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The Effects of Municipal Fiscal Strength
on Unsubsidized Local Public Services:
A Double-LASSO Analysis

Michihito ANDO*

Abstract

This paper examines the effects of municipal fiscal strength on unsubsidized local public services,
utilizing a new measure of fiscal strength that reflects the institutional settings of Japanese local public finance.
I find that municipal fiscal strength has positive effects on local expenditures for unsubsidized local programs
and on the eligibility cutoff (i.e. maximum eligible age) of medical expense subsidies for children. On the other
hand, I do not find robust evidence of fiscal strength effects on the eligibility criteria for education expense
subsidies. These findings suggest that (1) fiscal strength disparities result in disparities between
municipalities regarding unsubsidized local programs in general, (2) fiscal equalization schemes alleviate or
partially cancel out such municipal disparities regarding some unsubsidized local services, and (3) the effects
of fiscal strength differ depending on the institutional settings of the unsubsidized programs in question. This
study also compares estimation results between standard regression analysis and high-dimensional data
analysis and finds that standard regression may lead to severe omitted variables bias. Comparison between the
conventional fiscal strength index and the new fiscal strength measure proposed in this paper also suggests
that my measure is preferable for the identification of fiscal strength effects.

Keywords : Fiscal strength, unsubsidized local programs, medical expense subsidies for children, education
expense subsidies, double LASSO
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