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1. Research Purpose

The policies and ideologies of government and ruling party influence the domestic income
inequality level, that is, income inequality within narrow region. However, in Japan, the
Liberal Democratic Party (LDP) has been the ruling party for most of the period since the
formation of the LDP in 1955. Therefore, in Japan, the change of the prime minister may have
had the same effect as the change of the ruling party. Previous studies have only partially
captured the secondary effects of successive government policies on changes in domestic
income inequality, and no study have clarified the overall picture. From the two perspectives of
the whole impact on inequality of features that cannot be explained by policies such as the
ideology of cabinets, and the impact of individual and specific policies of each cabinet on
inequality, this study indicates the overall picture of the secondary effects of these factors on

changes in income inequality.

2. Methods

This study analyzes the effects of policies, ideologies, and attitudes toward income
redistribution of successive Japanese cabinets (ruling parties) on income inequality using
monthly data since the founding of the LDP (i.e., 1955) and an autoregressive conditional
heteroskedasticity (ARCH) model. In the empirical analysis, this study is created an interaction
term by multiplying each cabinet (ruling party) period dummy by each independent variable
corresponding to each policy. Furthermore, in order to consider policy lags, this study includes
the distributed lag model (DLM) into the regression model and uses the Wald test to select the

model with the best lag order from 0 to 12 for each cabinet (ruling party).

3. Analysis Results

In Japan, if the cabinet or ruling party’s ideology is a dovish, and regardless of whether
redistribution is actually effective, in a government that has a mindset of wanting to
redistribute to the people, inequality tends to shrink. This trend is particularly noticeable in the
Ikeda Cabinet, which directly refers to the "problem of income inequality” in their policy
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speeches and is (perceived to be) dovish. Additionally, since the Hashimoto Cabinet,
successive LDP governments have strengthened the progressive tax system of direct tax and
social insurance contributions. However, they have increased income inequality through free
trade policies, and monetary easing without aggressive fiscal policies. Exceptionally, the
Second and Third Abe Cabinet succeeded in decreasing income inequality through the
combination of monetary easing policy and aggressive fiscal policy. Furthermore, cabinets
headed by non-LDP lawmakers tend to reduce public works projects and increase inequality
even in extreme recessions. Moreover, the number of public works expenditures dropped
sharply in the Nakasone and Koizumi Cabinets, which are oriented toward limited government,

and inequality is increasing.

4. Conclusion

From the analysis results, when redistributing wealth, not only economic and social
policies but also the cabinet's ideology and attitude toward income distribution should be
important. Therefore, Japanese government should center efficiency-focused politicians and
bureaucrats when they need to focus on economic growth, and they should center
equity-focused politicians and bureaucrats when they need to focus on redistribution. In
addition, Japanese voters should vote after understanding not only the policies of each political
party and candidates, but their ideologies and attitudes toward income distribution. As for the
specific method of redistribution, it is desirable to realize economic growth through monetary
easing policies like so-called "Abenomics,” and then redistribute through aggressive fiscal

policies that go beyond "Abenomics."



