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The Role of Local Public Finance
Prefectures and municipalities (cities, towns, and villages) are principal actors in
various administrative areas, including school education, welfare and public
health, police and fire services, and the construction of such public works as
roads and sewerage systems. They play a major role in national life. 
This brochure will introduce the state of local public finance, which is an
assemblage of the finances of individual local governments, with particular focus
on the state of settlements for fiscal 2004 and efforts toward financial soundness
of the local public entities centered on the ordinary account. 

Classification of the Accounting of Local Governments
Applied in the Settlement Account Statistics 
Although the accounts of local governments are divided into general accounts and special
accounts, the account classification of each local government is not uniform. Therefore, 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 (public
business accounts). This enables us to clarify the financial condition of local governments as a
whole and to make a statistical comparison among local governments.  

Accounts of Local Governments

Ordinary
account

Other 
accounts
(Public business   
accounts)

Account of general administrative sector

Public enterprise account
Water supply business, Transport business,
Electricity business, Gas business, Hospital,

Sewerage business, 
Residential land development project

Etc.

National health
insurance
account

Elderly medical
care account

Nursing care
insurance
account

Etc.
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Ordinary account
¥52.8913 trillion 

(10.7%)

Local government

Net export of financial
goods and services

¥8.9295 trillion
 (1.8%)

¥60.9142 trillion
(12.3%)

Government sector
¥113.5702 trillion

(22.9%)

Central
government

¥20.3854 trillion
 (4.1%)

Private sector
¥373.6972 trillion

(75.3%)

Household sector 
¥302.5544 trillion

 (61.0%)

Enterprise sector 
¥71.1428 trillion

 (14.3%)

Social security fund
¥32.2707 trillion

(6.5%)

Gross domestic
expenditure 

(nominal)
¥496.1970 trillion

Gross Domestic Expenditure and Local Public Finance
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Looking at the scale of local public finance to gross domestic expenditure, we see that the ratio
of the local government sector is 12.3%, which is about three times larger than the ratio of the
central government.

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



Judicial, police and fire
service expenses

Land development
expenses

Commercial and
industrial expenses

Land preservation
expenses

Public welfare
expenses
(except pension expenses)

Housing expenses,
etc.

Disaster reconstruction
expenses, etc.

Agriculture, forestry
and fishery industry
expenses
Defense expenses

Pension expenses
(of public welfare expenses)

General administration
expenses, assembly
expenses, etc. 

Public health centers, garbage and 
human waste disposal, etc.

Elementary and junior high schools, 
kindergartens, etc. 

Community centers, libraries, 
museums, etc.

Urban planning, roads and 
bridges, public housing, etc. 

Rivers and coast

Child welfare, elderly care 
and welfare, livelihood 
protection, etc. 

Family register, 
basic residents’ 
register, etc. 

Sanitation expenses

National ratioLocal ratio
Ratio of
expenditures
by function

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

School education
expenses

Social education
expenses, etc.
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In which fields are local expenditure ratios high?

Local expenditure ratios are higher in the areas that have a close relationship with our daily
lives, such as public health and sanitation, school education, social education, and police and
fire services.
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1. Expenditure: Acceleration and strengthening of expenditure cuts
(down 1.4% from previous fiscal year)

Amid a situation in which many factors were leading to increased
expenditures, such as revision of the child allowance system (raising the
age of eligibility for benefits) and the frequent outbreak of disasters,
efforts were made to achieve large expenditure cuts, such as in personnel
expenses (down 1.2% from the previous fiscal year) and investment
expenses (down 9.3%). As a result, expenditures declined by ¥1.3339
trillion compared with the previous fiscal year. 

2. Revenue: Decline of revenue (down 1.5% from previous fiscal year)

While increases were seen in local taxes (up 2.7% from the previous
fiscal year), local transfer tax (up 67.7%), and so on, there were declines
in local allocation tax (down 5.8%), local bonds (down 10.3%), and so
on. 

3. Reserves: Large increase of net withdrawal

The large-scale net withdrawal from reserves (difference between
withdrawals and reserves) of about ¥1 trillion exceeded the figure for the
previous fiscal year. 

4. Other: Impact of municipal mergers and natural disasters

As well as town and village expenditures shifted to cities as a result of
municipal mergers, there was a striking increase in disaster restoration
work expenses (up 63.0% from the previous fiscal year) as a result of the
impact of, among other disasters, the Chuetsu Earthquake in Niigata
Prefecture and 10 typhoons that made landfall, the largest number ever
recorded. 

Amid increasingly severe financial conditions, efforts were

made to achieve large expenditure cuts. (Expenditure has

declined for five consecutive years.)

平成16年度の決算状況：概説State of FY 2004 Account Settlement: Overview

The State of Local Public Finance 
(FY2004 Settlement)

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )
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(￥ trillion)
(Scale of account settlement)

FY1999 FY2000 FY2001 FY2002 FY2003 FY2004

104.0065
101.6291

100.2751

97.6164
100.0041

97.4317 97.1702
94.8394 94.8870

92.5818 93.4422
91.2479

Total revenue

Total expenditure

Although the single fiscal year balance showed a surplus for the second consecutive year, the real
single fiscal year balance registered a deficit for the first time in two years. 

Revenue and Expenditure
Settlement

Scale of Account Settlement
As a result of such factors as a decline in ordinary construction project spending and personnel
expenses on the expenditure side and a decrease of local taxes and local allocation tax on the
revenue side, both revenue and expenditure have shrunk for five consecutive years. 

Category Settlement figure No. of deficit organizations

Real single FY
balance

Single FY
balance

Real balance

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 singe FY balance deficits or single FY balance deficits does not include partial administrative
associations and wide-area local public bodies; the figures in parentheses are the number of organizations including partial administrative
associations and wide-area local public bodies.  

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 a merger, etc.). 

FY 2003 FY 2003

￥91.8 billion

￥139.7 billion

￥1204.6 billion

1,448 (2,435)

1,347 (2,356)

28

FY 2004 FY 2004

1,528 (2,498)

1,330 (2,288)

26

－￥11.7 billion

￥127.6 billion

￥1220.8 billion
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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, introduced to supplement a part of the decrease of local
tax caused by a tax cut since FY 1999 and grants from the central government to local governments as a result of a revision of national treasury
subsidies.  

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 whatever region can provide a certain level of administrative
services. Calculated as a certain ratio of five national taxes. (See page 10  for details.)

National treasury disbursements A general name for funds disbursed from the central government to local governments for specified uses. 
Local bonds 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 enterprises, such as water supply and sewerage businesses,

transportation businesses, and hospitals, see page 22.)

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

General Revenue Resources
Revenue resources for which the use is not specified, like local taxes and the local allocation tax, are called general revenue
resources. Here, the total of local taxes, local transfer tax, special local grants, the local allocation tax, and so on is treated as the
general revenue resource.  It is extremely important for local governments to ensure sufficient general revenue resources in order
to handle various administrative needs properly.

Revenue

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

Where does the funds for local government activities come
from?

Revenue Breakdown1

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )

Revenue Breakdown (FY 2004 settlement)

Other revenue
resources 
￥15,858.2 billion
 (17.1%)

Local taxes 
￥33,538.8 billion

 (35.9%)

Local bonds 
￥12,375.3 billion
 (13.2%)

National treasury 
disbursements 
￥12,380.9 billion

 (13.2%)

Local allocation tax 
￥17,020.1 billion

 (18.2%) Special local grants
￥1,104.8 billion

(1.2%)

Local transfer tax
￥1,164.1 billion

(1.2%)

General revenue
resources

￥52,827.8 billion
(56.5%)

General revenue
resources

￥26,482.1 billion
(54.1%)

General revenue
resources

￥28,361.3 billion
(56.0%)

Local taxes 
￥16,306.9 billion

 (33.3%)

Local taxes 

￥17,232.0 billion
 (34.0%)

Net total

￥93,442.2 
billion

Prefectures
Total

￥48,995.5 
billion

Municipalities
Total

￥50,650.0 
billion

Local transfer tax
￥761.1 billion

(1.5%)

Special local grants
￥640.7 billion

(1.3%)

Local allocation tax 
￥7,711.9 billion

 (15.2%)

Other general revenue
resources 

￥2,015.6 billion (4.0%)

National treasury 
disbursements 
￥5,207.2 billion

 (10.3%)

Local bonds 
￥5,283.4 billion

 (10.4%)

Other revenue
resources 

￥11,798.1 billion
 (23.3%)

Local transfer tax
￥403.0 billion

(0.8%)

Special local grants
￥464.1 billion

(0.9%)

Local allocation tax 
￥9,308.2 billion

 (19.0%)

National treasury 
disbursements 
￥7,173.6 billion

 (14.6%)

Local bonds 
￥7,159.6 billion

 (14.6%)

Other revenue
resources 

￥8,180.1 billion
 (16.7%)



Nationwide

FY
1992

Net Total ¥91.4 trillion

¥99.9 trillion

FY
1997

FY
2002

FY
2003

FY
2004

Local transfer tax  2.1%
(¥1.9 trillion)

Local taxes  37.8%
(¥34.6 trillion)

Local allocation tax  17.2%
(¥15.7 trillion)

National treasury
disbursements

14.1% (¥12.9 trillion)

Local bonds  11.2% 
(¥10.2 trillion)

Other revenue
 resources  17.7% 

(¥16.2 trillion)

1.1%
(¥1.1 trillion)

36.2%
(¥36.2 trillion)

17.1%
(¥17.1 trillion) 14.3% 

(¥14.3 trillion)
14.1% 

(¥14.1 trillion)
17.2% 

(¥17.1 trillion)

General revenue resources  57.0% (¥52.1 trillion)

54.4% (¥54.4 trillion)

20.1%
(¥19.5 trillion)

¥97.2 trillion

0.7%
(¥0.6 trillion)

34.4%
(¥33.4 trillion) 13.5% 

(¥13.1 trillion)
13.7% 

(¥13.3 trillion)
16.8% 

(¥16.3 trillion)56.0% (¥54.5 trillion)

Special local grants  0.9% (¥0.9 trillion)

18.2%
(¥17.0 trillion)

¥93.4 trillion

1.2%
(¥1.2 trillion)

35.9%
(¥33.5 trillion) 13.2% 

(¥12.4 trillion )
13.2% 

(¥12.4 trillion)
17.1% 

(¥15.8 trillion)56.5% (¥52.8 trillion)

1.2% (¥1.1 trillion)

19.0%
(¥18.1 trillion)

¥94.9 trillion

0.7%
(¥0.7 trillion)

34.4%
(¥32.7 trillion) 13.8% 

(¥13.1 trillion)
14.5% 

(¥13.8 trillion)
16.4% 

(¥15.6 trillion)55.3% (¥52.4 trillion)

1.1% (¥1.0 trillion)
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While the shares of local taxes and local transfer tax to total revenue increased, the shares of
local allocation tax and local bonds are on a downward trend.

Revenue Trends
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Composition of Revenue from Prefectural Taxes (FY 2004 settlement)

Total
¥14,487.0

billion

Prefectural 
residents tax   
¥3,398.6 billion

(23.5%)

Corporate
¥863.2 billion

 (6.0%)

Enterprise tax
¥4,338.9 billion

(30.0%)

Individual
¥215.6 billion (1.5%)

Corporate
¥4,123.3 billion

(28.5%)

Individual
¥2,261.9 billion

(15.6%)

On Interests
¥273.6 billion (1.9%)

Other taxes
¥132.7 billion (0.8%)

Prefectural tobacco tax
¥282.6 billion (2.0%)

Automobile acquisition tax
¥450.9 billion (3.1%)

Real property 
acquisition tax

¥456.4 billion (3.2%)

Light oil delivery tax
¥1,099.9 billion (7.6%)

Automobile tax
¥1,713.1 billion

(11.8%)

Local consumption tax
¥2,613.9 billion

(18.0%)

Composition of Revenue from Municipal Taxes (FY 2004 settlement)

Other taxes  ¥473.0 billion (2.4%)
Municipal tobacco tax
¥868.0 billion (4.6%)

City planning tax
¥1,236.1 billion (6.5%)

Fixed asset tax
¥8,806.1 billion

(46.2%)

Corporate
¥2,202.2 billion

(11.6%)

Individual
¥5,466.3 billion

(28.7%)

Municipal 
residents tax   
¥7,668.6 billion

(40.3%)
Total

¥19,051.8
billion

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.)

Local Taxes

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )



Prefectural Tax Revenue Trend

Figures in parentheses are the component ratios of the business tax and prefectural residents tax.

FY 2004

¥ trillion

FY 2002FY 2001FY 2000FY1997FY 1992 FY 2003

trillion
Other taxes
Light oil delivery tax

Automobile acquisition tax

Automobile tax

Prefectural tobacco tax
Real property acquisition tax

Local consumption tax

Individual

Corporate

Corporate
Interest

Individual

Enterprise
tax

Prefectural
residents

tax

14.8330 14.9478
15.5850 15.5303

13.8035 13.6931

14.4870

Municipal Tax Revenue Trend

FY 2004FY 2002FY 2001FY 2000FY1997FY 1992 FY 2003

¥ trillion

trillion
Other taxes

City planning tax

Municipal tobacco tax

Fixed asset tax

Individual

Corporate

Municipal
residents

tax

Figures in parentheses are the component ratio of the municipal residents tax. 
The municipal tax revenue figure includes municipal taxes collected by Metropolitan Tokyo. 

19.7353

21.2077

19.9614 20.0185 19.5750
18.9726 19.0518 
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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.
Since the two corporate taxes are easily impacted by the business cycle, the tax revenue from
prefectural taxes is unstable. In fiscal 2004 the figure showed an increase for the first time in
four years. 
Meanwhile, although municipal tax revenue has been on a downward trend in recent years, in
fiscal 2004 it showed an increase for the first time in three years.  
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　　　       Standard financial
requirements  
　     － 

Standard financial
revenues

Regular allocation 
tax amount

Standard financial 
revenues

Standard local tax revenue

         × 
Calculation rate

(75%)

＋ 
Local transfer tax, etc.

Standard financial 
requirements

Unit cost

                × 
Measured unit

number /amount
(population national census, etc.)

    × 
Adjustment coefficient
(scale modification, etc.)

From the perspective of local autonomy, it would essentially 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 necessary tax revenue. Therefore, the central
government collects financial resources that should fundamentally be attributable to local tax
revenue through national taxation and reallocates them as the local allocation tax to local
governments where financial resources are insufficient. 

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 a whole. 
The total amount of local allocation tax in fiscal 2004 was ¥17.0201 trillion, down 5.8% from
the initial figure for the previous fiscal year. 

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:

2

1

Local Allocation Tax

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )

Notes:
1. Standard financial 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 FY 2001 to FY 2006, part of the standard
financial requirements is being transferred to special deficit-financing local bonds (extraordinary financial countermeasures bonds) as an
exception to Article 5 of the Local Finance Law. 

2. Normal 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.
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Ratio of General Revenue Resources to Total
Revenue for Municipalities

Special
local
grant

Local
allocation
tax

Local
taxes

General
revenue
resources

Ratio of general
revenue resources
to total revenue

Local
transfer
tax, etc.

Midsize
city

Small
city

Large
town or village

Small
town or village

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 in such factors as size of population have been found in the ratio of general
revenue resources to total revenue. 

3

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

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

village with a population of less than 10,000.  
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Composition of Expenditure by Function (FY 2004)

Unit:¥100 million

Other expenses

Public debt
payments

Education
expenses

Civil engineering
work expenses

Commerce  and
industry expenses
Agriculture, forestry
and fishery expenses

Sanitation 
expenses

Public welfare
expenses

General 
administration
expenses

Net total

Prefectures
Municipalities

Shar
e

(%
) Shar

e

(%
) Shar

e

(%
)

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )

Expenditure

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

Education expenses: Expenses for school education, social education, etc. 
Civil engineering work expenses: Expenses for the construction and improvement of public facilities,
such as roads, housing and parks.
Public 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 livelihood protection,
etc. 
Public debt payment: Expenses for the payment of principal, interest, etc. on debts.

What is revenue being expended for?

Expenses by Function1
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Breakdown of Civil Engineering Work Expenses by Purpose

Unit:¥100 million

Other
Housing

Urban planning

Harbors
Rivers and coast

Roads and bridges

Net total

Prefectures
MunicipalitiesShar

e(%
)

Shar
e(%

)

Shar
e(%

)

152,348
78,599

76,412
10,454
13,148

56,530

16,981

49,872

5,363

Breakdown of Educational Expenses by Purpose

Unit:¥100 million

Other
Educational
general affairs 

Health and physical education

Social education

Senior high school

Junior high school

Elementary school

Net total Shar
e(%

)

Shar
e(%

)

Shar
e(%

)Prefectures
Municipalities

169,102
54,693

115,119
12,957
24,461
12,535
14,020
25,495

28,720

50,914

Breakdown of Public Welfare Expenses by Purpose

Unit:¥100 million

Disaster relief
Livelihood protection

Child welfare

Elderly welfare

Social welfare

Net total
Prefectures

Municipalities Shar
e(%

)

Shar
e(%

)

Shar
e(%

)

151,323
124,749

40,114
27,290

45,821

39,380

38,346

485
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In recent years, while there has been a decline in such items as agriculture, forestry and fishery
expenses and civil engineering work expenses, welfare expenses, public debt payments and so on
have been increasing.

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

unit: ￥100 million

FY
1992

FY
2000

FY
2004

General administration expenses

Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses

Sanitation expenses

Of which, cleaning expenses

Agriculture, forestry and fishery expenses

Commerce and industry expenses

Civil engineering work expenses

Education expenses

Public debt payments 

Total expenditure

General administration expenses

Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses

Sanitation expenses

Of which, cleaning expenses

Agriculture, forestry and fishery expenses

Commerce and industry expenses

Civil engineering work expenses

Education expenses

Public debt payments 

Total expenditure

General administration expenses

Welfare expenses

Of which, social welfare expenses

Of which, elderly welfare expenses

Of which, child welfare expenses

Sanitation expenses

Of which, cleaning expenses

Agriculture, forestry and fishery expenses

Commerce and industry expenses

Civil engineering work expenses

Education expenses

Public debt payments 

Total expenditure

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )
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Expenditure by Character (FY 2004 settlement)

Other expenses 
￥28,228.0 billion

 (30.9%)

Ordinary 
construction expenses 
￥16,336.7 billion

 (17.9%)
Unsubsidized ordinary

 construction expenses 
￥8,427.6 billion (9.2%)

Subsidized ordinary 
construction expenses 
￥6,646.6 billion (7.3%)

Subsidized ordinary 
construction expenses 
￥4,448.4 billion (9.2%)

Unsubsidized ordinary 
construction expenses 
￥5,035.2 billion (10.2%)

Subsidized ordinary
construction expenses 
￥2,490.7 billion (5.1%)

 Social assistance
 expenses

￥1,025.3 billion
(2.1%)

Other expenses 
￥17,735.5 billion

 (36.0%)

Public debt
payments

￥6,643.1 billion
(13.8%)

Unsubsidized ordinary
construction expenses 
￥3,700.5 billion (7.7%)

Other expenses 
￥15,705.8 billion

 (32.6%)

Personnel
expenses 

￥15,217.6 billion
 (31.6%)

Obligatory expenses
￥22,886.1 billion

(47.5%)

Investment expenses
￥9,601.6 billion

(19.9%)

Investment expenses
￥8,142.6 billion 

(16.5%)

Obligatory expenses
￥23,379.7 billion

(47.5%)

Personnel
expenses 

￥10,395.7 billion
 (21.1%)

Social assistance
expenses

￥6,454.2 billion
(13.1%)

Public debt
payments

￥6,529.9 billion
(13.3%)

Ordinary 
construction expenses 
￥9,292.4 billion

 (19.3%)

Ordinary 
construction expenses 
￥7,892.3 billion

 (16.0%)

Personnel
expenses 

￥25,613.3 billion
 (28.1%)

Obligatory expenses
￥46,171.4 billion

(50.6%)

Social assistance
 expenses

￥7,479.5 billion
(8.2%)

Public debt
payments

￥13,078.6 billion
(14.3%)

Investment expenses
￥16,848.5 billion 

(18.5%)

Net total
￥91,247.9 

billion

Prefectures
Total

￥48,193.5 
billion

Municipalities
Total

￥49,257.8 
billion

What are expenses for?

Classified by character, expenses can be divided into "obligatory expenses" (personnel expenses,
social assistance expenses and public debt payments), which are mandatory and difficult to cut
down at the discretion of individual local governments; "investment expenses," including
ordinary construction expenses, etc.; and "other expenses."

Expenses by Character2
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FY 1975FY 1970 FY 2000FY 1995FY 1990FY 1985FY 1980 FY 2004FY 2003FY 2002FY 2001

Breakdown of Personnel Expenses by Item

Unit: ¥trillion

Other

Subsides for local
government
employee mutual-aid 
associations, etc.

 1.2944 (5.1%)

3.4274 (13.4%)
Retirement
allowances 2.1353 (8.3%)

Temporary
worker wages
0.0165 (0.1%)

Other
allowances
6.5313
(25.5%)

Employee
salaries

18.7562 
(73.2%)Basic

salaries
12.2084
 (47.7%)

Net total
¥25.6133

trillion

Prefectures
¥15.2176

trillion

Municipalities
¥10.3957

trillion

%
%

%

%

%

%

%

%

%

%

%

%

%

%

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )
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Trends in Breakdown of Expenditures by Character 
(ordinary account net total)

FY
1992

FY
2004

FY
2000

Obligatory expenses

Personnel expenses

Social assistance expenses

Public debt payments

Ordinary construction expenses

Subsidized ordinary construction expenses

Unsubsidized ordinary construction expenses

Reserves 

Total expenditure

Obligatory expenses

Personnel expenses

Social assistance expenses

Public debt payments

Ordinary construction expenses

Subsidized ordinary construction expenses

Unsubsidized ordinary 
construction expenses

Reserves 

Total expenditure

Obligatory expenses

Personnel expenses

Social assistance expenses

Public debt payments

Ordinary construction expenses

Subsidized ordinary 
construction expenses

Unsubsidized ordinary 
construction expenses

Reserves 

Total expenditure

Unit: Ratio with FY 1992 as 100.

Unit: ¥100 million

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

Social assistance expenses
Expenses which include child welfare expenses, livelihood protection expenses, etc., aimed at assisting the needy, children, the elderly,
mentally and physically disabled, etc., as a part of the social security system.

Ordinary  construction expenses
Expenses necessary for the construction of social capital, such as roads, bridges, parks,  schools, etc.
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Nationwide

Municipalities

Prefectures

Other expenses

Personnel expenses (%)

Public debt payments (%)

FY1994 FY1995 FY2002FY2001FY2000FY1999FY1998FY1997FY1996 FY2003 FY2004

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 resources can be ensured is called the flexibility of the financial structure. 

Because of such factors as an increase in social assistance expenses and declines in the ordinary
allocation tax and extraordinary financial countermeasures bonds, the national average of the
ordinary balance ratio (the ratio of ordinary revenue allotted 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, as well as tax reduction supplementary bonds and extraordinary financial
countermeasures bonds [see note]) registered the highest figure since the compilation of statistics
began (in fiscal 1969). 

Ordinary Balance Ratio1

Note:
Tax-reduction supplementary bonds and extraordinary financial countermeasures bonds have been added since fiscal 2001. 

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )
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Trends in the Debt Service Payment Ratio Used for Permission
to Issue Local Bonds

Prefectures

Nationwide

Municipalities

FY 1994
FY 1995

FY 1996
FY 1997

FY 1998

FY 1999

FY 2000

FY 2004
FY 2003

FY 2002
FY 2001

It is necessary to keep a close watch on trends in public debt payments at all times, since public
debt payments, payments of principal and interest on the debts of local governments, are
expenses especially lacking flexibility. 
The national average of the debt service payment ratio used to restrict the issue of local bonds,
which is an index that takes into consideration the local allocation tax calculated for debt
payments and indicates the actual degree of debt payment burden, rose by 0.1 point compared
with the previous fiscal year and continues to maintain a high level.  

Debt Service Payment Ratio Used for Permission to Issue Local Bonds2

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
showing the ratio of local debt
principal and interest
repayment (excluding
advanced redemption and the
amount of general revenue
resources calculated for this
purpose that includes the local
allocation tax) to the total of
standard financial amount
(excluding the amount of local
allocation tax calculated 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. 



20

FY 2001 FY 2002 FY 2003 FY 2004

Trends in Outstanding Local Government Borrowing

Economic-
stimulus
measures

Extraordinary
financial
countermeasures
bonds

Tax revenue
supplementary
bonds

Tax-reduction
supplementary
bonds, etc.

Financial aid
bonds

Other local
bonds

FY 1999 FY 2000

¥ trillion

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )

Outstanding Local Government
Borrowing (Ordinary Account)
What is the state of debts in local public finance?

Trends in Outstanding Local Government Borrowing1
Outstanding local government borrowing, the debts of local governments, amounted to
approximately ¥141 trillion at the end of fiscal 2004. This figure has been increasing in recent
years because of such factors as the need to supplement tax revenue as a result of tax cuts, the
added public investment by economic-stimulus measures, and the issue of extraordinary
financial countermeasures bonds. The figure is 1.5 times larger than total revenue and about 2.7
times larger than the total sum of general revenue resources, such as local taxes and local
allocation tax. 

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



21

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

FY 1992 FY 1997 FY 2000 FY 2001 FY 2002 FY 2003 FY 2004 (End of FY)

79.1451

149.8931

181.3806

187.7146
193.0685

198.2831
201.4096

2.1859

15.8279

61.1313

15.2137

23.1823

111.4971

26.2633

27.0323

128.0850
130.8615

28.3228

28.5303 30.7243

28.2435

134.1007 138.1009

28.3465

31.8357 32.8177

28.0539

140.5380

Ratio of outstanding 
borrowing that should be 
shouldered by the ordinary
account to GDP

Outstanding borrowing from special 
account for local allocation tax and 
transfer tax grants (local burden)

Outstanding public enterprise bonds
 (borne by the ordinary account)

Outstanding local government 
bonds

The outstanding borrowing of local finance, including the local burden of borrowing from the
special account for local allocation tax and transfer tax grants and those public enterprise bonds
borne by the ordinary account, as well as current outstanding local government bonds, has been
increasing sharply in recent years. The figure reached about ¥201 trillion at the end of fiscal
2004 and is expected to reach ¥204 trillion at the end of fiscal 2006. 

Outstanding Borrowing of Local Finance2

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.
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Water-supply
business

(including small-scale
water supply business)

Sewerage
business

Transport
business

(railways, tramways)

Transport
business

(buses)

Hospitals

Water-supply
population

of 124.386
million persons

Sewage disposal
facility population

of 100.79
million persons

No.of passengers
a year

of 21.686
billion persons

No.of passengers
a year
of 4.626

billion persons

No.of hospital
beds

of 1,632,000 beds

123.474
million persons

91.40
million persons

2.804
billion persons

1.095
billion persons

239,000
beds

The
State

ofLocalPublic
Finance

(FY2004
Settlem

ent )

Local Public Enterprises
What is the state of local public enterprises?
Local public enterprises 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. 

Local public enterprises play a major role in improving the standard of living of residents. 

Ratio of Local Public Enterprises1

*The graph shows the ratio of local public enterprises when the total number of business entities nationwide is taken as 100. 

*Figures for the total number of enterprises nationwide are compiled from statistical materials of related organizations; figures for
local public enterprises are compiled from figures for the total number of enterprises and settlements for the previous fiscal year. 



FY2004

Sewerage
business

68,550
(31.7%)

Hospitals
47,319
(21.9%)

Water-supply
business

including small-scale
water supply

46,139
(21.4%)

Residential
 development

26,121
(12.1%)

Others
27,796
(12.9%)

215,925
¥100 million
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End of FY2004

Sewerage
business

4,342
(39.5%)

Water-supply
business

including small-scale
water supply

2,966
(27.0%)

Care services
745

(6.8%)

Hospitals
726

(6.6%)

Residential
 development

616
(5.6%)

Others
1,584

(14.4%)

No. of businesses

10,979

The number of businesses is 10,979. By type of business, sewerage accounts for the largest
ratio, followed in order by water supply, care services, and hospitals.   

Number of Businesses Operated by Local Public Enterprises2

The total financial settlement scale is ¥21.5925 trillion. By type of business, sewerage accounts
for the largest ratio, followed in order by hospitals, water supply, and Residential development.

Scale of Financial Settlement3
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Others

Sewerage business

Hospitals

Gas

Electricity

Transport

Industrial water supply

Water supply
(including small-scale water supply)

Total surplus
2,702

Total surplus
4,690

Total surplus
3,349

Total surplus
3,013

Total surplus
3,927

Total surplus
2,595

Total surplus
2,392

¥ 100 million

Others 1,175

Others 1,155

Others 441

Others 365

Others 1,561

Others 242

Sewerage 765

Sewerage 755

Sewerage 799

Sewerage 604

Sewerage 324

Sewerage 225

Sewerage 931

Gas 48

Electricity 106

Electricity 114

Electricity 123

Electricity 196

Electricity 177

Electricity 170

Electricity 99

Industrial
water supply 122

Industrial
water supply 194

Industrial
water supply 164

Industrial
water supply 180

Industrial
water supply 153

Industrial
water supply 147

Industrial
water supply 82

Water supply
962

Water supply
2,311Water supply

1,871
Water supply

1,599

Water supply
1,286

Water supply
1,648

Water supply
1,567

Transport
△1,472

Transport
△638Transport

△754

Transport
△1,452Transport

△1,598

Transport
△2,310

Transport
△1,712

Hospitals
△887

Hospitals
△1,261Hospitals

△1,013

Hospitals
△1,264

Hospitals
△627

Hospitals
△644

Hospitals
△578

Others △113

Others △203

Others △100

Others △148

Gas △53

Gas △15

Gas △20

Total deficit
△2,359

Total deficit
△2,100

Total deficit
△1,867

Total deficit
△2,934

Total deficit
△2,225

Total deficit
△3,087

Total deficit
△2,314

Surplus

Deficit

Total
balance

FY1992 FY2001
FY2004

FY2002
FY2000

FY1997 FY2003

Trends in Management Conditions of Local Public Enterprises

343

△492

2,590

1,482

79

1,702

78

Gas △24

Gas 2

Gas 5

Local public enterprises had a surplus of ¥259.0 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.    

Management Conditions4

EffortsToward
Sound

FinancialConditions
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Number of Local Public Employees

Total number of local 
public employees

General administrative 
sector

1996 20052000 2001 2002 2003 2004199919981997

1,000 persons

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 aim of making administrative organizations simpler, more efficient and
more responsible to new administrative issues. 

The number of local public employees has declined for 11 consecutive years since 1995. The
number of employees has fallen for 10 consecutive years in the general administrative sector
and 4 consecutive years in the public enterprise sector.
The reason for these declines is that, although the number of staff in the police and fire service
sectors is increasing due to such factors as the enhancement of public security and disaster-
prevention measures, efforts are being made to reduce the number of staff as a whole by, for
example, setting numerical targets for personnel management and implementing cuts in other
sectors on the basis of scrap-and-build policies 

What efforts have been made toward sound local finance?

Efforts Toward Sound Financial   
Conditions

Number of Public Employees1
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Trends in the Number of Staff in Local Governments by Sector

Unit: Ratio against 100 as the number of staff as of April 1, 1996.

April 1, 

1996

April 1, 

2005

General administrative sector

Excluding welfare

welfare

Education sector

Police and fire service sector

Public enterprises, etc.

All local governments

General administrative sector

Excluding welfare

welfare

Education sector

Police and fire service sector

Public enterprises, etc.

All local governments

Laspeyres Index
The Laspeyres Index is used to compare price levels, 
wage levels and so on. Here it is used to show the 
salary level of local public employees when the salary
level of national public employees is taken as 100.

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

2003 2005199819931988198319781974

EffortsToward
Sound

FinancialConditions

Salary Level2
When the salary level of local public employees is shown on the Laspeyres Index, the average
for all local governments is 98.0. 
In fiscal 2004 a total of 444 local governments adopted measures to correct wage levels, such as
the revision of salary scales, and a total of 1,965 local governments implemented the revision of
various allowances and retirement allowances. 
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● Reduction of number of employees
・Reduction of number of employees by about 1,700 persons (about 11.5%) through efforts in the five years

from FY 2005 to FY 2009 (reduction of 324 persons in FY 2006 due to efforts in FY 2005)

● Formation of new salary system
・Revision of pay scale in response to work stages and shift to salaries that reflect job and work responsibility

● Formation of new personnel system
・Promotion of personnel system reform to make maximum use of the abilities of employees through the operation of

a new personnel evaluation system, compilation of a human resource development plan, etc. (full-fledged
implementation of new personnel evaluation system from April 2006)

● Promotion of private-sector consignment, etc.
・Promotion of shift to method of providing public services through utilization of the private sector through utilization

of the designated manager system, etc. (system introduced at about 170 facilities as of April 2006)

● Promotion of equity corporation reform
・Clarification of new reform targets for equity corporations, including their integration and abolition, and steady

promotion of reform (one corporation abolished in FY 2005)

● Promotion of soundness of public enterprises
・Regarding the four projects for the full operation of the Local Public Enterprise Law, compilation of individual new

medium-term management plans and promotion of efforts toward establishment of financial structure to enable
management through independent settlement

● Efforts toward financial soundness
・Efforts to build a sustainable financial structure to achieve an account balance without borrowing from the sinking-

fund in FY 2009

● Reduction of number of employees
・Reduction of 7.8% (about 2,800 persons) in the six years from FY 1999 to FY 2004
・Reduction of 6.9% (about 2,300 persons) in the five years from FY 2005 to FY 2009

● Restraint of salary expenses
・Pay-rise period extension measure (12-month extension)

Period: FY 1999-2003
・Salary-cut measure (7% for department heads and bureau heads, 5% for office heads, 3% for other staff)

Period: FY 2004-2006

● Promotion of private-sector consignment, etc.
・Fundamental revision of all nonclerical work (17 businesses, 361 persons)

Private-sector consignment, etc. of security work, road inspection work, kitchen work, telephone operator work, etc. 
・Introduction of designated manager system

FY 2005: 19 facilities, FY 2006: 131 facilities (of which, prefectural housing: 118 facilities)

● Reduction of internal management expenses
・Reduction of facility management expenses by 25% compared with the initial budget for FY 2003 by FY 2006
・Reduction of administrative expenses by 40% compared with the initial budget for FY 2003 by FY 2006

● Reduction of ordinary construction project expenses, etc.
○ Planned reduction of public works
・Reduction of both subsidized and unsubsidized public works (construction) by 20% compared with the initial

budget for FY 2003 by FY 2006
・Reduction of unsubsidized public works (maintenance) by 10% compared with the initial budget for FY 2003 by FY 2006
・Reduction of direct obligations by 10% compared with the initial budget for FY 2003 by FY 2006

○ Reduction of investment expenses other than public works in a planned manner by 20% compared with the initial
budget for FY 2003 by FY 2006

○ Standardization of projects and progress adjustment

Promotion of Local Administrative Reform Through
the New Local Administrative Reform Guidelines

In order to solidly promote local administrative reform, the Ministry of Internal Affairs and
Communications compiled the New Guidelines for the Promotion of Administrative Reform in
Local Governments (the New Local Administrative Reform Guidelines) and notified local
governments of them on March 29, 2005. 
As a result, local governments have compiled and disclosed intensive reform plans indicating
specific efforts, such as the reorganization and arrangement of administrative work and projects
and the promotion of private-sector consignment, to be undertaken in general until fiscal 2009.

3

Specific Examples of Intensive Reform Plans

Prefecture

A

City

B



Administrative Transparency

28

xx
 C

it
y,

 
xx

x 
P

re
fe

ct
u
re

P
o

p
ul

at
io

n:
 1

29
,2

36
 (a

s 
o

f 
M

ar
ch

 3
1,

 2
00

5)
A

re
a:

 6
3.

19
 s

q
. k

m
To

ta
l r

ev
en

ue
: 
¥

31
,2

23
.8

67
 m

ill
io

n
To

ta
l e

xp
en

d
itu

re
: ¥

31
,2

17
.9

96
 m

ill
io

n
R

ea
l b

al
an

ce
: ¥

5.
03

6 
m

ill
io

n

C
ur

re
nt

 b
al

an
ce
 ［
8
4
.8
％
］ 

N
at

io
na

l m
un

ic
ip

al
av

er
ag

e…
…

 8
7.

4 

M
un

ic
ip

al
 a

ve
ra

ge
 

in
 x

xx
 P

re
fe

ct
ur

e
…

…
…

…
…

 8
8.

4 

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
1
0
/2
8
］ 

11
0

10
090807060

84
.8

（
％
） 

10
2.
2

76
.9

88
.4

D
eb

t s
er

vi
ce

 p
ay

m
en

t r
at

io
 ［
1
0
.5
％
］ 

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
2
0
/2
8
］ 

20151050

△
5

10
.5

（
％
） 

2.
1

13
.2

9.
4

O
ut

st
an

di
ng

 lo
ca

l d
eb

t 
pe

r 
ca

pi
ta

 p
op

ul
at

io
n  
 

S
o

un
d

ne
ss

 o
f 

fu
tu

re
 b

ur
d

en

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
5
/2
8
］ 

50
0,
00
0

60
0,
00
0

70
0,
00
0

40
0,
00
0

30
0,
00
0

20
0,
00
0

10
0,
00
00

26
2,
13
3

（
¥
） 

18
1,
42
2

51
1,
30
4

31
6,
28
4

A
p

p
ro

p
ri

at
en

es
s 

o
f 

sa
la

ry
 le

ve
ls

 (c
o

m
p

ar
is

o
n 

w
ith

 c
en

tr
al

 g
o

ve
rn

m
en

t)

La
sp

ey
re

s 
In

de
x 
 ［
9
2
.8
］ 

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
1
/2
8
］ 

10
5.
0

10
0.
0

95
.0

90
.0

85
.0

92
.8

92
.8

10
2.
0

98
.5

N
o.

 o
f e

m
pl

oy
ee

s 
pe

r 
1,

00
0 

po
pu

la
tio

n  
 ［
7
.8
6
 p
e
rs
o
n
s
］ 

A
pp

ro
pr

ia
te

ne
ss

 o
f n

o.
 o

f e
m

pl
oy

ee
s

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
2
2
/2
8
］ 

151050

7.
86

（
pe

rs
on

s）
 

3.
84

9.
30

6.
93

F
is

ca
l p

o
w

er

Fi
sc

al
 p

ow
er

 in
de

x ［
0
.7
3
］ 

M
ax

im
um

fig
ur

e 
in

 
si

m
ila

r 
or

ga
ni

za
tio

ns
Av

er
ag

e 
fig

ur
e 

in
 

si
m

ila
r 

or
ga

ni
za

tio
ns

M
in

im
um

 
fig

ur
e 

in
 

si
m

ila
r 

or
ga

ni
za

tio
ns

N
at

io
na

l m
un

ic
ip

al
av

er
ag

e…
…

 0
.4

3 

M
un

ic
ip

al
 a

ve
ra

ge
 

in
 x

xx
 P

re
fe

ct
ur

e
…

…
…

…
…

 0
.6

3 

R
at

io
 o

f
 x

x 
C

ity

R
an

ki
ng

 in
 s

im
ila

r 
or

ga
ni

za
tio

ns
［
1
4
/2
8
］ 

0.
20

0.
40

0.
60

0.
80

1.
00

1.
20

0.
73

0.
97

0.
48

0.
72

*S
im

ila
r 

or
ga

ni
za

tio
ns

 r
ef

er
 t

o 
th

os
e 

lo
ca

l 
go

ve
rn

m
en

ts
 i

n 
th

e 
sa

m
e 

gr
ou

p 
as

 t
he

 o
rg

an
iz

at
io

n 
co

nc
er

ne
d 

as
 a

 r
es

ul
t 

of
 t

he
 c

la
ss

ifi
ca

tio
n 

of
 m

un
ic

ip
al

iti
es

 n
at

io
nw

id
e 

in
to

 8
8 

gr
ou

ps
 a

cc
or

di
ng

 
to

 p
op

ul
at

io
n,

 in
du

st
ria

l s
tr

uc
tu

re
, e

tc
. 

Fi
sc

al
 p

ow
er

Fl
ex

ib
ilit

y 
of

 
fis

ca
l s

tr
uc

tu
re

So
un

dn
es

s 
of

 
de

bt
 s

er
vic

e 
bu

rd
en

A
pp

ro
pr

ia
te

ne
ss

 
of

 s
al

ar
y 

le
ve

ls
 

(c
om

pa
ris

on
 w

ith
 

ce
nt

ra
l g

ov
er

nm
en

t)

A
pp

ro
pr

ia
te

ne
ss

 
of

 n
o.

 o
f e

m
pl

oy
ee

s

S
ou

nd
ne

ss
 o

f 
fu

tu
re

 b
ur

de
n

80 6010
0

12
0

ov
er

 1
40

xx
 C

ity
C

om
pa

ris
on

 w
he

n 
av

er
ag

e 
of

 s
im

ila
r 

or
ga

ni
za

tio
ns

 is
 ta

ke
n 

as
 1

00

A
ve

ra
ge

 o
f s

im
ila

r 
or

ga
ni

za
tio

ns

un
de

r 4
0

C
ur

re
nt

 b
al

an
ce

 r
at

io
:

Th
is

 ra
tio

 is
 lo

w
er

 th
an

 th
e 

av
er

ag
e 

fo
r s

im
ila

r o
rg

an
iz

at
io

ns
 a

nd
 is

 d
et

er
io

ra
tin

g 
ye

ar
 b

y 
ye

ar
 a

s 
a 

re
su

lt 
of

 a
n 

in
cr

ea
se

 in
 w

el
fa

re
-r

el
at

ed
 e

xp
en

se
s.

 T
he

 r
at

io
 

w
ill 

m
ai

nt
ai

n 
th

e 
pr

es
en

t 
le

ve
l 

du
e 

to
 e

ffo
rt

s 
to

 r
ed

uc
e 

ob
lig

at
or

y 
ex

pe
ns

es
 

th
ro

ug
h 

ef
fo

rt
s 

to
w

ar
d 

ad
m

in
is

tr
at

iv
e 

an
d 

fin
an

ci
al

 r
ef

or
m

, 
su

ch
 a

s 
cu

ts
 i

n 
pe

rs
on

ne
l e

xp
en

se
s.

D
eb

t 
se

rv
ic

e 
p

ay
m

en
t 

ra
tio

:
Th

is
 r

at
io

 is
 in

cr
ea

si
ng

 d
ue

 t
o 

de
bt

 r
ep

ay
m

en
ts

 r
el

at
in

g 
to

 w
as

te
 p

ro
ce

ss
in

g 
fa

ci
lit

y 
an

d 
re

cy
cl

in
g 

ce
nt

er
 c

on
st

ru
ct

io
n 

ex
pe

ns
es

, 
et

c.
 a

nd
 is

 s
lig

ht
ly

 a
bo

ve
 

th
e 

av
er

ag
e 

fo
r 

si
m

ila
r 

or
ga

ni
za

tio
ns

. O
ve

r 
th

e 
ne

xt
 fi

ve
 y

ea
rs

 th
e 

ra
tio

 w
ill 

dr
op

 
be

lo
w

 t
he

 a
ve

ra
ge

 f
or

 s
im

ila
r 

or
ga

ni
za

tio
ns

 a
s 

a 
re

su
lt 

of
 r

es
tr

ai
nt

s 
on

 la
rg

e-
sc

al
e 

pr
oj

ec
ts

 a
nd

 p
ro

pe
r d

eb
t s

er
vi

ce
 m

an
ag

em
en

t. 

La
sp

ey
re

s 
In

d
ex

:
Th

is
 i

nd
ex

 i
s 

at
 t

he
 l

ow
es

t 
le

ve
l 

am
on

g 
si

m
ila

r 
or

ga
ni

za
tio

ns
 d

ue
 t

o 
th

e 
im

pl
em

en
ta

tio
n 

of
 e

m
pl

oy
ee

 s
al

ar
y 

cu
ts

 (
5%

 f
or

 m
an

ag
er

s,
 3

%
 f

or
 g

en
er

al
 

st
af

f).
 F

ro
m

 n
ow

 o
n 

ef
fo

rt
s 

w
ill 

be
 m

ad
e 

to
w

ar
d 

th
e 

fu
rt

he
r 

ra
tio

na
liz

at
io

n 
of

 
sa

la
rie

s 
th

ro
ug

h 
an

 o
ve

ra
ll 

in
sp

ec
tio

n 
of

 a
llo

w
an

ce
s,

 e
tc

.  

N
o

. o
f 

em
p

lo
ye

es
 p

er
 1

,0
00

 p
o

p
ul

at
io

n:
Th

is
 n

um
be

r 
ex

ce
ed

s 
th

e 
av

er
ag

e 
fo

r 
si

m
ila

r 
or

ga
ni

za
tio

ns
 d

ue
 t

o 
la

rg
e-

sc
al

e 
re

cr
ui

tm
en

t 
in

 t
he

 p
er

io
d 

of
 r

ap
id

 g
ro

w
th

 o
f 

th
e 

po
pu

la
tio

n.
 O

n 
th

e 
ba

si
s 

of
 

an
 e

m
pl

oy
ee

 r
at

io
na

liz
at

io
n 

pl
an

, 
ov

er
 t

he
 n

ex
t 

fiv
e 

ye
ar

s 
th

e 
nu

m
be

r 
of

 
em

pl
oy

ee
s 

w
ill 

be
 c

ut
 b

y 
5%

 (
50

 p
er

so
ns

) 
th

ro
ug

h 
th

e 
no

nr
ep

la
ce

m
en

t 
of

 
m

an
da

to
ry

 re
tir

ee
s 

an
d 

th
e 

pr
om

ot
io

n 
of

 p
riv

at
e-

se
ct

or
 c

on
si

gn
m

en
t. 
 

A
na

ly
si

s 
C

o
lu

m
n 

M
u

n
ic

ip
a
l 
F
in

a
n

c
ia

l 
C

o
m

p
a
ra

ti
ve

 A
n

a
ly

si
s 

Ta
b

le
 (
F
Y

 2
0

0
4

 S
e
tt

le
m

e
n

t)

F
le

xi
b

ili
ty

 o
f 

fis
ca

l s
tr

uc
tu

re

S
ou

nd
ne

ss
 o

f d
eb

t s
er

vi
ce

 b
ur

de
n

N
at

io
na

l m
un

ic
ip

al
av

er
ag

e…
…

 1
1.

0 

M
un

ic
ip

al
 a

ve
ra

ge
 

in
 x

xx
 P

re
fe

ct
ur

e
…

…
…

…
…

 1
0.

4 

N
at

io
na

l m
un

ic
ip

al
av

er
ag

e
…

…
…

…
 4

63
,3

53
 

M
un

ic
ip

al
 a

ve
ra

ge
 

in
 x

xx
 P

re
fe

ct
ur

e
…

…
…

…
 3

25
,6

09
 

N
at

io
na

l c
ity

av
er

ag
e…

…
 9

7.
6 

N
at

io
na

l t
ow

n 
an

d 
vi

lla
ge

 a
ve

ra
ge

…
…

…
…

…
 9

3.
7 

N
at

io
na

l m
un

ic
ip

al
av

er
ag

e…
…

 8
.2

5 

M
un

ic
ip

al
 a

ve
ra

ge
 

in
 x

xx
 P

re
fe

ct
ur

e
…

…
…

…
…

 7
.8

2 

［
¥
2
6
2
,1
3
3
］ 

Example of a Financial Comparative Analysis Table

Amid the increasing severity of local public finance, various efforts are being made to fulfill
accountability. In order for each local government to promote financial soundness while gaining
the understanding and cooperation of residents, etc., the Ministry of Internal Affairs and
Communications has compiled financial comparative analysis tables and posted them on its
homepage with the aim of disclosing information to residents, etc. in an easy-to-understand
manner based on indicators that are comparable with those of other local governments. 
In the fiscal 2004 settlement, the ministry conducted a comparative analysis of the principal
financial indicators, etc. among similar organizations and analyzed the efforts, etc. of each
organization toward the improvement of the indicators, etc.

EffortsToward
Sound

FinancialConditions
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In addition, the settlement data of all prefectures and municipalities (since fiscal 2001) are
shown in balance sheets for each individual organization posted on the homepage.
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Debit Credit

Meanwhile, in recent years an increasing number of local governments have been compiling
ordinary account balance sheets and so on as a means of disclosing and analyzing financial
conditions in order to grasp the state of their assets and liabilities in a comprehensive manner. 

Example of Balance Sheet (City A)

State of Compilation of Balance Sheets (no. of organizations)

FY 2004 Ordinary Account Balance Sheet
(As of March 31, 2005;  unit: ¥1,000)

(Assets)
1. Tangible fixed assets

(1) General administration related
9,007,617

(2) Welfare related
1,793,997

(3) Sanitation related
4,988,530

(4) Labor related
82

(5) Agriculture related
361,589

(6) Commerce and industry related
21,602

(7) Civil engineering work related
42,103,951

(8) Fire service related
1,006,957

(9) Education related
28,690,758

(10) Others
9,389

Total 87,984,472
(of which, land    26,849,262)

Total 87,984,472
2. Investment, etc.
（1）Investment and equity funds

2,078,024
（2）Loan

84,000
（3）Funds
〔1〕Special purpose funds

1,341,424
〔2〕Land development funds

0
〔3〕Fixed-in investment

12,755
Total 1,354,179

（4）Retirement allowance cooperative reserve fund
2,354,419

Total 5,870,622
3．Liquid assets
（1）Cash, deposits
〔1〕Adjustment fund for finance

1,323,000
〔2〕Sinking funds

940,000
〔3〕Cash in yearly account

1,731,817
Total 3,994,817

（2）Receivables
〔1〕Local taxes

1,166,545
〔2〕Others

68,939
Total 1,235,484

Total 5,230,301

Total assets 99,085,395

(Liabilities)
1. Fixed liabilities
（1）Local government bonds 

23,576,365
（2）Contract authorization 

〔1〕Purchase of property, etc.
0

〔2〕Guarantee of obligation or loss compensation
0

Total 0
（3）Retirement allowance reserve

6,714,249
（4）Others

0
Total 30,290,614

2．Liquid liabilities
（1）Scheduled redemption in next fiscal year

2,138,259
（2）Appropriation mode in  advance

0
Total 2,138,259

Total liabilities 32,428,873

(Net assets)
1. National treasury disbursements

10,240,749
2. Prefectural disbursements

1,388,985
3. General revenue sources, etc.

55,026,788

Total net assets 66,656,522

Total of liabilities and net assets 99,085,395

Information relating to contract authorization
（1）Matters relating to the purchase of property, etc. 1,399,187
（2）Matters relating to guarantee of obligation and loss compensation 2,701,762
（3）Matters relating to compensation for paid interest, etc. 0

EffortsToward
Sound

FinancialConditions
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Example of Consolidated Balance Sheet (City A)

FY 2004 Consolidated Balance Sheet

*1. Scheduled expenditure relating to purchase of property, etc.     ¥1,399 million
(of which, items for consolidation-applicable corporations     ¥xxx million)

*2. Limit on contract authorization relating to guarantee of obligation and loss compensation     ¥2,702 million
(of which, items for consolidation-applicable corporations     ¥2,702 million)

(As of March 31, 2005; unit: ¥ million)

Furthermore, relating to their fiscal 2004 settlements, prefectures and ordinance-designated
cities endeavored to compile consolidated balance sheets in order to clarify the state of their
assets and liabilities including local independent administrative organizations, public
enterprises, corporations in which they have certain invested capital, and so on. 

(Assets) (Liabilities)

(Asset/liability difference)

1. Tangible fixed assets

(1) Ordinary account 87,984

(2) Public enterprise account 38,076

(3) Partial administrative associations 1,140

(4) Three local public corporations 1,459

(5) Third sector 11

Total of tangible fixed assets 128,670

2. Investments, etc.

(1) Investments and equity funds 1,799

(2) Loans 84

(3) Endowments 3,832

(4) Other 2

Total of investments, etc. 5,717

3. Current assets

(1) Cash and deposits 7,978

(2) Accounts receivable 2,496

(3) Other 101

Total of current assets 10,575

Total of assets 144,962

1. Fixed liabilities

(1) Ordinary account bonds 23,576

(2) Public enterprise bonds 17,864

(3) Partial administrative
association local bonds 19

(4) Long-term borrowing of three
local public corporations 1,045

(5) Reserves 6,990

(of which, retirement allowance reserve)           6,741

(other reserves)                                                   249

Total of fixed liabilities 49,494

2. Current liabilities

(1) Scheduled redemption in 
next fiscal year 3,570

(2) Other 282

Total of current liabilities 3,852

Total of liabilities 53,346

1. National treasury disbursements 13,201

2. Prefectural disbursements 1,480

3. Other organization and private-
sector equity portion 2

4. General revenue sources, etc. 76,933

Total of asset/liability difference 91,616

Total of liabilities and asset/
liability difference 144,962
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Taxation (total amount: ￥81.6 trillion)

National taxes 
(￥48.1 trillion)

￥34.4 trillion

58.9％ 

42.1％ 

40.0％ 60.0％ 

￥47.3 trillion

57.9％ 

41.1％ 

National : local

59 : 41
（≒3 : 2）

Local taxes 
(￥33.5 trillion)

Local allocation tax, etc.

National treasury expenditure

National : local

42 : 58

National
expenditure
 (net budget)

￥59.9 trillion

Local expenditure
 (net budget)

￥89.9 trillion

National : local

40 : 60
（≒2 : 3）

Return through services to the public

Total national and local expenditure (net budget) 
= ￥149.8 trillion

●Realization of an income structure based mainly on local taxes
Further clarification of correspondence between benefit and
burden of administrative services

Reduce the gap between the expenditure scale and tax revenue of
local governments as much as possible. 

Tax revenue     state : local = 3 : 2 *1

Expenditure     state : local = 2 : 3 *2

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

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

*1
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Issues of Local Finance

The Trinity Reform1
Background of the Reform
Amid a situation in which local finance is suffering a severe shortage of resources, in
order to further promote decentralization, under the principle of “entrusting to local
governments what they can do,” it is necessary to increase the degree of freedom of local
governments in terms of both income and expenditure and to foster the true
independence of the regions. From this perspective, it was decided to mutually connect,
study, and revise, in a uniform manner, the reform of national treasury subsidies, the
distribution of tax resources, including the transfer of tax resources, and the local
allocation tax.  

The Trinity Reform

R eference
Distribution of Financial Resources Between the National
and Local Governments （FY 2004）

*2
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Reform of national
treasury subsidies

Revision of tax 
resource distribution, 
including the transfer

of tax resources

Reform of the
 local allocation tax

Bearing in mind successive basic policies and 
the agreements reached between the 
government and the ruling parties in 2004 and 
2005, a reform of national treasury subsidies 
exceeding ¥4 trillion was implemented by 
fiscal 2006. 

●Reform of national treasury subsidies linked 
    to the transfer of tax resources
Items related to tax resource transfers in FY 2006
・・・・・・・・・・・・・・・・・・・・・¥709.3 billion
Items related to the government-ruling parties 
agreements on the overall picture
・・・・・・・・・・・・・・・・・・・・¥1,753.9 billion
Items related to the FY 2005 government-ruling 
parties agreement・・・・・・・・・¥654.4 billion

●Other national treasury assistance and 
    subsidy reforms
Reforms for streamlining
・・・・・・・・・・・・・・・・・・・・・¥988.6 billion
Reforms for increased grants
・・・・・・・・・・・・・・・・・・・・・¥794.3 billion

Overall picture of national treasury subsidy 
reform・・・・・・・・・・・・ ¥4,666.1 billion
(excluding the FY 2003 reform portion of ¥234.4 billion) 

●Results of reform

In the fiscal 2006 revision of the tax system, 
the transfer of tax resources of a scale of ¥3 
trillion from income tax to individual resident's 
tax was implemented (from the fiscal 2007 
income tax and the fiscal 2007 individual 
resident's tax). 
The full transfer amount was incorporated 
into the income transfer tax in fiscal 2006. 

(FY 2006)

Income transfer tax

Prefectures・・・・・・・ ¥2,179.4 billion

Municipalities・・・・・・・・ ¥830 billion

Total・・・・・・・・ ・・・ ¥3,009.4 billion

●Results of reform 
 
Restraint on the total amount of the local 
allocation tax and extraordinary financial 
countermeasures bonds

FY 2004-06: △ ¥5.1 trillion

Creation and expansion of the Administrative 
Reform Incentive Assessment

Simplification of assessment

Proper response to widening gap in financial 
power
(100% inclusion of tax resource transfer 
portion in standard financial revenue amount 
[tentative measure])

Overall Picture of the Trinity Reform and Results up to FY 2006
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Image of National Treasury Subsidy Reform
Linked to the Transfer of Tax Resources

2,051 2,198 2,309 6,862 8,467

30,094

6,559

(Reference) 
Other national treasury subsidy reforms

2,101 5,761 345

17,429 6,106

Subsidies for public
housing rent
countermeasures
National treasury
subsidies for
child allowances, etc.

Subsidies for
public school
facility
improvement
expenses, etc.

FY 2004-06 national 
treasury subsidy reform

¥4,666.1 billion

(excluding FY 2003 reform portion)

National treasury
subsidies for
compulsory education
expenses (mutual-aid
long-term benefit
payments,etc.), etc.
FY 2003 reform portion

Subsidies for child
protection expenses,
etc. (public child
day-care center
management
expenses)

National treasury
subsidies for
compulsory education
expenses (retirement
allowance, child
allowance)

Subsidies for public
housing rent
countermeasures (public
housing rent income
subsidy)
Subsidies for care
expenses at elderly
nursing homes, etc.

National treasury
subsidies for
national health
insurance

National treasury
subsidies for
compulsory education
expenses

Value of
transfer
of tax
resources

Value of national
treasury subsidy
reform linked to
the transfer of tax
resources

     31,176
(including FY 2003

reform portion)

National treasury
subsidies related
to public works,
incentives, etc.

5,565 6,441

National treasury
subsidies related
to public works,
incentives, etc.

5,823
National treasury
subsidies related
to public works,
incentives, etc.

FY 2004 FY 2005 FY 2006

1,330 3,011 3,430

Community-building grants

4,235 2,640 3,183

Grants GrantsStreamlining StreamliningStreamlining

2,344 2,440 2,309 2,211 6,862 8,467 5,854 690

4,749 17,539 6,544

2004
government-ruling 
parties agreement 2005 government-ruling 

parties agreement FY 2004

FY 2004─06 2004 government-ruling 
parties agreement  2005 government-ruling 

parties agreement FY 2004

(unit:¥100 million)
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R eference
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Outline of the Local Bond Consultation System
Following the enforcement of the Comprehensive Decentralization Law, from the viewpoint
of further enhancing the independence of local governments, regarding the approval system
for local bonds, from fiscal 2006 there was a shift to a system of consultation with the
minister of internal affairs and communications and the prefectural governor aimed at
ensuring the smooth issue of local bonds, guaranteeing local financial resources, and
ensuring the soundness of local finances. 

Mechanism of the Local Bond Consultation System

Minister of 
internal affairs 

and 
communications

Prefectural governor

・Local governments, etc. 
　where the deficit ratio and 
　real debt service ratio 
　exceed certain levels

・Deficit public enterprise

Issue of agreed 

local bond*

Report to local 
government 
assembly

Issue of non-agreed

local bond

Issue of agreed 

local bond*

   * In the case of local bonds agreed (approved) 
      by the minister, etc.
    ・ allotment of public funds
    ・ inclusion of principal and interest repayments 
       in local financial plan

Approval

In the case of 
agreement by 
the minister, etc.

In the case of 
no agreement by 
the minister, etc.

・Local government

・Public enterprise

Consultations

(1) Consultations on local bonds, etc.
(a) Consultations

When issuing local bonds, local governments must consult with the minister of internal affairs and
communications or the prefectural governor (hereinafter "the minister, etc.").

(b) Allotment of public funds for agreed local bonds
Regarding only local bonds agreed by the minister, etc. in consultations, local governments shall be able to
borrow public funds in connection with the said agreement.

(c) Inclusion of principal and interest repayments for agreed local bonds in the local financial plan
Principal and interest repayments for local bonds agreed by the minister, etc. will be included in the local financial
plan.

(d) Report to assembly in the case of issuing non-agreed local bonds
When issuing local bonds without obtaining the agreement of the minister, etc. the head of the local government
must report to the assembly beforehand. 

(e) Agreement criteria and local bond plan
Each fiscal year the minister of internal affairs and communications will compile and disclose agreement criteria
and a local bond plan.

(2) Special cases of involvement regarding local bonds
(a) Deficit organizations, organizations with a high real debt service ratio, etc. must obtain approval from the

minister, etc. when issuing local bonds. 

(b) When issuing local bonds that will be the financial resource for expenses incurred in construction work for public

facilities, etc. (Article 5, No. 5), organizations with less than standard tax rates must obtain approval from the

minister, etc. 

(3) Switchover period
The switchover to the consultation system will take place from fiscal 2006.

Shift to Local Bond Consultation System
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Mechanism of Early Correction Measure in the Local Bond 
Consultation System

●Certain revision of the index for measuring the ratio of debt service
expenses to the standard scale of ordinary financial resources from
the viewpoint of increased severity and transparency

introduction of the real debt service ratio

●In the case of organizations with a real debt service ratio of 18% or
higher, approval is given on the premise that they compile a debt
service burden normalization plan.

●In the case of organizations with a real debt service ratio of 25% or
higher, limits are placed on local bonds relating to unsubsidized
projects, such as regional vitalization projects. 

●Real debt service ratio
・The real debt service ratio is calculated as follows. (Article 5-4-1-2 of the Local Finance Law)

(A + B) - (C + D)

E - D
A: Principal and interest repayments on local bonds (excluding advanced redemption, etc.)
B: Equivalent of principal and interest repayments on local bonds
C: Specific financial resources allotted to principal and interest repayment, etc.
D: The amount included in the standard financial requirement used to calculate the ordinary allocation tax

sum as the expense necessary for principal and interest repayments for local bonds and the amount
included in the standard financial requirement used to calculate the ordinary allocation tax sum necessary
for quasi principal and interest repayments.

E: Standard financial scale (standard tax revenue amount + ordinary allocation tax amount + issuable
extraordinary financial countermeasures bond amount)

●Idea of the real debt service ratio
・In order to measure the level of principal and interest repayments, from the viewpoint of ensuring market

confidence and fairness, transparency, clarity, and so on, a new indicator with certain revisions is used for the
current debt service payment ratio.

【Revision points】
・Unification of reflective rules in the sinking-fund reserve ratio for local bonds with lump-sum repayment upon

maturity
・Reflection in the sinking-fund reserve shortage ratio for local bonds with lump-sum repayment upon maturity
・Introduction in principle of debt service similar expenses, such as subsidies, for the debt service expenses of

PFI and partial administrative associations
・Inclusion of withdrawals from the general account for principal and interest repayments of public enterprises

Previous approval system New consultation system mechanism

20％ 

14％ 

25％ 

18％ 

Debt-limit organization 
by approval system

Ordinary approval organization B

(In the case of municipalities, approval 
by ordinary criteria is given on the 
premise of compilation of a debt 
service burden normalization plan.)

Ordinary approval organization A

(Approval by ordinary criteria)

Debt-limit organization 
by new approval system

(Approval by ordinary criteria given 
on the premise of compilation of a 
debt service burden normalization 
plan.)

Consultation organization

(Agreement by ordinary criteria)

(Issuance possible even without agreement)

Debt service payment ratio Real debt service ratio

(limit on issuance of bonds for 
unsubsidized projects, etc.)

 (limit on issuance of bonds for 
unsubsidized projects, etc.)

Ordinary approval organization
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Hokkaido

Aomori

Iwate

Miyagi

Akita

Yamagata

Fukushima

Ibaraki

Tochigi

Gunma

Saitama

Chiba

Tokyo

Kanagawa

Niigata

Toyama

Ishikawa

Fukui

Yamanashi

Nagano

Gifu

Shizuoka

Aichi

Mie

Shiga

Kyoto

Osaka

Hyogo

Nara

Wakayama

Tottori

Shimane

Okayama

Hiroshima

Yamaguchi

Tokushima

Kagawa

Ehime

Kochi

Fukuoka

Saga

Nagasaki

Kumamoto

Oita

Miyazaki

Kagoshima

Okinawa

National Average

  Index

Local taxes 
revenue total

Individual 
resident’s tax

Index of Per Capita Revenue from the Local Tax Revenue Total 
and the Individual Resident’s Tax 
(with national average as 100; FY 2004)

FY 2004
settlement amount

¥33.5 
trillion

FY 2004
settlement amount

¥7.7 
trillion

Two corporate 
taxes

Local consumption 
tax (after settlement)

FY 2004
settlement amount

¥7.2 
trillion

FY 2004
settlement amount

¥2.6 
trillion

Note1: The revenue of the individual resident's tax is the total of the prefectural individual resident's tax and the municipal 
            individual resident's tax and includes appropriations for dividends and capital gains on stocks, etc. 
        2: 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.

Expansion of the Financial Base

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 a local tax system in which the uneven distribution of tax
sources is limited and the stability of tax revenue is ensured. 

R eference
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6,000

5,000

4,000

3,000

2,000

1,000

0

369
Other

1,097

1,877

294

Extraordinary
financial

countermeasures 
bonds

Local
taxes

637

2,965

478

583

1,825

656

321

164

178

116

443

77

2,131

423

Population:1,224,892 Population:2,868,251

（10.3％） 

（1.1％） 

（7.2％） 

（1.9％） 

（2.9％） 

（5.2％） 

（2.5％） 

（10.7％） 

（29.6％） 

（9.5％） 

（7.8％） 

1,315
（21.4％） 

（6.9％） 

（34.6％） 

（10.1％） 

（8.1％） 

（51.6％） 

（30.2％） 

（48.2％） 

Prefecture   A Prefecture   B

Local
allocation

tax

General revenue
resources, etc. 
(￥363.7 billion)

Public
debt

payments

Other
General
administration
expenses

Labor expenses,
commerce
and industry
expenses

Agriculture,
forestry, and fishery
expenses

Welfare
expenses

Of which,
child welfare
expenses

Of which,
elderly care
and welfare
expenses, 
livelihood
protection
expenses

Other

Local
allocation

tax

Local
taxes

General revenue
resources, etc. 
(￥536.6 billion)

Breakdown of general
revenue resources, etc. 

earmarked for
specific-purpose expenditures  

(total of ￥536.6 billion)

Public
debt

payments

Other

General
administration

expenses

Labor expenses,
commerce
and industry
expenses

Agriculture,
forestry, 
and fishery
expenses

Of which,
road and bridge
expenses

Sanitation
expenses

Welfare
expenses

Of which,
child welfare
expenses

Of which,
elderly care
and welfare
expenses, 
livelihood
protection
expenses

Education
expenses

Of which,
senior high

school
expenses

Police 
expenses

Tax-related
grants to
municipalities

￥100 million

Extraordinary
financial

countermeasures 
bonds

165

921

266

942

356

111

223

201
61

303

88

244

66
220

122

477

134

417

132

419

943

（2.1％） 

（2.2％） 

（6.8％） 

（15.3％） 

（6.8％） 

（25.3％） 

（2.6％） 

（8.3％） 
（1.7％） 

（5.5％） 

（6.1％） 
（3.4％） 

（1.8％） 

（6.0％） 

（6.7％） 

（13.1％） 

（3.0％） 

（9.8％） 

（25.9％） 

（7.3％） 

（4.5％） 

Civil 
engineering 

expenses
Of which,
road and bridge
expenses

Sanitation
expenses

Education
expenses

Of which,
senior high
school
expenses

Of which,
compulsory
education-

related
expenses

Police 
expenses

Tax-related
grants to
municipalities

Breakdown of general
revenue resources, etc. 

earmarked for
specific-purpose expenditures  

(total of ￥363.7 billion)

Civil 
engineering 

expenses

Of which,
compulsory

education-related
expenses

State of Financial Resource Guarantees (Micro) through the Local Allocation Tax 
(Prefectural Examples)   FY 2004 settlement 

General Revenue Resources, Etc.
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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.

R eference
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（％） 

80.0

60.0

40.0

20.0

0.0

100.0

Population:109,249 Population:19,821

19.8％ 

6.7％ 

5.0％ 

11.1％ 

2.9％ 

6.5％ 

2.8％ 

8.4％ 

6.9％ 

8.4％ 

3.6％ 

7.4％ 

2.6％ 
0.4％ 

9.7％ 

11.2％ 

23.6％ 

13.7％ 

4.0％ 

18.7％ 

23.8％ 

49.7％ 

Other

Extraordinary
financial

countermeasures
bonds

￥4,234 million

￥1,438 million

Local
allocation

tax

￥5,088 million

Local
taxes

￥10,612 million

General revenue
resources, etc.
(￥21,372 million)

Breakdown of general
revenue resources, etc.

earmarked for
specific-purpose expenditures

(total of￥21,372 million)

General revenue
resources, etc.
(￥4,695 million)

Breakdown of general
revenue resources, etc.

earmarked for
specific-purpose expenditures

(total of￥4,695 million)

Public
debt

payments

￥4,002 million

Other

￥1,045 million

General
administration
expenses

￥2,378 million

Labor expenses,
commerce
and industry
expenses

￥565 million

Agriculture,
forestry, and
fishery
expenses

￥92 million

Civil
engineering
expenses

￥2,064 million

Sanitation
expenses

￥2,932 million

￥2,399 million

Welfare
expenses

￥5,034 million

Education
expenses

Fire-defense
expenses

￥861 million

Of which,
road and bridge
expenses￥614 million

Of which,
urban planning

expenses

￥1,390 million

Of which,
health and
sanitation
expenses

￥600 million

Of which,
waste
disposal
expenses

￥1,797 million

Of which,
child welfare
expenses

￥1,464 million

Of which,
elderly care
and welfare
expenses,
livelihood
protection
expenses

￥1,799 million

Of which,
social education
expenses

￥779 million
Of which,
compulsory

education-related
expenses

￥1,575 million

￥928 million

Extraordinary
financial

countermeasures
bonds

￥334 million

￥1,570 million

Local
taxes

￥1,863 million

Public
debt

payments

￥1,030 million

Other

￥203 million

General
administration
expenses

￥665 million

Labor expenses,
commerce
and industry
expenses

￥33 million

￥201 million

￥517 million

￥551 million

￥797 million

￥423 million

￥275 million

￥245 million

￥305 million

￥178 million

￥351 million

￥116 million

Of which,
compulsory
education-related
expenses

￥235 million

14.2％ 

0.7％ 

4.3％ 

11.0％ 

11.7％ 

17.0％ 

9.0％ 

5.9％ 

21.9％ 

4.3％ 

19.8％ 
Other

7.1％ 

33.4％ 

39.7％ 

Local
allocation

tax

5.2％ 

6.5％ 

3.8％ 

2.5％ 
5.0％ 

7.5％ 

Of which,
road and bridge

expenses

￥365 million
7.8％ 

State of Financial Resource Guarantees (Micro) through the Local Allocation Tax 
(Municipal Examples)     FY 2004 settlement

General Revenue Resources, Etc.

City   A Town   B

Agriculture,
forestry, and
fishery
expenses

Civil engineering
expenses

Sanitation
expenses

Welfare
expenses

Education
expenses

Fire-defense
expenses

￥95 million
2.0％ 

Of which,
urban planning

expenses

Of which,
health and
sanitation
expenses

Of which,
waste
disposal
expenses

Of which,
elderly care
and welfare
expenses,
livelihood
protection
expenses

Of which,
child welfare
expenses

Of which,
social education

expenses

R eference
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1,500

2,000

2,500

3,000

3,500 3,229

1,990

671

568 562 552 533
339

197

675 677 695 739

779

1,981 1,961 1,872

1,317

844

3,218 3,190 3,100

2,395

1,820

No. of municipalities

State of Progress of Municipal Mergers

Total

Towns

Cities

Villages

Apr. 2006Apr. 2005Apr. 2004Apr. 2003Apr. 2002Apr. 1999

State of Progress of Municipal Mergers by Prefecture

Prefecture

No. of municipalities on April 1, 1999

Cities Towns Villages

Breakdown

No. of municipalities on April 1, 2006 Rate of

decline

(%)

212

67

59

71

69

44

90

85

49

70

92

80

40

37

112

35

41

35

64

120

99

74

88

69

50

44

44

88

47

50

39

59

78

86

56

50

43

70

53

97

49

79

94

58

44

96

53

3,229

34

8

13

10

9

13

10

20

12

11

43

31

27

19

20

9

8

7

7

17

14

21

31

13

7

12

33

22

10

7

4

8

10

13

14

4

5

12

9

24

7

8

11

11

9

14

10

691

154

34

30

59

50

27

52

48

35

33

38

44

5

17

57

18

27

22

37

36

55

49

47

47

42

31

10

66

20

36

31

41

56

67

37

38

38

44

25

65

37

70

62

36

28

73

16

1,990

24

25

16

2

10

4

28

17

2

26

11

5

8

1

35

8

6

6

20

67

30

4

10

9

1

1

1

0

17

7

4

10

12

6

5

8

0

14

19

8

5

1

21

11

7

9

27

568

180

40

35

36

25

35

61

44

33

39

71

56

39

35

35

15

19

17

29

81

42

42

63

29

26

28

43

41

39

30

19

21

29

23

22

24

17

20

35

69

23

23

48

18

31

49

41

1,820

35

10

13

13

13

13

12

32

14

12

40

36

26

19

20

10

10

9

13

19

21

23

35

14

13

14

33

29

12

9

4

8

15

14

13

8

8

11

11

27

10

13

14

14

9

17

11

779

130

22

16

22

9

19

33

10

19

17

30

17

5

15

9

4

9

8

9

25

19

19

26

15

13

13

9

12

15

20

14

12

12

9

9

15

9

9

18

38

13

10

26

3

19

28

11

844

15

8

6

1

3

3

16

2

0

10

1

3

8

1

6

1

0

0

7

37

2

0

2

0

0

1

1

0

12

1

1

1

2

0

0

1

0

0

6

4

0

0

8

1

3

4

19

197

Hokkaido

Aomori

Iwate

Miyagi

Akita

Yamagata

Fukushima

Ibaraki

Tochigi

Gunma

Saitama

Chiba

Tokyo

Kanagawa

Niigata

Toyama

Ishikawa

Fukui

Yamanashi

Nagano

Gifu

Shizuoka

Aichi

Mie

Shiga

Kyoto

Osaka

Hyogo

Nara

Wakayama

Tottori

Shimane

Okayama

Hiroshima

Yamaguchi

Tokushima

Kagawa

Ehime

Kochi

Fukuoka

Saga

Nagasaki

Kumamoto

Oita

Miyazaki

Kagoshima

Okinawa

Total

15.1

40.3

40.7

49.3

63.8

20.5

32.2

48.2

32.7

44.3

22.8

30.0

2.5

5.4

68.8

57.1

53.7

51.4

54.7

32.5

57.6

43.2

28.4

58.0

48.0

36.4

2.3

54.9

17.0

40.0

51.3

64.4

62.8

73.3

60.7

52.0

60.5

71.4

34.0

28.9

53.1

70.9

48.9

69.0

29.5

49.0

22.6

43.7

Note: The number of cities includes ordinance-designated cities but excludes special wards.

Issu
e
s

o
f

L
o
c
a
l
F
in

a
n

c
e

As the role of the municipality becomes increasingly important amid the advance of
decentralization, in order to strengthen the administrative and financial bases of municipalities
and to maintain and improve the administrative services of municipalities even in the present
condition of severe fiscal conditions both centrally and locally, it is necessary to expand
administrative scale and efficiency through municipal mergers. 

Breakdown

Cities Towns Villages

Prefecture

Cities Towns Villages

Breakdown

No. of municipalities on April 1, 2006 Rate of

decline

(%)
Breakdown

Cities Towns Villages

No. of municipalities on April 1, 1999



Effects of Municipal Mergers ～Effects appear in various ways～

What effects have appeared through the merger of municipalities? The following are some
specific examples. 

● A clinic was opened for the first time in about 30
years in the mountainous district of Besshiyama,
which previously did not have a doctor. (Niihama
City, Ehime Prefecture)

● As a result of the expansion of the regular fire-
service area following a merger, a fire station
branch was opened, increasing the safety and
security of local residents. (Gojo City, Nara
Prefecture)
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Improvement in the convenience of residents!

Upgrading and diversification of administrative services!

Wide-area community development!

Greater administrative and financial efficiency!

As a result of a survey of 557 local governments that merged between April 1999 and
March 2006, it is estimated that after fiscal 2016 (that is, about 10 years after the merger)
efficiency will amount to about ¥1.8 trillion a year. (Of this, personnel expenses will be
reduced by about ¥540 billion [the equivalent of about 127,000 employees.])

● Through mergers, it has become possible to go
beyond municipal boundaries and use child day-
care centers that have vacancies. (Niigata City,
Niigata Prefecture)

● In order to facilitate the efficient use of libraries,
library systems have been integrated so that it is
now possible at any library to search the books
stocked at other libraries and to request, borrow,
and return them. (Tahara City, Aichi Prefecture)

● As a result of a merger, the town came to have the leading plum production quantity in
Japan. The town is now promoting community building as the "number one plum town
in Japan" and has established a "plum section" to undertake development and
experimental research relating to plums. (Minabe Town, Wakayama Prefecture)

● Following a merger, the town established two
sections that it was not able to have before --- a
Child Future Section for the strengthening of child-
raising assistance and decl ining birthrate
countermeasures and a Town Building Section for
the promotion of community development and
gender equal ity --- and has become able to
implement more specialized services. (Chikuzen
Town, Fukuoka Prefecture)
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