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Over-time Changes in the Size Distribution of
Household Income under Rapid Economic n |
Growth: The Japanese Experience .

Toshiyuki Mizoguchi, Noriyuki Takayama, and
Yasuhiro Terasaki '

One of the most important policy problems faced by developing coun-
tries is the maintainance of economic growth while preserving the
relative equity of income distribution.* In this respect, we will want to
consider the Kuzuets inverted-U hypothesis which maintains that there
wil] be a regressive trend in the size distribution of income until some
point in the development process, after which a progressive trend will
appear. When plotted, the shape of the curve will resemble the letter U
turned upside down. The knowledge that such a pattern exists might be
very helpful in devising strategies for development countries. Un-
fortunately, the Kuznets hypothesis has been insufficiently tested,
mainly becaunse of the scarcity of data.

As Kuznets pointed out, it is very difficult to find appropriate long-
term data. Several attempts, using various kinds of data, have been
made to verify the Kuznets hypothesis. Some have tried to use historical
data (Paukert, 1973), but most studies have depended on very special
kinds of data such as tax statistics. Others have attempted to clarify
the relation between income levels in U.S, dollars and degrees of in-
equality (Bacha, 1977). The difficulty with these approaches is that the
degree of inequality varies with social factors and with the nature of the
data.

- We believe that the Japanese experlence provides a good chance to
test the Kuznets hypothesis, although we have data on the size dis-
tribution of income only for the post-world War II period. Judged by
the magnitude of the chauge in the level of income, the quarter-century

* This paper was prepared as a report for the Income and Assets Distribution
Research Project, Institute of Economic Research, Hitotsubashi University (JADR-
PHU), and was financially supported by the Toyota Foundation.
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234 INCOME DISTRIBUTION

of postwar Japanese development can be compared to a century of
growth in most developed countries. Therefore, we can hope to get an
idea of the long-term relation between economic development and
changes in the inequality of the size distribution of household income.
In this paper we shall, in Section II, investigate the over-time changes in
size distribution of total household income in relation to the changes in
inequality “between” and “within” selected household subgroups. In
Section III, relying on more detailed data, we shall examine the causes
of the changes in inequality for various subgroups.

Before proceeding, it .is necessary to comment on the measures of
inequality to be used in this paper. Among the various measures which
have been used in income distribution. studies, the most popular is the
Gini concentration ratio or the Gini coefficient, which can be decom-
posed into additive factor components (Rao, 1969). Where G = the
Gini coefficient of total income, G, = the pseudo-Gini coefficient of the
i-th income component (obtained from tables classified by total house-
hold income), and w, = the share of i-th income in total income, we
have

G= Z, wiG,.

However, there are two deficiencies in the Gini coefficient. First,
when the Lorenz curves being compared cross, the ordering pattern of §
this measure becomes arbitrary. In fact, it has been shown by Atkinson
(Atkinson, 1970) that the Gini coefficient weighs the modalincome classes
more heavily than those at the margins. The other drawback of the
Gini coefficient is its ineflective treatment of the between-within type of
decomposition. When income distribution is calculated according to
heterogeneous household groups, it is desirable to decompose the in-
equality measures into between and within components.'

Regarding the latter problem, we will want to look at the log variance
decomposition. It is not necessarily admitted that the income distribu-
tion follows the log-normal distribution, but the log variances have been
used to indicate the measures of inequality. In this case we can divide
the total log variance into between and within components using the
technique of variance analysis.

! The total Gini coefficient, G, can be decomposed into the between-group Gini

Gy, and the within-group Gini, G,(i), using the following formula:
G=0G, 77_‘. w, G (0)
where w, = [g(Y)} (F/Y)
and ¥, ¥,, and g(7,) are, respectively, the mean income of the total group, the mea.

sure of the i-th subgronp, and the population share of each group. Note that all Gs
defined here are Gini coefficients, not pseudo-Gini coeficients.
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Theil’s measure, derived from information theory, is also a popular
measure in the study of income distribution. One of the merits of this
measure is that total inequality can be divided into the two components
mentioned above. To some extent, Toyoda (1975) succeeded in gener-
alizing the Theil measure. He gave us measures of the expected-utility.
type which are made up under a general weighing system with one
parameter (a). When (@} equals unity, his measure is reduced to the well-
known Theil measure (T'), and when a = 2, his measure equals half the
square of the coefficient of variation. Furthermore, when (a) is less than
unity, his measure (B) corresponds to Atkinson’s measure (4) in the
following formula:

A=1—(1—aB)V% a0, a <1
A=1—exp(—8), a=1.

In this sense, B can be treated as Atkinson’s variant when g < 1.

(@a=1-— E)
, B=0/a) 1 — 2Ty AY)] a#0,a<l1
= — Xllog(Y,/ )] (Y, a=0

B =3[(Y,/T) log(Y)/ PN AY) a=1
B=(Q/a) [X(Y/TrA¥)—1] a<l

where Y, /(¥,) and ¥ are, respectively, the income of the j-th class, its
population share, and its mean income.

Corresponding to the form of decomposition of Theil’s measure, we
can decompose Toyoda’s measure as follows:

B=DB + Sw Bfi) wy = g(¥,) (Y (¥

where By, B, ,, Y1, g(¥)) are, respectively, the between- group inequality,
the within-group inequality, the mean income of the /-th group, and the
population share of that group. When (a) equals unity or zero, we have
w, = 1, and the total within-group inequality (3 w,B,,,) becomes just
the weighted average of the within-group inequality. The smaller the
value of (a), the heavier is the weight given to the lower income classes
at the margin.

Total Household Income Distribution

This section aims to estimate the degrees of inequality for the size
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236 INCOME DISTRIBUTION

distribution of household income covering all types of household in-
come in Japan. Such an atiempt is important in showing the broad
characteristics of Japanese income distribution and in understanding the
behavior of occupational groups.

Needless to say, obtaining reliable data is the most important task in
the study of income distribution. There have been published annually
in Japan two kinds of reliable data on the size distribution of multi-
member houscholds: the Family Income and Expenditure Survey of
the Bureau of Statistics, Office of the Prime Minister (hereafter FIES),
and the Cost of Living Survey of Farm Households of the Ministry of
Agriculture and Forestry (hereafter CLSF).? The sample size is medium
—that is, about 10,000—and the reporting houscholds are requested to
make balance sheets for their income and expenditures. It is our impres-
sion that the non-sampling biases are more serious than the sampling
biases in the income survey. In this sense, Lhe two surveys have reliable
figures on income in comparison with the figures of other kinds of
surveys which depend on a simple questionnaire.

Restricting ourselves only to these data, however, we leave the
following household groups unexamined: the nonagricultural entre-
preneur multi-member household, the unemployed muiti-member
household, and the single-member household. According to the 1974
Employment Status Survey of the Bureau of Statistics, Office of the
Prime Minister (hereafter ESS), the percentage of the number of house-
holds occupied by these groups is about 40; therefore, we cannot neglect
these household groups in our study.

Since the early 1970s, some attempts at [lling this vacuum in income
distribution studies have been made. Wada (1975) estimated the size
distribution for total households, relying mainly on the ESS,* which
collects figures on the cash income of individuals. In the reports before
1968, the ESS estimated household cash income using questionnaires
on household property and transfer income. Wada adjusted the figures
for agricultural households by adding his estimates of income in kind.
He also tried to revise the ESS property income figures, which he be-
lieved to have downward biases. Since we cannot get information on
property income and transfer income from recent ESS surveys, we
cannot really corroborate Wada’s method. In addition, there remain
some problems regarding the accuracy of ESS income figures. Because
the main purpose of the survey is to provide information on employ-

* A brief explanation of these surveys was presented in (Mizoguchi, 1975).

* While Wada estimated the 1971 distribution, there was not much description of
the method used to compensate for the lack of dala on property and transfer income
for that year. Therefore, we adopt in this section enly his pre-1968 resulls,
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ment structure, income has been treated as a matter of subsidiary inter-
est. Further, the questionnaire used has been simplified in subsequent
years. Additionally, it is somewhat inconvenient to use ESS data which
are prepared every three years when most other J apanese data are pub-
lished annually.

A second approach was proposed by the Research Group on Income
Distribution Problems (hereafter RGIDP) organized by the EPA
(RGIDP, 1976). They adopled the annual income data reported in the
Family Saving Survey of the Bureau of Statistics, Office of the Prime
Minister (hereafter FSS), in order to derive the size distribution of in-
come for urban households. Since the samples for the FSS are taken
from the sample households selected at the beginning of each year, the
annual income information should be relatively reliable, even though
gathered through a simple questionnaire.*

A third type of study was proposed by Mizoguchi (1975). While the
F1ES has income data only for employee households, it has expenditure
data for other than employee non-agricultural households (let us call
these households “Other Households™). Since we can get the annual
saving ratios by income class for the Other Households from the FSS,
we can derive the size distribution of disposable income by using the
FIES and the FSS together.

Another approach would be to seek data which cover a range of
household groups broader than the CLSF and the FIES and give more
reliable income data than the ESS. Among various candidates, we
should pay attention to the Survey of People’s Living Conditions of the
Ministry of Welfare (hereafter SPLC) and the Survey of Consumer
Finances of the EPA (hereafter SCF). About 10,000 households are
taken as the sample for the SPLC, which examines the income from
July of the previous year to June of the survey year. Since the reports
have been published, with some exceptions, annually, we can investigate
the annual change in income distribution for all households. The
interviewing has been done through the fixed districts used by the Office
of Social Welfare Commissions, and it is said that, in comparison with
otber kinds of surveys, the refusal ratio is low for low-income classes.

The SCF has taken its sample houscholds from the same population
used for the FIES and the CLSF. Since the survey obtains income
figures from a simple questionnaire, the SCF income data would be
less reliable than that of the FIES. However, careful attention has been
paid to income since the main object of this survey is to study con-

* The FIES asked the sample households their annual income for the preceding
vear. Because the samples have been rotated gradually, we cannot use the annual
income in the study of income distribution,
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sumption behavior. Thus, its income data are better in quality than the
ESS’s,

A comparison of estimates

Now let us compare various kinds of estimates cbtained from difTerent
data. Because of data limitations, the comparison is restricted to the
years after 1962, Since our purpose here is to follow the broad pattern
of over-time change, let us adopt the most often used indicator, the Gini
coeflicient. All income data are presented in decile group breakdown
using the packaged program developed in our project (Matsuda ef a/.,
1976), and the coefficients obtained are shown in Table 1.

For the income distribution of all types of households, we have only
two kinds of estimates. Although there are minor differences in the
household coverage, it is not impossible to compare the two. Wada’s
calculations for the Gini coeflicient are nearly constant from 1962 to
1968 our SPLC estimates show a decline. The dillerence between the
pattern suggested by Wada and that used by us can be {raced to the
varying patterns of distribution for single-member households. The
pattern of overtime change in distribution is similar in the two series
with respect to multi-member households. For the multi-member house-
holds, we have four kinds of estimates, Differences in coverage are not
so serious as to affect the estimates. Generally speaking, the overtime
changes show very similar patterns. The coefficients rise until 1962,
decline from 1963 to 1968, and increase thereafter.

The over-time income distribution pattern suggested by the four kinds
of estimates for the non-agricultural multi-member household is alsa
similar: there is a decreasing trend from 1960 to 1972 and an increasing
trend afterwards. While the original draft of Wada’s paper showed
figures for only two years, 1956 and 1962, the result seeis to be con-
sistent with. our estimates.

Regarding the period before 1961, we can get information on the size
distribution of total houscholds only through the ESS. According to
Wada’s calculations, the distribution changed regressively during this
period, While we cannot check his results with other data, there are
some figures which permit a partial examination of the reliability of
the ESS data. The ESS suggests that the distribution within employee
households showed a regressive trend from 1956 to 1959, This is con-
sistent with the results from the FIES which are examined below. (See
“Income Distribution of Employee Households’), Wada has calculated
the Gini coeflicients for agricultural households only for 1956 and 1962,
The regressive trend he suggested there is supported by the results from
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the CLSF which are examined in Section HI (see “Urban Rural Income
Differences and Income Distribution of Agricultural Households”).
Since these two household groups occupied a large portion of multi-
member households in the 1950s, his estimates would be valid at least
for these households.

However, we still must explain the difTerence in the level of inequality
measures for the multi-member househeld as well as the non-agricul-
tural multi-member household. For example, the resuits {rom the ESS
and the SPLC range from 0.30 to 0.35; the estimates from the FIES,
the FHES, and the FSS are generally lower. We can point out two rea-
sons for these differences, The first is that the samples of the FIES are
taken from households of relatively moderate income.

Although the FIES adopts the random sampling method, it is quite
possible that the refusal ratio is high in low-income households due to
the difficulty in keeping family account books. A similar situation could
arise with the SCF or the FSS. In constrast with these surveys, the SPLC
uses officers of the Social Welfare Commission as interviewers, and the
refusal ratio is relatively low in low-income households. Since the ESS
inquires mainly about the employment situation, the refusal ratio is
said to be low in comparison with other surveys. The second reason

Table 2. Gini Coefficient for Household Subgroup*

(m 0 (1.2) 2.1) (2.2) (2.3) 2.4) (2.5)

Year Total  Single- Ordin- Subgroups of ordinary households
H.H. member ary Hon- Unem-
H.H. H.H. . agri_ p]oyed
Regular Daily  Agricul- cultural H.H.
em- em- tural self-em-
ployee  ployce .11 ployed
H.H. FLI. H.X.

1962 0.3759 (.4215 0.3629 0.3244 0.2931 0.3192 (.3855 0.4273
1963 0.3607 0.4155 0.3461 .03116 0.2816 0.3023 0.3813 0.3699
1964 0.3528 0.3672 0.3402 0.3027 0.2598 0.3187 0.3950 0.3661
1965 0.3441 04131 03276 0.2988 0.2765 0.2917 0.39%71 0.4057
1966
1967 0.3523  0.3541 0.3307 0.2961 0.2590 0.2949 0.4374 0.413]

1968 0.3488 0.4591 0.3257 0.2961 0.2973 0.2925 0.3977 0.3561
1969 0.3539 0.4046 0.3319 0.3043 0.2682 0.2844 0.4915 0.3903
1970 0.3553 0.3733 0.3284 0.2934 0.2530 0.2938 0.4467 0.4155
1971 0.3521 0.3987 0.3301 0.2986 0.2570 - 0.3081 0.4328 0.4012

1972 0.3570 0.4304 0.3388 0.3022 0.2586 0.3197 0.4215 (.3826
1973 0.3496 0.4760 0.3287 0.2936 03271 03126 0.4073  0.4210
1974 0.3443 03651 03268 0.2890 0.4683 0.3041 0.43505 0.4172

* Data from the SPLC,
a. H.H. = household.
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concerns only the FIES. To avoid difficulties caused by FIES sample
rotation, we have used here the average annual income calculated for
household groups in the annual report of the FIES.

Since we believe that the nonsampling biases are small in the FIES
and the CLSF. we must refer to these data to determine the pattern of
over-time change in the Gini coefficients, However, regarding the
absolute level of the Gini coefficients, the resulis from the SPLC are
more realistic. Further, it is very fortunate for us that the pattern
suggested by the SPLC is very similar to that of the FIES and the
CLSF. Considering these circumstances, we can use the SPLC to in-
vestigate all types of household income distribution.

Decomposition of SPLC log variances

Various methods have been proposed for decomposing the inequality
measures. However, let us use here the log variance of income. By using
the technique of variance analysis, the total log variance in the data
classified by occupational groups can be decomposed into weighted
averages within variances and between variances, The results are shown
in Table 3, where total variances for all households are first decomposed
into those for single- and multi-member households. The variance for
the multi-member household is again divided into five occupational
groups, The pattern of over-time change is very similar to that of the
Gini coefficients shown in Table 2. Therefore we can safely use the log
variances, although we do not necessarily believe that the pattern of
income distribution follows that of the log normal distribution,

First, let us examine the decomposition between the single- and the
multi-member households. The within variances for the two groups
change differently over time. The curve for the single-member house-
hold declines from the early to the Jate 1960s and rises afterwards,
However, the opposite pattern is shown in most years by the multi-
member household curve. Since about 80 percent of all households are
multi-member, the overall within-variance pattern will closely resemble
that of the multi-member household. In this context, it is very impor-
tant to note that the between variance increases, especially after the mid-
1960s. This could be explained if the relative income of single-member
households had decreased remarkably after the mid-1960s. However,
in fact the relative income of single-member employee households did
not decline,

The single-member household includes the following four categories:
(1) young employee households, (2) young unemployed households,
(3) aged households, and (4) others. Althou gh detailed analysis will be

oo
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presented below, we would like to point out here, without offering
any numerical illustrations, that the most important factor underlying
this increase is the rise in the number of households in category (2),
- which is largely composed of students living away from home. L

Regarding the within variances for multi-member households, we can . L
identify occupation and group differences in the over-time pattern of F
change. In the 1960s the pattern of change for employee households was
progressive. While there was a regressive tendency in the early 1970s,
we can safely say that the progressive changes in employee household
income distribution played an important role in keeping the distribution
of total households relatively equal in the process of rapid economic
growth.? In spite of fluctuation, the trends in inequality measures for
agricultural households have been relatively stable, This group is im-
portant in examining total household behavior in the 1950s because it
represented a relatively large portion of households. Thereafter, we need
not pay much attention to these housebolds since their number as a
proportion of total households declined sharply.

The distribution of the non-agricultural entrepreneur’s income has
changed regressively in both the 1960s and the 1970s. Further, the level
of inequality measures is higher than that for either the employee or
the agricultural household. Since this group represents about 20 per- _
cent of multi-member households, its pattern affects to some extent the (
pattern of total household income distribution. It is important to ex- ¢
amine the regressive tendency itself using various sources of informa-
tion. It is not surprising that high inequality values can be found for
unemployed household income distribution because income in this
sector is obtained from property income or transfer payments, But it is
very interesting to note here that the inequality coefficients for the un-
employed household were relatively stable in the 1960s.

The between variances regarding these five household subgroups ;o
decline significantly in this period. This decline can be seen in Figure 1,
where we have presented the decreases in income differences between

“employee and agricultural households. The figures also indicate that
income differences decreased during the 1960s between employee house-
holds and non-agricultural entrepreneur households, another reason for
the decline of the between variances. In contrast to this trend the rela-
tive income of the unemployed household decreased, and this slowed
down the speed of decline of the between variances.

3 Since the number of daily worker households decreased sharply in the 1960s,
we can use regular laborer households as representative of the employee households
in our invesiigation.
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A Non-agricultural self-employed
oS households
N et e Employee
L0 . Income
L Agricultural households
o Unemployed households
0.5 /. """-.,w_/
T~ ./' “/—ﬁ‘\“"\ ,/’
—— ‘\./
1
T

1 1 | 1 1 | 1 1 1 | l { J
1962 63 64 65 67 068 69 70 71 72 73 74 75
Figure 1. Over-time changes in relative income*

* Data from the SPLC,
a. Employee income == 1.0,

Detailed Studies of Income Distribution
by Household Occupational Groups

In this section, let us examine in detail the causes of the over-time
changes in income distribution inequality. For this purpose, we need
information about the income components as well as income distribu-
tion for household subgroups. Unfortunately, the SPL.C is not a good
source, and we shall use other kinds of survey data (for a detailed ex-
planation, see the notes to Table 4),

Income distribution of employee households

Table 4 shows the over-time changes in the Gini coefficient (G) and the
Atkinson’s measure (A: € = 5) of income distribution from FIES
data for employee households, Both measures rose slightly in the latter
half of the 1950s, decreased during the 1960s, and showed little change
in the early 1970s. This tendency is consistent with that shown by the
SPLC data for employee households, although the absolute levels of
the inequality coefficients are higher in the SPLC than in the FIES. The
degrees of income inequality computed for twelve-monthly (January to
December) averages were significantly higher than those calculated from
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Table 4. Employee Household Income Inequality*

From decile income group data of monthly income

December included December excluded
G Afa= Ba= B{a= G Afa= Ba= B@a=
-4 0 2) —4) 0 2)

1933 0.2865 0.4876 0.1325 0.1410 0.2838 0.5034 0.1305 0.1376
1954 0.3145 0.5442 0.1615 0.1761 0.2908 0.5320 0.1382 0.1469
1955 0.3007 0.5240 0.1471 0.1580 0.2963 0.5363 0.14382 0.1542
1956 0.3134 0.5428 0.i616 0.1774 0.2899 0.5026 0.1384 0.1505
1957 0.3184 0.5623 0.1666 0.1822 0.2994 0.5211 0.1489 0.1643
1958 0.3212 05613 0.1711 0.1906 0.2991 0.5254 0.1479 0.1621
1959 0.3174 0.5752 0.1643 0.1759 0.2964 0.5249 0.1461 0.1605
1960 0.3217 0.5603 0.1702 0.1876 0.3015 0.5191 0.1516 0.1688
1961 0.3179 0.5657 0.1655 0.1797 0.2004 0.5288 0.1597 0.1793
1962 0.3081 0.5516 0.1555 0.1680 0.2963 0.5225 0.1465 0.1619
1963 0.3090 0.5325 0.1557 0.1687 0.2992 0.5115 0.1504 0.1688

From decile income group data of annual income reported

1963 0.2237 0.3213 0.0795 0.0828
1964 0.2134 0.2790 0.0725 0.0765
1965 0.2056 0.2655 0.0660 0.0696
1966 0.2110 0.2703 0.0708 0.0767
1967 '0.2150 0.2818 0.0736 0.0776
1968 0.2008 0.2444 0.0641 0.0676
1968 0.1874 0.2338 0.0560 0.0582
1970 0.185% 0.2338 0.0546 0.0361
1971 0.1862 0.2309 0.0545 0.0561
1972 0.1872 0.2316 0.0555 0.0574
1973 0.1873 0.2286 0.0551 0.0570
1974 0.1974 0.2478 0.0603 0.0638
1975 0.1979  0.0306 0.0604 0,0643

* Data from the FIES

a,

For muiti-member employee households, the FIES is the most important data
source, having some advantages over the SPLC. The income figures of the FIES
are considered to be reliable since these are sums taken from the daily domestic
account books in which income and expenditure entries are made and balanced.
The FIES has published detailed figures on income, and, since 1963, houschold
subgroup data have been included.

. There are some difficulties in using the FIES for over-time comparisons, one of

which concerns the revision made in mid-1962. The F1ES has been taken monthly
since 1971 at that time the survey covered only non-agricultural households in
large cities with two or more family members. In 1962, the FIES was redesigned to
cover such households in all the cities, towns, and villages of Japan. Since we use
the enlarged coverage for the study of income distribution after 1963, we cannot
compare directly with the pre-1962 FIES results.

There is also a disconlinuity in the nature of the income distribution tables before
and after 1963. One-sixth of the FIES sample is rotated successively so as to avoid
data biases in the time-series comparison. This rotation system is efficient to pre-

vent syslematic biases, but makes it difficult to obtain annual income estimates '

from the accounts of each household. Because the seasonal variations of income
are greal in Japan, it is impossible to estimate the annual income by multiplying
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the monthly income by 12, Two devices have been proposed in the annual report
of the FIES in order to construct annual tables. One proposal has been to use the
relative position of monthly income. Since the tables present monthly income
data, we can construct quintile or decile income groups for each month, Annual
quintile or decile group data can be obfained by taking twelve-month average
figures for each group. The other proposal, made in the 1962 revision, is to refer
to the reported annual income inequality of the sample, Aflter the revision, sample
households have been asked 10 report a broad estimate of annual income for the
previous year. Although the FIES does not adopt the reported amount as the
income figure, it is used {o construct annual income tables. Since we shall use the
latter figures for the post-1963 period and the former figures for years prior to
1962, we cannot compare the absolute levels of the inequality measure before
and after 1963.

the average income for ““‘normal” months only (January to November),
The differences are mainly due to the bonus payments which nearly all
employees receive in December. This seems to imply that the bonus
payment js one of the important factors in explaining the regressive
trend of the 1950s, as has been suggested by Mizoguchi (Mizoguchi,
1975).

Based on the above findings, we should like to inquire in detail why
the Kuznets inverted-U pattern of income disparity appeared during the
postwar period of rapid growth, why the turning point was about 1960,
and why bonus payments had the effect of widening income inequality.
However, before presenting our detailed study it would be convenient
to give a brief review of the views of various authors. Mizoguchi (1975)
first suggested that the regressive trend in the 19505 was due to the con-
centration of income in the relatively high income classes and that this
could be related to the bonus toso (bonus struggle) of the big trade
unions which aimed at increasing bonus payments, He also suggested
that the progressive tendency in the 1960s could be explained mainly
by the scarcity of Jabor. Mouer (1973-74) pointed out that the popula-
tion movements from rural to urban areas were an important factor
underlying this progressive tendency. Other supporting evidence for
Mizoguchi’s labor scarcity hypothesis was given in an over-time com-
parison with the NFIE (Takayama and Yoshioka, [976). Most of this
work, however, should be regarded as tentative; here we hope to offer a
rather strong hypothesis of our own.

Breaking down pre-tax income into its various components will
shed much light on the various changes which took place, particularly
with regard to the following components: (1) the regular employment
income of household heads, (2) the extraordinary (e.g. bonus) or tem-
porary eraployment income of household heads, (3) the employment
income of other family members and the income of household heads
from subsidiary jobs, and (4) other kinds of income. Table 5 shows a
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Table 5. A Rao Decomposition of Employee Income Distribution*

Gini coefficients Income share (%)

(1) @ () @ Total (M) @ ) @

Monthly 1953
income 1954 0.2326 0,4433 0.3900 0.2942 0.3139 53(41) 28(39) 13(16) 4(4)
decile 1955 0.2178 0.4249 0.3697 0.3274 0.3007 55(40) 29(41) 12(15) 4(5)
data 1956 0.2203 0.4490 0.3410 0.3326 0.3134 52(36) 33(49) 11(12) 4(4)
- 1957 0.2216 0.4456 0.3694 0.2947 0.3184 30(35) 35(49) 11(12) 4(4)
1958 0.2231 0.4505 0.3650 0.3119 0.3212 50(35) 35(49) 11(12) 4(4)
1959 0.2214 0.4310 0.3645 0.3035 0.3174 48(34) 36(49) 12(13) 4(4)
1960 0.2209 0.4384 0.3471 0.2988 0.3271 47(32) 39(53) 11{12) 3()
1961 0.2151 0.4144 0.3920 0.3510 0.3179 46(31) 39(51) 11(14) 3(4)
1962 0.1916 0.4014 0.4050 0.4254 0.3081 45(28) 39(50) 12(15) 4(6)
1963 0.1938 0.4180 0.3497 0.4007 0.3090 45(28) 40(55) 11(12) 4(5)

Annual  1963* 0.1891 0.2937 0.3077 0.2291 0.2237 66(56) 17(22) 13(18) 5(5)
income  1964* 0.1785 0.2677 0.3265 0.2158 0.2134 66(56) 16(20) 12(19) 5(5)
decile 1965% 0.1696 0.2617 0.3164 0.2201 0.2056 66(55) 16(21) 13(20) 3(5)
data 1966* 0.1678 0.2807 0.3635 0.1453 0.2110 66(53) 17(22) 13(22) 47)
- 1967* 0.1687 ©.3047 0.3437 0.1598 0.2150 66(52) 18(25) 13(20) 4(3)
1968* 0.1502 0.2646 0.3606 0.2187 0.2009 65(49) 18(24) 13(23) 4(4)

1969* 0.1409 0.2243 0.3652 0.1791 0.1874 63(48) 20(25) 12(24) 4(4)

1970% 0.1369 0.2270 0.3686 0.1526 0.1859 62(46) 21(26) 13(23) 4{3)

1971* 0.1383 0.2216 0.3828 0.1328 0.1862 63(47) 21(25) 12(25) 4(3)

1972* 0.1385 0.2384 0.3802 0.1350 0.1872 64(47) 21(26) 12(24) 4(3)

1973* 0.1365 0.2172 0.3957 0.1750 0.1873 62(45) 22(25) 12(26) 4(4)

1974* 0.1336 0.2867 0.3560 0.2577 0.1979 63(42) 21(31) 12(22) 4(5)

1975* 0.1343 0.2854 0.3788 0.2470 0.1979 66(44) 20(28) 12(23) 4(5)

* Data from the F1ES,

a. Figures for 1953-63 are calculated from annual income decile data; figures for
196375 are derived from monthly income data. Therefore, we cannot compare
the Gini coefficients or the income share figures of pre- and posi-1963,

b. Income share: (1) = regular employment income of household heads, (2) =
extraordinary or temporary income of household heads, (3) = the employment
income of other family members and the income of household heads from subsi-
diary jobs, (4) = other kinds of income.

¢. The figures in parentheses under income share indicate the products of the income
share x the pseudo-Gini coeflicient.

Rao decomposition using these four income components, Regarding
the period before 1963, it can be said that

(a) the degree of inequality for income categories (2) and (3) is
larger than that of (1); ‘

(b) the Gini coefficients of regular income seemed to show little
change in the late 1950s while those of extraordinary income
fluctuated from year to year;

(¢) the share of the regular income of household heads was on the
decrease: from 55 percent in 1955 to 45 percent in 1962. On the
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! other hand, the share of extraordinary income increased: [

29 percent in 1955 to 39 percent in 1960.

Ry (d) The inequality of extraordinary income distribution (as a

centage of total inequality) played the most dominant rol

determining the income disparity for employee households.
example, its importance rose from 4f percent in 1955 to
percent in 1960. Meanwhile, regular income became less

_ portant, declining from 40 percent in 1958 to 28 percent in 1¢

P This leads us to the conclusion that the slight increase in incc

inequality for employee households in the late 1950s mainly erigine

from the increased share of extraordinary income of household he

where the degree of inequality was largest. This has much to do v

R trade union activity and employer response during those years. '

N insistent requests for bigger bonuses made by the unions increased

R share of this income category. The increases were made possible pa

by employers’ response preference for using bonus payments pointe

to reward their employees. The size of bonus payments diflers accord
to the profits and the occupational status of employees, so the incre
in bonus income relative to other types of income serves to boost

a come inequality.

For the post-1963 period, our findings are as follows:

(@) The degree of regular income inequality is generally lowes
this period. Differing from the pre-1962 data is the finding ¢t
the highest inequality can be found in the coefficient for
employee income of other family members.

(b) Gini coefficients for .regular and extraordinary income sho
decreasing trend in the 1960s, while those for employment

‘ come of other household members show an upward trenc

i (¢) In contrast to the drastic changes in income shares which

; curred in the 1950s, the composition of employee househ:

i income was relatively stable in the 1960s, although there wa
slight increase in the share of extraordinary income after 196¢

(d) The most important factor explaining the progressive trend

3 " thedistribution of the employee household income is the cha:

in the inequality of regular income of houseliold heads. But (

eflect has been canceled out to some extent by the regress
trend found in the income of other household members.

Now let us proceed to an examination of the effect of populati
movements on income inequality. Population movement from rural
urban areas has been significant and has resulted in changes in |
by-city-size share of employee households. Figure 2 shows these chany
using F1ES sample distribution data which suggest that migration cc
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Figure 2. City size and number of households*

* Data from the FIES,

a, City size is defined as follows: (1) Major: population of 1,000,000 or more; (2)
Medium: population of 150,000-1,000,000; (3) Small, Class A: population of
50,000 to 150,000); (4) Small, Class B: population of less than 50,000; (5) Towns
and villages,

centrated on major cities until the mid-1960s; thereafter, the share of
population in the medium size cities rose significantly. Because the mean
incomes of small cities, towns, and villages was lower than that of the
major and the medium-sized cities, the population movements de-
scribed above have a progressive effect on income distribution. The
question is whether the effect is so powerful as to account for the trend
in inequality changes during the 1960s.

To answer this question we have calculated a measure of inequality
for city size under the restriction that the population share in some years
remains constant. Table 6 indicates that the 1963 population share
fixed figures are hi gher than the “actual” figures, but the share fixed on
1968 population does not show a simijar pattern. It would seem that in
the mid-1960s population movements had some effect on income dis-
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Table 6. Population Movement and Income Inequality®

Actual Population share fixed in
1963 1968

1963 0.0073 0.0073 —
1964 0.0068 0.0069 —
1965 0.0045 0.0046 S
1966 0.0053 0.0054 -
1967 0.0051 0.0052 —_—
1968 0.0019 0.0022 0.0019
1969 0.0015 0.0017 0.0015
1970 0.0012 0.0013 0.0012
1974 0.0010 0.0011 0.0010
1972 0.0007 0.0007 0.0007
1973 0.0009 0.0010 0.0010
1974 0.0006 0.0007 0.0006
1975 0.0002 0.0002 0.0002

* Data from the FIES.
2. B Measure with a = 1 for income disparity by city size.

tribution. However, in making a comparison between the actual and the
population fixed figures, it is assumed that the mean income in each
city group is independent of changes in the population share. But this
is assumed only to simplify the calculation. As is shown in Figure 3,

{
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Figure 3. City size and relative level of employee household income *

* Data {rom the FIES.
a. Definition of city size - see Figure 2.
b. The Japanese national average is shown as 100.
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the disparity in mean income by city size decreased during this period.
First, the population movement to large cities decreased the relative
income of large cities. Second, because of the scarcity of labor in the
vicinity of large cities, many factories were dispersed into small cities
and by the mid-1960s had spread into local areas. Taken together, the
above phenomena might explain how population movements affected
the tendency for income distribution to become more progressive. It
might be added here that we could not find for Japan the tendency sug-
gested by Theil (1967) for the United States.

Next we turn our attention to the decomposition of inequality meas-
ures by household subgroup. As was mentioned earlier, the inequality
measures for regular income remained unchanged until the mid-1950s
but decreased after 1958. This pattern can partially be explained by the
behavior of trade unions, which, since the end of the 1950s, have tended
to stress raises in the basic wage rather than concentrating on bonus
demands. However, more fundamental is the scarcity of labor and re-
lated factors such as population movements. After the late 1950s, the
scarcity of younger workers became pronounced, and the relative wage
for young employees was pushed up. Although the Japanese wage sys-
tem has been based upon seniority, the scarcity of young workers had
the effect of decreasing wage differentials based on length of service.

In Figure 4 we have presented a synopsis of the behavior inequality
calculations made from FIES household subgroup income class data
for the following categories: (A) age of household head, (B) occupation
of household, (C) family size, (D) city size, (E) industry of employment
of household head, and (F) size of firm which employs household head.
Tt should be emphasized that these are two-factor tables, with informa-
tion given only for income and one of the above calegories. Therefore,

it is impossible to get the “pure” effect of these categories which are .

not independent. However, we can get the over-time effects of these
changes on total income distribution. Figure 4 shows these over-time
changes in between-group inequality for each of the above-mentioned
categories; the changes can be summarized as follows:
(a) For categories (C), (D), and (E), the between-group inequality
decreased in the 1960s.
(b) The inequality for (A) shows an unclear trend with relatively
large fluctuations.
(c) The income gaps for (F) narrowed slightly unti} the mid-1960s,
but widened thereafter.
The trends discussed under {a) above can be related to the scarcity of
labor. Needless to say, this labor shortage has much to do with the
rapid economic growth of this period. The rapidly increasing demand
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Figure 4. The between inequality measure for household subgroups*

* Data from the FIES.

a. (A) = age of household head; (B) = occupation of household head; (C) =
family size; (D) = city size; () = industry of employment of household head
(F) = size of firm which employs household head.

b. B:a=1.

CONRESP TS IRUPRE T )

for labor services caused an upward movement in wages as a whole
» which brought about population movement from the rural to the urbar
sector, from declining to developing industries, and from occupation
: where labor was abundant to occupations where labor was scarce.’ A
5 the same time, firms have been relocating in small cities in order to see

§ In the period of rapid economic growth, the population share of non-offic
; workers decreased while their income share increased (Takayama and Yoshiok:
i 1967).
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workers. This urbanization process has been accompanied by the so-
called nuclearization of families—i.e., the independence of young
families from their parents.’ _

The trend discussed under (b) above should be examined in light of
the evidence computed from the National Survey of Family Income
and Expenditures (NFIE) and shown in Table 7.

Table 7. The Toyoda Measure for Qver-time Changes in Intra- and Inter-genera-
tion Inequality* '

Within age inequality Between Tolal
20s and  30s 40s 50s 60s 4 inequa- inequa-
younger lity ity

1959 0.0412  0.0524 0.0903  0.1296 0.0984  Q.0116  0.0900
1964 0.0218 0.0343  0.0579 0.07i8 0.0902 00115  0.0607
1969 0.0523 0.0518 0.0589 0.0869  0.1253  0.0090  0.0721
1574 0.0277  0.0364 0.0406  0.0523 0.1028 0.0080  0.0506

Percentage by Theil decomposition ()

1959 14 41 28 15 3 12.9 100
1964 12 42 28 15 4 190 100
1969 13 39 30 14 4 12.4 100
1974 12 37 32 15 5 15.8 100

* Data from the NFIE.
a. The percentages are defined as w,B,/B and B,/B.
b. Bia=1

There we can clearly see the decreasing trend in inter-generational
inequality over the four periods (1959-64, 196469, 1969-74, and 1959-
74) for which the NFIE are available. We should also consider the fact
that economic prosperity has made it possible for students to spend a
longer average length of time in school.

The trend discussed under (c) above shows that the impact of econo-
mic growth was not confined to the between-size inequality of firms.
In general, the Jarger employee household income is, the bigger is the
firm by which the household head isemployed (Takayama and Y oshioka,
1976). Rapid economic growth makes it possible for big firms to de-
velop relatively rapidly, but also enables some small firms to continue
operating. The small firms seem to be supported by relatively low-
quality, aged laborers. These trends, which have continued since the
mid-1960s, serve to enlarge the income gap between firms of different
sizes. The share of between inequality by firm size in total inequality

7 The within inequality of the four-member houschold group is the lowest among
the various family size groups. Generally, however, the larger the family size, the
higher its within inequality.
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is now at its highest levels. [t amounted to nearly 25 percent in 1973
and reached over 30 percent in the same year if we calculate B (a =
—4&)—i.e., if more weight is placed on low income classes at the margin.

Next, we must touch upon the changes in income other than the
regular income of household heads. From the beginning of the 1960s
the distribution of the extraordinary income of household heads showed
a trend similar to that of regular income. Moreover, the level of the
extraordinary income had been determined by the level of regular in-
come. At the same time, however, there were cyclical changes in the ex-
traordinary income inequality. Regarding the employment income
of other household members, we can identify a U-shape trend in income
inequality, with the kink occurring in 1960. In the 1950s, wives or
children of low-income households were forced to obtain additional
income. The additional entry of these people into the labor force
operated initially to decrease income inequality. But since 1960 the
increasing demand for labor has attracted into the labor market even
wives or daughters in relatively high-income households. This is
verified by the increase in the average number of income earners in the
high-income classes in the FIES data. Thus, the previous equalization
effect of this income has been canceled out.

Although this regressive effect was overshadowed by other pro-
gressive factors, it is important to keep it in mind in light of changes
which occurred in the 1970s, Overall inequality of income distribution
ceased to decrease in the early 1970s and even showed a small increase
by the middle of the decade. This movement could be explained as one
of the effects of the stagflation which followed the oil crisis. However,
we should not ignore the possible regressive effect produced by the em-
ployment income of other household members. However, a further
examination of the changes in the income distribution of the stagfiation
period should be carried out in future when the Japanese economy
returns to a steady growth path.

Urban-rural income differences and income distribution
of agricultural households

We have poinied out two characteristics to be investigated regarding the
income of agricultural households: (1) the relative equality in income
distribution within agricultural households and (2) the decrease in
urban-rural income differences. The basic factor underlying the equal
distribution among agricultural households is the land reform instituted
in the late 1940s by the Allied Occupation Forces. Under the reform, all
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tenants were able to posses their own farms after paying a small amount
as purchase price. Since then, the typical Japanese farmer has been the
owner of a small-scale farm whose average area is about one hectare.
This relatively equal distribution of farmland resulted in income
distribution equality. However, we cannot rely on the land reform to
explain the trend of the past two decades. This trend can be explained
by the sustained economic growth which was significant enough to alter
the initial conditions set by the land reform.

This interaction between growth and initial conditions can be seen
in the CLSF, which is composed of tables classified by “farm household
income” defined either as pre-tax income minus transfer income or as
farm household disposable income. The agricultural households de~
fined in the CLSF are those who cultivated more than 0.3 hectares in
Hokkaido and more than 0.1 hectares in other areas, or earned an
equivalent agricultural income. This definition is somewhat different
from that of the SPLC, which defines the agricultural household as one
which cultivates more than 0.3 hectares.

In Figure 5 the average income of agricultural households is com-
pared with that of the multi-member non-agricultural employee house-

" hold obtained from the FIES. While there were some income differences
between these household groups in the late 1950s, they decreased
gradually. Since the late 1960s, agricultural household income has
been higher than employee household income, although on a per-capita
basis agricultural household income did not catch up with employee
household income until the early 1970s. A similar trend can be seen in
a comparison of consumption levels between farm and urban house-
holds.

Our problem here is to explain the process underlying the narrowing
income differences. Readers should remember that the annual growth
rate of nominal income of non-agricultural employee households was
about 15 percent. In such a growing economy it is very difficult to de-
crease urban-rural income differences because the productivity of agri-
culture will rise slowly in comparison with that of modern industry.
The usual process underlying decreasing income differences could
be described as follows. With industrial development agricultural
laborers move to the urban sector. The small-scale farming households
tend to vanish, and relatively large-scale farming households remain.
This process results in a decrease in the growth rate of wages in the
urban sector and a rise in per-household agricuitural income.

However, the Japanese pattern of change is somewhat different from
the typical pattern described above. Although the number of full-time
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Figure 5. Ratio of agricultural household income to employee household income*

* Data from the FIES and the FHES.
a. Employee household income = 1.0

farmers decreased sharply, the number of agricultural households
declined slowly in comparison. Further, the average size of per-house-
hold farmland did not change remarkably. This can be related to the
law (Ndchiho) which prohibits farmland transactions between agri-
cultural households. Although this was effective in preventing the re-
vival of landlordism, it reduced the incentive to increase productivity
in agriculture by enlarging the scale of production. The following two
factors supported the economic existence of these households under
conditions of rapid economic growth: (1) the increase in non-agricul-
tural income of agricultural households and (2) the government rice
price support, Agricultural households earn the following three types
of income: (i) agricultural income, (ii) income from side businesses,
including wages from non-agricultural employment, and (iii) property
and transfer income. Figure 6 shows the decline of agricultural income
as a percentage of total farm household income in the 1960s.

The CLSF’s sample is a subsample of the Farm Household Economic
Survey (FHES) with tables classified by size of cultivated land. Ac-
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Figure 6. Share of agricultural income in household income*
" * Dala from the FHES.

cording to the FHES, until the late 19505 non-agricultural work oc-
cupied a relatively large portion of small-scale farm household work
hours, especially in households with farmland of 0.5 hectares or less.
From the early to the mid-1960s the share of non-agricultural income
increased in medium-sized farming households, and the tendency spread
to large-scale farming households in the late 1960s.

In view of this trend, it may be revealing to examine the ratio of
agricultural income of farming households to the average income of
urban employee households. In the mid-1950s, the urban wage was not
so high as to act as an incentive to reduce agricultural work in order
to get non-agricultural income. However, since the ratio was under 50
percent for the smallest-scale farming households, these households
were forced to seek non-agricultural employment. In the late 1950s,
young workers became scarce and wages in the non-agricultural sector
rose significantly. This gave job opportunities for non-agricultural work
to medium-sized farming households. In this process, nearly all the sur-
plus labor of the agricultural households found jobs in non-agricultural
firms, and urban-rural income differences tended to decrease. After the
mid-1960s, the labor shortage became more acute, and many factories
located in local cities in order to seek employees. At the same time,
the use of labor-saving technology spread throughout Japanese agri-
culture. These changed circumstances resulted in nuclear family mem-
bers, such as the household head or wife, in medium- or large-scale
farming households taking non-agricultural jobs. Agricultural produc-
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tion has been maintained by aged family members, where present, or by
the Sunday work of households heads. 1t is said that a relatively large
agricultural income can be obtained from these activities if agricultural
machines are used and if production is concentrated on rice.

While the increase in non-agricultural income is the major factor
behind decreasing urban-rural income differences, as a subsidiary
factor we should also mention the price support policies of the Japanese
government. From the beginning of World War 11, the government had
intervened in the rice market in order to relieve the shortage of food
and monopolized transactions in rice, wheat, and other cereals. After
the mid-1950s, these controls were gradually loosened except [or those
on rice, This was not because the government was afraid of food short-
ages, but because controls were considered necessary in order o keep
the price of rice at a relatively high and stable level in order to stimulate
agricultural activities. Since the late 1950s, the rice price has been raised
in accordance with the level of urban wages. This had the effect of post-
poning the shift of nuclear family labor in medium-scale farm families
into non-agricultural employment.

In the late 1960s the supply exceeded the demand for rice, and the
government was forced to cease ils policy of successively raising the
rice price. This reinforced the shift of labor (rom the agricultural to the
non-agricultural sector. Non-agricultural income increased even in the
relatively large-scale farm households. On the other hand, the govern-
ment has given relatively large subsidies to farmers who engage in
agricultural production other than rice. Since a substantial portion of
large-scale farming households receive such subsidies, these agricultural
household incomes tended to increase.

We will now turn our attention to the over-time change in the degree
of inequality within agricultural households. According to Table 8,
the degree was relatively constant in the 1950s. From the late 1950s to
the mid-1960s, the degree of inequality declined; thereafter the trend
was reversed, and a tendency to increase can be seen in the late 1960s.
It is most interesting to observe that the progressive trend can be identi-
fied with the period when drastic changes were appearing in the com-
position of household income. Although the land reform induced
refatively equal distribution of agricultural land, inequality of agricul-
tural income remained. Since transactions in agricultural land were
prohibited, the degree of inequality remained relatively unchangec
throughout the 1950s, although there were some fluctuations caused by
harvest conditions. The Gini coeflicients calculated from the FHES
tables classified by agricultural Jand size are not much different in thij:



THE JAPANESE EXPERIENCE 259

period from the Gini coefficients calculated from the income class data’

of the CLSF tables.

After the mid-1960s, the stable situation mentioned above began to
change due to the increase in the demand for labor by the non-agricul-
tural sector. The small-scale farming household had increased its
non-agricultural-income, and no doubt this tended to fill the income gap
between the small-scale and large-scale farming households. This
progressive tendency lasted until the mid-1960s, when most of the sur-
plus labor in the agricultural household had been drawn into non-
agricultural firms. Since the mid-1960s, the degree of inequality has
shown an upward trend. With the spread of non-agricultural work to
large-scale farming households, income differences by scale of agricul-
tural production again appeared in the distribution of agricultural
household income. Further, the government policy for increasing
agricultural production other than rice benefited mainly large-scale
farming households. A portion of these large-scale farming households
endeavored to increase their non-rice agricultural production and
obtained government subsidies. This may be one of the causes of the
regressive tendency seen in Table 8. :

This pattern is also supported by a Rao decomposition of Gini
coefficients for agricultural household income where income can be
decomposed into three major categories: (1) agricultural income, (2)
non-agricultural income, and (3) transfer income. Transfer income in-
cludes the government subsidies allowed since 1966 for promoting
agricultural production other than rice. When we investigate the over-
time changes, a significant decline is found in the contribution of agri-
cultural income. This originates mainly from the fail in the pseudo-Gini
coefficients. Regarding the latter, we should note that the pseudo-Ginj
coefficients are calculated from income tables classified by household
income. Before the mid-1950s, the distribution of agricultural income
dominated that of household income. However, as the shaie of non-
agricultural income increased, differences emerged between the patterns
of distribution of agricultural and non-agricultural income. In such a
situation, it is natural that the pseudo-Gini coefficients should tend to
decline, even if agricultural income distribution remains stable. In fact,
no downward trend can be found in the pseudo-Gini coefficients for
agricultural income from the FHES tables classified by the size of agri-
cultural Jand holdings. A simliar explanation could be applied to the
changes in the pseudo-Gini coefficients for non-agricuitural income.
Looking at the post-1965 trend, we should note the role of transfer in-
come. As mentioned before, government subsidies to large-scale farming
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households in the latter half of the 1960s had the effect of increasing -
inequality. We have also noted that non-agricultural work had spread to
large-scale farming households by this tinie.

Income distribution of other groups of households

To complete our detailed examination we must investigate the distribu-
tion of household groups other than employee and agricultural
households. Such groups include the multi-member non-farm self-
employed household, the multi-member unemployed household, and
the single-member household. Because of the paucity of reliable data,
we can only hope to reach some preliminary conclusions by comparing
results derived from varicus sources. Unfortunately, the multi-member
unemployed household cannot be treated here due to lack of informa-
tion.

Using SPLC data, we have already pointed out that in the 1960s
there were regressive changes in income distribution for non-farm self-
employed households. Wada (1975) also showed from ESS data that the
Gini coeflicients for these households rose remarkably. This trend was
also pointed out by the Research Group on Income Distribution Prob-
lems (RGIDP, 1976), which reached the same conclusion relying on
annual income data shown in the Family Saving Survey (FSS). These
three data sources imply a regressive trend. In order to conclude that
this is what has actually happened, we must present some supporting
evidence,

The non-farm self-employed households include (1) merchants and
artisans, (2) managers of unincorporated firms, and (3) professionals.
Since we cannot get detailed information from the SPLC, we must look
for other supplementary data. The NFIE gives income tables for these
groups. When we calculate the B measures with a = —4, the results are
2.0207 for (1), 2.7997 for (2) and 10.2070 for (3). However, since the
population share of (3) is low, we will focus our analysis on (1) and (2).

+. Regarding the changes in income distribution for (1), the FIES can
supply some information. As noted earlier, the FIES has asked sample
households to report, relying on memory, their annuval income in the
previous 12 months. These replies must include some error, but they
can be used to infer the broad trend in income distribution changes.
According to the results shown in Figure 7, the over-time pattern of
income distribution for group (1) was progressive. :

Now we need information on the income distribution pattern of group
(2). While we cannot find directly related information, the Unincorpo-
rated Enterprise Survey (UES) of the Bureau of Statistics, Office of the
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Figure 7. Over-time change in inequality between merchant and artisan households*

* Data for annual income from the FIES; data for monthly income from the NFIE.
a, B:a=1,

; Prime Minister, gives profit data for firms by size, in this case measured
: by the number of employees. According to Table 9, the population share
of unincorporated enterprises with one or two employees grew during

-

* Data from the UES.

B Table 9. Income Disparities among Administralors of Unincorporated Firms*

Industries Number Population share(%;) Relative income level (average

of em- = 100)
: ployces 1939 1964 [069 1973  195% 1964 1968 1973
i Manufacturing <2 319 375 384 4719 41.9 403 447 520
i 3 172 16.6 14.6 166 664 88.8 832 908
! 4 13.1 13.4 138 99 748 862 948 1003
i =5 177 32.6 311 27.9 1734 180.9 1782 189.2
i Wholesale and | 26.2 265 237 29.5 384 347 340 339
1 relail 2 35.1 354 348 356 71.4 687 73.6 8%
i 3 18.0 16.8 18.1 162 1264 109.6 110.1 1216
: 4 8.9 10 102 7.7 1429 166.7 1440 170.0
, >5 12.5 1.1 132 11.0 258.5 2764 2313 2526
; Services 1 28.9 21.6 352 51.0 47.8 535
i 2 30.5 346 31.4 80.9 86.8 944
' 3 17.1 200 17.2 1180 1014 117.9
i 4 99 11.8 8.0 127.2 1344 157.4
} =5 13.6 121 82 204.8 186.0 229.7
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the period of rapid growth. The rise in wages forced the unincorporated
enterprise to manage with fewer empicyees. Nevertheless, the relative
level of the profit income of large unincorporated enterprises with more
than five employees increased during this period. Rapid economic growth
provided the opportunity to expand business, the management was
inclined toward expansion, When management attitudes in these un-
incorporated firm was more passive, these firms were forced to decrease
the number of employees to counteract the rapid rise in wage payments.
Therefore, economic growth has divided unincorporated firms into two
groups, those of small-scale and those of relatively large-scale manage-
ment. This separation might serve to widen the income disparity for
group (2) households. In the early 1970s the Japanese economy was
disturbed by factors such as the post-1972 galloping inflation and the
1974 oil crisis. It is likely that the inequality of income distribution in-
creased as a result of the windfall profits acquired during this period by
non-farm self-employed households. However, this conjecture cannot
yet be supported by sufficiently reliable data.

For the income distribution of single-member houscholds, we have
Jess data than for any multi-member household group. To compensate
for this lack of data, we, and others, have tried to piece together infor-
mation on the various elements included in this group. For example,
Wada has already made a brave attack on this problem using the ESS.
His hypothesis is that a regressive tendency can be found in the income
distribution for this group. In postwar Japan, many unmarried young
sons or daughters have migrated from rural to urban areas to seek jobs
and have formed separate household units. These young people present a
2 striking contrast with the aged unemployed single household or young
students living away from home.

But is this contrast important, given the likelihood that the young
and employed single member household will, sooner or later, become a
standard household unit? Young students should be looked upon as
members of the parent’s household, as far as the family living unit in
Japan is concerned. Furthermore, some salaried employees of big
companies are assigned to work in local cities, but their families remain
in Tokyo or Osaka where educational opportunities for the children
are considered to be superior. Although these middle-aged employees
are classified as single-member households, most of the salary is trans-
ferred to the family. Given the above complexities, it may be better to
study the distribution of each subgroup rather than to attempt to analyze
the total distribution of single households.

According to the 1969 NFIE, 84 percent of single-member households
are employee households, The income disparity for this subgroup
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shows a progressive change: their Theil measures were 0.1040 in 1959,
0.0812 in 1964, 0.0768 in 1969, and 0.0593 in 1974, This trend is similar
to that found in the multi-member employee household.

Our next concern is the aged, single-member household, employed
or unemployed. Although it is difficult to find reliable data dealing
exclusively with this subgroup, we can make indirect inferences using
the SPLC. As mentioned earlier, the survey is said to cover the poor
households, including this subgroup, relatively well. Since we can obtain
income distribution data for single-member households, we can clarify
the changes in income disparity by calculating the inequality measure,
giving greater weight to the low-income classes in this calculation,
According to the results shown in Table 10, the degree of inequality
increased from the early 1960s and into the 1970s, with an interruption
in the 1960s. This pattern might be partially explained by the rising share
of the aged in single-member households. Although pensions and other
social security payments are provided, almost all these people are retired
and live separately from their children. Thus, only a very small portion
can lead a life of comfort. It is most important for the Japanese govern-
ment to develop policies to aid these households.

;
's
o

i
1

H

Table 10. lncome Inequality of Single-member Households*

o Year Measure Year Measure Year Measure
1962 0.5882 1967 0.6273 1971 0.5969
. 1963 0.6839 1968 0.7279 1972 0.6833
Al 1964 0.7122 1969 0.7156 1973 0.8074
: 1965 0.7474 1970 0.5876 1974
v * Data from the SPLC.

¥ a. Atkinson measure: & = 3,

a

T

: Conclusion

o Our study concludes that the inverted U-shape pattern can be seen in
e the Japanese size distribution of household income between 1953 and
o 1975. The turning point can be placed in the early 1960s when a scarcity
' of labor appeared in the Japanese economy.

During the 1950s, economic growth had a regressive effect on the size
distribution of income because of the increase in the income gap between
agricultural and non-agricultural households and the rise in inequality
within employee households. The first phenomenon is similar to recent
trends in most developing countries. The second phenomenon can be
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related to increasing differentials between firms according to size. Y
The shift from a labor-surplus to a labor-scarce economy signifi- '

cantly altered the income inequality trend. For example, income diff-

erences within employee households declined, Declining inequalities

between regions and between household groups by family size are

important factors in explaining this progressive trend, Decreased re-

gional inequalities can be related to the movement of factories to local

cities, which was also effective in equalizing income distribution within

agricultural households by providing non-agricultural job opportuni-

ties. While government policies supporting agriculture were effective

in decreasing the income gap between the agricultural and the non-

agricultural sector, these same policies have tended to increase the

inequality within agricultural households. It is also rather probiematic

that the inequality within non-agricultural self-employed households

has increased. This is very important because these groups include the

service sector, whose productivity has risen less than that in the indus-

trial sector. Hopefully, these facts will be taken into consideration in

future policy formulation.
Based on our various findings, our impression is that the Japanese

experience is not necessarily unique. For example, recent changes in

income distribution in some Asian countries seem to be similar to

Japanese trends (Oshima and Mizoguchi, 1978). We hope that our study

can be of some contribution in discussing future changes in various

Asian countries. . :
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