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The Role of Local Public
Finance

Prefectures and municipalities (cities, towns, and villages) are principal actorsin
various administrative fields, including school education, welfare and public
health, police and fire services, and the construction of such public works as
roads and sewer age systems. They play major rolein national life,

Regarding local public finance, which is the totality of the finances of local
governments, we introduce here the state of settlement for fiscal 2002, efforts
toward financial soundness of the local public entities, and so on, with a focus on
the ordinary account.

Classification of the Accounting of Local Governments
Applied in the Settlement Account Statistics

We have adopted a uniform method in the settlement account statistics by classifying accounts
as an ordinary account, which covers the general administrative sector, and other accounts. This
enables us to make a statistical comparison of local governments even though the account
classification of local governmentsis not uniform.

Accounts of Local Governments

Ordinary Account of general administrative sector
account

E’Z AT
ol

. . . Etc.

Other
accounts




How large is local public finance compared with central
government finance?

Looking at the ratio of local public finance to gross domestic expenditure, we see that the ratio
of the local government sector is 13.0% , and it is about three times larger than the ratio of the

central government.

Gross Domestic Expenditure and Local Public Finance

Government sector
¥117.4147 trillion
(23.6%)

¥64.5557 trillion
Net export of financial (13.0%)
goods and services
¥6.1970 trillion
(1.2%)

Central i
- government

¥22.1091 trillion
(4.4%)

" Social security fund
¥30.7499 trillion
(6.2%

Gross domestic
expenditure
(nominal)

¥497.6466 trillion

¥374.0350 trillion
(75.2%)




In which fields are local expenditure ratios high?

Local expenditure ratios are higher in the areas that have a close relationship with daily life,
such as public health and sanitation, school education, social education, and police and fire
Services.

Shares of National and Local Governments in Main Expenditures by
Function (final expenditure base)

Ratio of i i
expenditures National ratio
by function ! |

Sanitation expenses* 4.5% |

School education . .
expenses . 10.6% I

Social education .
expenses, etc. ! 2.9% |

Judicial, police, fire
service egpenses @ 439&'

Land development — . ‘ﬁ%\ .
o Urban planning, roads and
expenses 'ﬂ"rﬂﬂ[ 14. I bridges, public housing, etc.

)

Commercialand 5 - .
industrial expenses -:S._,g 5.6% I _ ] 4295!
Land preservation , .
expenpses ‘ 25%' _ _ 36%

Public welfare & \
expenses t 1.5.59‘6' | 37%

(except pension expenses)

Disaster re
Htousing expenses, ex1pense i
ete.7 : ~ 1.9% : :
Agricult 0.4% 449 -
and fish 2.1% 46%
expenses . : —
Defense expenses | _]33% _|1 ok
Pension expenses | a5
(of public welfge expenses) { 3.7% l 100%

r

General administration
expenses, assembly 8.1% |
expenses, etc.




The State of Local Public
Fl NAanNCe (FY2002 settlement)

Scale of Account Settlement

As aresult of such factors as a decline in ordinary construction project spending and personnel
expenses on the expenditure side and a drop in ordinary construction project spending
disbursements on the revenue side, both revenue and expenditure have declined for three
consecutive years.

110

(¥ trillion)

(Scale of account settlement)
102.8689 1(?4.0065

100.1975

97.6164 97.4317 97.1702
94.8394

FY1997 FY1998 FY1999 FY2000 FY2001 FY2002

Revenue and Expenditure
Settlement

Both the single fiscal year balance and the real single fiscal year balance have fallen into the red,
and the number of local government bodies with a deficit has increased.

Category Settlement figure No. of deficit organizations
FY 2002 FY 2001 FY 2002 FY 2001
Real single FY —¥97.8billon  ¥318.5 billion 2,055 (2,932) 1,549 (2,540)
Single FY — ¥55.4 billion ¥4.7 billion 1,949 (2,845) 1,906 (2,932)
Real balance ¥1078.3 billion  ¥1131.9 billion 25 24

Notes:

1. Real single FY balance: Calculated by adding reserves to the fiscal adjustment fund and advanced redemption of local loans to the single
FY balance and subtracting the used part of the fiscal adjustment fund.
Single FY balance: Calculated by subtracting the real balance of the previous fiscal year from the real balance of the fiscal year concerned.
Real balance: Calculated by subtracting the revenue resources that should be carried over to the next fiscal year from the income-
expenditure balance.

2. The number of organizations with real single FY balance deficits or single FY balance deficits does not include partial administrative
associations; the numbers of organizations including partial administrative associations are shown in parentheses.

3. The number of organizations with a real balance deficit excludes entities with a deficit resulting from discontinued settlement (entities
with no income or expenditure in the account settlement period because of amerger, etc.).




Revenue

Where does the money for local government activities come

from?

1. Revenue Breakdown

Local taxes account for about one-third of the revenue of local governments, followed by the
local allocation tax, local loans, and national treasury disbursements.

Revenue Breakdown (FY 2002)

General Revenue
Resour ces

Local taxes, the local
alocation tax and so on are
called general revenue
sources since their uses are
not specified. It is extreme-
ly important for local
governments to ensure
sufficient genera revenue
resources in order to handle
various administrative
needs properly.

Local transfer tax Collected
as a national tax and transferred
to local governments. Includes
local road transfer tax, etc.

Special local grant A revenue
source with the character of a
substitute for local taxes, intro-
duced to supplement a part of
the decrease of local tax caused
by atax cut since FY 1999.

Local allocation tax An
intrinsic revenue source shared
by local governments in order to
adjust imbalances in tax revenue
among local governments and to
guarantee revenue sources so
that local governments in what-
ever region can provide a certain
level of administrative services.
Calculated as a certain ratio of
five national taxes. (See page 8
for details.)

National treasury disburse-
ments A genera name for funds
disbursed from the central
government to local govern-
ments for specified uses.

Local loans These refer to the
debts of local governments for
which fulfillment continues for
more than one fiscal year.

Notes:

1. The figures here are mainly
for the ordinary account. (For
the accounts of public enter-
prises, such as water supply
and sewerage businesses,
transportation businesses, and
hospitals, see page 19.)

2. The figures for each item are
rounded off under the given
unit. Therefore, they do not
necessarily add up exactly to
thetotal.

Other revenue

resourcgs_ General revenue
¥8,880.8 hillion resources
(17.3%) ¥ 26,750.2 billion

(52.0%)

Local loans

¥7,531.7 billion
(14.6%)

Local transfer tax
¥ 138.5 billion
(0.3%)

Local allocation tax

¥10,817.8 billion
; (21.0%)

National treasury
disbursements

¥8,301.5 billion !‘

(16.1%) |
' f Special local grants
~= ¥237.6 billion
(0.5%)

Other revenue

resources
¥11,697.3 billion General revenue
(22.5%0) resources
¥29,450.8 billion

| Municipalities (56.9%)
National treasury
disbursements ¥ 5-:[0;"’5 6.6
¥4,797.6 billion biflion A
(9.3%)
Local loans Local transfer tax
¥5,850.9 billion "‘495;’-;09""0”
(11.3%) (1.0%)

Special local grants

Other general ¥666.0 billion
revenue resources (1.3%)

¥1,739.7 billion (3.4%)



2. Revenue Trends

While the ratios of local taxes and local allocation tax in total revenue are on a downward trend,
theratio of local loansisincreasing.

Nationwide Local allocation tax 17.2%
(¥15.7 trillion)

Local loans 11.2%
National treasury (¥10.2 trillion)
Local transfer tax 2.1% disbursements AT R
(¥19 trlIIlon) 14.2% (¥13.0 trillion) resources 17.6%
(316.1 trillion)

14.1% 17.1%

14 4%
¥14 4 trillion) (¥14.1 trilion)  (%17.0 trillion)

¥909.9 tr|II|on

Special local grants 0.9% (¥0.9 trillion)

- 14.4%

(%¢14.5 trillion)

¥100.3 trillion

0.6% (0.6 trillion)

11.1% 15.8%
¥11.1 trillion) (*15.8 trillion)

0.6% (2¢0.6 trillion) 0.9% (x0.9 trillion)

145% 11.8% 16.3%
(%14.6 trillon) (¥11.8 trilion)  (16.2 trillion)

3¥100.0 trillion

j

0.7% (%0.6 trillion) 0.9% (¥0.9 trillion)

 136%  13.7% 16.7%
]'(¥13.2 trillion) (%13.3 trillion) (16.2 trillion)

¥97.2 trillion




3. Local Taxes

Local taxes consist of prefectural taxes and municipal taxes. (In the case of the special wards of
Tokyo, the Tokyo Metropolitan Government collects some municipal taxes.)

Composition of Revenue from Prefectural Taxes (FY 2002 settlement)

Other taxes ¥111.3 billion (0.9%)
Prefectural tobacco tax

¥270.5 billion (2.0%)
Automobile acquisition tax
¥419.1 billion (3.0%) l

Real property . :
acquisition tax
¥524.0 billion (3.8%)

Light oil delivery tax

On Interests
¥402.6 billion (2.9%)

Prefectural
residents tax

¥3,452.8 billion

0,
~ ¥1,152.5 billion :f (25.0%)
- (83%) -
' i Corporgt_e
‘Automobile tax Total ¥72(%%&|)|I0n
¥1,773.7 billion WA RCHS{OCHS) :

(12.8%) 0 billion

Enterprise tax
¥3,675.1 billion
(26.6%)

Individual
¥222.4 billion (1.6%)

Composition of Revenue from Municipal Taxes (FY 2002 settlement)

Other taxes ¥512.6 billion (2.6%)

Municipal tobacco tax

¥831.4 billion (4.2%) ﬁ

City planning tax
¥1,305.0 billion (6.7%)

Municipal
residents tax
¥7,770.9 billion
(39.7%)

Fixed asset tax
¥9,155.1 billion
(46.8%)



Among prefectural taxes, the ratios of the two corporate taxes (corporate business tax and
corporate prefectural residents tax) are high. Among municipal taxes, the ratios of the fixed
asset tax and individual municipal residents tax are high.

The two corporate taxes are impacted by the business cycle, so the tax revenue from prefectural
taxesisless stable.

On the other hand, municipal tax revenue has been relatively stable, although it has been on a
downward trend since fiscal 1998.

Prefectural Taxes Trend

¥ trillion

15.5850
6. 15.5303

14.8330 14.9478 )

13.8035 trillion

14 - 2.9
oil delivery tax
12— nobile acquisition tax
Automobile tax
I toby
10- roperyacsiion o
8- Local consumption tax
. O 26.4
(34.1) 275 1(29.3) 254 |1(27.0) (26.6) (27.9) (26.6%) Enterprise
25.0% tax
Corporate
4- _~" 538
56 5.2 8.3 | Corporate
Figures in parentheses e PR S| W — nterest
2- Prefectural
are the component 33.1 28.2 23.8 24.8 28.9 25.0% :
ratios of the business 190 (91 188 (707 459 (09 4 (10 55 (09 454 (85.0%) "residents
tax and prefectural tax
residents tax.
Fy1992 Fy1997  Fv1998 Fy1999 Fy2000 Fy2001 Fy2002
Municipal Taxes Trend
¥ trillion
22 - 21.2077
gy 206027 20.4399 20.0185
19.7353 A2 19.9614 : 19.5750 trillion
- 6.3 : . - N 2
ez 6.6 6.7 ... [2.6%M Othertaxes
38 L e | 6.6 6.6 ) i
.. 739 2o B2 . 6.7%  Cityplanning tax
L < 4 43 A3 N
R R “oe.. 4:2%f Municipal tobacco tax
16 -
41.6
14- 364
: 44.1 45.6
45.3 45.7 46.8% | Fixed asset tax
12 -
10 -
. 13.9 1o
_________________________________________ 111 o
= . : 109 109 e
6- L B B R TR BB N
Municipal
4- 377 (516) g3g (45.8) (42.8) (40.9) (41.2) (39.7%) regidents
317 30.8 30.3 30.0 Individual tax

Figuresin parentheses 2 —
are the component
ratio of the municipal
residents tax.

Fy1992 Fy1997 Fy1998 Fy1999 Fy2000 Fy2001 Fy2002




4. Local Allocation Tax

From the perspective of local autonomy, essentially it would be the ideal for each local
government to ensure the revenue sources necessary for administrative activities through local
taxes collected from their residents. However, there are regional imbalances in tax revenue, and
many local governments are unable to acquire the necessary tax revenue. Therefore, the central
government collects financial sources that should really be attributable to local tax revenue
through national taxation and reallocates them as the local alocation tax to local governments
where financial sources are insufficient.

Kl Determination of total amount of local allocation tax

The total amount of the local allocation tax is determined on the basis of certain ratios for
national taxes (32% for income tax and liquor tax, 35.8% for corporate tax, 29.5% for
consumption tax, and 25% for tobacco tax) as well as estimates of standard revenue and
expenditure of local public finance as awhole.

The total amount of local allocation tax in fiscal 2002 was ¥19.5449 trillion, down 4.0% from
theinitial figure for the previous fiscal year.

El Method of calculation of regular local allocation tax for each local
government

The regular local allocation tax for each local government is calculated by the following

mechanism.

Unit cost
X
Measured unit
number /amount
(population national census, etc.)

Normal local tax revenue
X
Calculation rate
(80% for prefectures,
75% for municipalities)
a Regular allocation
Local transfer tax, etc. tax amount

X
Adjustment coefficient
(scale modification, etc.)

Standard financial
requirements

Notes:

1. Standard financia requirements are calculated as the financial requirements of each local government based on rational and appropriate
standards. It is required to include the local share of the national treasury projects, such as compulsory education, livelihood protection,
and public works, work project in calculating the standard financial requirements. From fiscal 2001 to fiscal 2006, part of the standard
financial requirements is being transferred to special deficit-financing bonds (extraordinary financial countermeasures bonds) under
Article 5 of the Local Finance Law.

2. Normad local tax revenue neither includes “ non-statutory ordinary taxes’ and“ non-statutory special purpose taxes’ imposed independently
by the local government nor “excess tax” that exceeds the standard tax rate stipulated in the Local Tax Law. From fiscal 2003 the
calculation rate for both the prefectural portion and the municipa portion is 75%.



E] Function of the local allocation tax

The function of the local allocation tax is to adjust imbalances in revenue among local
governments in order to guarantee revenue so that local governments can provide standard
administrative services and basic social infrastructure to their residents in whatever region.
Accordingly, as a result of the revenue adjustment mechanism through the local allocation tax,
few differences have been found in the ratio of general revenue resources to total revenue
because of such factors as size of population.

Ratio of General Revenue Resources to Total Revenue for
Municipalities

(%)

80

Local
allocation
tax

Large Small Large Small
city city town or village town or village

Notes:
1. A “large city” refers to a city with a population of more than 100,000 persons according to the national census of 2000; a “small city”

refersto acity with a population of less than 100,000.
2. A “large town or village” refersto atown or village with a population of more than 10,000; a “small town or village” refers to atown or

village with a population of less than 10,000.




Expenditure

What is revenue being expended for?

1. Expenses by Function

When expenditure is classified by function, we see that a lot of revenue is expended for such
items as civil engineering expenses, education expenses, and public welfare expenses. In
prefectures it is mainly expended for education expenses, civil engineering expenses, and debt
servicing in that order. In municipalities it is primarily expended for public welfare expenses,
civil engineering expenses, and debt servicing in that order.

Civil engineering works expenses: Expenses for the construction and improvement of public facilities,
such asroads, housing and parks.

Education expenses: Expenses for school education, social education, etc.

Welfare expenses: Expenses for the construction and operation of welfare facilities for children, the
elderly, the mentally and physically disabled, etc. and for the implementation of public assistance, etc.
Public debt payment: Expenses for the payment of principal, interest, etc. on debts.

Composition of Expenditure by Function (FY 2002)

Unit: ¥100 million

948,394 505’039 504’260

Other expenses

Public debt
payments

Education
expenses

Civil engineering
work expenses 178 720

Commerce and
industry expenses

Agriculture, forestry
and fishery expenses

Sanitation expenses

Welfare expenses

General administration
expenses

Net totg 9



In recent years, while there has been a decline in such items as general administration expenses,
agriculture, forestry and fishery expenses, and civil engineering work expenses, public debt
payments have been increasing.

Trends in Expenditures by Function (ordinary account net total)
Unit: Ratio with FY 1992 as 100.

100

unit: %100 million
101,087

99,353
27,922

General ad

Welfare exy

Of which, social wi
Of which, elderly wi 26,728
Of which, child we 29,561
Sanitation e> 56,143
23,398
Agriculture, 56,762
Commerce 44,454
216,332
Education € 184,060
Public debt 71,150
Total expen } 895,507

Of which, sanitatio

Civil engine

Ge
Welfare

Of which, social welfare e!

Of which, elderly welfare expenses 201

Of which, child welfare ex
Sanit.

Of which, sanitation exp

Agric

Com

Civil

Educ

Public ¢ ! 166
Total

Ll 85,559 |
W LD 143,032
Of which, social gLy 37,327

Of which, elderl L8 37,932
Of which, child we 147 Wikl

BN 64,549
121 PEE

Of which, sanitat
A Ol 51552

ICE 112 Prrey
ic 2l 176,720 ¢
| N 176,544

:

08 130,635

P8 948,394

\




What are expenses for?

2. Expenses by Char acter

Classified by character, expenses can be divided into "obligatory expenses' (personnel expenses,
maintenance and relief expenses and public debt payments), which are mandatory and difficult to

cut down spontaneoudly; "investment expenses,” including ordinary construction expenses, etc.;
and "other expenses.”

Expenditure by Character (FY 2002)

Obligatory expenses
¥23,597.2 billion
(46.7%)

Other expenses

%14,921.4 billion
(29.6%)

Prefectures

Total
A ¥50,503.9
- billion _
Public deb
payments
¥6,590.3 billioy
(13.0%

Maintenance and
relief expenses

Unsubsidized ordinar
construction expenses

¥ 4,397.2 billion (8.7%) ¥1,377.2 billion
(2.7%)
Investment expenses Subsidized ordinary
¥11,985.3 billion construction expenses
(23.7%) ¥6,029.1 billion (11.9%)

Obligatory expenses
¥22,680.1 billion
(45.0%)

Other expenses

¥17,378.5 billion
oS OB Municipalities
Total

¥50,426.0

billion Maintenance and

relief expenses
¥5,365.2 billion
(10.6%)

Public debt
payments

¥ 6,550.3 billion

\ (13.0%),"
Unsubsidized ordinary

construction expenses

illi 0,
¥ 6,088.9 billion (12.1%) Subsidized ordinary
Investment expenses construction expenses

¥10,367.4 billion ¥ 3,656.6 billion

(20.6%) (7.3%)




In recent years, while there has been a decline in such items as ordinary construction expenses
and personnel expenses, public debt payments have been increasing.

Trends in Breakdown of Expenditures by Character

(ordinary account net total)
Unit: Ratio with FY 1992 as 100.

359,087

Personnel expenses 241,194

Maintenance and relief expens 47,065
Public debt payments 70,828
285,684

Subsidized ordinary constructi 102,436
Unsubsidized ordinary constru 170,645
36,109

| 895,597

(<11 208,242
9

101,270

Maintenance and relief expenses

10l 263,942

: unit: #2100 million

Pl 461,731

L<H 67,424

11:1 5 130,365

948,394

Expenses which include child welfare expenses, public assistance expenses, etc., aimed at assisting the needy, children, the elderly, mentally

and physically disabled, etc., as a part of the socia security system.
Ordinary construction expenses

Expenses necessary for the construction of social capital, such as roads, bridges, parks, schoals, etc.



Note:

Tax-reduction supple-
mentary bonds and
extraordinary financ-
ial countermeasures
bonds have been add-
ed sincefiscal 2001.

Flexibility of the Financial
Structure

How can local finance respond to the demand toward local
governments?

In addition to revenue sources allocated to obligatory expenses required every year, it is
necessary for local governments to ensure revenue sources for measures to respond properly to
social and economic trends and changes in the demand of the residents. The extent to which
these revenue sources can be secured is called the flexibility of the financial structure.

1. Ordinary Balance Ratio

The ordinary balance ratio (the ratio of ordinary revenue alotted to expenses recurring every
fiscal year to the total of ordinary revenue recurring every fiscal year, centered on local taxes
and the local allocation tax, and tax-reduction supplementary bonds and extraordinary financial
countermeasures bonds [see note]) has increased greatly because of such factors as a large decline
in local tax revenue and arise in public debt payments, and both the national average and the
municipal average are al-time highs.

0723

60 - - ..Fr 4 - B B ..Fr 4 - F B ..F A --F B
40.6 37.0
40.5 38.5 :
411 408 400 37.0 368
50 ----- ggol ...F 4 F B ..F A .- F B
37.3
40 ----- ..Fr 4 F B ...F 4 F B ..F A .- F B
Personnel expenses (%)
30----F & - F % F %2 B % B % B % B % B B ® 1%
20----F X - F % F B -
147 151
..... 125 136 ...
Public debt payments (%)
0 — || _— || ||

Fv1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002



2. Debt Service Payment Ratio Used for Permission to I ssue L ocal Bonds

It is necessary to keep a close watch on trends in public debt payments at al times, since public
debt payments, payments of principal and interest on the debts of local governments, are
expenses especially lacking flexibility.

The debt service payment ratio used to restrict the issue of local bonds, which is an index that
takes into consideration the local alocation tax calculated for debt payments and indicates the
actual degree of debt payment burden, has been continuing to maintain a high level; the national
average, for example, was the same as the record high figure of the previousfiscal year.

Trends in the Debt Service Payment Ratio Used
for Permission to Issue Local Bonds 12 4

0 %0
120

s

Debt service payment

ratio used for permission
to issue local bonds

The debt service payment ratio
used for permission to issue
local bonds is an index show- 3
ing the ratio of local debt prin- 8.5
cipal and interest repayment
(excluding advanced redemp-
tion and the amount of general .
revenue resources calculated g.0°
for this purpose that includes
the local allocation tax) to the
total of standard financial
amount (excluding the amount 7.5
of local alocation tax calculat-
ed for service payment) and
possible issue of extraordinary
financial countermeasures
bonds. This index is one of the
criteria to limit the issue of
local bonds. In principle, the
issue of local bonds relating to
general unsubsidized projects,
etc. is prohibited in the case of
local governments with a ratio
of 20% or over. FY1992




Outstanding Local Government
Borrowing (Ordinary Account)

What is the state of debts in local public finance?

1. Trendsin Outstanding L ocal Gover nment Borrowing

Outstanding local government borrowing, the debts of local governments, amounted to
approximately ¥134 trillion at the end of fiscal 2002. This figure has been increasing in recent
years because of such factors as the need to supplement tax revenue as aresult of the decrease in
local tax revenue and tax cuts, the added public investment by economic-stimulus measures, and
the issue of extraordinary financial countermeasures bonds. The figure is 1.4 times larger than
total revenue and 2.5 times larger than general revenue resources, such as local taxes and local
allocation tax.

Trends in Outstanding Local Government Borrowing

Economic-

o trillion stimulus

130 -

measures

Extraordinary
financial
countermeasures
bonds

120 -

Tax revenue
supplementary
bonds

110 - d Tax-reduction
supplementary
bonds, etc.

100 - : e
Financial aid
bonds

Other local
. bonds
90 —

0— - . L : : : -
Fy1997 1998 1999 2000 2001 2002

Notes:
1. Outstanding local government borrowing excludes special fund public works bonds and special fund public investment bonds.
2. Economic-stimulus figures are estimates.



2. Outstanding Borrowing of L ocal Finance

In addition to the current outstanding local government bonds, there are the outstanding
borrowing of local governments including the local burden of the borrowing of specia account for
local allocation tax, and public enterprise bonds borne by the ordinary account. These
outstanding borrowings have been increasing sharply in recent years. The figure reached about
¥193 trillion at the end of fiscal 2002 and is expected to reach ¥204 trillion at the end of fiscal
2004.

Trends in Outstanding Borrowing That Should Be Shouldered by the
Ordinary Account and Ratio of Outstanding Borrowing to Gross
Domestic Product

¥ trillion
200 -
180 181,3806 Outstanding borrowing
- 173.7892 account for local alloc
. (borne by the local gove
162.8065
160 -
149.8031 Outstanding public e
(borne by the ording
140 -
120 -
Outstanding local go
bonds
100 - (borne by the ordinar:
go - 791451
2 -40
gooo
60 - _30
40 - — 20
20 - -10
............................................................................................................................. 0
Fy1992 1997 1998 1999 2000 2001 2002 (endofFY)
Notes:

1. Outstanding local government borrowing excludes special fund public works bonds and special fund public investment bonds.
2. Outstanding public enterprise bonds (borne by the ordinary account) are estimates based on settlement statistics.




Local Public Enterprises

What is the state of local public enterprises?

Local public enterprises are those that are managed directly by local governments for the
purpose of social and public benefit. They provide social infrastructure and services
indispensable for local residents and the development of the community, including water supply,
sewerage, transport and hospitals.

1. Ratio of Local Public Enterprises
Local public enterprises play amajor role in improving the standard of living of residents.

Water-supply Sewage disposal No. of passengers No. of passengers  No. of hospital
population facility population ayear ayear beds
of 124.076 of 95.99 of 4.769 of 4.775 of 1,647,000 beds
million persons million persons billion persons billion persons
0 %0
T e B
80 ------ 1 ------- - N -0 L eoooooeo oo m e e
60 ------ - -1 oo B oo ee e B oo
123.129
million persons
86.93
million persons
40 - - - Do L oeoees e
I, —— ‘ 777777777777777777
1.240
billion persons
240,000 beds
0 ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
The graph shows the Water-supply Sewerage Transport Transport Hospitals
ratios of local public business business business business
enterprises to whole (including small-scale (subways) (buses)
business entities. water supply business)



2. Number of Businesses Operated by L ocal Public Enterprises

The number of businesses is 12,613. By type of business, sewerage accounts for the largest
ratio, followed in order by water supply, care services, and hospitals.

Others
1,851
(14.6%)

No. of businesses

12,613

FY2002

3. Scale of Financial Settlement

The total financial settlement scale is ¥20.6654 trillion. By type of business, sewerage accounts
for the largest ratio, followed in order by hospitals, water supply, transport, and residential land
development.

Rgzi&jeeigti Others

13,967
(6.7%)

206,654

0100 million

FY2002




4. Management Conditions

Loca public enterprises had a surplus of ¥7.9 billion. By type of business, while water supply,
industrial water supply, electricity, and sewerage showed a surplus, transport and hospitals are
continuing to register a deficit.

Trends in Management Conditions of Local Public Enterprises

¥100 million
5’000 .............................................................................................................................................
Others
Sewerage business
Hospitals
e Gas
Electricit Total surplus
4’000 oo i ICULI MY y ..................................................................... 3;9.27 .............................
Transport
Industrial water supply
Water supply (including small-scale water supply)
Total surplus
Others 1,561 3,013
3,000 ....... TOtal surplus ..................................................................................
2,702 Total surplus Others 365

Total surplus Total surplus Total surplus 2,595
2,392 2h'30?7 2,388
Others 242 Others I Sewerage 604
Others 1,175 Sewerage 318 sSewerage 556
2,000 - -+ Sewerage 324} - -
Electricity 196 Electricity 196
Electricity 177 Industrial Electricity_ 152 Industrial
Industrial water supply 116/ waté?(sibl;;wa:ll47 water supply 147
Sewerage 225 water supply 82
© Gas48
Electricity 170 Total balance
1000 - Industrial .. . ..
! water supply 122
Water supply Water supply Watf';{"g ply
Water supply Water supply 1,658 1,533 '
962 1,567
@) 78
343|\O
0- Fy1992 - - 1998 1999 2000
1997
396
Transport D 423 D D 492
01,472 Transport Transport
01,712 01,676 Transport
1,000 - 01,677
Transport
02,310
Hospitals '
2,000 - 0887 Hospitals
0578 Hospitals Hospitals
01,031 0952
Total deficit Gas024
02,359 Tgt;l %?‘zn __ GasU19 Hospitals
! e Others 0136 0644
Gas 021 .
Total deficit ng' deficit —__Gas020
3,000 e TR 02,784
02,728 8 Others [] 113
Total deficit
03,087

Sewerage 755

Sewerage 799
1,702 Electricity 114
Industrial
2>~ Gas5 watersupply 180
Electricity 123
Industrial
supply
Water supply
Water supply 1,599
1,286
79
2001 O
2002
Transport Transport
01,598 01,452
Hospitals
0627
Hospitals
Total deficit e
02,225
Gas 015
Others 0 203
.................... Total deficit
02,934

Surplus

Deficit



Efforts Toward Sound
Financial Conditions

What efforts are being made toward sound local finance?

While local public finance is certainly in an extremely severe situation, the role of the local
government, which is clarified as the comprehensive administrative entity of the region, is
becoming increasingly important. For this reason, various efforts for administrative reform are
being made with the am of making administrative organizations simpler, more efficient and
more responsible to new administrative issues.

1. Number of Public Employees

The number of local public employees has declined for nine consecutive years since 1995. The
number of employees has fallen for eight consecutive years in the general administrative sector
and 12 consecutive years in the special administrative sector and has also dropped for two
consecutive yearsin the public enterprise sector.

The reason for these trends is that athough the number of employees has increased in some
sectors because of such factors as the expansion of welfare and medical care, as well as the
enhancement of public-security and disaster-prevention measures, efforts have been made to
restrain the increase of the total number of employees through the setting of numerical targets
and a scrap-and-build policy.

Number of Local Public Employees

(1,000 persons) l Total number of local public employees
3,300

3,282 . )
3,280- 3,278 3,274 l General administrative sector

o ° 3,267
3,260' ' . . 3'249
'O E
3,220- @
3,204
3,200
3,180- ' 3172
3,160 [ )
3,144
3,140- °
3,120- ' 3,117
3,100

1180 1175 1,175 1,175 1172

1,166 1161
1,160- 1,152

1,140-
1,120- 1,114

1,100
1,100-

1,080-

FY1994 1995 1996 1997 1998 1999 2000 2001 2002 2003



Trends in the Number of Staff in Local Governments by Sector

Unit: Ratio with April 1, 1994, as 100. @

April 1,

1994 l

April 1,

2003 r—— 3
“Poloe and o SGE N

2. Salary Leve

When the salary level of local public employees is shown on the Laspeyres Index, the average
for all local governmentsis 100.1.

In order to steadily promote fiscal reconstruction, local governments have set about adopting
their own salary-reduction measures, including the salaries of general staff. In fiscal 2002, 1,177
local governments implemented a total reduction of ¥100.7 billion.

Trends in the Laspeyres Index
(Trends in the Average for All Local Governments)

1106

110 -
109
108
107 o
106
105
104

Laspeyres Index 103 oo

The Laspeyres Index

is used to compare 102

price levels, wage

levels and so on. Here 101 e

it is used to show the

salary level of local

public employees 100

when the salary level

of nationgl public 99 .

?(r)g?loye&s is taken as 1974 1993 1998




3. Administrative Transparency

Amid the increasing severity of local public finance, various efforts are being made to fulfill
accountability. In recent years, there has also been an increase in the number of local
governments formulating balance sheets in order to grasp the state of their assets and liabilities
in a comprehensive manner as a means of publicizing and analyzing their financial conditions.

Example of Balance Sheet (City A)

FY 2002 Ordinary Account Balance Sheet
(As of March 31, 2003; unit: ¥1,000)

(Assets)

1. Tangible fixed assets
(1) General administration expenses

11,366,427
(2) Welfare expenses
2,990,437
(3) Sanitation expenses
4,830.845
(4) Labor expenses
388,678
(5) Agriculture, forestry and fishery expenses
5,156,505
(6) Commerce and industry expenses
2,285,653
(7) Civil engineering work expenses
54,474,162
(8) Fire service expenses
558,078
(9) Education expenses
51,639,744
(10) Others
274,113
Total 133,964,642
(of which, land 44,913,825)
Total 133,964,642
2. Investment, etc.
(1) Investment and equity funds
4,353,805
(2) Loan
255,080
(3) Funds
‘fl,J Special purpose funds 6,764,488
\izq Land development funds 2,045,417
13 Fixed-in investment 4,000
Total 8,813,905
Total 13,422,790
3. Liquid assets
(1) Cash, deposits
[1] Adjustment fund for finance
. 1,941,007
12) Sinking funds
1,726,829
[3] Cash in yearly account
1,166,651

Total 4,834,487
(2) Receivables

[1] Local taxes

o 2,072,424

[2] Others 723,825
Total 2,796,249

Total 7,630,736

Information relating to contract authorization
(1) Matters relating to the purchase of property, etc.

(2) Matters relating to guarantee of obligation and loss compensation
(3) Matters relating to compensation for paid interest, etc.

(Liabilities)
1. Fixed liabilities

(1) Local government bonds
59,649,702
(2) Contract authorization
[1] Purchase of property, etc. 0
[2] Guarantee of obligation or loss compensation o

Total O
(3) Retirement allowance reserve
6,443,975
Total 66,093,677
2. Liquid liabilities
(1) Scheduled redemption in next fiscal year
4,401,630
(2) Appropriation mode in advance
0
Total 4,401,630
Total liabilities 70,495,307

(Net assets)
1. National treasury disbursements

19,305,858
2. Prefectural disbursements
5,655,927
3. General revenue sources, etc.
59,561,076
Total net assets 84,522,861

1,023,704
5,451,112
1,482,506




4. Examples of Administrative Reform Efforts

Loca governments are making various administrative reform efforts with the aim of achieving
sound financial conditions. The following are some of them.

Examples of Specific Efforts

@ Greater efficiency in the payment of travel expenses and salaries
through establishment of the General Affairs Administration Center
In fiscal 2002 established, for the first time in the country, a General Affairs
Administration Center for the comprehensive processing of administrative
work relating to the payment of travel expenses, salaries, etc. of main office
staff and commenced the consignment of administrative work to the private
sector. The number of staff was reduced by 10 persons in fiscal 2002 —03.
The move has the effect of cutting expenses by about *¥50 million a year.

@ Implementation of administration evaluation utilizing administrative
inventory sheets
Since fiscal 1997 has compiled administrative inventory sheets to fully clarify
the work of the prefecture and uses them in administration evaluation. In
A fiscal 2003 the inventory sheets, with additional information for evaluation,
were submitted to the special committee on settlement of the prefectural
assembly and also reflected in the budget and business. Is building a
purpose-oriented administrative management system that can be called the
Japanese version of New Public Management (NPM).

Prefecture

@ Building of a speedy and flexible administrative work processing setup
through the streamlining of the organization
In fiscal 1998, for the first time in the country, abolished sections and
established purpose-oriented offices. Abolished middle management posts
and trimmed ranking classes. This contributed to reducing the time take for
the standard processing of license applications to an average of about 5.2
days and a reduction in the number of staff by 100 persons.

@ Reduction of number of staff by about 20% (about 3,000 persons) in
the 10 years from fiscal 1999 —2008 (reduction of 2,456 persons in the
five years from fiscal 1999 —2003)

@ Reduction of managerial allowances (10% reduction from fiscal 2001-
Prefecture 04)

@ Reduction of number of prefecture-related organization staff by about
B 20% (about 600 persons) in the nine years from fiscal 2000 —08
through a review of prefecture-related organizations (reduction of 389
persons in the four years from fiscal 2000 —03)

@ A review of public facilities to abolish, privatize, etc. more than 26
facilities (about 20%) in the seven years from fiscal 2002 —08

& Reduction of number of staff by 1,000 persons (about 5.5%) in the five
years from fiscal 2001 —05. (Reduction of 1,100 persons in the three
years from fiscal 2001 —03.)

@ Reduction of salaries for special posts. (15% reduction for mayor and
10% reduction for deputy mayor, etc. in fiscal 2002 —03.)

@ Reduction of salaries for general staff. (In fiscal 2002 —03, 5% reduction
for bureau, department, and section chiefs; 4% reduction for assistant
section chiefs and subsection chiefs; 3% reduction for other staff.)

& Reorganization and merger of more than three auxiliary organizations
in the five years from fiscal 2001 —05.

@ Raising the municipal tax collection rate from 94.1% in the settlement
of fiscal 1999 to the 96% level in the fiscal 2003 settlement.

@ Implementation of revision of 142 administrative tasks in the five years
from fiscal 2001 —05. (Achieved the planned target of 88 tasks in the three

years from fiscal 2001 —03.)



Issues of Local Finance

1. Establishing the Administrative and Financial Base for Further
Decentralization

1 Strengthening the Financial Base of Local Governments

At atime when local government finance is suffering from a severe shortage of resources, in
order to promote further decentralization, it is necessary to make efforts toward the realization
of structural reform to increase the degree of freedom of local governments in terms of both
income and expenditure and to encourage local independence under the principle of
“entrusting to local governments what local governments can do.”

Realization of an income structure based mainly on local taxes
Gap between expenditure scale and tax revenue of local governments

Expenditure state:local =2: 3
Tax revenue state: local =3: 2
Reduce the gap as much as possible

Revision of involvement of the central government through national
treasury subsidies, legislation, etc.

A

Further clarification of correspondence between benefit
and burden of administrative services

Promotion of administrative reform and fiscal structure
reform in the national and local governments

Q@eference
Distribution of Financial Resources Between the National
and Local Governments {FY 2002}

Taxation (total amount: 0 79.2 trillion)

National taxes Local taxes National : local
(O 45.8 trillion) (0 33.4 trillion) 58 :42
57.90 42.10 003:20

Local allocation tax, etc.

0 33.4 trillion _ : 0 45.8 trillion National : local
42.20 — 1 | 57.80 42 : 58

National treasury expenditure

ex’;l)%tri?j?tilre Local expenditure .
(net budget) ] : (net budget) National : local
057.5 trillion ——T> | [p934tilion 38 : 62
38.10 : ; 61.90 Oo2:30

L |
v

Return through services to the public

Total national and local expenditure (net budget)
=0 150.9 trillion




@®Three-Pronged Reform
In order to promote structural reform toward local independence, it is necessary to
mutually connect financial resources, including national treasury subsidies, the local
alocation tax, and the transfer of financial resources, and to study them in a uniform

manner.
Qeference

(Compiled from the Basic Policy on Economic and Fiscal Management and Structural Reform, 2003 and other materials.)

Three-Pronged Reform

On the basis of the ideas of “from public to private” and “from the

center to the regions”:
@ Local governments shall decide policies with their own creativity

and responsibility.
@ Local governments shall increase the revenue resources that

they can freely use.
@ Local governments shall become self-reliant.

The following three-pronged reforms shall be promoted during the
period of “reform and outlook” (until fiscal 2006):

¥

Reform of national treasury subsidies

On the basis of the Policy for the Reorganization and Rationalization
of National Treasury Subsidies, Etc., reforms shall be carried out to
abolish or reduce subsidies to the amount of about ¥4 trillion.

® In principle, national treasury subsidies shall be abolished or reduced.

@ National treasury subsidies shall be limited to fields in which the state
really does have an obligation to should a burden.

@ Reform of priority items (11 items)

Revision of tax source distribution, including the transfer of tax
resources

Transfer of tax resources in the case of projects for which national
treasury subsidies are abolished but which need to be continued

mainly by local governments

@ The transfer of tax resources shall take place with particular focus on

core taxes.
@ The transfer shall cover the whole amount in the case of obligatory
projects and around 80% in the case of other projects.

Allocation tax reform

Review of the whole revenue resource guarantee function of the
allocation tax and reduction
@ Extensive review of expenditures in local public finance plans and
restraint on the total amount of allocation tax of its scale
@ Review of calculation method(gradual supplement, project expense
supplement, etc.)
@ Considerable increase in the population ratio of local governments not
receiving the allocation tax




Qeference

(General account and special account; FY 2004 budget base)

I Contribution 16.8
—D 20.4 trillion subsidies 33 —

Trust money 0.3 : -
Unit: O trillion

. Public works
4.8

Contribution
11.1
Eldg.rly| Liv?lihfod
medical protection N
Compulsory | Contribution
treatment Health educgtion
insurance burden
3.6 2.5 1.7 1.7 0.
horeng care Trust money ~ Contribution
insurance 0.1 Subsidies
Child protection Trust money
expenses 0.2

0 During “reform and outlook” period

O (FY 2003 — FY 2006)

O Includes initial implementation (CJ 560 billion)
[Jin FY 2003 budget.

‘ [ O Target of about 80%, [J

[ taking into consideration
[ the character of the O
[ subsidy, etc.

O In the case of obligatory
0 projects, the necessary
[0 amount after taking O O
[ thorough measures to

L improve efficiency.

Subsidization,
etc.

Abolition of administrative business

0 Based on expansion of core taxes. Tr

0 Building of a local tax system in 00 0

O which the difference in tax resources
is small and tax revenue is stable.




Q@eference

5,625

Introduction of new direct-control
formula in the construction of
national highways

(Municipal road subsidy portion)

Reduction of public
works-related
supplementary grants
and incentive grants

National treasury
grants for compulsory
education (mutual-aid
long-term grants, etc.),
etc.

(Inclusion in general
revenue resources)

o

Grants relating to
public day-care
operating expenses,
law-enforcement
administrative
expenses,etc.
(Inclusion in general
revenue resources)

abouth’BOO

(Town-building subsidies)

Unit: 0 100 million

Reduction of public
works-related
subsidies,etc.

National treasury

grants for compulsory
education (retirement
allowance, child allowance)
(Provisional inclusion in
general revenue resources)

— 2,440 JI\2,309 i

vy ¥

3,281 2,344—
Transfer Transfer
of tax of tax
resources resources

930 2,051

Transfer

of tax

resources
Schedule
transfer
of tax
resources

2,198 2,309

—— 4,527

Reduction of incentive
subsidies (excluding
public works), etc.

[—
about 1,000

(Towh-building
subsidies)

Reduction
of business
volume




@®Local Taxes

In order for local governments to provide administrative services in response to local
needs with responsibility and at their own discretion, it is necessary to expand and
secure local taxes so as to build alocal tax system in which the uneven distribution of
tax sourcesis limited and the stability of tax revenueis ensured.

Qeference
Index of Per Capita Revenue from the Local Tax Revenue Total
and the Individual Resident’s Tax
(with national average as 100; FY 2002)
Local taxes revenue total Individual resident’s tax
Hokkaido [ 83 I 7
Aomori |69 FY 2002 62 FY 2002
settlement amount settlement amount
L o ¥33.4 [ ¥8 2
Miyagi I o1 trillion I 50 trillion
Akita [ 68 I 50
Yamagata [T 74 [ ee
Fukushima [EEE 84 [ 66
baraki [ 89 L B
Tochigi [ 98 a4
Gunma [ 92 [ 81
Saitama [ 87 0
Chiba [ 93 s
Tokyo s I 1 /3
Kanagawa [ 109 140
Niigata [ 86 I 71
Toyama [ 93 7
Ishikawa [ 96 7
Fukui [ 105 e se
Yamanashi [ 90 e
Nagano [ 90 .2
Gifu [ e e s7
Shizuoka [ 105 s
Aichi I 125 e
Mie ——— 93 8
Shiga [T 94 I 02
Kyoto [ 95 — s
Osaka [ 113 — 102
Hyogo [ 96 I 104
Nara [ 75 " 108
Wakayama [T 76 I 72
Tottori [ 76 I 71
Shimane [ 75 (]
Okayama [ 87 —— s
Hiroshima [ 94 I o
Yamaguehi [ 86 — s
Tokushima [EEE N 85 4
Kagawa [ 87 —es
Ehime [ 75 e
Kochi [ 70 (]
Fukuoka [ 87 81
Saga [N 74 [ 62
Nagasaki [T 66 L[]
Kumamoto [FEE 69 [
Oita [ 76 e e7
Miyazaki [T 66 [ s
Kagoshima [N 67 I 0
Okinawa [ 157 [ s6
Ntional Average [ 100 . 100
Index 0 50 100 150 200 0 50 100 150 200
Notes:
;r;edm ’rg\t/ae)rguefrom theindividual resident’s tax is the total of theindividual prefectural resident’s tax and the individual municipal




Qeference

Index of Per Capita Revenue from Two Corporate Taxes and the

Local Consumption Tax (After Settlement)
(with national average as 100; FY 2002)

Two corporate taxes

Local consumption tax (after settlement)

Hokkaido [ 68 I c©

Aomori [ 50 settleﬂe%? gﬁmunt [ .5 settlelr:nYe%t0 %wunt

wate [ 54 ¥6.1 I, o1 ¥2.4

Miyagi [ o1 trillion | kN trillion

aca [ 51 I 51

Yamagata [ 54 I o5

Fukushima [ 76 92

Ibaraki [ 75 [ ee

Tochigi [ 89 | [

Gunma [ 86 [ 89

Saitama [ 62 I 75

Chiba [ 62 [ ss

Tokyo [ 267 e 14

Kanagawa [0 84 e ss

Niigata [0 1 80 [ 04

Toyama [ 78 I 57

Ishikawa [ 88 I 99

Fukui [ 102 I, o7

Yamanashi [0 80 I ©5

Nagano [0 77 e 103

Gifu [ K [ 8

Shizuoka [ 105 [ 9

Aichi [ 164 07

Mie I o [ 8

shiga [0 87 [ a1

Kyoto  [INI 83 [ 0

Osaka [ 126 —— 119

Hyogo [ 68 [ ss

Nara a0 [ es

Wakayama [0 61 [ 8o

Tottori 163 I o5

Shimane [0 71 [ ee

Okayama [ 68 [ s

Hiroshima [ 78 [ 96

Yamaguchi [ 76 o

Tokushima [ 94 [ 86

Kagawa [0 88 e 103

Ehime [N 71 [ s6

Kochi [ 54 I, o

Fukuoka [IERIN 82 [

Saga [ 66 I, o

Nagasaki [ 55 [ s3

Kumamoto [0 56 [ se

oita [ 61 [ ss

Miyazaki [N 54 | [X]

Kagoshima [ 56 [ s

Okinawa [0 48 e

National Average [N 100 . 100

Index O 50 100 150 200 250 300 O 50 100 150

Notes:

The tax revenue from the two corporate taxes is the total of the corporate prefectural resident’s tax, the corporate municipal

resident’ s tax, and the corporate business tax.

200




@®Local Allocation Tax

The local allocation tax fulfills an extremely important role in view of the fact that
there are differences in economic strength and financial strength among the regions and
that in Japan, with regard to a large part of domestic administrative affairs, local
governments are required through legislation, etc. to ensure a certain administrative
level in the regions.

Q@eference
State of Financial Resource Guarantees (Micro) through the
Local Allocation Tax (Prefectural Examples) FY 2002 settlement
General Revenue Resources, Etc.
Prefecture A\ Prefecture B Prefecture C
. Other
— Agriculture, L 36
fo?ggtury,l'l ;?]d fishery
" expenses
100 million a n

Labor expenses, exLaPlgtres

5,000 commerce and industry commerce and
penses industs
expenses
57 i

F116%— e
o and fishery

Civil expenses

General_
administration _
expenses

Of which,
road and bridge

expense:

Of which,
child welfare

expenses

4,000 ;
€)

Of which,
elderly care
and welfare
expenses,

livelihood

protection
expenses
— Agriculture,
forestry, and fishery Of which,
expenses senior high
exner?ges
3’000 expenses 320
Labor expenses, i
oonjmperce sgﬁi‘f#ﬁ'h
and industry schoo?
expenses S
Ei 331
- o |
administration
expenses
livelihood
protection
expenses
Of which,
sem?‘rolgllgh
1’000 exs:):enses
Of whlich,
edication-related
Tax-re‘lsaged
ran
Tax-related ml.?nﬁ:ipali(t)ies s
grants to
municipalities .—1
0
Breakdown of general Breakdown of general Breakd: f |
r%gg‘ar%ég"‘a‘ée revenue resources, etc. General rever)[ue VNG TESDUIGES, BiE. General revenue gie®ictact b o,
, €1C. . earmarked for resources, etc. . earmarked for resources, etc. earmarked for
(0261.7 billion)  specific-purpose expenditures (0 472.2 billion)  specific-purpose expenditures (0526.5 billion)  specific-purpose expenditures
(total of 0 261.7 billion) (total of 0 472.2 billion) (total of 0 526.5 billion)




Qeference

State of Financial Resource Guarantees (Micro) through the
Local Allocation Tax (Municipal Examples) Fy 2002 settiement

General Revenue Resources, Etc.

cCity A City B Town C

EEE Population: 296,766 Population: 63,245 Population: 7,648
100.0 Other

Xpenses,
— Sae,
road and bridge
80.0 n expenses 1

Of which,
road and bridge

expenses

ot Of which

road and bridge 3
expenses n urbe% ghasrggng

0.1%

I:I 3 million

il
Of which,

he\:: te d .
sani

expenses

Ofwhlch. o 43

isposal 0
exgnses Of whi Of whlch

lion Sanl

9
60.0 0655

o

dlsposal
expenses

Of which, Of which,child
child welfare welfare expenses
expenses 0' whlch
dlsposal
expenses

Of which,
elderly care
and welfare

Of which,
child welfare
expenses

Of wi
soclal educatlon

40.0

Of which,
social education
expenses
expenses

5 Of which,
llion social education

expenses
illion D

of whlich,
compulsol
educan%n-re{ayted
expenses
20.0
Of which,
compulsory
education-related
nses

—i

0.0
Breakdown of general Breakdown of general Breakdown of general
General revenue revenue fesources, etc. General revenue revenue fesources, etc. General revenue  revenue resources, etc.
resources, etc. arked for resources, etc. arked for resources, etc. " earmarked for
(067,783 m||||on) speclﬁc purpose expendmures (017,790 m||||on) speclﬁc purpose expendﬂures (03,972 million)  specific-purpose expenditures

(total of 0 67,783 million) (total of 0 17,790 million) (total of 00 3,972 million)




2 Promotion of Municipal Mergers

In order to promote autonomical municipal mergers by March 2005, which is the
expiration date of the Special Municipal Merger Law (Law No. 6, 1965), it is necessary
to strengthen further efforts toward merger.

1

What are the advantages of

Improvement in the convenience of residents

If a merger is implemented, it becomes possible for residents to use

public facilities and services beyond the borders of the former

municipalities, making life becomes even more convenient. 11thas become
center center is near my

buses with a
EX' “Now | can go to a school —_ near
The new municipality was able rermbonet e he e °
to review the elementary P, merger \ == ez B
school zones of the former T -
municipalities and make them
better suited to the realities of
residents’ lives. (Tsukuba City
in Ibaraki Prefecture, 1987

School Day-care the day-care

Before
merger

_Irperger;zl(\;g?tokyo City in ‘_. = Boundary
okyo, merger) I%‘éfr%feer School !!

Diversification and upgrading of administrative
Services

Through the establishment of specialized organizations and staff, which
had been difficult to implement before, it becomes possible to provide
more specialized and high-level administrative services.

New services can be
Two or three tasks for Better and faster Ristuceico

EX. one person. Help! i counter services %
After the merger, it became T, oow] S
possible to newly appoint social
welfare officers, physiotherapists,
urban planning and construction
engineers, etc. (Tsukuba City in
Ibaraki Prefecture, 1987 merger)

Afterd
merger

Wide-area community development

It becomes possible to implement more effective community
development from a wide-area perspective, including the construction
of roads and public facilities, land use, and zoning that takes advantage
of local characteristics.

“"‘.’ like to see town “It's important to think
\ building that brings about the community in
out the features of the community.
EX. “The schoolis located (L8 (N distriet”
After the merger, it became possible to _pagreenzone’ - B, 0 )
implement unified land use from a & 0 = %
o . S OEElLY 1N
broad perspective in terms of housing g ) _ a{}"&} lﬁ\“f’ WS
estates, land readjustment projects, “f-:fi;%faemw

industrial estate construction, etc. (Mito “Its going to be

awonderful

City in Ibaraki Prefecture, 1992 merger) communt’ &

O/
‘M N
“It would be nice to ~v
have roads where we AN

could enjoy pleasant strolls.’




a municipal merger?

4 Greater administrative and financial efficiency

Since the same jobs

can be put together

to avoid overlapping,
expenses can be reduced.

Greater administrative and financial efficiency becomes possible after a
merger by bringing together the work and business that was previously

carried out by the separate municipalities and constructing and operating

public facilities in a more efficient manner.

EX.

A large reduction of expenses is expected through the rationalization of personnel
expenses, including a decrease in the number of special staff and restraints on the number
of ordinary staff; the more efficient implementation of public works, etc. (Sasayama City,

1999 merger: ¥2.6 billion in five years; Nishitokyo City, 2001 merger: ¥ 19 billion in 10

years)

Are there any disadvantages?

Won’t the municipal office be
farther away for some people?

After a merger, the old city, town,

or village offices can still be used

as branches or outposts of the
new municipal office. In addition, a law
has been enacted to ensure that certain
specific administrative business for which
there is much local need, such as the
issue of residence certificates, can be
handled by post offices, which have deep
roots in the local community.
Furthermore, with the development of
information communication technology,
the government plans to make it possible
for people to submit online applications
and so on without even leaving them
home, so in the not too distant future we
are going to have a society in which
distance is no longer a problem.

Before ,—/——

merger
[I-%m A City Office
<
%
C Village Office

B Town Office After

merger __

TN

[E‘\g—/.':g] D City Office

B RIS B C District Branch

Won't it become more
difficult for residents to make
their voices heard?

As well as things like local public
e meetings and local administration

monitors that have existed before
the merger, district councils will be
established in the former municipal
localities after the merger so that the
wishes of residents can be taken into
consideration. Also, the government is
providing support for community-
development efforts with the independent
participation of residents, for example in
elementary school zones.
In addition, arrangements for information
disclosure and accountability will be
strengthened, and new forms of
participation by residents will become
possible through, for example, utilization
of the Internet, which has interactive
functions.

C District Council — -
B District Council

Won’'t there be a deterioration
in service?

Before a merger, there might

have been differences between

the municipalities concerned in
terms of the level of services to residents,
rates for using facilities, fees, and so on.
The settlement of such problems will be
decided through consultations between
the municipalities concerned before the
merger. The usual approach is to
coordinate such things as the level of
services and the burden in a manner that
is acceptable to residents by increasing
the efficiency of administrative processing
and so on. o~
In addition, legislation ((@
has been implemented §J ‘
so that the burden on
residents does not
increase suddenly as
the result of a
merger.




2. Efforts Toward Sound Financial Conditions

In order to improve the state of local finance, which is in an extremely severe situation, it is
necessary to make efforts to increase revenue from local general revenue sources, such as loca
taxes, and at the same time to make the income-expenditure gap narrower and to reduce
dependency on borrowing by making both national and local administration and finance more
streamlined and more efficient.

1 Promotion of administrative reform

Efforts toward administrative reform in local governments are making progress, as we have
seen, and it is necessary to continue to promote exhaustive administrative reform and to
restrain and prioritize expenditures through comprehensive revisions.

@ Streamlining of personnel management and salaries
® Simplification and increased efficiency of organization and structure

@ Revision of projects; promotion of private-sector consignment, etc.;
utilization of public-built private-run method; promotion of outsourcing
of various business; utilization of the designated manager system for
the management of public facilities; utilization of private finance
initiative (PFI); etc.

Private finance initiative (PFI) is a method by which the private sector takes over the construction of social infrastructure and supply of
public services previously handled by the national or local governments, etc., from design to construction and operation, making use of
the funds and know-how of the private sector.

2 Improvement of transparency

In order to respond to the increased decision-making powers and self-responsibility of local
governments as a consequence of the advance of decentralization, local governments are
required to ensure fairness in administrative procedures, improve transparency and fulfill
accountability.

® Compilation and release of balance sheets and administrative cost
statements

® Further disclosure of administrative information, sharing of information
with residents

® Introduction of public comment system

3. Responseto Regional Policy Issues

It is necessary for local governments, which are general administrative entities in their
communities, to respond positively to regional policy issues and to improve the welfare of
residents.

® Regional activation
Regional revitalization countermeasures, promotion of tourism, etc.

@ Promotion of informatization

Promotion of e-local government, deployment of regional telecommunications
infrastructure, promotion of efforts to realize a society in which everyone can use
information technology

@ Protection and creation of high-quality environment
@ Promotion of general and efficient local welfare measures
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