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W52 A4 RVt A Tax Competition Analysis of Contestable Public Inputs

Abstract - This paper investigates the provision of contestable local public inputs within a tax
competition framework. Public input provision is financed by a business capital tax and a profits tax
on firms as a congestion tax. With this tax system, local tax and expenditure policies are inefficient

because of potential capital outflows. The tax mix is inefficient in that the profits tax rate is too
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high relative to the capital tax rate. The level of public input provision is inefficiently low. Focusing
on expenditure inefficiency, this analysis of public inputs is compared with Wilson’s (this Journal,

1995, 38, 333-356) analysis of contestable public goods
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s 2 4 RV : Strategic Behavior and The Tax Systems for Interregional Capital Movements
Abstract - This study uses the three stages game of complete information to discuss the strategic
use of tax systems in an interregional capital flows model. In this model, the combinations of tax
principles, tax rules and the relief method of interregional double taxation are considered as tax
systems. Consequently, there exist two combinations with discriminatory tax rule as equilibrium
tax systems, one of which causes a highest regional income to a capital exporting regional. It was
found that the capital exporting region would have a higher regional income by using the different

tax rate on a local and a non-local investment income.
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XA U ¢ Allocation of Authority under Central Grants

Abstract :  This study deals with an analysis of allocation of government authority between local
and central governments. Using a relatively simple model, we examine three classes of issues. First,
what type of public project is implemented under the (de)centralized system? Second, is the size of
governments (or public projects) larger or smaller when the system is (de)centralized? Third, should
the system be (de)centralized? Which level of government should be allocated an authority? The
most interesting result of the analysis is that the optimal allocation of authority varies with the cost

differential between local and central government in a non-monotonic way.
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Abstract : This paper aims to discuss incentive effects of intergovernmental transfers, which will
be claimed to be pervasive. We proceed with our analysis based on fiscal federalism literature that
has been developed in Western nation such as the U.S. and Canada. Amazingly, economics-based
research has not been influential much in on-going debate over fiscal decentralization in Japan.
Therefore, in the debate, incentive effects of decentralization on the central and local governments
have not been successfully accounted for. We first make review of theoretical literature on
federalism, which provides us with basis for predicting consequences of fiscal decentralization and
for evaluating them, with special emphasis on costs and benefits of intergovernmental transfers.
Then, we turn to the reality of Japanese local public finance. We not only outline its institutional
features but also assess/interpret them from economics standpoints, especially focusing on their
incentive effects on local governments. Finally, we aim to estimate inefficiency induced by the
presence of intergovernmental transfers, making use of stochastic frontier approach. Although our
results are preliminary, they reveal negative impact of the transfers on managerial efforts at the

local level.





