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Influences of the municipal mergers and the reform of
local public finance upon the financial capability
of the Japanese municipalities

Toshiyasu ITO

Abstract

The Financial Capability Index — Amount of Standard Fiscal Revenues / Amount of Standard Fiscal
Demand — among the Japanese municipalities has improved between FY 2002 and FY 2009. While SFR
increased due to the transfer of tax revenue sources from the central government to the municipalities,
SFD declined owing to the enlargement in scale caused by the municipal mergers. The ratio of the better
off municipalities in the Financial Capability Index amounts to 91.7% among the merger-experienced
municipalities compared to 70.7% among the non-experienced municipalities. But the Financial Capability
Index of the merger-experienced municipalities in FY 2009 is below that of the non-experienced
municipalities. The Current Account Balance in the local public finance — Current Account Expenditures
/ Current Account Revenue Sources — has got worse and become to be more rigid during the same period.
The reason is that the revenue sources a little declined due to the reduction of the Local Allocation Taxes,
whereas the expenditures remained high level.

The merger-experienced municipalities must consider that; their expenditures will expand owing to the
increasing debt of the bonds which were issued at the mergers; their revenue sources will shrink because

the extra local allocation taxes to accelerate the mergers will be gradually cut.

Key words: Financial Capability Index; Current Account Balance; Municipal mergers; Reform of local

public finance
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