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For the reconstruction of regional economies, it is essential that clarifying the problems 
of local communities at first, then steadily building a foundation toward the sustainable 
development through the utilization of regional characteristics rather than mere 
temporary fiscal injections. 

1. Issues surrounding exhausted regions 
The problems that eight prefectures* with weak levels of job market improvement currently 

confront, indicate the characteristics outlined as follows. Keeping these serious constraints in 
mind, and with a view to producing regional vitality to the utmost extent, it is important to 
implement effective measures as well as to expand discretion given to regions. 

* Hokkaido, Aomori, Akita, Kochi, Nagasaki, Miyazaki, Kagoshima and Okinawa, wherein 
effective ratio of job offers to applicants is less than 0.7 

●Rapid population decrease and the growth of the aged people’s proportion 
•The population of seven of the above-mentioned eight prefectures (with the exception of 
Okinawa) is expected to decrease far greater than in other areas, with the proportion of 
elderly people reaching the highest level. 

√ Future population of the seven prefectures: Population in 2025 will have declined by
 

14.1% from 2005 while that in other areas will have declined by 5.8%.
 

√ Proportion of elderly people in the seven prefectures: 34.7% in 2025, up from 23.2% in
 

2005. In other areas, it is expected to be 30.0% in 2025, up from 19.8% in 2005.
 

●Decline of industry and shrink of job opportunities 
•As public investment decreases, the share of the manufacturing industry is small and the 
growth rate of the gross regional (prefectural) product is also low. 

√ Growth rate of real gross prefectural product: average annual rate is 0.7% in the eight 
prefectures between FY2002 and FY2004, compared to the national average of 2.0%. 



   
 

 
 

 

   

 

 
 

 
 

 
 

 

 
 

 

 

 
 

 

 

 

√ Share of manufacturing industry: marking a simple average of 10.7% in the eight 


prefectures in FY2004, compared to the national average of 20.9%/
 

√ Rate of decline of real public fixed capital formation: decreasing 23.6% on average in 

the eight prefectures between FY2002 and FY2004, compared to 21.0% nationally.
 

• Levels of improvement in effective ratio of job offers to applicants are low as well. 

√ Improved from an average of 0.39 to 0.56 in the eight prefectures between FY2002 and 
FY2006, compared to an average national improvement from 0.54 to 1.06. 

●Weak fiscal capability and financial deterioration trend 
• Tax revenue is small and the ratio of independent revenue sources is low. 

√ Tax revenue in per capita terms (in FY2005): 87 thousand yen on average in the eight 
prefectures and 135 thousand yen nationally 

√ Ratio of independent revenue sources (in FY2005): 33.3% on average in the eight 
prefectures and 52.2% nationally 

• Per capita local bond debt levels are high. 
√ Local bond debts (in FY2005): 877 thousand yen on average in the eight prefectures on 
average and 622 thousand yen nationally 

• Tax revenue recovery is weak and expenditure reductions are large. 
√ Growth in tax revenue from FY1999 to FY2005: average decrease of 7.3% in the eight 
prefectures and average increase of 4.3% nationally 
√ Overall expenditure reduction during the same period: 22.8% on average in the eight 
prefectures and 16.3% nationally 

2. Basic direction of policies 
In order to deal with exhausted regions like the eight prefectures, it is crucial to tackle 

this issue by mobilizing all feasible national policies in the following several years. In this 
regard, the Unified Headquarters for the Regional Revitalization, the Committee for the 
Promotion of Decentralization Reform, the Council on Economic and Fiscal Policy, etc. 
need to work together and share responsibilities of realizing following agenda intensively: 

(1) Revitalization of regional economies based on individual characteristics 
(2) Development of local infrastructures 
(3) Local fiscal consolidation, narrowing gaps in tax revenue among regions 
(4) Decentralization through the transfer of a combination of authority, responsibilities and 

revenue sources to local governments 
(5) Establishment of mechanisms aimed at forming broader-based economic zones and 

administrative zones in each regional bloc. 



 

 
 

 

 
  

 

 
 

 
 

 

 

  
 
 

 

 
 

3. Regarding the new plan for reconstructing regional economies 
In particular, we would like to propose a new plan in relation to the above (1). The new plan 

is required to embrace following characteristics. 

➢ Limit subjects to those that are directly connected with economic revitalization and will 
ensure the generation of economic effects 

➢Required budget must be financed by flexible management of current revenue sources 
through the introduction of a mechanism aimed at reducing a certain proportion of 
discretionary subsidies (at a rate of 5%, for instance) or merging subsidies of ministries in 
accordance with their functions, rather than relying on expenditure increases. 

➢Implementation must be concentrated in a fixed period. 

(1) Problems with current measures that should be resolved by the new plan 
●Subsidies and grants are vertically divided across ministries and a number of limitations 
exist for regions to utilize efficiently. 
●Most subsides and grants maintain nationwide standardized requirements. Moreover, they 
are small in sum and are limited in duration to a “single fiscal year principle.” 
●There are few mechanisms available to local communities for drafting revitalization plans 
based on their own needs and utilizing national measures as required. 
●There is a strong call for private sector specialists with expertise to participate in the 
drafting and implementation of regional plans, and such participation should be increased. 
●There are not enough follow-up checks conducted following the implementation of 
regional plans. Third-party inspections, verifications of effects and reviews (PDCA) are 
insufficient. 

(2) Proposals for the new plan (Measures to resolve the problems) 
(I) Selection of proposals by competition and introduction of performance-oriented 
system 

• Third parties should select proposals conceived by regional communities not through 
a menu determined by the government but through open competitions. It is critical to 
set verifiable goals (numerical targets) in regards to economic revitalization and to 
adopt means for third parties to monitor their achievements. 

(II) A “corss-ministry” mechanism with a high degree of flexibility 
•It is essential to introduce a new mechanism of subsidies for selected projects 
featuring (i) a cross-ministerial approach, (ii) a high degree of flexibility in utilize, (iii) 



 
 

 
  

 

 

 
 

 

 

 
 

 
 

 

 
 

 

 
 
 

implementation over multiple fiscal years, etc. 

(III) “Private-sector experts” as a center of planning and implementation systems 
•It is essential to secure private-sector human resources with expertise in management 
and enthusiasm. A task force comprising private-sector experts and local communities 
(representing the business sector and local governments) joined by the central 
government officials responsible should take charge of planning. It is vital to establish 
a system wherein private-sector experts are allowed to continue promoting the 
implementation of plans, even after their drafting. 
•Currently, only a few subsidies and grants can be spent on personnel costs such as 
hiring private-sector experts for management positions, etc. (Such costs are limited to 
research commission fees and rewards) In this regard, it is important to create a 
support system that enables personnel costs to be utilized for securing human 
resources. 

(IV)Organization responsible for regional vitalization 
•Organizations responsible for regional vitalization, including community 
development corporations and other regional groups (NPO, etc.), are usually fragile in 
terms of financial base and official power, and also have many restraints on their 
activities, for example, the difficulty in employing competent human resources for 
certain periods of time. It is pivotal to give a certain public status to those 
organizations while strengthening their financial base. 

(V) Focusing on the realization of successful examples of regional economic 
reconstruction 

• It must be avoided to uniformly scatter resources around many regions in Japan. 
Resources must be allocated only to regions where worth being reconstructed as new 
economic centers. In particular, it is fundamental that regions with difficult economic 
conditions have prior claim to public funds to other regions. 

(Note) A model case abroad is the “City Challenge” system in the UK. The system 
was introduced in 1991 based on examinations of pork-barrel type subsidy system. 
In the United States, there are community organizations known as BIDs, which were 
established for the vitalization of urban areas. 



 

   

 
 

  

 

 
 
 

 

 

 

  

(Reference) 
1. City Challenge system (the UK) 

• The City Challenge system was a subsidy system aimed at revitalizing urban districts, 
introduced upon reflection on previous pork-barrel subsidies (in the UK, between 1991 
and 1997). Selection was made by way of the “competition method” based on free 
proposals submitted by the public and private sectors. Invitations were made in 1992 and 
1993 and a total of 72 districts applied. Of these, 31 districts were chosen. During the 
selection process, planning maturity, feasibility, organizational strength, etc. were 
evaluated. 
• Selected districts were entitled to subsidies with a high degree of flexibility over a 
five-year period (about 1.6 billion yen a year and nearly 8 billion yen over five years). 
Total subsidies amounted to about 250 billion yen. 
• The system required the setting of project goals and performance measurement 
structures (numerical targets) and incorporated annual government examinations. As for 
required goals, 23-point checklists pertaining to project output were established. These 
covered, for instance, (1) whether local people could find jobs created in the districts and 
(2) to what extent abandoned land or buildings were being redeveloped or improved. The 
government conducted strict tests and canceled subsidies when projects turned out to be 
unpromising. 
• The City Challenge system achieved results in revitalizing depressed regions and was 
generally considered to be a promising scheme in terms of regional revitalization. 
• The City Challenge system developed into the SRB (Single Regeneration Budget) 
Challenge Fund. SRB Challenged Fund is composed by integrating around 20 
conventional subsidies; the government came to finance a new scheme wherein 
competition-based allocation is applied to projects whose subsidies term had expired. 

2. BID（Business Improvement District, United States） 

• Regional organizations (deliberative bodies with specialized staff comprised of local 
residents, enterprises, etc.) created for the vitalization of urban areas in accordance with 
state laws. The BID Tax serves as a system for the compulsory collecting of funds from 
property within districts (tax imposition on a real estate in the districts in question). 


