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Trade-off between improving fiscal efficiency and reducing
the fiscal gap: Estimating the opportunity costs of reducing fiscal gaps
in the local allocation tax system

SUZUKI Akihiro, TAKAHASHI Hiromasa, and
TAKEMOTO Toru

The local allocation tax system has the problem that it blocks incentives for municipalities to
conduct efficient financial management, and it is necessary to reform the system. However, the
local allocation tax system plays a role in fiscal adjustment between local governments, and it
is also important to ensure that the fiscal gaps between municipalities do not expand when
reforming the system. Here, we examine whether improving efficiency is compatible with
reducing the fiscal gap. Specifically, using a model to decide whether municipalities will merge
or not, we simulated the effect of changes in the local allocation tax system on improving the
efficiency of municipalities and the fiscal gaps between municipalities. The results of the
analysis are as follows. (1) There is a trade-off between improving fiscal efficiency and reducing

the fiscal gap, (2) Strictly positive costs are required to reduce the fiscal gap.



