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Abstract Corporate pension laws enforced in Oct. 2001 and Apr. 2002 have made it
possible for Japanese firms to provide American-style pension plans, defined-contribution
(DC) and cash-balance (CB), to their employees. To analyze the empirical determinants of
adopting the new pensions, | examined the companies listed on the first section of Tokyo
Stock Exchanges as of the fiscal year ended March. The key findings of the paper are that
the likelihood of adopting these plans rises with an increase in the liability of the firm’s
existing defined-benefit pension and the likelihood of adopting CB plans does with it in the
variability of the firm’s cash flow. These are consistent with the implication of new
pension adoptions based on risk hedge incentives. The less profitable firms also newly
manage CB plans, while the firm’s profitability becomes an important consideration
because of the mandated liquidity requirement for converting to DC plans. Concerning the
firm size, it is positively correlated with the probability of the firm’s adopting plans, in
sharp contrast to what has been found for U.S. firms. Labor market variables such as the
average age of employees and the firm’s average annual compensation per employee appear

to have some explanatory powers in the Japanese pension context.



