in the analysis until 

now, except that companies with omissions in their value added amounts and tangible fixed 

assets have all been removed. Moreover, variables such as the value added amount and tan-

gible fixed assets have been converted to actual amounts using the SNA’s GDP deflator by 

economic activity (chain-linked). At this time, if the coefficient of βଷ estimated in equation 

(3) is not significantly different from 0, the first hypothesis is highly likely to be true. 

However, when adopting a figure that is statistically significantly other than 0, one of the 

other hypotheses would apply. 

Table 5 shows the estimation results. None of the noteworthy parameters for dummy 

variables of statutory employment rate achievement is statistically significant. Therefore, as 

expected, the first hypothesis is highly likely to be true. 

 

V. Conclusions and Discussion 
 

1. Summary of Analysis in This Paper and Conclusions 
In this paper, empirical analysis has been conducted on the relationship between 

whether private companies achieve the statutory employment rate and their corporate per-

formance, to confirm the effectiveness of Japan’s disability employment policy. Firstly, the 

reinforcement and expansion of disability employment policy in parallel with the ratifica-

tion of the Convention on the Rights of Persons with Disabilities was explained. Then ag-

gregated data were used to confirm that, in recent years, average real employment rates of 
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private companies have risen sharply, that this trend is observed in corporate groups with an 

employee scale 1,000 or more, and that more than half of Japan’s private-sector employees 

work for companies with an employee scale of less than 1,000. They also confirm that, alt-

hough it is difficult to make a general evaluation of the system because the proportion of 

achieving companies in this group has remained more or less constant, the number of disa-

bled persons in general employment has increased. 

Next, to confirm the effectiveness of the existing system, the period from 2003 to 

2010 was selected as a time when average real employment rates grew steadily and the only 

other system change was that persons with mental disabilities were added to employment 

quotas from 2006. In this period, the difference between the corporate performance of 

companies that achieved the statutory employment rate and that of non-achieving compa-

nies was verified, and it was confirmed that there was no impact from other system change 

factors. As a result, it was revealed that companies that achieved the statutory employment 

rate had poorer performance than non-achieving companies. Finally, several hypotheses in 

which this trend could be observed were considered, and the relationship between statutory 

employment rate achievement and productivity was confirmed. As a result, no relationship 

between the two could be found. 

From the above series of analyses, the implications obtained will be organized and 

conclusions drawn. The first is that, if official guidance and monitoring were carried out 

properly in the form of intensified penal measures, the employment quota system would 

have the effect of increasing general employment of the disabled. Until now, however, this 

effect has been led by large corporations for which the existing policy is advantageous. In 

order to maximize social welfare, several auxiliary systems incidental to disability employ-

ment policy should also offer benefits equally to all companies.  

Secondly, equalization of corporate burdens associated with disability employment 

has not been achieved. Although the government has reinforced its disability employment 

policy over the last ten years, policies aimed at equalizing corporate burdens in the form of 

increased levies and subsidies have not been reinforced. Large corporations have greater 

reserve capacity than smaller businesses. In addition, the policy includes systems that are 

beneficial to large corporations. Thanks to these, policy reinforcement in recent years has 

mainly had an impact on large corporations, and has raised numbers of persons in disability 

employment and average real employment rates in general. Nevertheless, it was revealed 

that the performance of companies that achieved the statutory employment rate is worse 

than that of non-achieving companies. Therefore, as already pointed out in previous re-

search, the policy should be improved with the aim of equalizing corporate burdens, so that 

they can reflect the opportunity cost connected with disability employment as much as pos-

sible. 
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2. The Convention on the Rights of Persons with Disabilities and Directions for 
Disability Employment Policy 

The ultimate objective of policies for persons with disabilities is to promote their so-

cial participation. From this viewpoint, disability employment policy should play a central 

role within those policies. Japan’s disability employment policy is a levy system based on 

employment quotas. It has been effective to a degree in increasing the number of persons 

with disabilities in general employment, i.e. those engaged in normal working formats. But 

it does not have the effect of guaranteeing the rights of persons with disabilities (Holzer and 

Newmark 1999). Since general employment of the disabled has increased to a certain extent, 

policies on persons with disabilities should also take account of guaranteeing their rights. In 

that sense, the introduction of the Discrimination Elimination Act can be regarded as op-

portune. Nevertheless, if employing persons with disabilities offers no merits in terms of 

corporate activity, no significant increase in general employment of the disabled can be ex-

pected. 

According to research in countries where anti-discrimination laws have been adopted, 

the policy does not contribute to an increase in the number of employees with disabilities. A 

key point in this respect is the scope of “reasonable accommodation” that individual busi-

nesses are supposed to provide to enable persons with disabilities to work without barriers. 

Since disabilities are wide-ranging, the content of “reasonable accommodation” specified in 

writing is also determined “loosely.” With that, however, it has been revealed that compa-

nies’ opportunity costs increase, and disability employment by private companies is not 

promoted. Under existing Japanese law, the constraints of mandatory employment are not 

stringent, so that when measures to reinforce the policy are implemented with focus on cer-

tain specific corporate groups, disability employment does not progress in other corporate 

groups. Considered from this perspective, “loosely” determining the content of “reasonable 

accommodation” provides grounds for concern in terms of increasing the general employ-

ment of the disabled. 

In Japan, the policy has been expanded and reinforced over the last ten years or so. As 

a result, companies with basic robustness that can devote energy to disability employment 

have increased their employment quotas. On the other hand, in small and medium-sized 

enterprises, where the proportion of costs needed for disability employment within general 

costs is larger, the proportion of achieving companies is more or less constant or even de-

creasing on average. Thus, a trend toward polarization of disability employment status is 

seen in the private sector. This suggests that some companies could find it easier to employ 

persons with disabilities while others will find it harder. If we are to evaluate the situation 

based on the welfare of persons with disabilities, this state of polarization is undesirable, as 

the type of job that persons with disabilities can perform will be limited. As has been dis-

cussed in this paper, research in other countries where employment quota systems are 

adopted has proved that monetary incentives have the effect of increasing the employment 

of persons with disabilities. Therefore, the policy should be reinforced with proper attention 
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to areas related to the equalization of corporate burdens. 

An issue left unresolved in this paper is to check the precision and robustness of the 

estimation method. As the companies cited in this paper are large corporations, several fac-

tors need to be controlled in greater detail in order to measure the impact of personnel poli-

cies on productivity more strictly. To confirm whether the results obtained in this paper are 

robust, tasks for the future will be to gather suitable variables, refine estimation models and 

confirm the validity of results. 
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