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Changes in Japan’s Labor Market and the Labor Income Share, Wage Inequality,
and Working Hours

Yoshio HIGUCHI, Keio University

Japan’s labor market has undergone major changes in recent years. Even though the
economy has been performing well and corporate earnings have been rising, wages have
not substantially increased. Despite growing labor shortages, the number of regular
employees is no longer rising as it used to in the past. At the same time, even though the
economy is growing, wage inequality is still not falling. Overtime hours, which in the
past used to play a key role in the adjustment of production, have remained unchanged,

and it appears that their role as an adjustment mechanism has diminished.

Against this background, this special edition brings together a series of studies on the
labor income share, wage inequality, working hours and time allocation, and regional
inequality that look at the current situation in these areas and empirically investigate the

factors underlying recent changes.

Chapter 1, titled “Declining Labor Share and Corporate Finance,” uses various statistics
to investigate changes in the labor share. The distribution of income to labor can be
regarded as akin to a fixed cost factor, and when the economy deteriorates, the labor
income share increases while the corporate income share decreases. Conversely, when
the economy recovers, the labor share declines. Such cyclical movements are observed
not only at the macroeconomic level but also at the microeconomic level such as at in-
dividual firms. That said, looking at long-term trends, the labor share is declining in
countries around the world and this trend is particularly pronounced in Japan, where
most indicators since the start of the millennium have been on a downward trend. The
reason is that wage growth has been sluggish, while dividends payments to shareholders
and internal reserves have tended to expand, and there have been changes in the way
firms distribute value added.

Thus, examining the link between employment levels and per capita labor costs on the
one hand and corporate finances on the other, the chapter shows that as retained earnings

increase, the labor share declines, and firms that have a main bank tend to maintain
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employment levels and engage in precautionary saving, while firms that do not have a
main bank tend to hold excess cash unrelated to employment levels. These results show
that changes in corporate funding methods have resulted in changes in corporate gov-

ernance and, as a result, greatly contributed to the decrease in the labor share.

Chapter 2, titled “Business Cycles and Wage Inequality in Japan,” examines business
cycles and inequality in employees’ annual income using microdata from the Ministry of
Health, Labour and Welfare’s “Basic Survey on Wage Structure” from 1989 to 2013.
The chapter shows that when looking at inequality in real annual income using the entire
sample the Gini coefficient and the coefficient of variation have both tended to grow
over time. By decade, income inequality remained largely unchanged in the 1990s re-
gardless of changes in the business cycle. However, from 2000 to 2010, inequality in-
creased both during periods of economic expansion and contraction, with increases in
inequality particularly pronounced during periods of economic expansion. Further, from
2010 onward, the Gini coefficient and the coefficient of variation both again became
stable and remained unaffected by the business cycle. Looking only at male full-time
workers, income inequality shrank until the first half of the 1990s, then gradually ex-
panded again until reaching a peak in 2007-2008, and since then seems to have been
declining again. These findings show that while the long-term trend has been for income

inequality to grow, the relationship with economic conditions is unclear.

The chapter further shows that the impact of economic expansions and recessions on
overtime pay is asymmetric. Specifically, the decrease in overtime pay during reces-
sionary periods is greater than the increase in overtime pay during expansionary periods.
Looking at developments over time, a structural change in the labor market can be ob-
served: rather than reducing overtime hours for all income classes when the economy
deteriorates, there is a growing tendency among firms to lay off some workers when the
need for overtime work decreases. This change is particularly pronounced in the bottom
quartile of employees in terms of annual income. While adjustments in working hours
used to be employed as a “relief valve” for fluctuations in business activity, this
mechanism has weakened in recent years, which explains why it has become more dif-

ficult to discern a link between the business cycle and income inequality.

Chapter 3 on the “Economics of Income Inequality and Educational Investment” focuses
the transmission of income inequality from one generation to the next brought about by

educational inequality and, taking the impact of current income inequality on economic
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growth and future income inequality into account, examines why an increase in ine-
quality should be regarded as a problem from a macroeconomic perspective. After re-
viewing empirical studies on the relationship between the recent increase in income
inequality and economic growth, the chapter presents a model describing how income
inequality is passed on from one generation to the next through educational investment.
Paying special attention to capital market imperfections, the model examines the case
when there is only private educational investment, the case when families can choose
public or private education, and the case when the level of public education is endoge-
nously chosen through the political process as a result of voting by families. The model
shows that income inequality is linked across generations and that how education affects
inequality in the long-term differs in the three cases. The chapter also touches on the
impact of globalization and changes in the production structure of the macroeconomy as
a whole on the transmission of intergenerational income inequality and parents’ deci-
sion-making with regard to educational investment, and considers what kind of educa-
tion system would help to reduce income inequality and at the same time promote

economic growth.

Chapter 4 on “The Effect of Commuting Time on Married Couple’s Times Use” ex-
amines the impact of the length of commuting time, which represents an important time
constraint for those who work, on the employment and working hours of husbands and
wives using microdata from the “Japanese Panel Survey of Consumers” by the Institute
for Research on Household Economics. Focusing on households in which both spouses
work, the analysis shows that, controlling for household characteristics and the number
of household members, the longer is an individual’s commuting time, the more hours
both the husband and wife spend on market work and the fewer hours they spend on
housework. In addition, the results show that if spouses’ commuting time increases,
respondents reduce their own market work hours and increase the hours they spend on
housework. Looking at the estimates in detail, the results show not only that an increase
in spouses’ commuting time has an inhibitory effect on respondents’ labor supply, but
also that wives’ time spent on housework is inelastic, while husbands’ time spent on
housework shrinks considerably. Finally, when the wife’s commuting time is long, this
would have no effect on husbands’ time spent on housework in the 1990s, but since the

2000s husbands’ would spend more time doing housework.

Chapter 5, titled “An Empirical Study on Migration to Tokyo by the Young,” investi-

gates the role played by regional inequality in population outflows from rural areas to



HARDII TS OAE & I E R « B « J7Hikeh

Tokyo using microdata from the Ministry of Health, Labor and Welfare’s “Annual
Population and Social Security Survey.” The chapter also considers policies to avoid
overconcentration in Tokyo. Examining migration when individuals start university or
their first job, the analysis shows the following. First, one factor underlying the popu-
lation inflow to Tokyo is the general increase in educational attainment, but the role of
this factor has tended to decline in recent years. Second, low wages in the region of birth
at the time of looking for a first job are another factor driving the population influx to
Tokyo. Third, limiting the sample to those that moved to Tokyo to attend university, the
analysis indicates that poor employment opportunities in the regions prevent graduates
from returning to their hometown. Fourth, looking at those that found their first job in a
local region, wage differences and differences in employment opportunities do not play
a role in the population inflow to Tokyo. Fifth, by sex, while young women are less
likely than men to move to Tokyo for their first job, if the sample is restricted to those
that moved to Tokyo for university or college, women are more likely to subsequently
remain in Tokyo; moreover, among those that found their first job in a local region,
women are also more likely to subsequently move to Tokyo. The findings suggest that in
order to redress the heavy concentration on Tokyo, policies to reduce the differences in
wages and job opportunities at the time when the young look for their first job, to ensure
that investment by the young in their human capital is fully rewarded in the regions, and

to ensure that their endeavors bear fruit are needed.

In the past, the labor income share, wage inequality, and working hours fluctuated con-
siderably due to cyclical factors. Cyclical factors continue to play a role today, but in
recent years, the decline in the labor income share, the increase in wage inequality and
regional inequality, the entrenchment of long working hours and commuting time, as
well as the increase in the speed of employment adjustments seem to have become
permanent features. Amid changes in the external environment such as changes in
financial markets, the aging and shrinking of the population, globalization, the upgrad-
ing of industries and technology, and the decline in the expected growth rate, this raises
the question how policies should respond to this labor market transformation. The
government’s response to these issues so far essentially has been to leave everything up
to individual negotiations between management and labor and to let the market resolve
these issues. Should the government regard these changes in the labor market as issues
which it should seek to resolve through active intervention? Or should the government
only set the market rules and then leave everything to the power of the market? The

government has recently been promoting a rise in the minimum wage as well as
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work-style reforms, but there is an ongoing debate about the respective roles that the

government and markets should play.
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