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Social Security Reform and the Fiscal Management
of Municipalities

Sachio KONISHI*

Abstract

Treasurers in municipalities are currently faced with the rapid expansion of social-welfare
expenditures due to the aging population. Increasing local fiscal needs for social welfare, however, are in
principle guaranteed by the Japanese fiscal equalization scheme (Local Allocation Tax (LAT) grants) if they
are induced by national-level social-welfare reforms. At the same time, the role played by the fiscal guarantee
of LAT grants is relatively small when it comes to the social welfare services provided by local bodies that are
not directly subsidized by the central government. In other words, the fiscal guarantee for such unsubsidized
local welfare provision is not sufficiently realized under the current fiscal equalization scheme, and this
insufficient fiscal guarantee results in municipal fiscal disparity. Increasing tax revenue through consumption
tax increases in the 2010s has provided some of the fiscal resources necessitated by growing social welfare
spending and has significantly contributed to both central and local public finance.

Keywords : aging, social welfare provision, local public finance, Local Allocation Tax, subsidized local services
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