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   In order to ensure full-fledged regional revitalization, it is necessary to embrace the 
principle of "freedom and discipline" and introduce a new mechanism that allows local 
governments to provide administrative services and nurture local communities based on 
their own judgments and with funds from their own revenue sources. To that end, "new 
decentralization reform" should be promoted and "regional governments system 
(doshu-sei)" intended to build regional economies with a high degree of autonomy 
should be introduced. 

Specifically, it is necessary to draw up a plan for the promotion of decentralization 
reform under a robust framework of deliberation based on the new law for the 
promotion of decentralization reform, and to establish a new decentralization package 
law that transfers authority and responsibility to local governments to a considerable 
extent. At the same time, it is important to quickly start local financial resource reform 
including reform of local allocation tax, review of tax items and allocation of tax 
sources, reform of subsidy and local bonds. Also, it is necessary for local governments 
to strive toward administrative reform, expenditure reductions, and better governance, at 
least to a similar extent to the central government. Particularly important for 
implementing these reforms are the following: 

1. To submit within 3 years a new comprehensive decentralization bill intended to 
aggressively transfer administrative powers and responsibility to local government 
in accordance with the basic policy that “the criteria for the execution of 
administrative affairs should in principle be set by ordinances”, even while 
promoting the abolition and reduction of national regulations and subsidies. It is 
desirable to take this step so as to thoroughly strengthen the central government's 
direct supervision of national and key projects, leaving the supervision of projects 
related to local life and activities to local governments. As efforts to establish the 
new comprehensive law are expected to meet with strong resistance from ministries, 
deliberations on the new comprehensive bill under the planned law for the 
promotion of decentralization reform should be conducted by a strong lineup of 
members capable of taking on the task of tearing apart the vested interests of 



ministries under the Prime Minister’s leadership. 
It is also important to speed up deliberations on how to realize regional governments 
system (doshu-sei). 

 
2. Increase the proportion of a new local allocation tax distribution amount, which 

reduce the central government's discretion as much as possible, and is calculated 
based on the size of the population and geographical area of the recipient local 
government, from the initial ratio of around 10 percent of the overall local allocation 
tax amount (approximately 2 trillion yen) in the fiscal 2007 budget to a third of the 
overall amount (approximately 5 trillion yen) within 3 years. 

 Also, from the viewpoint of helping local governments attain more autonomous, it is 
necessary to determine the local allocation tax amount in ways so as to reward their 
efforts toward raising tax revenues, and cut expenditures through administrative and 
other reforms. One way to do this will be by raising the ratio of reserved revenues 
(currently at 25 percent) that is used in calculating the local allocation tax amount. 
It should be noted that the distribution of local allocation tax under a new support 
program for local governments striving hard toward reform must be made according 
to highly transparent criteria. 

 
3. To drastically review tax items and allocation of tax sources at the national and local 

levels, redress the disparity of tax resources among regions, and achieve a change in 
the ratio of national and local tax revenues from the current 60/40 to 50/50 within 3 
years on the assumption that part of the reduction of subsidies and local allocation 
tax will be offset by transfer of tax sources. 
Also necessary is to realize within 3 years the goal of eliminating the need for half 
of those municipalities with a population of 200,000 or larger to receive local 
allocation tax, through measures such as transfer of tax revenue sources and 
expenditure reductions. 

 
4. To fully liberalize the local bond market within 10 years and so that local 

governments will issue bonds on their own responsibility. At the same time, it is 
important to establish various institutions necessary for issuing local bonds in 
accordance with the credit capability of each bond in the capital market. 
Also necessary is the enactment within 2 years of new legislation for local 
government fiscal rehabilitation in preparation for local government bankruptcy. 

 



5. To start pursuing expenditure reductions thoroughly from the fiscal 2007 budget in 
line with the Basic Policies 2006. To do this, the following steps are vital: 
① To aim for a more aggressive reduction in personnel costs than the planned 

reduction in the number of national public servants (5.7 percent cut over 5 
years).  

   ② To reduce unsubsidized ordinary construction expenses by 3 percent. 
   ③ To curb the total amount of local allocation tax while securing the necessary 

amount of general revenue resources. 
 
6. To step up reform efforts in line with the guideline for farther promotion of 

administrative reform at local governments (issued on 31 August, 2006), and fully 
implement local administrative reform through measures such as reducing the 
number of local public service personnel, revising their salaries to come to an 
appropriate level, and expanding the use of market testing, etc. 


