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Income Inequality and Macroeconomics

Yosuke Furukawa

Abstract

In this paper, we provide three research topics to investigate a recent process of increasing in-

come inequality from a macroeconomic view point and a policy design to manage both efficiency and

opportunity in our economy. This paper consists of two parts: a empirical and a theoretical part.

In Chapter 1 of Part I, we review the literature on recent inequality trends in the developed

countries including topics on wage inequality, job polarization, and the relationship between inequality

and fairness.

In Chapter 2 of Part I, we provide empirical research revealing the process of job polarization in

Japan. Specifically, we show the relationship between Japan’s business cycles and job polarization

during the period 1984–2010. We use data normalized by the population from Japan’s Labor Force

Survey from April 1984 to December 2010 and find that job losses in middle-skilled occupations

occurred mostly during recessions and that subsequent recoveries were slow. In contrast, high- and

low-skilled occupations did not experience contractions during recessions or they rebounded soon

after the recessions ended. This finding provides the key to understanding a significant part of the

job reduction that occurred during the period of stagnation in Japan. More importantly, even if we

take hours per worker into account, job polarization continues to be related to business cycles. This

finding deserves emphasis because the behavior of hours per worker is a key factor, particularly in

Japan’s labor market. In addition, we identify the effects of job polarization across age cohorts and

find that middle-skilled occupations decreased most sharply among the youngest workers.

In Chapter 3 of Part I, we provide empirical research on the relationship between the unfairness

indicator, which is derived empirically, and workers’ behavior. Specifically, we reassess the labor-

market adjustment mechanism by using an indicator of occupational income unfairness (OIU), which

shows whether workers are paid what is warranted by their efforts. Although an empirically derived

OIU does not necessarily reflect workers’ perceived levels of unfairness, the OIU in some occupations

indicates the existence of a labor-market adjustment mechanism. However, unfairness remains in some

occupations, perhaps because it is caused by structural development problems.

In Chapter 4 of Part II, we review the literature on recent trends in optimal taxation theories.

Specifically, we pay attention to taxation’s role to play in redistributing allocations of economic output

and reducing inequality.

In Chapter 5 of Part II, we provide theoretical research to investigate the optimal tax design under

the trade-off between efficiency and opportunity. We develop a three-period model that incorporates

parents’ heterogeneous skills and social preferences. Our study shows how the optimal tax system is

affected by the weight attached to the newborn child by a social planner. We obtain an unacceptable

outcome for the current generation. That is, a high weighting placed by the planner on the newborn’s

welfare makes the optimal capital income tax rate more regressive. In addition, the total tax bur-

den of the highest-productivity parent decreases with the weight allocated by the planner. Thus, a

low-productivity parent incurs a larger share of the parents’ welfare loss. This result follows from the

trade-off between incentives for high-productivity parents and insurance for the newborn child. Al-

though this raises a dilemma for the policy maker, because the current generation must accept greater

intragenerational inequality to provide insurance for newborn children, the policy might improve their

countries’ economic outcomes.
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