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In brief 

The 2014 tax reform proposal was released by the ruling parties on December 12, 2013.  The proposed tax 

law changes will be discussed at the Cabinet and submitted to the Diet early next year for consideration. 

While focusing on measures to stimulate corporate investments, one major item proposed for individual 

income tax is to lower the limit on the maximum amount of automatic deductions allowed for company 

directors and employees starting from tax year 2016.  This change, along with the increase in the top tax 

rate to be introduced from 2015, would further increase tax costs to high-earners working in Japan. 

 

In detail 

Background on employment 

income deduction 

The employment income 
deduction is allowed to all 
taxpayers with employment 
income.  This deduction partly 
assumes the character of an 
estimate of business expenses 
incurred and is calculated 
according to a prescribed table 
based on the amount of gross 
employment income.  The 
employment income deduction 
is deducted from gross 
employment income before 
applying any other deductions to 
determine taxable income. 

Following the 2012 tax reform, 
the employment income 
deduction has been limited to a 
maximum of 2.45 million yen 
(approximately US$24,500) 
when gross employment income 
reaches 15 million yen 
($150,000) from tax year 2013 

2014 tax reform proposal 

In the 2014 tax reform proposal, 
the Japanese ruling parties state 
that the current employment 
income deduction is excessive 
when compared to actual 
expenses incurred by individuals 
for their work, as well as, to the 
relative deductions of other 
major countries.  As a result, the 
proposal seeks to reduce the 
level of deduction to a similar 
level as other major countries.   

The 2014 tax reform proposal 
lowers the top limit on the 
employment income deduction 
to 2.3 million yen ($23,000), 
which will be applied to 
individuals with gross 
employment income of over 12 
million yen from tax year 2016.  
This cap will be further lowered 
to 2.2 million yen ($22,000) to 
be applied to gross employment 
income above 10 million yen 
from tax year 2017.   

Reduction in the employment 
income deduction means 
taxpayers will have higher 
taxable income from the same 
gross income. Prior to the cap, 
the top tax rate on employment 
income was approximately 2.5% 
lower than on ordinary income. 
The implementation of these 
caps on the employment income 
deduction will result in the top 
tax rate on employment income 
to be almost the same as 
ordinary income for high-income 
earners, which is 50.84% in 
2013.   

These proposals are consistent 
with recent individual tax 
reforms that appear to target 
higher-income earners.  
Japan has already decided to 
increase the maximum rate of 
national income tax from 40% to 
45% for individuals with taxable 
income above 40 million yen 
from tax year 2015.
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 Current Proposed for 2016 

(Note 1)  

Proposed for 2017 

(Note 2) 

Threshold on gross 
employment income  

15 million yen 
($150,000) 

12 million yen 
($120,000) 

10 million yen 
($100,000) 

Employment income 
deduction cap 

2.45 million yen 
($24,500) 

2.3 million yen 
($23,000) 

2.2 million yen 
($22,000) 

(Note 1)  In the case of Local Inhabits Tax, it will be applied from the tax on 2016 income payable in 2017.  

(Note 2) In the case of Local Inhabits Tax, it will be applied from the tax on 2017 income payable in 2018. 

 

Proposals that mostly impact 

expatriates only 

The 2014 tax reform proposal 
outlines other changes that may 
mostly impact expatriates including: 
1) starting January 1, 2015, a new 
requirement for financial 
institutions in Japan to report the 
transfer of securities between 
domestic and offshore accounts; 2) 
starting April 1, 2014, an additional 
requirement for the exemption from 
capital gains tax on donated shares 

to a public interest corporation and 
3) a new provision for taxpayers to 
appeal a tax assessment directly to 
the National Tax Tribunal instead of 
first working through the tax office 
or regional tax bureau. The time to 
submit such an appeal has also been 
extended to three months instead of 
two months. 

The takeaway 

As proposed, the 2014 tax reforms 
would likely result in increased tax 

costs for some assignees working in 
Japan and their employers if a tax 
equalization policy is in place. 
Global mobility program managers 
should keep these proposals in mind 
and start thinking about the 
potential cost implications to their 
programs if the proposals are 
adopted. 

 

 

 

 
 

Let’s talk   

For a deeper discussion of how these issues might affect your business, please contact the following representatives 

from PwC Japan Tax: 

International Assignment Services  

Nasir Majid  
+81 3 3539 6310 
nasir.majid@jp.pwc.com    

Marcus Wong  
+81 3 3539 6406 
marcus.wong@jp.pwc.com  

Yuka Sakamitsu  
+81 3 3539 6411 
yuka.y.sakamitsu@jp.pwc.com  
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SOLICITATION 

This content is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
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