LECTURE MEMORANDUM ON LABOR POLICY (WINTER 2008 HAMAGUCHI)

Chapter 2: Labor Market Policy

Section 2: Employment insurance system
Japan’s Employment Insurance Law is composed of Unemployment Benefit paid to the unemployed, other employment-related benefits paid to employed workers and lots of subsidies paid to employers. The first one corresponds to unemployment insurance system in other countries. The second ones are Childcare Leave Benefit, Family Care Leave Benefit, Continued Employment Benefit for Older Workers and Educational Training Benefit. The costs of these benefits are borne by both management and labor. The third ones are instruments for employment policy and the costs of them are borne by only employers.
(1) Unemployment Benefit

(a) Historical Overview
Social insurance systems for the unemployed were originally launched by European trade unions in mid-19th century. Afterwards, they were subsidized by municipalities and nationalized one by one. The first compulsory unemployment insurance system managed by government was set up by British National Insurance Law in 1911. It was followed by other advanced countries.
In pre-war Japan, opposition parties had proposed unemployment insurance law in 1921, but the government was reluctant. In 1934, ILO adopted Convention No.44 ensuring benefit or allowances to the involuntarily unemployed. Social Policy Bureau of Ministry of Home Affairs considered the possibility of introducing such system in Unemployment Measures Committee. The employers’ side strongly opposed to that idea. After all, Retirement Funds and Retirement Allowances Law was enacted in 1936 in lieu of unemployment insurance. The law obliged the employers to pay retirement allowances when workers leave the company voluntarily or involuntarily. It was repealed in 1944. 
After the surrender in 1945, the government started to draft a proposal for Unemployment Insurance Law. It opted for national compulsory insurance system instead of voluntary mutual society system. The former is stable financially but liable to moral hazard. The latter is relatively free from moral hazard because of its co-operative nature but unstable financially. The Law was enacted in 1947. At that time the system was very simple. The requirement for benefit was 6 month service. The benefit rate was 40% ~ 80% of daily wages. The term of benefit was 180 days across the board.
In 1955, the Law was revised to handle with one billion yen deficit in unemployment insurance account. The main factor of the deficit was moral hazards of seasonal workers and short-term workers who worked 6 month and received benefits for 6 month. The revised Law distributed the term of benefit from 90 days to 270 days, 90 days for short-term or seasonal workers and 270 days for long-service workers.
In 1960s, high economic growth made the labor market situation very tight. Many companies complained about labor shortage. But the number of unemployment benefit recipients did not only reduce but even increased. They were very reluctant to get jobs and concentrated on just receiving benefits. This situation was criticized severely by the public opinion. Ministry of Labor intended to rectify the payment and required the pretended job-seekers to accept any job-offers if they did not want to lose the benefits. This policy brought about lots of troubles with recipients and PESOs were criticized for their merciless treatment of them. In some cases, pretended job-seekers were introduced job-offers and they went for job interviews to the companies, but they behaved not to be passed intentionally.
The 1974 revision of the Law which renamed the Unemployment Insurance Law to Employment Insurance Law was drafted to introduce a new benefit scheme that varies from 90 days to 300 days according to the recipient’s age. For example people under 30 received just 90 days benefit but people over 55 received 300 days benefit. The rationale behind this revision was that young people have much job offers than elderly people. Particularly, the aged people over 55 years old were offered very few jobs. Benefit scheme based on the length of service was abandoned.
In 1984 revision, the length of service was introduced again as a parameter to determine the term of benefit. The recipient’s age was also maintained as a parameter. The scheme became vary complicated. The term of benefit was now determined in the matrix of the recipient’s age and his/her length of service. These revisions show that moral hazard in unemployment benefit scheme is very complicated one. If you adopt a criterion based on length of service, long-service workers can benefit from it and they would not like to get a job until the term of benefit end. If you adopt a criterion based on the age, elderly workers can benefit from it and they would exploit it.
In 2000, the Law was revised to include the third criterion on the term of benefit. It was the reason why the unemployed left the jobs. If they were forced to leave their jobs because of employers’ bankruptcy, dismissal or other reasons where employers were responsible, the term of benefit is distributed from 90 days to 330days according to their ages and length of service. If they voluntarily left their jobs, the upper limit is set at 180 days for even long-served elderly worker.
(b) Legal nature of unemployment benefit
Unemployment benefit scheme has two aspects: social insurance scheme and employment policy instrument. As a social insurance scheme, the purpose of unemployment benefit is to compensate the lost income of the unemployed until he/she get a job. As an employment policy instrument, it is targeted to a policy objective of achieving “full employment” by assisting the unemployed to be re-employed as soon as possible. Unemployment benefit scheme is designed to perform these two functions simultaneously. It assures the stability of living of the unemployed during the job seeking and encourages the job seeking activity.
However, the two aspects of it are not necessarily consistent. Particularly, the characteristic as a safety net for adequate living standard can be dysfunctional to the employment promotion function because the unemployed need not get a job hastily if he/she can live on an unemployment benefit. The main concept of the scheme, “unemployment”, has both objective requirement of being not employed and subjective requirement of being able to work and actually willing to work. The latter is difficult to distinguish from just pretending to seek a job to take an unemployment benefit. This moral hazard issue has been at the center of legal design of unemployment benefit scheme for decades.
(Benefit rate)

In 2003, the Law was revised and the benefit rate was lowered to 50% ~ 80% (previously 60% ~ 80%). The main targets of this revision were high-salaried workers who were often middle-aged or elderly. In the Japanese employment practice, the wages increase according to the age of workers. This is so called seniority based wage system. In this system, middle-aged or elderly workers can benefit high wages compared with younger workers. If they are unemployed, the wage levels of job offers are much less than that they received at the previous companies. But the amounts of unemployment benefit paid to them are much higher than that they can earn at next companies because the amounts are determined by the previous wage levels and fixed benefit rate. Using technical term, replacement rate of the unemployment benefit to the wage level is too high to facilitate re-employment.
But this is only one side of the issue. Another side of the issue is a safety-net function of the unemployment benefit scheme. Even if the benefit levels of the middle-aged or elderly workers are judged to be too high from the viewpoint of external labor market, they are not inappropriate levels judged from their vocational careers. They have paid much higher amount of premiums for a long period. They are often heads of households and they are responsible for their dependent family members. Such social policy considerations would prevent the benefit levels to be lowered to actual level in labor market.
Anyway unemployment benefit recipients must be re-employed sooner or later. Too high levels of benefits are difficult to maintain. Some academics suggested that the benefits shall be set at higher levels at the first stage but should be lowered progressively.
*Benefit rate of basic allowance

	Amount of daily wages
	Benefit rate
	Basic allowance/day

	\2,070 - \4,080
	80%
	\1,656 - \3,264

	\4,080 - \11,820
	80% - 50%
	\3,264 - \5,910

	\11,820 - \15,550
	50%
	\5,910 - \7,775


(Term of benefit)
In Japan’s unemployment benefit scheme, the term of benefit is determined by three criteria: length of service, age and reason of unemployment. 

i) Term of benefits for the ordinary unemployed
	
	Less than 1 year
	1 to 4 years
	5 to 9 years
	10 to 20 years
	20 years or more

	The generally insured
	90 days
	120 days
	150 days

	Persons with difficulty or disability
	-44
	150 days


	300 days

	
	45-
	
	360 days




ii) Term of benefits for the unemployed as a result of bankruptcy or dismissal, etc.
	
	Less than 1 year
	1 to 4 years
	5 to 9 years
	10 to 20 years
	20 years or more

	Younger than 30
	90 days
	90 days
	120 days
	180 days
	-

	30 - 34
	
	
	180 days
	210 days
	240 days

	35 - 44
	
	
	
	240 days
	270 days

	45 - 59
	
	180 days
	240 days
	270 days
	330 days

	60 -64
	
	150 days
	180 days
	210 days
	240 days


(2) Employment-related benefits
These benefits are newly established schemes. Childcare Leave Benefit and Continued Employment Benefit for Older Workers were established in 1994. Family Care Leave Benefit and Educational Training Benefit were established in 1998. The costs of these benefits are borne by both employers and employees.
Childcare Leave Benefits are paid to workers who take leave to take care of his/her child under the age of one. The benefit rate was at first 25% of daily wages and it was raised to 40% in 2000. The rate was raised again in 2007 to 50%. These were motivated by the concerns on the decline of birth rate in Japanese women.
Continued Employment Benefits for Older Workers are paid to older workers over 60 who continue to work after mandatory retirement age in reduced wages. The benefit rate was at first 25% of the wages but it was lowered to 15% in 2003.
Educational Training Benefits are paid to workers who undertake and complete educational training course prescribed by Minister of Labor. The benefit rate was at first 80% of training fees with the upper limit of 300 thousand yen. They were lowered to 40 % of training fees and 200 thousand yen respectively in 2003. In 2007, the rate was lowered again to 20% and the upper limit was also lowered to 100 thousand yen.
(3) Employment subsidies

Employment subsidies have been established under the special scheme created by 1974 revision into Employment Insurance Law. The Law stipulated that “the government may undertake the services providing necessary subsidy and aid for employers who take measures necessary for stabilizing workers’ employment where employers have been compelled to curtail business activities due to changes in the economy or in the industrial structure or other economic reasons”(Article 62 Paragraph 1). Based on this Article, Employment Adjustment Subsidy was established. This subsidy is paid to employers in specified sectors who intend to, without resorting to dismissals, adopt such employment measures as temporary leave with pay, in-house education and training or temporary transfer of workers to other companies. The amount of subsidy was a half (two thirds in case of small and medium-sized companies) of paid wages to the workers during specified periods. This subsidy was inspired by similar German subsidy scheme established in 1969. 

The impact of the subsidy was enormous. It changed the course of employment policy from mobilization of workforce across the labor market to withholding of workers within companies or groups. Prevention of unemployment became the top priority in employment policy. In 1977, Employment Stability Fund was created within Employment Insurance in order to cope with fluctuations in expenditure.


Other employment subsidies include following ones.
*Specified Job Applicant Employment Development Subsidy: an incentive paid to employers who newly employ persons such as elders, disabled and single mothers (1/4 ~ 1/3 of the wages)
*Regional Employment Development Subsidy: an incentive paid to employers who establish facilities in specified areas and employ regular workers residing in the areas (certain amount depending on the costs)

*Career Formation Promotion Subsidy: an incentive paid to employers who have their employees undergo vocational training (1/4 ~ 1/3 of the costs and wages)
Legal Text:

Employment Insurance Law:

http://www.jil.go.jp/english/laborinfo/library/documents/llj_law11.pdf
ILO Convention No.44 ensuring Benefit or Allowances to the Involuntarily Unemployed (shelved)
http://www.ilo.org/ilolex/cgi-lex/convde.pl?C044
ILO Recommendation No.44 concerning Unemployment Insurance and Various Forms of Relief for the Unemployed
http://www.ilo.org/ilolex/cgi-lex/convde.pl?R044
ILO Convention No.168 concerning Employment Promotion and Protection against Unemployment 
http://www.ilo.org/ilolex/cgi-lex/convde.pl?C168
ILO Recommendation No.176 Employment Promotion and Protection against Unemployment
http://www.ilo.org/ilolex/cgi-lex/convde.pl?R176
