Another type of pension splitting—pension splitting by divorce—was also introduced
by the Pension Reform Act of 2004. Concrete rule of this type of splitting is as follows;

Average standard wages’ of both spouses during their marriage can be divided and
the difference can be delivered to the spouse with the lower average standard wage. This
results in direct foundation or increase of the public pension right of the latter. This regulation
is applied for both single-earner couples and double-earner couples. Whether to divide or the
amount to be distributed should be decided according to their agreement or disposition by the
court. This regulation shall be applied to the divorce after 2007.4.1, but includes the periods
of marriage before that.

The similar regulation was already introduced by the First Marital Law Reform Act of
1976 in Germany and this new rule itself is rational and harmonizes with the Japanese divorce
right of the Civil Code and its application by the court. However, it has some crucial defects
as follows:

First, it is not merely an issue of pension rights and should have been treated as one
of the important issues of the distribution of property by divorce in the Civil Code; yet it
lacked this viewpoint and was handled exclusively from the viewpoint of the pension policy.
This was quite different from the standpoint of the German reform in 1976.

Second, as a result of this shortsighted measure solely within pension rights,
distribution of public pensions and other property such as occupational pension, private
pensions or other forms of property could be handled separately which could easily lead to the
inadequate distribution of the total common property.

Third, in deciding on the solution of pension splitting in the light of public rights,
almost no examination or consideration of probable hard cases was taken, even though it
could have been easily foreseen from the experiences in Germany since 1977 that some very
hard cases would occur. After pension splitting by divorce, a wife may die before the pension
age; the man must then live for the rest of his life with his reduced pension without any
advantage for a divorced spouse. A flexible reevaluation system which could avoid
unnecessarily hard cases must be established as soon as possible, based on the intensive

analysis of cases under the new rules.

c. How to handle the Survivors’ Pension

It is clear that fundamental reconstruction of Survivors’ Pensions is necessary if we
change the pension system to an individual basis, because it is the substitution of maintenance
which derives from the concept of a household. But the fact that many women are still
dependent on the wages of their husbands and live together means that it is not realistic to

7 Average standard wage is the personal average wage through the whole employed period of each insured after
reevaluation of nominal wages in the past to the actual level of wage. It is used as a basis of the calculation of the

pension benefit of each insured in the EPI (Article 43 of the EPI Act).



replace the Survivors’ Pension with an individual pension. By the last reform in 2004
therefore, a minor change was introduced which limits the length of receiving Survivors’
Pension for young widow under 30 years old with no child to five years instead of life long.
There are merits and demerits to the individual pension and the Survivors’ Pension, but if the
abovementioned individualization becomes the basic rule, then the position of Survivors’
Pension should be fundamentally reviewed. In the opinion of this report, despite the
diversification of family or lifestyles, the family is the basis of the society, and measures in a
public pension should support and strengthen the function of families instead of weakening or
dismantling it. From this viewpoints, introducing choice between pension splitting and the
Survivors’ Pension on agreement of the couple like in Germany could be one of the rational

solutions.

(4) Evaluation of unpaid work within family in the pension system

In Japan, the policy of evaluating unpaid work in the family such as raising children
or elderly care has not been pursued, unlike in Germany where Article 6 of the Basic Law
(Constitution) clearly declares that marriage and family stand under the special protection of
the state order. Such tendency can be observed not merely in pension policy but also in child
allowance, refusal of cash benefits in LTCI and so on. The family bond has been considered
to be too normal to support financially, and the increasing preference of women to work
outside the family makes it difficult to make the idea of rewarding unpaid work with cash
benefits be widely accepted by the public.

In contrast, a policy of promoting the harmonization of family work and paid work
outside the family has been promoted. As a result, a policy of increasing nursery schools has
been pursued, and the benefits from the unemployment insurance are entitled for the insured
employees in the form of child-raising leave for one year, on the level of 40%* of former
wages, and the contribution of both employee and employer to the pension and medical
insurance during this period is exempted. In case of elderly care, the same amount is paid to
the insured for three months.

Although measures to acknowledge unpaid work in the family in Japan are limited as
stated above, new dimensions could possibly opened, if the lowest birthrate of 1.26 in 2005
declines further and the sense of crisis is shared seriously by the public. The drastic
improvement of child allowance or the introduction of measures to regard child-raising
periods as the contributory periods in the public pension system could then be adopted,
measures which have been put into practice and strengthened in the last three decades in

Germany.

® This percentage will be raised to 50% from 2007.10.1.
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An examination of the role of the wife’s labor supply on family earnings
distribution in Japan: results from panel data '

Yukiko Abe
Graduate School of Economics and Business Administration,

Hokkaido University

Akiko S. Oishi
Faculty of Law and Economics

Chiba University

Abstract

In this article, we examine how the pattern of wife’s employment sequence for 8 years affects
the family earnings distribution. The results suggest that the wife’s employment has a strong
persistence, which has a significant impact on the level of family earnings. The mean of the
present discounted value of family earnings is highest for households where the wife works

full-time: the family earnings for that group are about 30 percent higher than other households.

! This article uses the data from the Japanese Panel Survey of Consumers, collected by the Institute
for Research on Household Economics. We thank the Institute for permission to use the data. The
data cannot be released because of the agreement between the Institute and the authors. Abe’s
research is partly supported by the Japanese Ministry of Education, Science, Sports and Culture
Grant to Hosei University on International Research Project on Aging (Japan, China, Korea)
(FY2003 to FY2006) and the Japan Society for Promotion of Science Grant-in-Aid for Scientific
Research. Remaining errors are our own.



1. Introduction

In this article, we attempt to assess the role of married women’s increased
participation on the family earnings inequality, by paying attention to the lifecycle
evolution of labor force participation by wives. For that purpose, we use the panel
data set of women from the Japanese Panel Survey of Consumers (JPSC), collected by
the Institute for Research on Household Economics.

The contribution of the present paper over the previous research is its emphasis
on dynamic aspect of labor supply by married women. Previous papers on this topic
(Kohara, 2001; Higuchi et al. 2003) do not pay much attention to dynamic aspects of the
wife's labor supply (i.e., employment sequence of the wife). In Japan, married
women's labor force participation status changes significantly over the lifecycle. This
paper explicitly accounts for changing labor force status by using panel data.

The way increased participation affect the household's inequality depends on a
number of factors including, (1) how the husband's earnings level affects the timing of
the wife's reentry into the labor market, (2) how much the newly participating wives
earn, depending on the husband's earnings.

The rest of the paper is organized as follows. In Section 2, the data are

explained. In Section 3, the results are reported. Section 4 concludes.

2. Data

The data used is the micro-level panel data of the Japanese Panel Survey of
Consumers (JPSC), assembled by the Institute of Household Economics. We extract
couples who have been continuously married for 8 years from the JPSC data. Using
this sample, we first look at the labor force pattern of the wife for the 8 years and then
calculate the present discounted value of each spouse's earnings. The panel data allow
us to examine the relationship between the wife’s labor force status during the 8 years

and dynamic family earnings.2

% Analyses of long-term earnings of men have been done by using components of variance models.
Haider (2001) analyzed the present discounted value of long-term earnings of men by using the
PSID. Haider and Solon (2006) used the matched data of the Health and Retirement Survey and
Social Security Administration earnings record of 41 years to estimate the relationship between
annual earnings and the present discounted value of lifetime earnings for US men. They find that
under simple assumptions of earnings growth, annual earnings of individuals may not be a good

proxy for their lifetime earnings.



Because the JPSC surveys the earnings of the previous calendar year and the
labor force status of the current year, we use waves 3-10 of the panel for the earnings
data and waves 2-9 for the labor force data. These correspond to the years 1994 to
2001. The focus here is the long-term earnings outcomes of couples, so we restrict the
analysis to the sample of couples who continuously responded to the JPSC survey for
the period, were continuously married, and have non-missing earnings data. Applying
these restrictions, we obtain the sample of 514 observations. In the following, the first
year of the sample (year 1994, the second wave of the JPSC data) is called year 1; the
second year of the sample (year 1995) is year 2, and so on. For work-related earnings,
we use the sum of wage and salary earnings and self-employed income. Earnings
figures are deflated by the CPI. We use 3 percent for the discount rate in calculating

the present discounted value.

2.1. Participation sequence of the wife

It is well known that there is significant persistence in women's labor supply
(Goldin, 1990; Hyslop, 1999). The JPSC data also indicate that women's work
experience is persistent in Japan. First, we look at the work/no-work sequence, which
is coded as follows. When the wife is working in year t, it is coded as 1; if she is not
working, it is coded as 0. The work/no-work statuses from year 1 to year 8 are arrayed
from the left to the right. The distribution of the work/no-work sequence is shown in
column (1) of Table 1.

The wife’s employment status, whether she works full-time or part-time, can
cause a significant difference in the wife’s earnings level. Furthermore, the wage gap
between full-time and part-time employees is one of the major concerns in the recent
policy debates on the Japanese labor market. So we create the employment status
sequence, which distinguishes between regular full-time employment, part-time
employment, and other types of employment (such as self-employed or family workers).
Here, regular full-time employment is coded as 1, part-time employment is coded as 2,
other employment is coded as 6, and no-work is coded as 0. These employment
statuses are arrayed from year 1 to year 8, as the work/no-work sequence. The
distribution of employment status sequence is shown in column (2) of Table 1. Table 1
lists the frequency of employment sequences, along with their participation sequence,
for the selected sequences with high fractions of employment sequence. Both the
participation sequence and employment sequence indicate that the work of married
women is persistent. In the sample, 26.8 percent work continuously for 8 years; of

those, 10.9 percent are continuously employed full-time, 6.8 percent are continuously
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