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H I G H L I G H T S

• We examine the impact of the minimum wage on the wage distribution under wage deflation in Japan.
• We quantify the impact of employment loss resulting from the minimum-wage increase on the wage distribution.
• The increase in the minimum wage accounts for roughly one half of the reduction in lower-tail inequality among women between 1994 and 2003.
• The increase in the minimum wage had adverse effects on new hires, hours worked, and employment for women.
• The loss of employment only partially accounts for the wage compression.
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The statutory minimum wage in Japan has increased continuously for a few decades until the early 2000s even
during a period of deflation. This paper examines the impact of the minimum wage on wage and employment
outcomes under this unusual circumstance. We find that the minimum-wage increase resulted in the compres-
sion of the lower tail of the wage distribution among women and that the wage compression is only partially
attributable to the loss of employment. The continuous increase in the minimum wage accounts for one half of
the reduction in lower-tail inequality that occurred among women during the period between 1994 and 2003.

© 2013 Elsevier B.V. All rights reserved.

1. Introduction

Although many advanced industrialized countries share similar
experiences of skill-biased technological change and increased expo-
sure to international trade and outsourcing (Machin and Van Reenen,

1998), wage distributions have evolved differently among these coun-
tries. One representative example is the stark difference in changes in
wage inequality between Japan and the United States. Wage inequality
increased only moderately in Japan from the mid-1970s to the early
1990s, while it rose substantially in the United States (Katz et al.,
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1995). Differences in inequality trends across countries are typically at-
tributed to differences in wage-setting institutions, such as labor unions
and minimum wages (Blau and Kahn, 1996; Freeman and Katz, 1996).
When these institutions are compared between Japan and the United
States, the real minimum wage deflated by the consumer price index
rose by 60% in Japan from the early 1970s to the late 1990s, while it
fell by 20% in the United States (OECD, 1998). DiNardo et al. (1996),
Lee (1999), and Teulings (2003) demonstrate that the erosion of the
real value of the minimum wage accounts for a large part of the rise in
wage inequality in the United States, but there has been a lack of formal
analysis regarding the impact of the minimum wage on inequality
trends in Japan.

Themoderate increase inwage inequality occurred in Japanuntil the
early 1990s for bothmen and women (Katz et al., 1995). After the early
1990s, however, while male wage inequality increased, female wage
inequality declined. To be precise, while the male wage distribution
fanned out as the 10th percentile of the wage distribution declined

after the late 1990s, the female wage distribution compressed as the
10th percentile of the wage distribution increased after the early
1990s (Fig. 1). During the same period, the statutory minimum wage
continued to increase in all prefectures, even after the median wage
started to decline in the late 1990s. Since the rate of increase in themin-
imumwagewas nearly uniform across all prefectures regardless of their
differences in labor-market conditions, the ‘bite’ of the minimum wage
rose more significantly in low-wage prefectures than in high-wage
prefectures. In fact, the fraction of workers paid less than or equal to
the minimum wage rose above 5% among women in some prefectures
after the late 1990s, although it continued to be below 1% among men
in most prefectures between 1994 and 2003 (Fig. 2). While teenagers
make up the majority of minimum-wage workers in the United States
(Flinn, 2010), women make up most of the minimum-wage workers
in Japan. The aim of this paper is to investigate the extent to which a
reduction in lower-tail inequality amongwomen in Japan is attributable
to the minimum-wage increase.
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Fig. 1. Changes in the wage distribution and the average minimumwage.
Notes:We calculate the10th, 50th, and 90th percentiles of thewage distribution and the averageminimumwage byyear and plot their logarithmic values after normalizing them to zero in

1994 both for men and women.
Data source: BSWS.

0

.02

.04

.06

1994 1997 2000 2003
Year

Men

0

.02

.04

.06

1994 1997 2000 2003

Year

Women

5th percentile 50th 95th

Fig. 2. Changes in the fraction of minimum-wage workers.
Notes:We calculate the fraction ofworkers paid less than or equal to theminimumwage by prefecture and year andplot the fraction in prefectures at the 5th, 50th, and 95th percentiles by

year both for men and women.
Data source: BSWS.
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