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The Role of the Local Allocation Tax and Reform Agenda in Japan

-Implication to Developing Countries-

Sayuri Shirai

Abstract
The contemporary Japanese government system evolved from the aftermath of World War 

II. In recent years, there is an increasingly prevalent view that this system is no longer 

functional or sound, and thus one of the most important challenges of today’s Japan is 

to promote decentralization of the public administration and financial system of local 

authorities. This paper focuses on the Local Allocation Tax (non-specified inter-governmental 

transfer) system and investigates whether income gaps between prefectures have declined 

during 1980-2001, and if so, to what extent the system has contributed to such a regional 

convergence. This paper also briefly overviews conditions in developing countries and 

their inter-governmental transfer systems. So far, the Russian system appears to be superior 

to China’s since it is more rule-based and simpler. However, because of the huge regional 

income differences inherited from past economic policies, the system has not yet succeeded 

in narrowing income differences and promoting incentives to improve revenue and 

expenditure performance. The paper also discusses recent reform efforts to deal with local 

governmental problems in Japan.

Key Words: Local Allocation Tax, inter-governmental transfers, regional income 

differentials, Japan, developing countries
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1  Introduction

 The role of local government (consisting of 47 prefectures and 3,181 municipalities 

as of September 2003) in the Japanese economy is important for three reasons. First, 

local government expenditure (after excluding non-value-added items, such as public 

debt payments and maintenance/relief expenses) amounted to ¥67.7 trillion or 13.5% 

of Gross Domestic Expenditure (GDE) in 2001. Given that the Central Government and 

Social Security Fund expenditures accounted for only 4.6% (¥23 trillion after excluding 

non-value-added items) and 6.1% (¥30.6 trillion), respectively, of GDE, the contribution 

of the local government expenditure to GDE was the largest among the three government 

entities (Table 1).

Table 1  Gross Domestic Expenditure and Local Government Expenditure, 2001

 Second, local government has been a major provider of diverse public services to 

the community. Local government consists of general administrative, special administrative, 

and public enterprises sectors; the special administrative sector being the main provider 

of public goods. According to a functional decomposition of expenditures, the share of 

the local government’s expenditure to the general government spending accounts for 94% 

in terms of health/sanitary expenses, 85% of school education expenses, 83% of social 

education expenses, 80% of judicial, police, fire service expenses, 73% of land development 

expenses, 72% of commercial and industrial expenses, 68% of land preservation expenses, 

and 63% of public welfare expenses. As a result, in 2001 local government accounted for 

63% of the total general government expenditure of ¥153.3 trillion. While this is greater than 

that in the United Kingdom or France, whose local government shares account for about 

40% of the total general government expenditures, the share is comparable to that in the 

United States, but below Germany and Canada whose local government ratios account for 

more than 80% of relevant expenditures.

 Third, local government is one of the largest absorbers of labor. In 2001, local 

governments hired 3.1 million employees (accounting for 5% of Japan’s total employment). 
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By contrast, the central government hired only 484,000 employees (799,400 employees if 

those of national state enterprises are included). The greater number employed by local 

government reflects that it supervises a substantial part of total public administration, 

as indicated above. The make up of local government employment is that the general 

administrative sector hires 1.1 million employees (35% of the total), the special 

administrative sector hires 1.6 million employees (51%), and the local public enterprises 

sector the balance. Nevertheless, the numbers employed have steadily declined from 

a peak of 3.3 million employees in 1994, reflecting restructuring efforts. In the general 

administrative sector, about 60% of employment is allocated to the general administration 

section and the rest to the welfare section. In the special administrative sector, 74% is 

allocated to the education section. 

 The contemporary Japanese government system evolved from the aftermath of 

World War II.  However, there is an increasingly prevalent view that this system is no 

longer functional or sound, and thus one of the most important challenges of today’s 

Japan is to promote decentralization of the public administration and financial system of 

local authorities. Until recently, local government has not been given sufficient authority 

over the introduction of new local taxes or the issuance of local government bonds. 

Under the current system, the central government has been responsible for monitoring 

local government and guaranteeing its survival in exchange for requiring that the latter 

implement a nationally-formulated policy. This centralized system could be justified in 

the period when Japan was economically devastated and there was an absence of human 

capital and budgetary resources at the local government level; as indeed was the case 

in the aftermath of World War II. However, the system has barely changed, even though 

Japan’s economy has already entered stage of maturity; so that diversified local conditions 

have increasingly required flexible and regional-specific fiscal policies. 

 Moreover, a recent phenomenon needs to be noted; that even economically 

stronger regions (such as Tokyo Metropolitan, Osaka, Kanagawa, and Aichi Prefectures) 

have faced deteriorating fiscal balances in their settlement accounts, as indicated 

by Shirai (2004). Given that local government fiscal problems occurred mainly in 

economically weaker prefectures in the past, this recent phenomenon should be 

treated as a warning signal of an eventual deterioration of the central government’s 

own fiscal position. This perplexed circumstance is closely associated with an unsound 

revenue structure, a distortionary inter-governmental transfer system, a widening gap 

between revenue and expenditure, and constraints imposed on the issuance of local 

government bonds. Given the deteriorating local governments’ fiscal conditions, it is 

crucial that the whole government system undergo a thorough review in order to achieve 



7

a growth-oriented sustainable fiscal position. Moreover, it is increasingly questionable 

whether the public services currently undertaken by local governments should be 

continued to be provided by them. Given that Japan’s economy has matured and enjoys 

prosperity, some services could be more efficiently performed by the private sector. 

 This paper focuses on the Local Allocation Tax (non-specified inter-governmental 

transfer) system and investigates whether income gaps between prefectures have 

declined during 1980-2001, and if so, to what extent the system has contributed to such 

a regional convergence. This paper also discusses recent reform efforts to deal with local 

governmental problems, and also briefly overviews conditions in developing countries 

and their inter-governmental transfer systems. The paper consists of four sections. Section 

2 takes an overview of Japan’s regional income differences. Section 3 takes a formal 

approach to investigate whether income gaps between prefectures have declined during 

1980-2001, and if so, to what extent the inter-governmental unconditional transfers (called 

“Local Allocation Tax”) have contributed to such a regional convergence. This section 

also briefly overviews conditions in developing countries and their inter-governmental 

transfer systems. Section 4 discusses recent reform efforts to deal with local governmental 

problems.

2  Regional Income Differences

 In Japan, the average income rose from about ¥1.7 million in 1980 to a peak 

of ¥3.3 million in 1996, subsequently followed by a decline in 1997-1999 due to a 

deterioration of the economic growth. Table 2 shows trends in respect of average income 

per capita of all prefectures and the coefficient of variation. The table also indicates 

that the income gap between the highest income prefecture (which always been Tokyo 

Metropolitan) and the lowest income prefecture has risen steadily from ¥1.2 million in 

1980 to ¥2.6 million in 1990, followed by a decline to ¥2.1 million in 1998-1999. This 

pattern is consistent with the movement of the coefficient of variation, which reflects 

regional imbalances or dispersion from the average. The coefficient rose steadily from 

0.14 in 1980 to 0.16 in 1990, probably because the high economic growth period of the 

1980s benefited industrial and metropolitan regions disproportionately. However, the 

overall economic slowdown has led to a sharp decline in regional differentials with the 

coefficient dropping from 0.14 in 1990 to 0.13 in 1995, and then to a moderate decline to 

0.12 in 1999. 
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Table 2  Per Capita Income Trends, 1990-1999 (Millions of Japanese Yen)

 Chart 1 indicates that per capita income is positively associated with the share 

of secondary industry (mainly the manufacturing sector) and negatively associated with 

the share of primary industry (mainly the agricultural sector). The degree of correlation 

between the share of secondary industry and per capita income has declined from 0.5 

in 1985 to 0.3 in 1999, reflecting that an industrial shift toward the tertiary (mainly, 

services) sector has lowered the contribution of secondary industry to economic growth.  

By contrast, the degree of correlation between the share of primary industry and per 

capita income has remained high at -0.8 throughout the period, supporting the view that 

an economic concentration on the agricultural sector is one of the main causes of the 

relative low income levels of some prefectures.
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Chart 1  Correlation between Industrial Structure and Per Capita Income

 Based on prefecture-level data, Charts 2a and 3a indicate the average and 

coefficient of variation of four regions (Kanto, Chubu, Kinki, Chugoku) whose per capita 

incomes were largest among the seven regions, while Charts 2b and 3b exhibit those of 

three (Tohoku, Shikoku, Kyushu) regions whose per capita incomes were lowest. Charts 

2a and 2b show that all regions increased their average per capita during 1980-1995, 

followed by stagnancy during 1996-1999. By contrast, Charts 3a and 3b indicate divergent 

performances between the four wealthier and three poorer regions. In particular, the 

coefficients of variation among the four wealthier regions have shown a more or less 

declining trend during the 1990s, probably because manufacturing sector economic 

activities severely affected these regions simultaneously due to the presence of large 

numbers of manufacturing firms. On the other hand, those of the poorer three regions 

also declined during the first half of the 1990s, but then increased during the second 

half of the 1990s. This may reflect that these regions have different concentrations of 

agricultural products, so that the impact of recession has had divergent impacts on these 

regions.
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Chart 2a  Average Per Capita Income of Four Wealthier Regions

(Millions of Japanese Yen)

Chart 2b  Average Per Capita Income of FOUR Poorer Regions

(Millions of Japanese Yen)
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Chart 3a  Coefficient of Variation of Per Capita Income of

FOUR Wealthier Regions

Chart 3b  Coefficient of Variation of Per Capita Income of

FOUR Poor Regions



12

3  Role of Local Allocation Tax System on Income Equalization
 

 This previous section showed that differences in per capita income across the 

47 Japanese prefectures have narrowed in the 1990s as compared with the 1980s; as 

shown in Charts 3a and 3b. Theoretically, a country can achieve high overall economic 

growth while maintaining regional differentials. However, the presence of large regional 

differentials could slow down national economic integration and retard the process 

of sustainable economic growth. A decline in regional differentials also contributes 

to political stability and public safety. Thus, this paper first provides a formal analysis 

investigating the issue of whether there has been any convergence of per capita 

income levels across prefectures during 1980s and 1990s. It then examines whether this 

improvement in regional income differences can be attributed to the Local Allocation 

Tax system, using a simple panel regression analysis. Given that industrial structures 

and national endowments differ across prefectures, this section focuses on whether 

such an inter-governmental transfer system has provided growth impetus to the various 

prefectures.

3.1  Sigma-Convergences

 According to the Harrod-Dormer and subsequent Solow’s Neoclassical Economic 

Growth models, a less-developed county with a lower capital-labor ratio is expected to 

achieve higher economic growth by accumulating fixed capital formation. This is because 

the paucity of capital stock accumulated by these countries enables them to obtain greater 

marginal product of capital under the rule of diminishing marginal product, thereby 

being able to catch up to the income levels of prosperous countries. This assumes that 

all countries are open to foreign trade and capital flows. In particular, the convergence 

to the same level of long-run steady-state per capita income level takes place as long as 

countries have the same rates of population growth, the same levels of saving ratios, and 

the same types of technology. If a developing country has a higher population growth, it 

could still have a higher rate of economic growth, but would converge to a lower level of 

per capita income level over the long run. If a developing country saves less relative to 

its GDP, the same pattern is expected to occur. On the other hand, if an industrial country 

successfully produces technological innovations so that its productivity growth is greater 

than that of a developing country, it is able to achieve a higher per capita level in the 

long run, so that it takes even longer for a developing country to catch up to the income 

level of the industrial country. An industrial country, therefore, is able to continue to raise 

its per capita income level as long as innovations and resultant productivity growth take 
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place. 

 A similar reasoning could be applied to the situation of regional differences 

within a country. A less-developed prefecture with a lower capital-labor ratio (such as 

Tottori, Shimane, Kochi, Saga and Okinawa) is able to achieve a higher economic growth 

by increasing per capita capital stock, thereby converging to the per capita income level 

of a prosperous prefecture (such as Tokyo Metropolitan, Kanagawa, Aichi and Osaka). If 

the convergence assumption holds, the relationship between the initial level of per capita 

income (for example, 1980) and average growth rates (for example, during the 1980s and 

90s) becomes negative. The lower the initial level of per capita income level, the higher 

the subsequent economic growth rate.

 To examine the presence of convergence, a frequently used approach is to 

calculate the coefficient of variation, as shown in Chart 3a and Chart 3b. This approach is 

formally called “σ-convergence,” and is concerned with cross-sectional dispersion of per 

capita income (Barro and Sala-i-Martin 1995; Hossain 2000). If the coefficient of variation 

declines over a period, it is thought that convergence exists, so that income differentials 

across prefectures would decline. Table 2 indicates the time-series coefficients of 

variation using data of the 47 prefectures. The coefficient rose from 0.14 in 1980 to 

0.16 in 1988, remained at 0.16 during 1988-1991, and then declined to 0.12 in 1999. 

This indicates that prefecture-level income disparity declined in the 1990s. However, 

one should be careful as σ-convergence simply indicates that per capita income across 

prefectures has become more evenly distributed; it does not necessarily indicate that 

this convergence has happened because a less-advanced prefecture has achieved higher 

economic growth than a prosperous prefecture. Thus, it is not clear whether a decline 

in income differentials took place because poorer prefectures achieved higher per capita 

growth or wealthier prefectures faced a slow down in economic growth. 

3.2  Beta-Convergence

 Therefore, a more formal approach is needed to investigate whether convergence 

has taken place as indicated by the growth theories. This subsection adopts as its 

approach, the so-called “β -convergence.”  In the past, this approach has been performed 

on the basis of a cross-sectional regression of the time averaged per capita income 

growth rate to the initial per capita income level, as indicated in the equation below. In 

recent years, the model has been utilized using panel data by regressing economic growth 

from the previous period’s level of income. In both cases, it is said thatβ-convergence is 

present if the coefficient of the initial per capita income level is negative in a regression for 

per capita output growth. Applying this approach to regional income convergence, this 
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subsection regresses prefectural real GDP growth (in per capita terms) from the previous 

year’s level of prefectural per capita GDP. If the sign of the coefficient or β is negative, 

it would mean that a prefecture with a lower level of per capita income has achieved a 

higher per capita growth rate, thereby gradually converging to the per capita income level 

of a prosperous prefecture. Using real per capita GDP and converting per capita income 

(y) to the logarithm, the equation is used with the panel data for the period of 1980-2000, 

and adopting first the Ordinary Least Squares (OLS) method. 

 

 (lnyt - lny0)/T = a +β lny0               

 The model then takes into account prefecture-specific effects through a “fixed 

effect” approach, which allows the constant term in the equation to vary across 

prefectures. The model is also tested by adopting a “random effect” approach, which 

takes into account random variations within the respective prefectures. The second row 

of Table 10 contains the results of the panel estimation. In all cases, the coefficients of the 

previous year’s GDP per capita orβ are statistically significant at the significance level of 

1% and negative, as expected by the economic growth theories. The size ofβ is greater 

under the fixed effect model, suggesting that the speed of convergence becomes greater 

when unexplained regional specific conditions are controlled in the model. Thus, the 

results supports the view that prefecture-level income differences have declined over the 

period 1980-2000, mainly because poorer prefectures grew faster than more prosperous 

ones. This observation is consistent with the result reported by Barro and Sala-i-Martin 

(1991, 1992), which found that per capita income levels converged in the United States 

during the period of 1880-1988. A similar observation is reported in the case of Canada 

during 1961-2000 by Kaufman et al (2003). Table 3 supports the presence of unconditional 

and conditional convergence among prefectures.
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Table 3. Regression Results of the Convergence Equations

3.3  Role of the Local Allocation Tax

 Local Allocation Taxes also exist in many other countries, such as the United 

States, Germany, Canada, Australia and the United Kingdom (Ma 1997). Also, a number 

of developing countries and emerging market economies—such as China, Russia, India, 

Korea, Indonesia—utilize such a system; Russia and China are briefly discussed in the 

next subsection. This inter-governmental transfer is designed to reduce fiscal disparities 

across prefectures, so that financially poorer prefectures are able to provide sufficient 

public services to their local communities. 

 Government intervention in income redistribution is generally justified on 

the grounds that economic growth alone may not reduce income differentials within 

a country. In general, conditions or earmarking are not supposed to be imposed 

on this kind of payment by the central government, since the allocations should be 

decided by the local government based on its own judgment with respect to needs 

and priorities. This type of transfer is often called an “unconditional grant.” However, 

earmarked or “conditional grants” are also regarded as forming transfers from the 

central government in practice. In general, the inter-governmental transfer system can 

be divided into a formula-based system and a discretionary system. Ma (1997) stresses 

that the formula-based system is superior to the discretionary system for two main 

reasons. First, it bases the evaluation of each region’s entitlement based on objective 

criteria, thereby raising transparency and avoiding unproductive negotiations and 

lobbying activities. Second, the formula-based system provides an effective means to 
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address regional disparity issues. As explained in Section 2, Japan’s transfers include 

unconditional grants (i.e. Local Allocation Tax) and conditional grants (such as National 

Treasury Disbursement). And, the Local Allocation Tax is calculated according to formulas 

that are defined as the difference between the Standard Financial Requirement and 

Standard Financial Revenue. While the Local Allocation Tax system might have resulted 

in weakening fiscal discipline among economically and financially poorer prefectures, 

it may have succeeded in attaining more or less the same level of public services across 

prefectures, as indicated in Shirai (2004).

 The literature on fiscal federalism points out three economic rationales for 

inter-governmental transfers: (1) addressing vertical fiscal imbalances; (2) addressing 

horizontal fiscal imbalances; (3) addressing inter-jurisdictional spill-over effects. First, the 

central government tends to take a greater portion of tax revenue sources, thereby leaving 

insufficient tax revenues for local governments and widening their revenue-expenditure 

gap. Thus, the transfers are justified on the ground that they would narrow the gap and 

achieve fiscal balances at the local government level. Second, some regions are endowed 

with rich natural resources or other tax bases that are not accessible by other regions. 

Because of these differences, these regions may be able to generate higher income 

levels and revenues. Other regions may require greater expenditures due to a severe 

natural environment, a small working population, and better public infrastructure (such 

as airports, seaports, and railways). Thus, transfers can be used to mitigate the adverse 

implication of these differences. Third, certain public services (such as national highways, 

pollution, education, etc.) have externalities on other regions. Without any transfers, 

local governments may attempt to free-ride on neighboring local governments in order 

to reduce such expenses. Thus, transfers are needed to promote incentives for local 

governments to provide particular levels of public services (Ma 1997).

 The inter-governmental transfer system is sustainable when financial resources 

are enough to enable local governments to maintain at particular levels of public 

services across regions (Ma 1997). At the same time, the system should ensure that 

local governments would still have incentives to improve revenue and expenditure 

performance. In addition, transfers should be dependent on the amount of local financial 

requirement and should be lowered as fiscal ability improves. Moreover, the system 

needs to be transparent, for example by announcing the formula in advance, so that 

local governments are able to forecast their own revenues including transfers, which is 

necessary when investment plans are formulated.

 To examine the impact of the Local Allocation Tax on regional income 

convergence, this section uses the above regression model by including per capita Local 
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Allocation Tax in real terms after converting to an logarithm. The variable is derived by 

first deriving GDP deflator for each prefecture based on respective nominal and constant 

GDP and then dividing the Local Allocation Tax for each prefecture by respective 

population and deflator. Also, the growth rate of per capita Local Allocation Tax in real 

terms is used interchangeably. The results of regression analysis are reported in the third 

row of Table 10, which indicates that the level of Local Allocation Tax per capita actually 

contributed to lowering per capital GDP growth of prefectures in the case of OLS and 

OLS with the fixed effect, as evidenced by the coefficients being negative and statistically 

significant. Table 10 lists results using growth rates of per capita Local Allocation Tax and 

shows that the coefficients were statistically insignificant even though the signs turned 

out positive. These results suggest that the Local Allocation Tax system has retarded 

convergence by lowering growth rates.

 The above results may have an important implication for the current system of 

local government. They appear to confirm the claim made here that the Local Allocation 

Tax system slowed down GDP growth rates of regional economics by generating 

inefficient resource allocations and crowding out the private sector. The results are 

different from the experience in Canada, where the Equalization payments have 

contributed to increasing per capita GDP growth (Kaufman et al, 2003). This analysis 

points to the need for the Japanese central government to seriously reconsider the 

design of the current local government financial management system; by considering the 

need to stimulate private sector economic activities and hence overall prefecture-level 

economic growth.

3.4  Implication for Developing Countries

 Japan’s experience indicates that an inter-governmental transfer system 

should be carefully designed in a manner that does not induce moral hazard for 

economically poorer areas (so that they maintain incentives to raise revenue and 

use funds efficiently), and, at the same time, to promote private sector economic 

activities and regional economic growth. The issues of regional income differences 

are generally more serious in developing countries, or in emerging market economies, 

than advanced countries, because social safety nets as well as private insurance 

systems are not well-developed in the former. In other words, the intergovernmental 

relations should be carefully designed by taking into account three goals: (1) economic 

efficiency, (2) stabilization, and (3) redistribution. Japan’s present system appears to 

have emphasized the redistribution goal disproportionately as compared with that of 

economic efficiency; though the system may have helped to stabilize local economies 
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in the first half of the 1990s. While an inter-governmental transfer system is necessary, 

one should recognize that the design and implementation of the system that fulfills 

these three goals is an extremely difficult task. This subsection takes an overview of 

the current situations of regional differentials as well as the inter-governmental transfer 

system in selected countries.

 Russia has in the past been characterized by a high degree of geographical 

concentration, driven by the past government’s policy to accumulate capital and 

industrial locations in certain regions. Such a concentration has increased even after the 

collapse of the Soviet Union, as exemplified by the fact that 75% of metals and fuels 

and more than 50% of machinery were produced in 10 regions (Dolinskaya, 2002). 

Such a policy naturally has given rise to substantial income differentials within the 

country. Dabla-Norris et al (2001) reports that the maximum per capita GDP was 40 

times greater than the minimum per capita GDP in 1992 and that this size of difference 

remained constant in 1997. Such substantially large income differences among regions 

has resulted in large regional differences in revenues. Dolinskaya (2002) reports that 

disparities in per capita revenue collections have increased steadily during the transition 

period of the 1990s. As expected, economically wealthier regions have collected greater 

revenues. 

 These regional income and revenue disparities have made it inevitable for the 

central government to intervene in local government financial management through 

revenue sharing and transfer policies. Since 1994, the Russian government has tackled 

regional disparity problems by adopting a formula-based equalization transfer system 

and increasing the number of donor regions (for which the amount of taxes collected 

and credited to the federal budget exceeded the amount of financial transfers received). 

To meet this purpose, the government introduced the Fund for Financial Support of 

Subjects of the Russian Federation, which can be decomposed into two windows. 

 The first window, called “Regions in Need of Financial Assistance” was designed 

to equalize revenue availability across regions. Whereas, the second window, called 

“Regions in Need of Additional Financial Assistance,” was designed to provide additional 

funding to regions with expenditure needs not covered by other financing sources, 

including the first window. The first window was designed to equalize revenues across 

regions by comparing actual revenues per capita for the most recent year for which 

data were available in each region, to the average revenues per capita in one of three 

groups of regions (the Northern territories, the Far East and the rest of the country) 

based on similarities in the cost of living, Then, regions with per capita revenues below 

some percent of the group average were entitled to an equalization transfer. The second 
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window estimates expenditure needs for each region by adjusting expenditures (actual 

disbursed expenditures and not a measure of expenditure needs) in a base year for 

all changes in legislation in the intervening years. Those regions whose expenditures 

exceeded revenues plus transfers through the first window are entitled to a transfer 

through the second window. Thus, the Russian system is essentially a rule-based 

transfer system.

 Despite the government efforts, Le-Houerou and Rutkowski (1996) and 

Martinez-Vazquez and Boex (1998) have found that the equalization transfers have 

not helping to equalize regional income differences. This is in part due to the 

limited resources available for this Fund, and in part due to the influence of political 

negotiations. More importantly, OECD (2000) stresses that since the transfers are 

based on the past achieved levels of revenue and expenditures as primary criteria 

for allocations; they have undermined incentives for regions to improve fiscal 

performance.

 In China, all taxes and profits were remitted to the central government before 

1980, which in turn made transfers to local governments on the basis of centrally 

approved expenditure priorities. In 1980, a revenue sharing scheme was introduced, 

so that the central government designated certain revenues from each tax to the local 

governments. Under this system, those accruing to the central government, the local 

governments, and those shared between them were determined through negotiations 

(Arora and Norregaard, 1997). 

 The revenue-sharing system was modified in 1985 in order to raise the share 

of revenue accrued to poorer regions. The system revision was such that local 

government must submit part of the excess if local revenue exceeds local expenditure, 

while a higher proportion of shared revenue could be retained by local government 

if the local fixed revenue fell short of local expenditure. If all of shared revenue still 

did not balance the local budget, local government could receive a grant from the 

central government. While this revision helped to narrow regional fiscal disparities, 

it lowered incentives for prosperous regions to raise tax revenue. This problem has 

led to a further modification in 1988, which intended to raise the revenue share 

also to economically wealthier regions. The new system introduced several kinds 

of revenue-sharing contracts targeting different localities. The impact of these two 

revisions has led to not only a greater portion of revenue to be retained by local 

government, but also divergent and complex revenue sharing schemes. Meanwhile, the 

expenditure responsibility designated to the central and local governments respectively 

has not changed throughout the period. In general, the central government was 
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responsible for fixed investment, national defense expenses, and debt service payments. 

Local governments were responsible for spending on social welfare, such as education, 

health, administration, and agricultural development (Arora and Norregaard, 1997). 

 During the mid-1980s, both central and local government revenue declined as 

a share of GDP. To prevent central government tax revenue from declining further, 

some reforms were introduced from 1988. Those reforms included incremental revenue 

contract, proportional sharing of total revenue, proportional sharing of total revenue 

and incremental sharing, remittance incremental sharing, fixed remittance and fixed 

subsidy. These reforms have been revised several times since then, but they not only 

failed to achieve an increase in central government revenue, but have also failed to 

efficiently perform inter-governmental transfers that are necessary to narrow growing 

regional income disparities. More importantly, these fiscal contracts produced local 

governments incentives to reduce their tax-raising efforts and shift revenue collection 

efforts away from revenues that had to be shared with the central government toward 

those over which they had greater control. 

 As for the revenues under their controls, local governments provided tax 

concessions, exemptions, and refunds to State-Owned Enterprises (SOEs) under their 

jurisdiction, thereby helping those SOEs to accumulate retained earnings. The local 

governments then utilized part of those retained earnings (which constitute part of the 

extra-budgetary funds) to finance local projects. These practices have given rise to an 

increase in extra-budgetary funds, thereby lowering the budgetary revenue shares for 

local governments and causing a decline in central government revenue sources. 

 Ma (1997) reports that the Chinese inter-governmental transfer system consists 

of the following three mechanisms. The first mechanism is based on the contract system 

that prevailed during 1988-1993, where the local governments submit revenues to the 

central government and receive transfers from the central government according to 

the contract. Despite various modifications, the system continued even after 1994. The 

second mechanism is returned revenue from the central government according to a 

calculation that ensures each local government retains no less than what it did in 1993. 

These two mechanisms are called “general purpose transfers”. The third mechanism 

includes various specific purpose grants. Ma (1997) claims that these general purpose 

transfers have not been able to effectively address regional disparity issues, since they 

have been designed to recognize the vested interests of local governments. Moreover, 

the criteria used for general purpose transfers are not clear and are often determined 

discretionally, causing unnecessary and unproductive bargaining and rent-seeking 

activities by local governments.
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 Thus, it is clear that the current inter-governmental system has not functioned 

well to arrest growing regional income differences. In addition the failure to fulfill the 

redistribution goal, the Chinese government has worsened efficient resource allocation 

by making the revenue sharing and contracts systems complicated and letting local 

governments accumulate extra-budgetary revenues. As compared with the Russian 

system, the Chinese system is largely discretionary-based, so that the system tends to 

be less transparent and becomes an ineffective means to address regional disparity 

issues.   

 Such a system is likely to severely undermine both central and local 

governments’ fiscal sustainability in the near future, given its small tax revenue 

size and mounting contingent fiscal liabilities. The limited ability to collect tax 

revenues has substantially weakened the ability of the central government to 

conduct effective stabilization fiscal policy in addition to redistributive fiscal transfer 

policy. Contingent fiscal liabilities stem from the potential costs of cleaning up huge 

non-performing loans in the state-owned commercial banks, unpaid pension liabilities, 

and publicly guaranteed public debt. These observations suggest that the Chinese 

government needs to thoroughly investigate all government tax and expenditure 

management systems as well as inter-governmental relations. At the same time, the 

inter-governmental transfer system needs to be reformed in the immediate future 

before regional income gaps become uncontrollably large. 

 So far, the Russian system appears to be superior to China’s since it is more 

rule-based and simpler. However, because of the huge regional income differences 

inherited from past economic policies together with frequent political intervention, 

the system has not yet succeeded in narrowing income differentials and promoting 

incentives to improve revenue and expenditure. As for China, even though regional 

incomes differences are in the order of 4 to 10 times so that their regional disparity 

problems are not as severe as those of Russia, the inter-governmental transfer system 

has not succeeded in narrowing the income differentials as well. Moreover, the 

delegation of revenue sources to local government without good management and 

monitoring systems appears to have resulted in inefficient tax and expenditure systems 

in China. This might ultimately undermine regional economic efficiency and have 

adverse impact on her economic growth.

4  Local Government Reform Efforts

4.1  Growing Criticism

 Since the late 1970s, conflicts between the Ministry of Finance (MOF) (as a 
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guardian of the national interest) and the Ministry of Public Management, Home Affairs, 

Posts and Telecommunications (MPHPT) (as an agent of local governments) have rapidly 

increased; since the MOF has rejected the request by the MPHPT that the amount of 

Local Allocation Tax should be raised. The MPHPT argued with the MOF that it was 

unreasonable for the central government to contain the transferred financial resources, 

while it forcefully imposed implementation of central functions on local governments 

under the Delegated Duty System. In addition, the MPHPT strategically formed a “spending 

coalition” with other Ministries, such as the Ministry of Land, Infrastructure, and Transport 

and implicitly asked the ruling Liberal Democratic Party (LDP) settle the problem; since the 

LDP with strong support from rural and poor areas could not politically accept curtailment 

of the local allocation taxes, which would inevitably lead to a retrenchment of daily public 

services in rural areas (Kitamura, 2002). In the presence of mounting political pressures, 

the MOF reluctantly satisfied the MPHPT’s claims for a substantial increase in the local 

allocation taxes by issuing deficit bonds, which lead to the rapid deterioration of the fiscal 

balance. 

 The conflict between MPHPT and MOF reflects that the former responsible 

for setting the ratio of expenditure and burden sharing between the central and local 

governments, while the latter is concerned about the budgetary sustainability. Since the 

MPHPT has to secure local government finance under the current system, it has rapidly 

increased the amount of the Local Allocation Tax by issuing deficit bonds at the central 

level, which has contributed to raising the total public debt. This practice is opposite 

to those of other industrial countries, where the central government has attempted to 

curtail the amount of general grants to local governments in the presence of serious fiscal 

deficits, although this trend has been reversed in recent years in the face of growing 

central government deficit and debt.

 It is increasingly recognized that this system has induced local government to 

petition central government for subsidies, and has consequently expanded the total 

local government expenditure—rather than having voluntarily performed administrative 

reforms. The whole local government system has been fiercely criticized by academics 

and media on the grounds that local governments are unable to modify the content of 

the system to meet local demands and were required to deliver the system in the manner 

that the central government requested (Kitamura, 2002). Since the early 1990s, moreover, 

local government financing problems have also encouraged local governments themselves 

to prefer decentralization reform to attract external finance. Furthermore, the business 

community began to prefer decentralization from the early 1990s, given that firms often 

had to wait for long to get a permit to construct their factories, for example, and most of 



23

these permits were actually issued by the central government under the Delegated Duty 

System. 

4.2  Recent Decentralization Movements

 The Resolution for the Promotion of Decentralization unanimously passed both 

Houses of the Diet in June 1993. The General Principles and Policies Concerning the 

Promotion of Decentralization was approved by Cabinet in December 1994, which led 

to the enactment of the Decentralization Promotion Law promulgated on May 1995. 

The Law provides that the Committee for the Promotion of Decentralization (CHIHO 

BUNKEN SUISIN IINNKAI) with a mandate to present the Prime Minister with guidelines 

for promoting decentralization should be established within the Prime Minister’s Office 

as an investigative and deliberative body. Furthermore, the Law stipulates that the central 

government is responsible for formulating a Decentralization Promotion Plan and setting 

forth the requisite legal and financial measures based on the recommendation by the 

Committee. The Committee published the first recommendations to the then Prime 

Minister Hashimoto in December 1996, followed by the second recommendations in 

July 1997, the third in September 1997 and the fourth in October 1997. In response, the 

Cabinet approved the Decentralization Plan in May 1998 and the Second Decentralization 

Plan in March 1999 in response to the fifth recommendations made by the Committee 

earlier in 1999. 

 Given this background, Local Government formed a coalition with the business 

community with the aim of abolishing the System of Delegated Functions, which led 

to the passage of the Collective Decentralization Law (Chiho Bunken Ikkatsu Ho) in 

July 1999; with the effect from April 2000. This law aims to shift the highly-centralized 

government system to a more equal and cooperative system. The law took into account 

the Decentralization Promotion Plan and the four major recommendations, all prepared 

by the Committee for the Promotion of Decentralization affiliated to the Office of Prime 

Minister. The law envisages that local government would carry out public administration 

works independently of the central government, so that their operations could 

accommodate specific local conditions and thereby the local fiscal policy would become 

more effective and welfare-improving. Under this law, revisions were made to 475 

existing different laws including the Local Autonomy Law.

 The first part of the Collective Decentralization Law consists largely of (1) the 

abolition of the Delegated Duty System ([KIKAN ININ JIMU SEIDO], which treats the 

governors of prefectures and the mayors of municipalities as officials representing 

the central government); (2) a restructuring of duties handled by local governments 
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(such as public service, urban planning) and legally delegated work (such as elections) 

performed under the Local Autonomy Law as autonomous work; and (3) an abolition 

of the Local Administrative Official System (which temporarily assigns public employees 

as national government officials in order to administer national mandates to local 

governments. Until today, national mandates performed by local government accounted 

for about 70-80% for prefectures and 30-40% for municipalities. This allegedly made 

the assignment of responsibility unclear and administrative services uniform without 

consideration of specific local needs. Under the new law, most of these mandates are 

now clearly defined as those that are to be undertaken by local government, except for 

some duties. The above new rules are supposed to limit central government Involvement 

in prefecture-level government affairs, and also limit central and prefecture-level 

government involvement in municipal government affairs. 

 The second part of the Collective Decentralization Law contains (a) the 

establishment of a committee for handling disputes between central and local 

governments in the Office of the Prime Minister and (b) an introduction of basic 

principles of involvement (such as the need to have legal rationales for central 

government involvement, requirement of minimum central government involvement, and 

transparency). The third part of the Law focuses on the promotion of devolution. In this 

context, a Special City System has been introduced in order to transfer authority to cities 

with populations of more than 200,000.

 Consequently, several new developments have emerged. First, in line with this 

new move, the Local Administration Bureau (Jichi Gyosei Kyoku) of the MPHPT is now 

in charge of planning a new form of a more efficient and simplified local administration 

system, while local government is increasingly requested to promote local administrative 

reforms, ensure the observance of the information-disclosure ordinance, the 

administrative procedures ordinance, and reinforce the audit function. Half of the system, 

called “Locally Proper Functions”, has already been transferred to local governments, 

while the rest called “Legally Entrusted Functions” continues to be implemented on 

behalf of the central government but on the basis of equal consultation between central 

and local governments. The Plan also enables local governments to introduce new taxes 

in addition to the legally defined tax items in close consultation with the MPHPT. The 

Decentralization Promotion Plan clarified that the central government should assume 

responsibility primarily for international affairs and matters in which nation-wide unified 

decision-making is desirable, while the administration of affairs close to residents should 

be entrusted to Local government. Under the new law, local governments are expected 

to carry out administrative works independently and improve the quality of their works 
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in response to the conditions found in the respective regions.

 Second, the merger of local municipalities has been promoted to remove 

inefficiencies caused by overlapping provisions of public services among small 

municipalities, and to improve levels of municipal administrative services. A “hometown 

development program” designed to revitalize local sectors from regional perspectives 

through the positive involvement of residents, and thereby stimulate overall economic 

growth, has been ongoing. While the number of 47 prefectures covering wider areas has 

remained the same, the number of municipalities has declined to 3,181 (678 cities, 1,951 

towns and 552 villages) in September 2003—from 3,229 (671 cities, 1,990 towns and 568 

villages) in 1999. 

 In addition, the City Designation System has been extended and refined since 

its introduction in 1956. Those cities with a population of at least 500,000 have been 

designated as Designated Cities (SEIREI SHITEI TOSHI) as part of efforts to cope with the 

problems of large cities, and have been given greater authority and administrative freedom 

with respect to social works, health, and urban planning. As of April 2003, there are 13 

Designated Cities in Japan: Osaka, Nagoya, Kyoto, Yokohama, Kobe, Kitakyushu, Sapporo, 

Kawasaki, Fukuoka, Hiroshima, Saitama, Sendai and Chiba. In addition, those cities 

with a population of at least 300,000 and an area of 100 square kilometers have been 

designated as Core Cities (CYUKAKU SHI) empowered to take charge of all duties that 

can be carried out by designated cities, with the exception of work which can be more 

effectively undertaken by prefectures. As of April 2003, 35 cities have been designated 

as Core Cities. Moreover, those cities with a population of 200,000 or more have been 

designated as Special Cities (TOKUREI SHI) which are authorized to take charge of some 

of the administrative work delegated to Core Cities. As of April 2003, 39 cities have been 

designated as Special Cities. 

 Third, the Council for the Promotion of Decentralization Reform (CHIHO BUNKEN 

KAIKAKU SUISHIN KAIGI) was established in the Cabinet Office in July 2001 as the 

successor body to the Committee for the Promotion of Decentralization, after the latter’

s submission of its final report entitled “Outline of the Final Report of the Committee for 

the Promotion of Decentralization”. The new Council carries out studies and deliberates 

on the modalities of duties and business in accordance with role sharing by central and 

local governments, methods of allocating tax and financial resources, the promotion 

of local government administrative and financial reforms, etc. In June 2002, the central 

government decided to reduce the total amount of the Local Allocation Tax. The Council 

of Economic and Fiscal Policy—chaired by the Prime Minister—reached the conclusion 

that the principle of curtailment in total public spending should be applied to the Local 
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Allocation Tax without exception and published a document entitled “Basic Principle 

on Economic and Fiscal Policy and, Structural Reform 2002” in June 2002. The Cabinet 

Meeting formally endorsed this document in the same month.

 Furthermore, in June 2003, the government decided to adopt the Three-Prolonged 

Reform (SANMI ITTAI NO SEISAKU), which envisages a cut in specified subsidies 

(National Treasury Disbursement), a cut in unspecified subsidies (Local Transfer Tax) 

with the adjustment of the formula, and a transfer of tax-collecting authority. The idea 

is that once tax sources and authority are transferred from the central government 

to local government, local government is likely to find it no choice but to clarify its 

financial accountability and reduce unnecessary expenditures. If local government is 

able to obtain a large portion of tax revenue in exchange for a decline in subsidies 

(Local Allocation Tax and National Treasury Disbursement), it is more likely that local 

government will be encouraged to utilize its revenue more efficiently as a result of 

looking closer at the linkage between benefits and costs of respective projects. 

 In the same month, the Council for the Promotion of Decentralization Reform 

submitted the report Recommendation for Three-Prolonged Reform to the Prime Minister. 

The Council recommended deferring the transfer of some of the central government’

s tax-collecting authority to local governments, while advocating reducing subsidies 

and tax grants to local governments, even though the three-pronged policy changes 

were intended to be present as a set. So far, this report has received strong criticisms, 

especially from governors and mayors, such that the report did not clarify when 

and which tax sources are to be transferred. Also, the Council for the Promotion of 

Decentralization Reform has been criticized by a number of mayors as having not played 

a role in coordinating the relationship between authority and public funds. They claimed 

that the central government is to take everything from local governments without giving 

it anything.

4.3  Coping with the Growing Revenue-Expenditure Gaps

 Japan is now making efforts to promote decentralization by increasing the 

freedom and independence of local governments under the principle of “Authority for 

Public Services Should Be Shifted to the local governments As Far As Possible”. Currently, 

the split of total public expenditure is 2:3 for central:local government (for example, ¥55 

trillion or 37% for the former and ¥95.9 trillion or 63% for the latter in 2001), while that 

of tax revenue is 3: 2 (for example ¥50 trillion or 58% for the central government and 

¥35.5 trillion or 42% for local governments in 2001). Currently, this gap is offset by the 

Local Allocation Tax and National Treasury Disbursements, as seen in Sections 2 and 3. 
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Therefore, the central government is attempting to raise the proportion of tax revenues to 

1:1 and thereby reduce the income-expenditure gap as much as possible by reexamining 

the Three-Pronged Reform. 

 In respect to national treasury subsidies, the central government is to abolish or 

reduce its (current and investment) subsidies and enhance the effectiveness. As for the 

transfer of tax revenues, it is envisaged to raise the share of local tax revenues to total 

local expenditures and simultaneously achieve local tax systems with the least possible 

regional imbalances. In other words, central government is attempting to ensure stable 

local tax revenue sources, while securing the total amount of Local Allocation Tax (which 

is necessary to ensure a basic level of administrative services to residents regardless of 

their location) and simplifying their calculation method, with the purpose of promoting 

voluntary and active fiscal management at a local level. To achieve the first goal, it is 

aimed to expand resident taxes and local consumption taxes, and to secure fixed assets 

taxes, while introducing Taxes Based on Outward Criteria (GAIKEI HYOUJYUN KAZEI) 

other than income for enterprise taxes from 2009. 

4.4  Expected Shift to a Market-Based Financing System

 There are global trends toward decentralization and privatization; an increase 

in the issuance of bonds by local government is a phenomenon seen not only in Japan 

but also in other countries. In the United States, for example, local government (states 

and municipalities) issue bonds whose ratings and premiums reflect the soundness of 

fiscal positions. Investors in local governments’ bonds are protected by bankruptcy 

laws and stringent disclosure systems. Because tax breaks are allowed on such bonds, 

small individual investors are encouraged to invest in them. In order to ensure greater 

security, more than 40% of municipal bonds are credit-enhanced by private specialized 

insurance firms, so that the payment of the interest and the principal is guaranteed at the 

agreed-upon due dates on many bonds issued. By contrast, German local governments 

borrow funds largely from banks specialized in local government financing (such as 

Landesbanken and private mortgage banks), accounting for 83% of local government 

total borrowing. These banks in turn issue bonds backed by these collected loans 

(so-called “Pfandbriefe bonds”) in the market. 

 These practices substantially differ from Japan’s, where a major portion of local 

government bonds are held by the government sector. About 45% of outstanding local 

government bonds are held by official funds (Postal Savings and Insurance), while the 

rest are largely held by designated local commercial banks. In other words, most of 

the bonds are not floated in the market and their issuing prices and coupon rates are 
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determined uniformly. Since their issuing prices are above market prices, designated 

banks are forced to take a buy-and-hold strategy. As a result of deteriorating balance sheet 

problems, these banks have been increasingly reluctant to invest in local government 

bonds in recent years. Under the Collective Decentralization Law, the “approval” system 

is now set to transfer to a “consultation” system from 2006 onward in a move toward 

strengthening local government autonomy. Some sound local entities will be allowed 

to use a consultation system even before 2006. As decentralization progresses and the 

central government deficit rises, local governments are expected to raise revenue at their 

own discretion, making it inevitable that bonds will be issued through the market. So far, 

Japanese local government bonds have been fully guaranteed by the central government 

through an approval system. 

4.5  Policy Recommendations

 While the recent movements related to the Three-Prolonged Reform is desirable, 

the Japanese government needs to adopt the following measures before launching the 

Triangle Reform. First, the accounting system should be shifted from the cash-flow basis to 

the accrual basis. Because of the cash-flow accounting, the Japanese local government fiscal 

position looks sound on surface. However, the true fiscal positions become more transparent 

once financing items (such as local government bond issues and transfers) are reported 

below the line of local government own revenue-expenditure activities. The fiscal analysis 

on the cash-flow basis easily leads itself to the drawbacks of the accounting systems, such 

as misclassification of spending between essential entitlements and non-entitlement current 

spending (or between current and capital); revenue postponement or advancement to meet 

cash balances; an incentive to increase borrowing to cover short-term funding gaps, etc. 

This easily ends up in raising a public debt service burden.

 Second, local governments need to prepare for the introduction of a market-based 

financing system. They are expected to raise revenue at their own discretion, making it 

inevitable that bonds will be issued through the market. So far, Japanese local government 

bonds have been fully guaranteed by the central government through an approval system. 

Under the Collective Decentralization Law that passed in July 1999 with the effect from 

April 2000, the “approval” system is now set to transfer to a “consultation” system from 

2006 onward in a move toward strengthening local government autonomy. Some sound 

local entities will be allowed to use a consultation system even before 2006. Prior to 

this transfer, the government needs to develop infrastructure (such as bankruptcy laws, 

uniform disclosure and accounting systems, tax systems) that is necessary to introduce a 

market-based bond market. 



29

References

Arora, Vivek B. and John Norregaard, 1997, “Intergovernmental Fiscal Relations: The 

Chinese System in Perspective,” IMF Working Paper WP/97/129.

Barro, R. J. and X. Sala-i-Martin, 1991, “Convergence Across States and Regions,” 

Brookings Papers on Economic Activity, No. 1, pp. 107-158. 

Barro, R. J. and X. Sala-i-Martin, 1992, “Convergence,” Journal of Political Economy, Vol. 

100, No. 2, pp. 223-251.

Barro, R. J. and X. Sala-i-Martin, 1995, Economic Growth, McGraw-Hill.

Dolinskaya, Irina, 2002, “Transition and Regional Inequality in Russia: Reorganization or 

Procrastination?,” IMF Working Paper WP/02/169.

Hossain, Akhtar, 2000, “Convergence of Per Capita Output Levels Across Regions of 

Bangladesh, 1982-97,” IMF Working Paper WP/00/121.

Kaufman, Martin, Phillip Swagel, and Steven Dunaway, “Regional Convergence and the 

Role of Federal Transfers in Canada,” IMF Working Paper WP/03/97.

Kitamura, Wataru, 2002, “The Paradox of Centralization, And The Paradox of 

Decentralization: Institutional Impact of Central-Local relations on Local 

Governance in Post-War Japan,” mimeo. 

Le Houerou, P., 1996, “Federal Transfers in Russia: Their Impact on Regional Revenues 

and Incomes,” Comparative Economic Studies, Vol. 38, pp.21-44.

Ma, 1997, “Intergovernmental Fiscal Transfer: A Comparison of Nine Countries (Cases of 

the United States, Canada, the United Kingdom, Australia, Germany, Japan, Korea, 

India, and Indonesia), mimeo.

Martinez-Vazquez, J., and J. Boex, 1998, “A Methodology for Implementing Transfers 

to Depressed Regions in the Russian Federation,” U.S. Government Technical 

Assistance Team, Moscow.

Organization for Economic Cooperation and Development (OECD), 2000, Russian 

Federation, Paris.

Shirai, Sayuri, 2004, “An Overview of the Growing Local Government Fiscal Problems in 

Japan,” Policy and Governance Working Paper No. X.





31

Policy and Governance Working Papers*

Number　  Author(s)  Title      Date

1 Tomoyuki Kojima What is Policy and Governance Research?  November 2003
 and Mitsuaki Okabe

2＃ Michio Umegaki  Human Security: Some Conceptual Issues for November 2003
    Policy Research

3 Takiko Fujii and  Ageing and Generation Changes in the Tokyo November 2003
 Moriyuki Oe  Metropolitan Suburbs—A Study on Stable and
    Secure Habitation for the Aged—

4 Soichiro Moridaira Derivatives Contract for Event Risk   November 2003

5 Toshiyuki Kagawa Natural Disaster and Governance of Regional December 2003
 and Akira Ichikawa Government: A Case of the 1997 Oder River
    Flood in Poland

6 Wanglin Yan,  Mapping the Spatial Structure of Regional  December 2003
 and Aya Matsuzaki Ecosystems and Calculating the Value of Trees
 and Mikako  for Regional Environment Governance with
 Shigihara  GIS Tools

7 Hitoshi Hayami,  The Possibility and Practice for CDM   December 2003
 Yoko Wake,  in Kangping Province in Shenyang: Policy 
 Kanji Yoshioka,  Collaboration between Japan and China 
 and Tomoyuki  for Human Security
 Kojima

8 Sayuri Shirai  European Monetary Union and Convergence  December 2003
    in Monetary and Fiscal Policies—Human 
    Security and Policy Response—

9 Mitsuaki Okabe  International Financial Integration and the  December 2003
    Framework of Economic Policy

10 Masaaki Komai  The Integrated Evaluation of Price and  December 2003
    Quality in Selecting PFI Contractors
11 Atsuyuki Kogure  Life Table and Nonparametric Regression:  January 2004
    An Inquiry into Graduation of Standard 
    Life Table for Japanese Life Insurance Companies

12＃ Lynn Thiesmeyer  Human Insecurity and Development Policy  January 2004
    in Asia:Land, Food, Work and HIV 
    in Rural Communities in Thailand

*Working papers marked with“ ＃ ”are written in English, and unmarked papers are written in Japanese. All the 
papers are accessible on the internet homepage of the Center of Excellence (COE) program and can be downloaded 
in PDF file format (with some exceptions). A booklet version of the paper may be obtained by email at <coe2-
sec@sfc.keio.ac.jp>. All the researchers affiliated with the COE Program are strongly encouraged to submit research 
papers to this working paper series.“Instructions to Contributors”are included at the end of the working paper as well 
on the home page of this COE Program <http://coe21-policy.sfc.keio.ac.jp/>.



32

13 Satoshi Nakano  An Attempt towards the Multilateral Policy  January 2004
 Woojong Jung  Collaboration for Human Security in Northeast 
 Xueping Wang  Asia: Possibilities of CDM (Clean Development
    Mechanism) among Japan, China and South Korea

14 Kanji Yoshioka  The Practice of Tree Planting in Kangping  February 2004
 Tomoyuki Kojima Province in Shenyang: Policy Collaboration
 Satoshi Nakano  China for Human Security 
 Hitoshi Hayami
 Hikaru Sakuramoto
 Yoko Wake

15＃ Yoshika Sekine,  Air Quality Watch in Inland China   February 2004
 Zhi-Ming YANG  for Human Security
 and Xue-Ping 
 WANG

16＃ Patcharawalai  Human Security and Transnational Migration: February 2004 
 Wongboonsin  The Case in Thailand

17＃ Mitsuaki Okabe  The Financial System and Corporate Governance February 2004
    in Japan

18＃ Isao Yanagimachi Chaebol Reform and Corporate Governance  February 2004
    in Korea

19 Mikako Ogawa  RFID as Consumer Empowering Technology February 2004
 Masaki Umejima  —Its Deployment in Japan—
 Jiro Kokuryo

20 Mikihito Hayashi  Development of Open-source Software  February 2004
 Jiro Kokuryo  —Human Security through Disclosure of Key
    Technologies—

21 Toru Sugihara  Creating a New Method Measuring Capability  February 2004
 Jiro Kokuryo  of University Students

22 Miki Akiyama  Electronic patient record, Information sharing March 2004
    and Privacy protection—for institutional design
    to achieve human security—

23 Yoshinori Isagai  The Role of Agents in Regional Digital Network  March 2004
    based Business Matching Systems—B2B Relationship
    Mediation to Enhance Human Security—

24 Yusuke Yamamoto The User's Cost of Photo Voltaic System and  March 2004
 Satoshi Nakano   Its Reduction Effect of CO2

 Tomoyuki Kojima
 Kanji Yoshioka

25＃ Jae Edmonds  Implications of a Technology Strategy to Address March 2004
    Climate Change for the Evolution of Global Trade
    and Investment

26＃ Bernd Meyer  Economic Growth of the EU and Asia.  March 2004
 Christian Lutz  A First Forecast with the Global Econometric
 Marc Ingo Wolter Model GINFORS

27＃ Wei Zhihong  Economic Development and Energy Issues in China March 2004

28＃ Yoginder K. Alagh Common Futures and Policies   March 2004



33

29＃ Guifen Pei  China’s Financial Industry and Asset Management  April 2004
 Sayuri Shirai  CompaniesProblems and Challenges

30＃ Kinnosuke Yagi  Decentralization in Japan     April 2004

31＃ Sayuri Shirai  An Overview of the Growing Local Government  April 2004
    Fiscal Problems in JAPAN

32＃ Sayuri Shirai  The Role of the Local Allocation Tax and Rerorm  April 2004
    Agenda in JAPANImplication to Developing Countries

33 So Yamamoto  The Impact of Inter-governmental Transfers   April 2004
 Sayuri Shirai  on the Spending Behavior of Local Governments in Japan

34 Mitsuaki Okabe  The governance structure and the performance of  April 2004
 Kei Fujii   Japanese corporations: An empirical study

35 Suko Yoshihiko  The Research on the Privacy Secured Matching Model  April 2004
 Kokuryo Jiro  using Social Network  
  Jun Murai

36         Atsushi Watabe                  Life Histories in the Village of Migration: an Essay                     April 2004
               on Labor Migration as a Human Security Issue

37 Wanglin YAN  Framework for Environment Conservation and Social  April 2004
    Development with Natural Capital in Qinghai-Tibet Plateau





35

Instructions to Contributors

Revised February 25, 2004

1.（The purpose of the series）The working paper series, covering researches conducted under 

the 21st Century Center of Excellence（COE）Program“Policy Innovation Initiative: Human Security 

Research in Japan and Asia,”aims at timely publication of research results and eliciting comments 

and furthering debate. Accordingly, all the researchers affiliated with the COE program（twenty nine 

members whose names are listed on the COE web page）are strongly encouraged to submit relevant 

research papers to this series. The nature of the COE program is explained on the homepage（see the 

URL at end of this note）.

2.（The nature of the papers）The series includes research papers written, as a general rule, in 

Japanese, English, or Chinese language. Given the aim of the series, the papers of the series include 

reports of ongoing research, papers presented at the COE-sponsored workshops and conferences, 

relevant published research papers, as well as original unpublished formalized research papers. 

Although the papers may vary in their theme and scope, all papers are expected to address either the 

issue of policy and governance or its methodology, or the issues involved in the various aspects of 

human security. Specifically, the relevancy to the issue should be expressed in the title or subtitle of 

the paper, or in the abstract of the paper.

3.（Submission procedure）Contributors are requested to store the paper in a single document file

（using, as a general rule, MS Word or LaTeX）and to transmit the paper as an e-mail attachment. It 

should be sent to the editors of“Policy and Governance Working Paper Series”（see below for the 

e-mail address）. Hard-copy printouts of the manuscript are not required unless editors specifically 

request them. Working papers are going to be continuously published and there is no time limit for 

submission.

4.（The requirement of the author）While the COE members and Keio University Fujisawa-Campus 

researchers may submit papers directly, all other collaborating researchers are requested to submit 

the paper to one of the COE members who are expected to edit, correct and ensure that it meets the 

criteria of the series.

5.（Refereeing）Given the aim of the series, there is no refereeing process per se. However, any 

submitted paper may be excluded, if the editorial committee regards the manuscript inappropriate for 

the series. The editorial committee may ask for minimum revisions before printing. Upon acceptance 

of the paper, the Secretariat may request the author to provide original data（such as Photoshop EPS）
to improve the clarity of the printing.

6.（Submission fee）There is no submission fee. Twenty copies of the paper will be provided to the 

author free of charge（and more will be available upon request）.

7.（Copyright）Copyright for all papers remain with the authors.



36

8.（Forms of publication）All the papers are made accessible in two ways:（a）in a booklet form, 

and（b）in downloadable PDF file format on the internet homepage of this COE program.

9.（Style instructions）Although all the papers will be reformatted before printing, authors are 

requested to make the manuscripts conform to the following format:

　1）The manuscript should be typed with double line-spacing（including all notes and references） 
on A4 size paper. 

　2）The font size should be 10.5-11point in the case of Japanese or Chinese, and 11-12 point 

in the case of English.（In the case of other languages than these three, interpret the guidelines 

appropriately here, and below also.）
　3）The title page（page 1）should contain the following information:（1）the title;（2）the name(s) 

and affiliation of the author(s),（3）the email addresses of the author(s),（4）the background of the 

paper, such as conference presentation, and acknowledgments（if applicable）. If the paper is in 

any way funded by the COE or its related programs, it must be so mentioned.

　4）The second page is for the abstract of the paper. The abstract must be in a single paragraph 

that summarizes the main argument or the conclusion of the paper in about 150 words in the 

case of English, and 7-12 lines of characters in the case of Japanese or Chinese. At the end of the 

abstract, a list of four to six keywords should be included. If the paper is written in languages other 

than Japanese or English, a corresponding Japanese or English version of the abstract should also 

be printed.

　5）Main text should begin on page 3. Beginning from the cover page（page 1）, all pages should 

be numbered consecutively.

　6）Footnotes should be numbered consecutively and should be placed at the bottom of the 

appropriate page.

　7）Tables and charts may（1）be placed in the appropriate place in the text, or（2）be prepared 

on separate pages and attached at the end of the text, provided that the place to be inserted is 

indicated in the text.

　8）Reference list must be attached at the end of the text. Only works referred to in the text should 

be included in the list. 

　9）Although there is no limit of the length of the paper, the editorial committee requests that the 

paper be of approximately 10-30 pages in length.

10.（The revision of the instructions）This Instructions to Contributors will be revised from time 

to time, and the current version is always shown on the COE web page.

11.（Correspondence）
 -Submission of the paper:    coe2-wp@sfc.keio.ac.jp

 -Requesting the booklet version:    coe2-sec@sfc.keio.ac.jp

 -PDF file version of the paper:    http://coe21-policy.sfc.keio.ac.jp/

Editorial Committee Members of the Working Paper Series:

Mitsuaki Okabe (Managing Editor), Michio Umegaki, Masaaki Komai.


