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Amendment of the Civil Code Regarding Termination of
an Employment Contract

Kensuke Otsuki / Sho Ando

The Act Partially Amending the Civil Code was enacted on May 26, 2017 and became
effective on April 1, 2020 (hereinafter the “New Civil Code;” the Civil Code prior to the
amendment is referred to as the “Old Civil Code”). The New Civil Code contains
amendments of the provisions concerning employment contracts, and this Newsletter
explains the amendments of Article 626 and 627 that set out rules on termination of an

employment contract.

1. Amendment of Provisions regarding Termination of Fixed Term
Employment (Article 626 of the New Civil Code)

(1) Details of amendments

The provision regarding termination of fixed term employment was amended as follows (underlined sections

reflect the amendments).

Article 626 of New Civil Code

Avrticle 626 of Old Civil Code

1 If the term of employment exceeds five years, or
the end of the term is uncertain, either party may
terminate the contract at any time after the

passage of five years.

2 If either party intends to terminate a contract

pursuant to the provisions of the preceding

2 If either party intends to terminate a contract

1 If the term of employment exceeds five years, or
employment is to continue during the life time of
either party or any third party, either party may
terminate the contract at any time after the
passage of five years; provided, however, that
the five years period shall be extended to ten
years with respect to employment for the purpose
of apprenticeship in commerce and industry.

pursuant to the provisions of the preceding
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paragraph, notice must be given three months in paragraph, the relevant party must give notice
advance if the employer will terminate the three months in advance.

contract, or two weeks in advance if the

employee will terminate the contract.

A. Changes in the language concerning long-term employment (Article 626, Paragraph 1)

Article 626, Paragraph 1 of the Old Civil Code contained the following language: “employment is to continue
during the life time.” However, the Diet determined that any expressions that endorse the validity of a
lifetime employment contract should not be maintained. Therefore, the language regarding lifetime
employment in Article 626, Paragraph 1 was deleted and amended to state: “the end of the term is uncertain.”
The purpose of this amendment is identical to the purpose of the Old Civil Code, that is, to protect employees
from long-term employment commitments.

Further, the language in the proviso of Paragraph 1 regarding “employment for the purpose of
apprenticeship in commerce and industry” was deleted as no longer applicable.

B. Reduction of the period for the notice of termination of employment by an employee (Article 626,
Paragraph 2)

Article 626, Paragraph 2 of the Old Civil Code sets forth that, if either party intends to terminate an
employment contract under the provisions of Paragraph 1 of that Article, the relevant party must give notice
three months in advance. However, in order to protect a worker’s freedom to resign from work, this notice
period was reduced to two weeks for an employee who seeks to terminate the contract.

(2) Practical impact

Notwithstanding the abovementioned amendment, any contract between a company and an employee is
subject to the Labor Standards Act, a special act under the Civil Code (the “LSA”). Article 14 of the Labor
Standards Act in principle prohibits execution of a labor contract with a term exceeding three years.
Therefore, Article 626 of the New Civil Code has limited applicability to cases “in which it is provided that
the contract period is the period necessary for the completion of a specific undertaking business” (Article
14, Paragraph 1 of the LSA), or to cases that are excluded from the application of the LSA, such as “a
business that employs only cohabiting relatives, or domestic employees (Article 116, Paragraph 2 of the
LSA).” Thus, the impact on business practices of the amendment to Article 626 is expected to be limited.
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2. Amendment of Provisions regarding Notice of Termination of
Employment with an Indefinite Term (Article 627 of New Civil Code)

(1) Details of amendments

The provision regarding notice of termination of employment with an indefinite term was amended as follows
(underlined sections are the amendments):

Article 627 of New Civil Code Article 627 of Old Civil Code
1 (Omission (no amendment)) 1 If the parties have not specified the term of
employment, either party may request to
terminate at any time. In such cases,

employment shall terminate on the expiration of

two weeks from the day of the request to

terminate.

2 If remuneration is specified with reference to a | 2 If remuneration is specified with reference to a
certain period, an employer's notice of certain period, a notice of termination may be
termination may be made with respect to the made with respect to the subsequent period of

subsequent period of time onward; provided, time onward; provided, however, that the notice
however, that the notice of termination must be of termination must be made in the first half of
made in the first half of the current period. the current period.

3 (Omission) (**With the amendment of | 3 If remuneration is specified with reference to a
Paragraph 2, the application of Paragraph 3 has period of six months or more, the request to
become limited to an employer's notice of terminate under the preceding paragraph must
termination.) be made three months before the termination.

Though the Old Civil Code provided that, if remuneration is specified with reference to a certain period (such
as monthly wages and weekly wages), the notice of termination may be made with respect to the
subsequent period onward, but from the viewpoint of protecting a worker’s freedom to retire from work, the
application of Paragraphs 2 and 3 has become limited under the New Civil Code to “an employer's” notice
of termination. For example, the Old Civil Code required that a notice of termination or resignation by
either an employer or an employee must be made three months in advance in the case of an annual salary
system, or a maximum of one-and-one-half months in advance in the case of a monthly salary system (i.e.,
a complete monthly salary system under which no wages are deducted for tardiness, leaving early, or
absence) if the notice was made in the latter half of the relevant month. By contrast, Article 627 of the New
Civil Code provides that, with respect to an employee’s notice of termination, a two-week notice is sufficient
under all circumstances.

However, the LSA contains special provisions requiring that, prior to dismissing an employee (i.e.,
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termination of employment contract), an employer must provide 30 days' notice or alternatively, a payment
in lieu of dismissal notice (Article 20 and thereafter of the LSA). Therefore, the application of Article 627
of the New Civil Code to cases involving an employer’'s dismissal of its employee are limited to those in
which the LSA does not apply, such as a case in which “a business employs only cohabiting relatives, or
domestic employees (Article 116, Paragraph 2 of the LSA). Therefore, in relation to employers, the
application of Article 627 is limited.

(2) Practical impact

As stated above, with the amendment of the Civil Code, the period for an employee's notice of termination
was reduced to two weeks under all circumstances.

3. Effective Date

The effective date of the New Civil Code was April 1, 2020.
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