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C What is the issue?

4 Income inequality in Japan is above the OECD average and increased since the mid-1980s, as in the majority of OECD
countries. In 2009, the average income of the top 10% of Japanese was 10.7 times that of the bottom 10%, up from a
ratio of 8 to 1 in the mid-1990s and 7 to 1 in the mid-1980s. This compares to an OECD average of 9.6 to 1 in 2013.

> Income poverty (measured as half of the national median household income), concerns around 16% of the population
in Japan, a rate that is also above the OECD average of 11% *. Across age groups, the income poverty rate is highest
among senior citizens (above 66 years of age), affecting about 19% of them.

> Overall, since 1985 real average household income increased little in Japan (about 0.3% per year), while for the
poorest 10% it actually fell, by about 0.5% per annum. Inequality continued to increase during the crisis period (2006 —
2009) as real disposable income fell by a cumulated 5%, while the income of the top 10% remained stable.
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The Gini coefficient is a common measure of income inequality that scores 0 when everybody has identical incomes and 1 when all the
income goes to only one person.

* Other surveys, such as the National Survey of Family Income and Expenditure, suggest lower levels of income
inequality and poverty in 2009.

) Why is it important for Japan?

The level of redistribution is lower in Japan than in most
OECD countries. Taxes and benefits together reduced
inequality by 19% in 2009-10, compared to the OECD
average of 26%. Only Chile, Korea, Iceland and Switzerland
achieved lower redistribution via the tax/benefit system.

However, the Japanese government has done much to
strengthen redistribution: contrary to many other
countries, the reduction in inequality through taxes and
transfers increased over the years (Figure 2). This
strengthening is linked to a higher weight of public cash
transfers, such as more generous income support for the
unemployed or families with children.

Rising income inequality among the working-age population
is related to the increasing share of non-regular workers.
Their share in employment doubled since 1990, up to
almost 34% in 2012.

Non-standard workers (self-employed, temporary full-
time, part-time employees) earn lower hourly wages than
standard workers: workers on temporary contracts earn
30% less per hour than those on standard contracts, while
the pay gap reaches 46% for part-time workers (Figure 3).
Only 28% of firms provide on-the-job training for non-
standard workers. Poverty rates for households relying on
non-standard work are 20%, close to the OECD average of
22%. That is 4 times higher than for standard work
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households, compared with 5 times higher for the OECD
average.

Women are overrepresented in non-standard work,
comprising more than 60% of non-standard workers. In the
dual Japanese labour market, women often end up in
The
tax/benefit system creates disincentives for dependent

relatively lowly-paid non-standard employment.
spouses to increase earnings in order to avoid paying
income tax. This is one of the reasons why Japan is the

OECD country with the highest share of secondary earners

Self-employed and part-time workers (below 20 hours per
week) do not qualify for job seekers allowance. Only two-
thirds of non-regular workers make Employment Insurance
contributions and less than half pay work-related health
and social insurance contributions.

More generally, as of 2010 the tax and benefit system
discourages the transition from part-time to full-time
work in Japan as over two-thirds of additional earnings
would be taken away by reduced benefits, in particular
housing benefits, and by higher taxes.

among non-standard workers, at 64%, and why Japan is
where more low-paid individuals are to be found in higher
income brackets than elsewhere.

Figure 2: Redistribution due to cash
transfers and income taxes

Figure 3: Median hourly earnings ratio, between standard and non-
standard employees (standard workers = 1), in 2012
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Redistribution is measured as the percentage difference
between inequality (Gini coefficient) of gross market
income and inequality of disposable income for the

working-age population.

To tackle inequality and promote opportunities for all, countries should adopt a comprehensive policy package, centred around
four main areas: Promoting greater participation of women into the labour market, fostering employment opportunities and good-

quality jobs; strengthening quality education and skills development and adaptation during the working life; and a better design of
tax and benefits systems for efficient redistribution. In Japan, this would include initiatives such as:

What can policy makers do?

> Expand the social protection coverage of non-regular workers by workplace-based social insurance systems, notably by
improving compliance and by extension to part-time work with actual hours close to full-time hours;

> Promote training opportunities for non-regular workers to enhance the transition to regular employment, and step up
plans to create a Japanese national vocational qualification system;

Strengthen in-work benefits and fiscal measures that increase work incentives, especially for second earners;

> Increase the availability of affordable child care and develop measures to encourage a better work and family balance such
as promoting fathers to take paternity leave, to increase female labour force participation.

> Consider introducing an earned-income tax credit for low-wage workers
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