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FOREWORD

This publication brings together 19 articles originally prepared for an
online policy information portal, SPACE NIRA (http://www.spacenira.
com/en/), which were released in 2015,/2016.

SPACE NIRA was launched by the Nippon Institute for Research
Advancement (NIRA) in June 2015 with Dr. Tatsuo Hatta, President of
the Asian Growth Research Institute, as its General Editor. NIRA is an
independent policy research institute in Tokyo which addresses a wide
range of urgent policy issues and formulates focused and timely policy
proposals.

For its first year, SPACE NIRA took up issues related to economic chal-
lenges for Japan’s regional revitalization. Japan’s responses to them, and
to the problem of an aging population in particular, are of deep interest to
the nations outside of Japan. Dr. Hatta selected the topics to be consid-
ered in each section and the author of the overview chapter of each sec-
tion, who then commissioned the experts best suited to address those
issues.

Economic Challenges Facing Japan’s Regional Arveasis a significant and
useful reference for all scholars, students, and individuals with an interest
in current policy issues in Japan.


http://www.spacenira.com/en/
http://www.spacenira.com/en/

PREFACE

INTRODUCTION: POLICY DIRECTIONS TO MEET ECcoNOMIC
CHALLENGES IN REGIONAL AREAS

Compared with its metropolitan areas, the productivity of Japan’s regional
areas is low. Against a per capita production value of 5.54 million yen for
the metropolitan areas (represented by Tokyo prefecture and the nation’s
government-designated cities), the figure for Japan’s regional areas is only
3.41 million yen.! Regional revitalization therefore represents a much-
debated policy issue for Japan.

There are three policy directions in the quest to realize regional
revitalization:

(1) subsidy policies (provision of subsidies to targeted cities in regional
areas)

(2) regulatory reforms

(3) administrative reforms

Prime Minister Abe’s administration (2012 — to the present) has pur-
sued the first and second policies, which are oriented in entirely different
directions.

The subsidy policies have been carried out within the “Machi, Hito,
Shigoto” framework. The intention has been to boost the nation’s fertility
rate by encouraging young people to move from Tokyo Metropolitan
Area (TMA) to the regional areas that receive subsidies as winners of com-
petitions for revitalization proposals.

vii
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The Abe administration has also pursued regulatory reforms, for
example through removing special privileges to Agricultural Cooperatives
(JAs) and admitting corporate ownership of agricultural land in a National
Strategic Special Zone. It has also allowed minpaku (the short-term rent-
ing of rooms in private residences or entire residences) for periods as short
as two days.

Another approach to promote long-term regional revitalization, but
which has not been taken up by the Abe administration, is administrative
reforms with respect to the allocation of fiscal burdens between municipal
governments and the national government. Such reforms would reduce
the disincentives for regional municipal governments to provide services
to residents.

Of the three types of reforms—subsidy policies, regulatory reforms,
and administrative reforms—the latter two may be collectively grouped
under the category of “structural reforms.”

In reality, subsidy policies seeking to encourage migration of young
people from metropolitan areas to regional areas will not lead to long-
term regional revitalization. Structural reforms, on the other hand, will be
effective in realizing long-term regional revitalization. The purpose of this
volume is to demonstrate this fact, and to provide examples of some con-
crete structural reforms which will be particularly effective in regional
revitalization.

Subsidy Policies: Grounded in a Misvecognition of the Facts

I will first demonstrate the ineffectiveness of the Abe administration’s sub-
sidy policies.

As part of its “Machi, Hito, Shigoto” fiscal measures, the government
spent 1.7 trillion yen in 2015 and 1.8 trillion yen in 2016 on its regional
revitalization policy (for promotion of employment in the agricultural sec-
tor, for example). By providing subsidies to regional areas, the government
seeks to control the influx of population to the TMA in the hope that this
will boost the birth rate of the nation as a whole; this is expected to pro-
mote national economic growth. However, this policy is based on a seri-
ous misunderstanding of the facts. Below, I will demonstrate that the
government’s “Machi, Hito, Shigoto” fiscal measures are ineffective in
stimulating the revitalization of Japan’s regions.

The logic of regional revitalization policies is that controlling the con-
centration of the population in the TMA by strengthening medium-sized
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cities in regional areas will boost the national fertility rate and increase per
capita productivity throughout Japan. However, the premises of this ratio-
nale do not accord with reality.

First, it is assumed that population has been flowing into the TMA, giv-
ing rise to a unipolar concentration of population in the city. However,
from 1965 to 2010, the population growth rate was higher in Sapporo
City, Fukuoka City, and Sendai City than in the “major cities in the TMA”
(as represented by Tokyo Metropolis plus all the cities with populations of
one million or more in the TMA).

Population has been increasing markedly in large cities outside the
TMA, as shown in Fig. 1; the overall trend in immigration has been from
small cities to large and medium-sized cities throughout the nation. In
other words, multipolar concentrations of population have been taking
place.

Second, the government considers that encouraging the flow of the
younger population away from the TMA, where the fertility rate is lower
than it is in Japan’s regional areas, is an essential measure to increase the
fertility rate.

A comparison of the total fertility rates of cities of over one million
people in 2010 (Fig. 2) shows that the rate for Tokyo Metropolis is indeed
low among major cities (reaching 1.07 in the area of Tokyo’s 23 wards).

However, Fig. 2 shows that Yokohama City, Kawasaki City, Saitama
City, Chiba City, and other cities with populations of over one million in
the TMA, which function as bed towns for Tokyo Metropolis, all display
fertility rates of around 1.30. This figure is higher than that of regional
cities such as Sapporo City (1.08), Sendai City (1.21), and Fukuoka City
(1.24).

In other words, encouraging migration away from the TMA is contrary
to the goal of increasing the fertility rate of the nation.

Third, the government seems to be concerned that population decline
will reduce the nation’s per capita income. However, data from the past 40
years for Organization for Economic Co-operation and Development
(OECD) members indicates that the growth rate of per capita GDP and
population growth rate are unrelated. Increasing the rate of growth of the
population will not necessarily lead to a growth in productivity (Fig. 3).

Promoting migration away from the TMA therefore does not consti-
tute a growth strategy.
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Structural Reforms: Driving Forvce for Regional Revitalization

Structural reforms remove institutional impediments which limit the growth
of the industries in which regional areas possess a comparative advantage.
Industries in which regional areas possess a clear comparative advantage are:
(1) primary industries such as agriculture and fisheries; (2) the tourist indus-
try; and (3) the elderly services industry. Of these, barriers to entry set up
to protect existing interests impede the growth of (1) and (2), while the
current status of local public finance impedes the growth of (3).

The types of structural reforms effective for regional revitalization can
therefore be classified as (1) regulatory reforms and (2) administrative
reforms of local public finance.

THE CONTENTS OF THIS VOLUME

The purpose of this volume is to outline directions for the future expansion of
structural reform efforts as economic challenges for regional revitalization.
The present volume is therefore structured as follows:

Group One: Regulatory Reforms

Part I: Agricultural Policy
Part II: Fisheries Policy
Part III: Tourism Policy

Group Two: Administrative Reforms

Part IV: Public Service Sectors for the Elderly
Part V: Measures to Address Japan’s Low Birth Rate
Part VI: Local Government Fiscal System

Each part consists of three or four chapters.

A word on Group Two, “Administrative Reforms,” is in order. This
group begins by discussing regional decentralization measures necessary
for the development of the elderly services industry and the childcare
industry. It then discusses overall directions for the reform of systems that
currently distort incentives for regional municipal governments to provide
public goods and services. Part V, “Measures to Address Japan’s Low
Birth Rate,” which analyzes the factors that affect the birth rates of cities,
will demonstrate that reform of the regional decentralization system will

2
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be more effective than the provision of subsidies to regional municipal
governments in promoting regional development in the long run.

In the following we list all the parts of this volume and the authors of
the chapters included in each part. The first chapter in each part is an over-
view chapter.

Group One: Regulatory Reforms

The most effective approach to increase productivity in regional areas is
the removal of barriers to entry in industries in which regional areas pos-
sess a comparative advantage—the primary industries and the tourism
industry.

The Abe administration has taken the first step in reforming JAs (Japan
Agricultural Cooperatives) and Agricultural Committees. It must take
these reforms further, enabling corporations to own farmland anywhere in
the country. Similarly, in the fisheries industry, it will be essential for the
government to give corporations the chance to win fishing rights thor-
ough a bidding system rather than continuing to grant monopolies to the
Fisheries Cooperative Associations. Deregulation of the practice of min-
pakn will also stimulate the tourism industry in regional areas.

Deregulation that encourages new corporate entries into agriculture
and other industries in regional areas would generate a spontaneous
upsurge of diverse new ideas, activating regional economies; the govern-
ment’s subsidies for these industries would not. The provision of subsidies
to regional areas may, however, be justified in the case of partially compen-
sating for the lost income of those who would lose their existing privileges
as a result of structural reforms. This would facilitate the realization of
deregulation.

Part I: Agricultural Policy (Masayoshi Honma; Kazunuks

Ohizumi and Kazubito Yamashita)

The key to revitalizing Japan’s agricultural industry will be removing the
barriers to entry to the industry.

The chapters in Part I emphasize the importance of creating a fully
coordinated food supply chain from production to consumption. However,
as Kazunuki Ohizumi points out in Chap. 2, the development of a food
supply chain of this type has been impeded in Japan by the isolation of the
production side from the consumption side by the Staple Foods Act (in
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the case of rice) and by the system of Designated Producers in the case of
milk. Ohizumi argues that the fully fledged promotion of Japan’s agricul-
tural industry will necessitate fundamental reform of the systems that sepa-
rate the two sides.

Kazuhito Yamashita argues in Chap. 3 that it is Japan’s JAs that stand
behind the antiquated distribution system described by Ohizumi. The
functions of the national organization that implemented agricultural regu-
lation on behalf of the national government during the Second World War
were carried over into the JA system in the postwar period. This means
that the JAs were positioned as the end administrator for the implementa-
tion of agricultural policy from their very beginning, and have been
granted a variety of special privileges as a result of this status.

Yamashita argues that the JAs have contributed to the decline of
Japan’s agricultural industry by stubbornly clinging to these special privi-
leges. In particular, the government’s policy of maintaining high rice
prices has enabled the JAs to continue to collect service fees. The policy
of maintaining high rice prices encompasses the reduction of acreage for
rice cultivation and the setting of prohibitive tariffs on rice imports.
Yamashita argues:

Despite being protected by high tariffs, Japan’s domestic market is shrinking
as a result of the decline in the nation’s population. The realization of
greater price competitiveness for high-quality Japanese rice through the
scrapping of the acreage reduction system would not only render tariffs
unnecessary, but would also open up export markets throughout the world.
This will be the key to the revitalization of Japanese agriculture.

Masayoshi Honma summarizes Part I as follows:

While the agricultural cooperatives might cling to the old system, farmers
are moving forward. Rice farms on a scale of 100 to 200 hectares are
appearing throughout the country, and many fruit and vegetable farmers are
making use of information and communications technology (ICT) and
other new technologies. In the area of dairy farming also, producers and
distributors who supply unpasteurized milk without involvement with des-
ignated organizations are also appearing.

The issue for agricultural policy will be how to support these new devel-
opments, and how to bring the majority of farmers within its purview. It
will be important above all not to impede their activities, and essential to
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fundamentally reform the systems which break up food chains. Further
desirable initiatives would be the abolition of the acreage reduction sys-
tem, the re-examination of the systems governing agricultural land which
impede the free acquisition of land, and the adoption of policies to encour-
age greater efficiency in the operation of agricultural cooperatives and
increased competition between the cooperatives in order to further
advance the reform of the organizations.

Part I1: Fisheries Policy (Masayuki Komatsu; Kojun Hamadn

and Mari Koyano)

Japan’s fishing industry has displayed the most conspicuous decline among
OECD member nations. One cause of this decline is the lack of a Total
Allowable Catch system for both coastal fishing and deep-sea fishing.
Japan employs so-called “Olympic-style” fishing—a system under which
all fisheries operators are required to cease fishing when the total catch
volume has reached a preset limit. Fisheries operators therefore compete
to catch fish as quickly as possible, with the result that juvenile fish are
caught. This works against the preservation of fisheries resources.

By contrast, countries including Norway, Canada, and the USA, from
which Japan imports fish, apply an Individual Quota (1Q) system, in which
a specific catch volume is allocated to each ship. Because of this, all ships
attempt to catch only mature fish of the size with the highest market value.
This has the effect of preserving resources. The application of this system
in Japan has been prevented by opposition from existing fisheries
operators.

However, Japan’s first IQ system has been recently applied to shrimp
fishing on Sado Island. Kojun Hamada’s chapter discusses the effects of
the introduction of this system. Under this project, fishermen have been
able to harvest shrimp during the period when unit prices are highest. This
has increased average prices and offered the shrimp fishermen significant
benefits in a short period. Mari Koyano’s chapter provides an overview of
the current status of management of sea urchin and sea cucumber
resources, and presents an evaluation of the legal issues surrounding the
management of these resources.

In Chap. 4, Masayuki Komatsu indicates that the introduction of this
first 1Q system was made possible by the participation of the Niigata
Prefecture administration.
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Part II1: Tourism Policy (Yasushi Shinohara; Yoshitaka Mizoo

and Kumiko Tomikawn)

The tourism industry is one in which each regional area possesses an indi-
vidual comparative advantage. The number of inbound tourists to Japan is
growing rapidly, and exceeded 20 million in 2016. As Yasushi Shinohara
indicates in Chap. 7, the easing of existing tourism-related regulations
affecting the acceptance of foreign tourists will raise the quality of tourism
services in the nation.

The most essential regulatory reform related to the tourism industry
in Japan is reform in the area of minpakn. With the increasing number
of inbound tourists, the shortage of floor space in Japan’s hotels has
become more apparent. Moreover, tourists from overseas want to
experience the Japanese lifestyle, and would therefore often prefer to
stay in private homes rather than hotels. Normal houses are also more
convenient, offering access, for example, to kitchens and washing
machines.

In recent years, the development of easily accessible accommodation-
intermediary services such as Airbnb has resulted in the increasing offering
of minpakn accommodation in Japan. But this is, strictly speaking, illegal,
because it has been stipulated that an individual or business renting out a
residence for a period of less than one month is regarded as a hotel busi-
ness, and must satisfy all the requirements of a hotel business, such as hav-
ing a front desk.

In response to these new developments, minpakn was legalized for a
stay longer than six days within National Strategic Special Zones, and the
first reform measures have been put into effect in Tokyo’s Ota Ward. In
addition, in September 2016 it became possible to ofter minpakn accom-
modation for periods from two days and upwards in National Strategic
Special Zones throughout the nation.

The Act on Land and Building Leases does not stipulate a minimum
rental period, and rooms therefore technically can be rented for periods
commencing from one night. However, Article 2 of the Hotel Business
Act defines a hotel business as one that provides accommodation in
exchange for a fee, and specifies the conditions defining accommodation
as the use of bedding. In other words, in practice, a rental arrangement
which involves the provision of a change of sheets is regarded as a hotel
business. Therefore, minpakn arrangements, which involve renters fixing
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their own meals and doing their own washing, represent a rental of a nor-
mal residence. The considerable political power of the hotel industry has,
as it were, produced a distortion of the law, resulting in the application of
restrictions.

Returning to a more natural interpretation of rental business and hotel
business, the minpakn allowed in National Strategic Special Zones is
defined as house rentals, and offered under conditions such as the keeping
of a register of renters by the landlord (in part as an anti-terrorism mea-
sure) and the establishment of a liaison to resolve any trouble that may
arise with neighbors. The background to this development is discussed by
Kumiko Tomikawa in Chap. 9.

An important requirement for the revitalization of the tourism industry
in regional areas will be that each region takes the lead with regard to
tourism services in its own region, as pointed out by Yoshitaka Mizoo in
Chap. 8. The formulation of tourism plans for specific regions suited to a
diverse range of tourists will be indispensable to the development of tour-
ist areas. Traditionally, however, only specialized travel managers who had
passed an examination covering a wide range of subjects were authorized
to formulate travel plans. Thus, individuals possessing expertise related
only to a specific region could not pass the required examination, and
therefore have not been put to use in responding to the increase in
inbound tourism. Because of this, a new qualification enabling travel man-
agers to formulate travel plans for a specific region has been established in
Semboku City, a National Strategic Special Zone. If this relaxation of
restrictions were to be extended to the entire country, it would be possible
to realize the region-led revitalization of the tourism industry proposed by
Mizoo throughout Japan.

Group Two: Administrative Reforms

Another type of reform that will be effective in promoting regional revital-
ization is administrative reform of the system of allocation of fiscal bur-
dens between municipal governments and the national government.
However, this is not a simple matter of pushing ahead with regional
decentralization.

The types of services that municipal governments offer may be classi-
fied as the following:
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(1) Provision of standardized national services for residents, such as
medical care, education, and social security. The national govern-
ment requires local governments to offer such services at or above
a standard level throughout the nation.

(2) Provision of local public goods, such as community centers, librar-
ies, and concert halls. Each municipal government is expected to
choose its level of service provision.

The national government is responsible for all expenses for the former
services, while municipal governments are responsible for the expenses of
the latter services.

However, a certain level of fiscal adjustment by the national govern-
ment is considered necessary in order to reduce the disparities in ability-
to-pay between different municipalities. This may be called “fiscal
equalization.”

The resulting division of fiscal responsibility between the national gov-
ernment and municipal governments is shown by @ through @ in Table 1.
The principle here is that the national government decides the amount of
fiscal resources to be allocated for the services it provides, and municipal
governments have complete discretion in the application of fiscal resources
for the services they provide.

In actuality, however, the current system for the division of the fiscal
burden functions not as shown by @ through @, but as shown by @
through @. In other words, municipal governments are granted discretion
in disbursing fiscal resources which they should not disburse at their dis-
cretion, as shown in ®, while they are granted only a small margin of dis-
cretion in relation to resources over which they should have complete
discretion, as shown in ®. This situation distorts incentives for municipali-
ties to provide services.

Box @ in Table 1 encompasses services which should be solely financed
by the national government, but in reality municipalities are required to
partially finance them, as shown in ®. This gives municipalities an incen-
tive to control any influx of elderly residents into the municipality, because
this will reduce its financial burden. This is discussed in Parts IV and V.

Local public goods need to be financed in part by municipal govern-
ments and in part by the national government, as fiscal equalization mea-
sures between municipalities. Part VI, which considers the system of local
public finances, demonstrates that incentives for municipal governments
are distorted even with respect to the provision of public goods.
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Part IV: Public Service Sectors for the Elderly (Wataru Suzuki;

Yasushi Iwamoto and Masayoshi Hayashi)

Regional areas, in which land rents are lower, clearly possess a comparative
advantage in the provision of elderly services, such as the establishment
and management of nursing homes.

Nevertheless, few retirees move to regional areas. One reason for this is
that regional municipalities do not welcome influxes of elderly residents.
For example, municipal governments are often reluctant to allow the con-
struction of new care facilities in their nursing care project plans. Migration
of the elderly from metropolitan areas to regional areas disadvantages
regional municipal governments, because these governments are then
required to shoulder a considerable financial burden for social insurance
(nursing care insurance, National Health Insurance, etc.), while the elderly
pay only a small amount in local taxes.

In the case of National Health Insurance, the central and prefectural
governments only finance a part of the medical benefits. The remainder is
financed by insurance premiums and by the tax revenue of the municipal
government. This means that the financial burden on the municipality
increases as the number of elderly residents increases. The same is true of
nursing care insurance. As Masayoshi Hayashi points out, this provides
municipal governments with an incentive to discourage the immigration
of elderly citizens into their regions by not approving the construction of
new care facilities.

In Chap. 10, Wataru Suzuki summarizes the view that municipal govern-
ments would welcome an influx of elderly residents if the public financing
system were reformed to ensure that such an influx would not increase the
social-insurance related financial burden on the municipal governments.

In the case of National Health Insurance, these reforms would involve:

(1) maintenance of the current municipality-based framework;

(2) calculation of'a “model benefit” for people in each age cohort based
on the average per person benefits for that age cohort throughout
the entire country (the older the cohort, the higher the model ben-
efit amount would be, reflecting the higher risk of illness);

(3) provision by the national government of an amount corresponding
to the model benefit to each participant (this represents the “risk
structure adjustment” between municipalities proposed by Yasushi
Iwamoto in Chap. 11);
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(4) provision by municipalities of the excess of the total realized ben-
efit payments over the total model benefit payments for local elderly
insurance subscribers.

As a result, National Health Insurance for the elderly would be financed
in principle by national tax revenue alone rather than by regional taxes or
insurance premiums. This mechanism would reduce the average burden
on municipalities to zero. However, if, for example, a municipality were
negligent in applying preventive measures, resulting in the payment of
benefits higher than the model benefit for a resident’s age, then the differ-
ence would be made up by the municipality.

If these reforms were implemented, influxes of elderly people would be
welcomed by regional municipalities since they would bring with them the
model benefits financed by the central government. Municipal govern-
ments would then begin to approve the construction of new care facilities
more willingly than before. The regional cities which succeeded in attract-
ing retirees would also benefit from increased sustainable employment
opportunities in the services industry. As a result, young people would also
move to the regional cities. As this demonstrates, regional areas can achieve
growth through their specific comparative advantages.

In Chap. 12, Masayoshi Hayashi reveals that the same problems are also
found in the nursing care insurance system. He unravels the complex divi-
sion of the financing burden of the existing National Health Insurance
system among various levels of government.

In Chap. 13, Hatta (2017) elucidates the proposal and estimates that
the “the model benefit” or “standardized expense” for the national health

insurance would be 125,000 yen for cach additional resident younger than
65, and 556,000 yen for cach additional resident older than 65.

Part V: Measures to Addvess Japan’s Low Birth Rate (Tntsuo Hatta;
Muasayuki Nakagawa and Watarn Suzuki)

In order to address the nation’s declining fertility rate, the government
believes it is necessary to encourage migration of the younger population
away from the TMA, because the fertility rate of Tokyo is among the low-
est of large cities in Japan. However, as Fig. 2 shows, Yokohama City,
Kawasaki City, Saitama City, Chiba City, and other cities with populations
of over one million which function as bed towns for the Greater Tokyo
Area all display fertility rates of around 1.30. This figure is higher than that
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of regional cities such as Sapporo City (1.08), Sendai City (1.21), and
Fukuoka City (1.24). This indicates that encouraging migration away
from the TMA is inconsistent with the original goal of increasing the fer-
tility rate of the nation as a whole.

Why, then, is the fertility rate of Tokyo itself low? In Chap. 15, Masayuki
Nakagawa argues as follows: Female students and new graduates move to
Tokyo from regional areas for education or in search of employment.
When these women marry and look towards starting a family, they move
to suburban cities such as Chiba and Saitama to take advantage of lower
rents. Because of this, the fertility rate of Tokyo remains low, while the
fertility rates of its peripheral cities are relatively high.

In the case of the majority of other large cities in Japan, a significant
proportion of the suburban areas are incorporated within the boundaries
of the city area itself, and their fertility rates are therefore higher than that
of Tokyo, where the greater proportion of the suburban areas are outside
the city area. According to Nakagawa, the data indicate that in the cases of
Sendai City, Fukuoka City, and Sapporo City, the marriage rate is high in
the suburbs and low in the central city. That is, the trend observed in
Tokyo is also observed in these cities. Therefore, the fiscal measures being
pursued by the government to encourage young people to move to
regional areas from the TMA will be ineffective as a measure to increase
the fertility rate of the nation as a whole.

Instead, reform of the local public finance system would be effective for
this purpose. Wataru Suzuki argues that the system of local public finances
has needlessly lengthened the waiting list for childcare in various areas of
the TMA, and has reduced the fertility rates of these areas.

According to Suzuki, municipalities which expand their budgets for
childcare will find themselves facing an influx of “childcare refugees” from
surrounding municipalities, which will have the effect of increasing the
city’s expenditure on childcare. This explains why large cities with long
childcare waiting lists find it difficult to shorten these lists even if they
initially expand their childcare budgets.

The fundamental solution to this problem is for the central government
to provide a model benefit for childrearing support measures to each of
the nation’s municipalities. With this model benefit, the central govern-
ment would finance municipalities for the full amount necessary for stan-
dard childcare services. As a result, municipalities would experience zero
burden in implementing standard childrearing support measures. Thus,
the increase in childcare expenses due to population influx would be
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matched by increased support from the government, thus eliminating the
problem of undersupply of childcare services. This reform of fiscal mea-
sures would allow municipalities to develop childcare facilities as desired,
with no concern over an influx of “childcare refugees.” All things consid-
ered, this could be expected to have a significant effect in addressing
Japan’s declining birth rate.

Note that the concept of the central government’s provision of “model
benefits” for childcare support discussed in Part V is closely related to that
for health and nursing cares for the elderly discussed in Part I'V.

Part VI: Local Government Fiscal System (Motohiro Sato;

Watarn Kobayashi and Tomomi Miyazaki)

Turning now to the allocation of the fiscal burden for local public goods,
a portion is funded by municipalities themselves (@ in Table 1), and a por-
tion is financed by the national government (@ in Table 1) as a fiscal
equalization measure.

In Chap. 19, Tomomi Miyazaki indicates that in the case of @, which
municipalities themselves should be able to finance at their own discre-
tion, it is actually institutionally difficult for municipalities to exercise their
discretion, as indicated in ®. This difficulty is caused, among other things,
by the fact that the effective property tax rate is reduced for small resi-
dences as a special measure (reducing the value evaluation standard for
taxation to one-sixth of the assessed value). The property tax is thus not
functioning as a benefit tax. Miyazaki recommends reforms to ensure full
levying of property tax as a benefit tax.

On the other hand, the portion of the expenditure financed by fiscal
equalization measures from the central government, over which, in prin-
ciple, municipalities should not exercise their own discretion (@ in
Table 1), can actually be increased by the municipalities, shifting the
resulting fiscal burden to the central government.

Moreover, because the government guarantee of fiscal resource provi-
sion extends to local government bonds, the interest rate of these bonds
has been reduced to the level of government bonds. As Motohiro Sato
points out in Chap. 17, this “low rate of interest on local government
bonds renders the actual cost of public projects and public facilities
(including risk) unclear.”

Sato goes on to indicate that local residents are hardly aware of the
costs involved in policies and projects decided on by local governments.
He attributes this to the fact that “local governments have previously
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functioned as little more than subsidiary organs of the central govern-
ment, implementing policies and projects that the central government for-
mulated and financed.”

In order to address this issue, in Chap. 18 Wataru Kobayashi points to
three important issues related to local allocation tax grants: (1) the scope
of and standards for the guaranteed fiscal resources; (2) the measurement
of the “ability-to-pay” of local governments; and (3) reform of the fiscal
system for local governments not receiving local allocation tax grants.

CoNCLUSION: THE STRUCTURAL REFORMS ESSENTIAL
TO REGIONAL REVITALIZATION

The key to an economic growth strategy is to transfer resources from low-
productivity sectors to high-productivity sectors.

Companies involved in primary industry and the elderly services indus-
try can achieve a high level of productivity in regional areas, with their rich
natural environments and broad areas of land. By contrast, most compa-
nies involved in cutting-edge international industries can achieve high
productivity in large cities, where they can take advantage of the agglom-
eration economy.

Regional revitalization initiatives based on the “Machi, Hito, Shigoto”
framework are attempting to encourage the relocation of corporations
engaged in cutting-edge industries in metropolitan areas to regional areas,
while leaving in place the existing systems that impede corporate
participation in primary industry or the migration of the elderly to regional
areas. Such policies are similar to refusing access to the sports field to a
child with an outstanding talent for baseball and offering that child noth-
ing but mathematics textbooks.

If companies, young people, and the elderly are able to freely migrate
between regional areas and metropolitan areas, they will be able to choose
the location in which they will achieve their highest productivity. This
approach to regional revitalization fits in with the “third arrow” of
Abenomics. Reform of regulations to allow the entry of companies to the
agricultural, tourist, and childcare and elderly services industries in regional
areas, in addition to the reform of local public finance, will be essential to
the realization of the potential of Japan’s regional areas.

Asian Growth Research Institute, Kitakyushu, Japan Tatsuo Hatta
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NOTE

1. Calculated from 2013 prefectural accounts (production-side; actual) and
estimated population. Note that Shizuoka City, Sakai City, Hamamatsu
City, Sagamihara City, and Kumamoto City do not announce total produc-
tion figures, and are therefore not included among government-designated
cities here.
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PART I

Regulatory Reforms: Agricultural
Policy



CHAPTER 1

Agricultural Policy: Supporting the New
Developments in Japan’s Agriculture

Masayoshi Honma

Abstract Japan’s agriculture is changing both in the field and in policy
terms. The first change is the development of new farm activities and a
system of distribution of agricultural products, and the other is the break-
ing up of the “iron triangle” which has been the foundation of Japan’s
agricultural policy to date.

In the field, managers practicing advanced agricultural management are
beginning to appear. But the creation of food value chains based on “mar-
ket in” strategies is lagging behind, and is being impeded by Japan’s dis-
tribution system.

Japan’s Agricultural Cooperatives (JAs) are the institutions behind the
distribution problems. The Abe administration is working to break up the
“iron triangle” which includes JAs, but the process is still underway.
Further reform is desirable.

Keywords Agricultural policy ® Food chain e Market in e Liberal
Democratic Party © Ministry of Agriculture ® Forestry and Fisheries
Agricultural Cooperatives ® “iron triangle” o Agricultural Cooperative
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M. Honma (b<)
Department of Economics, Seinan Gakuin University, Fukuoka, Japan

© The Author(s) 2018 3
T. Hatta (ed.), Economic Challenges Facing Japan’s Regional Areas,
https://doi.org,/10.1007 /978-981-10-7110-2_1



4 M. HONMA

Change is coming to Japan’s agriculture. Irrespective of the fate of the
Trans-Pacific Partnership (TPP) negotiations, the nation’s agricultural
sector must formulate a new survival strategy and create twenty-first-
century business models. More than a movement away from Japan’s long-
lasting postwar agricultural policy, this represents an escape from the
“1940 system,” created during the Second World War, in the sense that it
has formed the basis of that postwar agricultural policy (Honma 2014).

What we are witnessing is the collapse of the “iron triangle” formed by
the Liberal Democratic Party (LDP), the Ministry of Agriculture, Forestry
and Fisheries, and the agricultural cooperatives. With the re-examination
of the acreage reduction policy and the reform of the agricultural coopera-
tive system, agricultural policy is beginning to move in a very different
direction from its previous course (Honma 2015). New fruit and vegeta-
ble businesses, which have not been reliant on policy measures for their
establishment, are also being nurtured (The 21st Century Public Policy
Institute 2016). The points for discussion offered here will consider
Japan’s agriculture from two perspectives.

The first perspective is that of the development of a new agriculture.
Throughout Japan, entirely new agricultural businesses are being created, and
the possibilities for Japanese agriculture are multiplying. However, problems
can also be observed. Can agricultural policy contribute to their solution?

At the same time, Japan’s traditional agriculture is in a state of dead-
lock, and is undergoing a process of decline. What is causing this? Our
second point for discussion concerns the re-examination of the system
which has traditionally underpinned Japan’s agricultural policy, and the
escape from that system. Rather than the LDP or the Ministry of
Agriculture, Forestry and Fisheries, it is the agricultural cooperatives
which are clinging to the old system. Why is this?

In Chap. 2, Kazunuki Ohizumi addresses our first point for discussion.
First, Dr. Ohizumi considers the initiatives implemented by practitioners
of advanced farm management, and finds that the points they have in
common are the adoption of market-oriented strategies which emphasize
product development based on consumer needs, and a focus on the cre-
ation of food chains which encompass the entire flow from producer to
consumer. However, these food chains are not yet sufficiently strong, and
despite efforts to increase added value, such initiatives do not transcend
the domain of the “individual value chain” and have little influence on the
surrounding agricultural milieu (Ohizumi 2018).
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Dr. Ohizumi indicates that it is the system of distribution based on
product-oriented approaches which impedes the creation of food chains.
The Staple Food Act in the case of rice, the Wholesale Market Act in the
case of vegetables, meat and flowers, and the system of designated orga-
nizations for the production of raw milk—all these systems related to
agricultural products serve to separate the domains of production and
consumption. The separation of producers from consumers fosters the
delusion that producers exist independently. This nurtures a culture
which rejects cooperation with other industries and the entry of outsid-
ers to the sector, impeding the creation of food chains. In order to real-
ize a fully fledged new direction for Japanese agriculture, it will be
essential to fundamentally reform the system which separates producer
and consumer.

Taking up our second point for discussion, in Chap. 3 Kazuhito
Yamashita argues that Japan’s agricultural cooperatives are the driving
force behind the system described by Dr. Ohizumi. The national system
responsible for the administration of agricultural production during the
Second World War was carried over into the agricultural cooperative sys-
tem in the postwar period. Japan’s agricultural cooperatives are therefore
not independent bodies, but rather government-administered organiza-
tions. They were positioned from their inception as the organs responsible
for the ultimate implementation of agricultural policy, and have been
granted a variety of special privileges as a result (Yamashita 2018).

Dr. Yamashita argues that in seeking to maintain their privileges, the
agricultural cooperatives have in fact contributed to the decline of
Japanese agriculture. In particular, they have adhered to a policy of high
rice prices in order to maintain commissions, and have thus continued a
policy of reducing the acreage under cultivation on rice farms for more
than 45 years. In order to enable this, they have set prohibitively high rice
tariffs to discourage imports, and have opposed the reduction of tariffs by
the World Trade Organization (WTO) or through the establishment of
the TPPD.

The efforts of the Abe Cabinet toward reform of the agricultural coop-
eratives have produced certain outcomes, but are still in progress. In the
area of rice policy, a transition toward the production of fodder rice is
proceeding as a new form of the acreage reduction system. Dr. Yamashita
suggests that the scrapping of this policy, which entails enormous subsi-
dies, and the transition to a system of direct payments to protect farmers
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while allowing the market to determine the price of rice would reduce the
disparity between domestic and overseas rice prices, increasing the poten-
tial for export (Yamashita 2015).

Political reform will also be necessary to enable Japan to exit the old
system, and the dissolution of the “iron triangle” would be one desirable
initiative. The conditions are auspicious. The former Minister for
Agriculture, Forestry and Fisheries has a background in trading companies
rather than agricultural interests and the current Minister is a former offi-
cial of the Ministry of Economy, Trade and Industry. The minister respon-
sible for overseeing the Council for Regulatory Reform, which is the
driving force behind reform of the agricultural cooperatives, is passionate
regarding agricultural reform, and this is another factor which has been
behind the Cabinet-led push for reform of the agricultural cooperatives.
We can regard the era when political supporters of the agricultural sector
came together with an immovable resolution to defeat reform proposals as
over.

These changes in the political climate are being observed because agri-
culture itself is changing. While the agricultural cooperatives might cling
to the old system, farmers are moving forward. Rice farms of 100-200
hectares are appearing throughout the country, and many fruit and vege-
table farmers are making use of information and communications technol-
ogy (ICT) and other new technologies. In the area of dairy farming also,
producers and distributors who supply raw milk without involvement with
designated organizations are also appearing.

The issue for agricultural policy will be how to support these new devel-
opments, and how to bring the majority of farmers within its purview. It
will be important above all not to impede their activities, and essential to
fundamentally reform the systems which break up food chains. Further
desirable initiatives would be the abolition of the acreage reduction sys-
tem, the re-examination of the systems governing agricultural land which
impede the free acquisition of land, and the adoption of policies to encour-
age greater efficiency in the operation of agricultural cooperatives and
increased competition between the cooperatives in order to further
advance the reform of the organizations.
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CHAPTER 2

A New Direction for Agriculture in Japan

Kazunuki Ohizumsi

Abstract The only means available to Japan to increase the total produc-
tion value of the nation’s agriculture is the expansion of the sector of farm
management which generates the highest production value, in particular
“advanced agricultural management,” which generates sales of over 50
million yen per year.

The business foundation for management of this type is provided by
the creation of food chains with the “market in” concept. A food chain
can be considered as a single linked system incorporating all functions
related to food supply, from the production of agricultural goods to their
processing, distribution, and consumption. This type of agriculture is
termed “food chain agriculture” in this chapter. This chapter offers a dis-
cussion of the characteristics of food chain agriculture and the potential of
Japanese agriculture.

Keywords Food chain agriculture ® Advanced agricultural management ®
Market in ® Value chain ® “sextiary industry” e Agriculture-commerce—
industry collaboration e Contract cultivation ® Horizontal division of
labor e Vertical integration
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1 INTRODUCTION

I believe that in order to increase Japan’s agricultural output, we ulti-
mately have no choice but to rely upon the small proportion of the nation’s
farms which produce a high output. My expectations in this respect are
particularly high for farms under advanced farm management, manage-
ment which produces sales volumes of 50 million yen or more per year.
While constituting less than 1% of Japan’s farms, these enterprises produce
one-third of the nation’s agricultural output.

Agricultural business strategies of this type are known by a variety of
names—contract farming (planned production), agriculture-commerce—
industry cooperation, integration, the “sextiary sector,” and so forth—but
their common basis is agriculture positioned within a food chain flowing
from downstream to upstream, with agricultural production based on
market needs.!

A food chain can be considered as a linked chain of functions related to
the supply of food, stretching from the growing or raising of agricultural
products, through processing and distribution, to consumption. None of
these functions exists independently of the others; they are mutually
related within a single flow up to the ultimate consumption (or sale) of the
product, and each operates in cooperation with the others.

When a food chain is created, mutual links between processes are
close, and information is able to flow in both directions between
upstream and downstream. Because of this, factors including the qual-
ity, form, and price of the product and the distribution routes
demanded by the market can be known prior to production, and pro-
duction can be planned accordingly. Production of this type is neces-
sarily production based on the needs of the consumer, or in other
words, “market-oriented” production.

A number of cases will be taken up below in order to consider the level
of diffusion of these business strategies.

2 DEVELOPING A NEW AGRICULTURE
THROUGH THE CREATION OF FOoD CHAINS

Food chains are being created by a variety of processes seeking to add
value to agricultural products; in Japan, these processes are termed the
“sextiary sector,” agriculture—industry-commerce cooperation, and
“integration.” The “sextiary sector” is being brought into existence
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where agricultural policy is actively striving to create food value chains.
Here, agricultural producers are increasing their profitability by expand-
ing from the simple sale of agricultural products into high value-added
businesses such as food processing and the service industry. By contrast,
the frameworks termed agriculture—industry—commerce cooperation and
integration involve companies taking the initiative to create more ratio-
nalized food chains. Production based on the needs of processing and
marketing companies results in the realization of high value-added agri-
cultural products. This category includes Calbee, Nippon Ham, Ise Farm,
and Frieden. While the “sextiary sector” and integration differ in that
farmers and companies are their respective driving forces, they each
involve the creation of food chains based on vertical divisions of labor.
Agriculture—industry—commerce cooperation, by contrast, involves the
creation of food chains based on a horizontal division of labor between
farmers and companies.

Planned production based on contracts, marketing activities, and the
acceptance of orders is also increasing in areas involving the production of
fresh produce rather than processed foodstuffs, specifically the rice and
vegetable agriculture industries. In the case of rice agriculture, a model in
which rice distributors take the needs of the food services industry and
similar sales channels into consideration and play a coordinating role with
rice producers has recently become increasingly common in Japan. Large-
scale farms including Uchida Farm (Kumamoto Prefecture; 50 hectares),
Tanaka Farm (Tottori Prefecture; 100ha), Yokota Farm (Ibaraki Prefecture;
100ha), Sometani Farm (Chiba Prefecture; 108ha), and Fukuhara Farm
(Shiga Prefecture; 160ha) are among the businesses which have adopted
this model and increased their size (Map 2.1).

In the area of vegetable agriculture, a pattern in which farmers conduct
direct marketing activities to retailers and restaurants, leading to the
receipt of orders and the introduction of planned production, can be
widely observed. Wagoen in Chiba Prefecture, Top River in Nagano
Prefecture, Misuzu Life in Nagano Prefecture, and Yasai Club in Gunma
Prefecture are among these.

In cases in which the food services industry and logistics companies
involve themselves in the production of fresh produce, we are seeing a
model of planned production based on the particular needs of specific
companies and the volumes of produce they require. Valor in Gifu
Prefecture, Seven Farm in Chiba and other prefectures, Watami Farm in
Hokkaido and other prefectures, and AEON AGRI CREATE in Saitama
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Map 2.1 Large-scale farms in Japan. Note: This map was prepared by the author.

Prefecture are among the businesses employing this model. As we have
seen, corporate involvement in agriculture is leading to the creation of
food chains based on a vertical division of labor; in other cases, food chains
are being created involving a horizontal division of labor.

In each case, elements including the quantity to be shipped, the period
for delivery, and price are decided prior to production, and production is
planned in order to enable the targets to be met. Whether the develop-
ment of a food chain is an explicit goal or not, food chains are created
between the participants in market-oriented planned production.
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It has been indicated that cases in which corporate involvement in agri-
culture and the development of a “sextiary sector” have failed have been
due to an inability to create sales channels as projected. These failures have
been due to the adoption of a “product-oriented” approach. A product-
oriented approach prioritizes the inclinations and circumstances of the agri-
cultural producer in deciding on specific products and production volumes.
It might be said that for such an approach, the entire process is over when
the product appears. In the case of agriculture, however, the adoption of a
“market-oriented” approach, the creation of sales channels, and the cre-
ation of a food chain are at the apex of Key Factors for Success (KES).

3 REALIZING GROWTH IN AGRICULTURE BY MEANS
OF ADVANCED FARM MANAGEMENT

The shared point in all of these initiatives is that they are market-oriented
businesses involved in food chains. But the adoption of a market-oriented
approach is not as simple a matter as it may appear. Agriculture is an indus-
try which innately involves high levels of uncertainty, due to factors includ-
ing environmental conditions and insect damage. Even when production
plans are formulated based on the needs of the market, production often
fails to proceed according to plan. This necessitates a large number of cor-
rections and solutions. Advanced farm management implements these
solutions proactively in order to increase output. This increases the scale
of farms and boosts productivity, realizes high value-added agricultural
products, and increases employment and ties between farm managers in
farming communities.

With regard to the achievement of increased productivity, the reorgani-
zation of all agricultural production procedures based on contracts, for
example rice farmers extending their cropping period by deciding on the
specific fields to plant and the date to plant by calculating backwards from
the date of shipping, reduces machinery depreciation costs and enables the
economic allocation of labor resources, resulting in significant cost reduc-
tions. This enables farm management to look towards 100ha operations,
as indicated above. This is because when prices and the volume of produc-
tion are decided prior to production, it is possible to introduce measures
to increase profits in accordance with the specific arrangement. Such
efforts to increase productivity are not restricted to rice farming.

Advanced farm management collects and makes use of all the data involved,
making it possible to conduct focused management (for example, by deciding
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on the critical amount of stock feed to be produced or allocating the use of
machinery on rice farms). This ensures competitive and technological
superiority.

Agriculture-commerce—industry cooperation, integration, “sextiary
sector” approaches, and similar forms of farm management do not merely
increase productivity, but also enable the realization of a high value-added
agriculture, through the manufacture of processed products and the devel-
opment of agricultural services (pick-your-own farms, tourist farms, etc.).

Advanced farm management also expands employment. With around
50ha under cultivation, a rice farm subject to this type of management will
require part-time and temporary workers. Again, this is not restricted to
rice farms. Any farm being managed to produce sales in the 100 million
yen bracket will rely a great deal on part-time workers. When we reach the
200-300 million yen bracket, the farms begin to employ full-time work-
ers. Wages are not necessarily high, but the farm’s output will be increased
by at least ten million yen per full-time worker, a figure which sufficiently
clears the conditions for employing full-time workers among Japan’s farm
managers.

In an attempt to ensure opportunities for employment of the elderly,
Japan has adopted agricultural policies skewed towards rice farming, for
example, artificially maintaining the price of rice. As a result, agriculture
has become an unappealing industry: 72% of all of the nation’s rice farms
(840,000 households out of 1.17 million in 2010) are in the red and have
no prospect of entering the black. The offspring of farming families are
not taking over farms from their parents, and new blood is not coming
into the industry. The average age of Japan’s farmers, 66 at present, is
increasing annually. The discussion above demonstrates that the choice
open to us is to discontinue the policy of maintaining the price of rice in
order to provide employment in farming villages, and expand employment
opportunities by increasing quality and productivity through the intro-
duction of advanced farm management.

Advanced farm management also contributes to increasing the number
of farm managers. There are two routes towards the realization of this
goal: making farm employees independent, and the fostering of managers
by farming families.

Farm employees can be made independent by allowing an employee
who has displayed ability on a farm to establish a separate business under
the farm’s name, or by establishing an employee education function which
aims from the beginning to make employees independent. There is an



A NEW DIRECTION FOR AGRICULTURE IN JAPAN 15

increasing trend in the area of advanced farm management towards the
establishment of systems of education to foster management successors. It
has been indicated that it is difficult to develop from a traditional farmer
into a farm manager, but the number of farmers who are becoming incor-
porated in production and sales systems which create food chains, with the
result that they operate their farms as farm managers, is increasing. In the
area of vegetable farming, results are being realized by production man-
agement and sales systems; in livestock production, consignment systems
are in use. In addition to this, agriculture—commerce—-industry coopera-
tion is producing outcomes in this regard, and farm mergers and acquisi-
tions (M&A) are also contributing to the realization of high-productivity
farm management.

4  CREATING AN ENVIRONMENT FOR THE DEVELOPMENT
OF NEW AGRICULTURAL BUSINESSES

Nevertheless, the food chains which are being created by advanced farm
management do not yet possess sufficient strength. The system fails to
realize its full potential to the extent that it relies on contracts. Advanced
farm management in Japan is not yet actively opening up new markets or
engaging in product development, to say nothing of working to create
export opportunities. The realization of increased productivity relies to a
significant extent on the individual efforts of farm managers, and as a
result the level of the industry as a whole is not improving. The “sextiary
sector” is realizing value-added production, but the scope is not expanding
beyond the individual food value chains created by individual farms, and
there is little ripple effect on surrounding enterprises. Above all, advanced
farms are positioned as maverick operations within the agricultural indus-
try (i.e. the sector defined by the triangle of administration, agricultural
cooperatives, and politics); for example, the number of farms under
advanced management is not even 1% of all agricultural enterprises.

There are reasons why the mainstream of Japan’s agricultural industry
confines itself to product-oriented production, beginning with agricul-
tural policy. Every country engages in product-oriented agriculture to a
greater or lesser extent, but the situation in Japan is fixed in place by the
systems in eftect.

For example, in relation to rice there is the Staple Food Act (Act for
Stabilization of Supply-Demand and Prices of Staple Food), and in relation
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to vegetables, meat and flowers there is the Wholesale Market Act. In the
area of unpasteurized milk production there is the Act on Interim Measures
concerning Compensation Price for Consumers of Milk for Manufacturing
Use. All of these systemic measures serve to isolate producers from con-
sumers. In the case of rice, price negotiations on a transaction basis
between the National Federation of Agricultural Cooperative Associations
and wholesalers; in the wholesale market system, competition within the
market; and in the area of unpasteurized milk, milk price negotiations
between designated unpasteurized milk producers’ bodies and milk prod-
uct makers, are also functioning to isolate the two sides.

However, changing this structure will be very difficult. This is not
merely because the number of advanced farms is low and the system does
not possess adequate strength, but also because the main approach of pro-
tectionist agricultural policies is to artificially maintain prices by adjusting
the level of production. In the cases of rice and unpasteurized milk pro-
duction in particular, laws systematize the adjustment of production. It is
necessary for producers to maintain production at a level at which it can
be controlled, and as a result, agricultural production becomes sealed off
in its own realm. Having been placed in this position for an extended
period, Japan’s agricultural sector has succumbed to the delusion that it is
independent of changes in the broader social environment, and this has
created a culture which refuses to cooperate or engage with other indus-
tries, rendering the creation of food chains a difficult matter.

If we give consideration to actual agricultural business, cooperation
with other industries including marketing and processing is important not
merely in Japan, but throughout the world. The agricultural sector is not
a uniquely independent sector in the world of industry; it is involved in
food chains, and has an organic relationship with the materials production
and supply sectors and the product processing and marketing sectors. I
want agriculture to become one of the sectors supporting economic
growth in Japan. However, despite the fact that there is a practical transi-
tion to advanced farm management underway, Japan’s main agricultural
sectors remain backward-looking in this area.

In order to realize reforms, we will first need to address protectionist
policies, replacing policies focusing on price (artificial maintenance of the
price of rice, etc.) with a system of direct payments, and replacing the laws
that isolate production from distribution with a system that promotes the
creation of food chains. We must also create an environment which makes
it possible to build more extensive networks between agriculture and other
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industries. It will be essential to reconsider the price maintenance system,
upgrade distribution networks, and expand the involvement of companies
from outside the industry in agriculture, and it will be necessary to reform
the policy environment in order to do so.

NOTE

1. The “sextiary sector” (sometimes called the “sixth sector”) is a Japanese
term referring to the diversification of agriculture into agriculture-related
manufacturing and services such as food processing and restaurant manage-
ment. The concept of a “sixth sector” originates from the idea of combining
agricultural production (Primary industry: 1) with processing (Secondary
industry: 2) and distribution and sales (Tertiary industry: 3) to generate a
synergistic relationship (1x2x3=06).



CHAPTER 3

Japan’s Agricultural Policy: Escaping
the Ancien Régime

Kazubito Yamashita

Abstract In Japan, high rice prices, supported by Japan’s agricultural
cooperatives (JAs) and realized by acreage reduction programs that subsi-
dize farmers to cultivate products other than rice for human consumption,
have enabled small-scale, inefficient part-time farmers to survive. Income
earned by part-time farmers in non-agricultural jobs is deposited with the
JA Bank, making it Japan’s second-largest bank. The Abe administration
initiated reforms of JA but has made no significant gains. Instead, the
administration has increased acreage reduction subsidies for fodder rice.
This will substantially reduce imports of US corn. If the USA were to
bring a dispute to the WTO, it would be allowed to apply retaliatory tariffs
to cars imported from Japan. This could lead to the abolition of the acre-
age reduction policy.
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1  FACTORS IN THE DECLINE OF JAPAN’S AGRICULTURE

Japan’s agriculture is in decline. This decline is particularly conspicuous in
the case of rice agriculture. Rice farms account for 70% of Japan’s farms,
but they produce only 20% of the nation’s agricultural output. This fact
serves to demonstrate that rice agriculture in Japan is being conducted by
small-scale and inefficient farms.

The attempt to ensure farming incomes through manipulation of the
price of rice is a particular characteristic of Japan’s postwar agricultural
policy. From the 1960s onwards, Japan’s Agricultural Cooperatives (JAs)
launched a major political push in relation to rice prices under the Food
Control System, which saw the government purchase rice from farmers.
Pressed by the JAs, which were organizing the farming villages that pro-
vided a support base to the Liberal Democratic Party (LDP), the govern-
ment and the ruling party increased rice prices.

Since the scrapping of the Food Control System in 1995, high rice
prices have been maintained by the acreage reduction program. Under
the program, farmers are paid subsidies to reduce their rice production
in order to increase the price of rice. Taxpayers bear a burden of 400 bil-
lion yen for these subsidies. In addition, high rice prices mean that con-
sumers bear a burden of 600 billion yen. The scale of Japan’s rice
production is two trillion yen, and the nation’s citizens bear a burden of
one trillion yen.

High rice prices have had a negative impact on rice agriculture.
High prices have enabled high-cost, small-scale part-time farmers who
should have retired from the industry to continue to produce rice.
These farmers will not relinquish their land, making it difficult for full-
time farmers attempting to live exclusively by farming to obtain land
and increase the scale of their operations, thus reducing costs and
increasing profits.

Japan’s JAs work to maintain high rice prices and keep the acreage
reduction program in place. Despite the fact that they are organizations
formed by farmers to enable agricultural chemicals and other farming sup-
plies to be purchased at low cost, JAs have exploited the fact that the Anti-
Monopoly Act does not apply to them in order to push supplies including
fertilizers, agricultural chemicals, farm machinery, and animal feed onto
farmers for as much as twice the amount paid in the USA. Naturally, this
has also increased the prices of agricultural products.
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The high prices of farming supplies and agricultural products mean
that the JAs that sell them are able to collect a proportionally high rev-
enue from sales commissions. High tariffs are necessary in order to
maintain the prices of agricultural products at levels higher than interna-
tional prices.

2 TuE REASONS AGRICULTURAL COOPERATIVES ARE
CoMMITTED TO HIGH RICE PRICES

Against the background of postwar food shortages, the agricultural coop-
erative system was formed in order to facilitate the collection of rice from
farms by the government. JAs represented an updated version of the war-
time agricultural control bodies which had managed all agricultural proce-
dures, from financing to the collection of farm produce, before the war.
Because of this, the JAs were permitted to conduct banking services as
well as other business operations, a privilege not extended to any other
corporate entities in Japan; in addition, despite the fact that they should
have functioned as farmers’ professional organizations, any resident of an
Agricultural Cooperative’s region of jurisdiction could become an associ-
ate member of the cooperative and utilize any cooperative services such as
banking. Later, Agricultural Cooperatives were also granted permission to
engage in life and non-life insurance business. As a result, they became
corporate entities spanning an unprecedentedly broad range of activities.

From 1955, farming incomes largely stagnated (Fig. 3.1). Large num-
bers of rice farmers had become part-time farmers, and from the latter half
of the 1960s, non-farming incomes began to exceed farming incomes.
The aging of farming families without successors also continued, and pen-
sion income increased with age.

Incomes from non-agricultural jobs and pensions, in addition to profits
from the diversion of agricultural land to non-agricultural uses, which
amounts to several trillion yen per year, is deposited with JAs, which also
function as banks. The total amount of deposits with JAs has reached
100 trillion yen, making them collectively the second-largest mega-bank
in Japan.

Because agriculture is declining, only 1-2% of the funds held by JAs are
loaned for agricultural purposes. JAs encourage local people to become
associate members, and 30% of the funds deposited with them are loaned
to associate members as housing, car, or education loans, or to former
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Fig. 3.1 Changes in the breakdown of farming income (1955-2003). Note:
Actual figures for 2005, using the GDP deflator from national accounts. Source:
Formulated based on Statistical Survey on Farm Management and Economy,
Ministry of Agriculture, Forestry and Fisheries, each year (in Japanese)

farm families, for example for the construction of apartments. The remain-
ing 70% of the funds are invested on Wall Street by the Norinchukin Bank,
the national organization of the JA banks. Active recruitment of local
people has seen the number of associate members of agricultural coopera-
tives increase annually, turning them into “agriculture—business” coopera-
tives in which there are as many as 1.5 million more non-farming associate
members than regular members. Increasing the price of rice has set all
gears turning in harmony for Japan’s agricultural cooperatives.

Thus, organizations which were created in order to develop agriculture
have actually developed themselves by promoting the decline of agricul-
ture. The abolition of tariffs by the Trans-Pacific Partnership (TPP),
resulting in a reduction in the price of rice and the withdrawal from the
industry of inefficient part-time farmers and the realization of an agricul-
ture dominated by full-time farmers, would be a massive event which
would shake the foundations of the agricultural cooperatives. This is why
they have mounted a movement to protest the TPP which has collected
more than eleven million signatures.
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Every country has bodies which engage in political activities in the
cause of agriculture, but only Japan’s JAs also engage in economic activ-
ities. However, the political and economic interests of JAs are directly
linked to the maintenance of high prices. No pressure groups in the
USA or the European Union (EU) are fixated on commodity prices in
this way.

3 RErORM OF AGRICULTURAL COOPERATIVES
UNDER ABENOMICS

After 70 years largely without external interference, reform finally came to
JAs, collectively the nation’s largest postwar pressure group, in 2015.

In May 2014, the government’s Regulatory Reform Council formu-
lated a draft proposal for the reform of JAs.

First, provisions concerning the National Union of Agricultural
Cooperatives (Zenchn) and the Unions of Agricultural Co-operatives in
each of the nation’s prefectures, which have played the central role in the
political activities of the agricultural cooperatives, are to be removed from
the Agricultural Cooperatives Act. The Zenchu and the prefectural Unions
have levied large sums from members. Without the backing of the
Agricultural Cooperatives Act, these organizations will be unable to levy
mandatory contributions and to control the agricultural cooperatives
under their umbrella by means of compulsory audits.

Second, the National Federation of Agricultural Cooperative Associations
(Zennoh), the Hokuren Group, and other organizations responsible for
functions such as the sale of agricultural produce would be transformed
into joint stock companies. Agricultural cooperatives are an immense busi-
ness entity, holding an 80% share of fertilizer sales and a 60% share of agri-
cultural chemical and agricultural machinery sales, chiefly through Zennob,
but despite this, as cooperative associations they are not subject to the
Anti-Monopoly Act. In addition, they are granted preferential treatment in
a variety of areas, including low corporate tax and exemption from fixed
assets tax.

The following month, these proposals were watered down by the
LDP, based on the response from JAs. However, at the urging of Prime
Minister Abe, negotiations were once again opened with JAs, and as a
result it was ultimately decided that provisions concerning the Zenchu
would be removed from the Agricultural Cooperatives Act, the Zenchu
would become a normal incorporated association like the Keidanren,
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and regional agricultural cooperatives would be able to choose auditors
who were independent of the Zenchu, while the prefectural Unions
would continue to be covered by the provisions of the Agricultural
Cooperatives Act.

This can be expected to weaken the control of the Zenchu over regional
agricultural associations. However, the prefectural Unions will remain
unaltered, and will still be able to levy compulsory contributions. Because
the prefectural Unions are members of the Zenchu, the contributions they
collect will continue to flow to the Zenchu, and there may be no change in
that organization’s political power.

The decision regarding the change of Zennoh and other organizations
to joint stock companies has been left up to the organizations concerned.
Given the greater benefits associated with the status of cooperatives, it is
unlikely that they will choose to be joint stock companies.

Ultimately, the current JAs should be kept on as regional cooperatives
responsible for providing loans or insurance and supplying basic necessi-
ties to local people, and JAs’ agricultural divisions should either be dis-
banded or their functions transferred to new, voluntarily created
agricultural cooperatives by full-time farmers. Agricultural cooperatives
would be established by full-time farmers as necessary, making them coop-
eratives in the true sense of the term. With this, reform of the agricultural
cooperatives would be complete.

4  REALIZATION OF INCREASED PRODUCTION OF FODDER
RICE THROUGH RE-EXAMINATION OF THE ACREAGE
REDUCTION SYSTEM

When it returned to power, the LDP re-examined the acreage reduction
policy and scrapped the Income Support Direct Payment Program intro-
duced by the Democratic Party of Japan (DPJ) in 2010. The funds which
became available were used to increase the subsidies for the production of
rice flour and fodder rice previously introduced by the LDP during its last
term in power (the 2009 harvest season). The subsidy was increased to
revenue from the sale of rice for direct human consumption use in the
2013 harvest year. A 12,000 yen subsidy called the Growing Region
Subsidy was also offered, making the total subsidy provided 117,000 yen
per 0.1 hectare. Naturally, growers also received income from the sale of
rice flour and fodder rice (Fig. 3.2).
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Fig. 3.2 Revenue from production of rice for direct human consumption use
and fodder rice. Source: Formulated based on information on rice prices, average
rice production volumes and etc. by Ministry of Agriculture, Forestry and Fisheries

If farmers produced rice flour and fodder rice, subsidies alone enabled
them to earn revenue in excess of the price of rice in the 2013 harvest year.
Revenue from the sale of rice for direct human consumption use fell to
70,000 yen in the 2014 harvest year. Given this, it is clearly advantageous
for growers to produce rice flour and fodder rice.

Zennoh purchased 200,000 tons of 2014 fodder rice, but has already
planned to triple that amount for rice produced in 2015, to 600,000 tons.
It growers expand their production of fodder rice and rice for flour, then the
production of rice for direct human consumption use will decline by this
amount, and price increases will place pressure on the household budgets of
low-income consumers. In addition, the total amount of acreage reduction
subsidies will increase, resulting in an increased burden on taxpayers.

The production of high volumes of fodder rice and rice flour would
significantly reduce imports of corn and wheat from the USA. Disputes
can be brought to the World Trade Organization (WTO) concerning the
provision of subsidies of even 5% of selling price. The acreage reduction
subsidy for the production of rice for flour and fodder rice corresponds to
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more than 100% of the price of rice for direct human consumption use. If
the USA were to bring a dispute to the WTO in relation to Japan’s acreage
reduction subsidy, it would certainly win. Given that the WTO permits
cross-retaliation (the application of retaliatory tariffs to products in differ-
ent categories; for example, if agricultural subsidies are causing issues, the
application of tariffs to non-agricultural manufactured products is
allowed), the USA would be able to apply retaliatory tariffs to cars
imported from Japan. The scale of Japan’s automotive industry is seven
times that of the nation’s rice production industry, and if it were affected,
there would be no choice but to scrap the acreage reduction policy.

With the decline in the price of domestic rice and the increase in the
price of imported rice in 2014, the disparity in prices between the two
vanished, and the trend began to reverse (Fig. 3.3). If rice were exported
under these conditions, it could be sold at a higher price than the domestic
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Fig. 3.3 Comparisons of Japanese rice price in the domestic market and pur-
chase price of Californian and Chinese rice under the tariff rate quota for direct
human consumption use. Source: Formulated based on documents published by
the Ministry of Agriculture, Forestry and Fisheries



JAPAN’S AGRICULTURAL POLICY: ESCAPING THE ANCIEN REGIME 27

price. There would therefore be no need to engage in acreage reduction in
order to maintain domestic prices at a lower level than international prices.
If the acreage reduction system were scrapped, the domestic price of rice
would fall by around 8000 yen per 60 kilograms, enabling large-scale
export. If exports increased, then the volume of supply to the domestic
market would be reduced, and this would increase the price of rice. If the
export price were 12,000 yen per 60 kg, the domestic price of rice would
increase to the same level, and domestic rice production would increase.

Over the short term, it would be possible to pay full-time farmers
affected by the decline in the price of rice directly from public finances.
The 400 billion yen freed up by the scrapping of acreage reduction subsi-
dies would make sufficient funds available. These direct payments would
become unnecessary when rice prices increased. In addition, the decline in
the price of rice would mean that small-scale part-time farmers, unable to
cover their high costs, would quit farming and lease their land to full-time
farmers. The ability of these full-time farmers to cover rents would be
increased by direct payments from the government, and they would accu-
mulate land, enabling them to expand the scale of their operations and
reduce costs. The acreage reduction program forbids varietal improve-
ments which would increase yields, and at present yield per unit area for
Japanese rice is 60% lower than it is for Californian rice. Because cost is
calculated by dividing cost per unit area by vield per unit area, increasing
yield per unit area by scrapping the acreage reduction program would
reduce costs. Increasing the scale of farms and increasing yields would
significantly boost the price competitiveness of Japanese rice.

Despite being protected by high tariffs, Japan’s domestic market is
shrinking as a result of the decline in the nation’s population. The realiza-
tion of greater price competitiveness for high-quality Japanese rice through
the scrapping of the acreage reduction program would not only render
tariffs unnecessary, but would also open up export markets throughout the
world. This will be the key to the revitalization of Japanese agriculture.



PART II

Regulatory Reforms: Fishing Policy



CHAPTER 4

Fishing Policy: Toward Introduction
of Science-based Measurement,/Management
of Resources

Masayuks Komatsu

Abstract There have been no substantive amendments to Japan’s Fisheries
Act since the end of the Second World War, with the result that Japan’s
fisheries have consistently been allowed to operate under a system of
“Olympic-style” fishing. This has caused the decline of fisheries resources
and the fishing industry itself, contributing to economic decline in the
nation’s rural areas (Komatsu 2014). Other major fishing nations have
reformed their fisheries-related laws and regulations and spurred growth
in their fishing industries. It is essential for the revitalization of Japan’s
rural areas that we learn from these efforts and rebuild resources, attract
external investment, and promote employment.

This chapter discusses the introduction of an individual quota (IQ)
system in Niigata Prefecture, and considers fisheries reform attempts pro-
posed by municipalities in Hokkaido.
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1 INTRODUCTION

In the 70 years since the end of the Second World War, the Japanese fish-
eries have been allowed to operate under a system of “Olympic-style”
fishing, in which victory goes to the operator who catches the most fish,
due to a lack of amendments to the Fisheries Act and the Fisheries
Cooperative Association Act.! This has resulted in the decline of fisheries
resources and the fisheries, and is a major factor in the decline of rural area
economies in Japan (Komatsu, 2011; 2012). Other major fishing nations,
including Norway, Iceland, and the USA, have reformed their Fisheries
Acts and Regulations and accordingly spurred growth in their fisheries.
These nations have succeeded in building fisheries that contribute both to
the economies of rural areas and to the economy of the nation as a whole.
It is essential for the revitalization of Japan’s rural areas that we learn from
these efforts and rebuild resources, attract external investment, and pro-
mote employment (Japan Economic Research Institute, 2007).

While they have had only limited success, there have been medium- to
long-term reform initiatives of the fisheries in Japan. These include the
Individual Quota (IQ) system introduced to one Niigata Prefecture
shrimp cage fishery, considered in this Section by Kojun Hamada, and
the attempts put forward by municipalities on Hokkaido’s Rishiri and
Rebun Islands, discussed in this chapter by Mari Koyano (Hamada, 2018;
Koyano, 2018).2

2 THE DECLINE OF JAPAN’S FISHERIES: THE MOST
SErIOUS CASE AMONG OECD MEMBERS

Japan’s fisheries have displayed the most marked decline among members
of the Organization for Economic Co-operation and Development
(OECD) (Fig. 4.1).

Japan’s deep-sea Fishing Industry has faced the successive imposition of
Regulations within coastal nations’ 200 nautical mile exclusive economic
zones (EEZs), and only a few examples of these industries, such as purse
seine fishery operations in the waters of Pacific island nations and deep-sea
longline tuna fisheries, remain.

In addition, there has been a conspicuous decline in the volume of
catches of fish species within Japan’s EEZ. The peak catch of 11.3 million
tons for fishing operations within 200 nautical miles of the Japanese coast
was taken in 1985; this figure was reduced to 3.53 million tons in 2015
(Fig. 4.2). The coastal fisheries also declined from a catch of 2.10 million
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Fig. 4.1 Decline in the fisheries catch between past maximum catch and 2013
catch for OECD member nations with annual catch volumes of 500,000 tons or
more. Source: Based on FAO Fishery Statistical Collections, Global Capture
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tons in 1977 to 0.7 million tons in 2015 (excluding scallops, and salmon
around Hokkaido, resources of which have increased as a result of hatch-
ery breeding programs).

Overfishing has resulted in a conspicuous Decline in Catches for
medium-sized fisheries and offshore fisheries (trawl net fishing, etc.) con-
ducted within Japan’s EEZ. Small-scale coastal fisheries and marine aqua-
culture have also experienced a continuing decline, with the recent
reclamation of the lands of coastal waters and the construction of large-
scale embankments causing the loss of favorable breeding and fishing
grounds in seaweed beds and estuarine and tidal flats, a marked deteriora-
tion of fishing grounds, and a lack of new investment in fisheries. Olympic-
style fishing is largely responsible for all of these effects.

3 OVERSEAS SUCCESS IN THE RECOVERY OF FISHERIES
RESOURCES AND FISHERIES

Almost all of the fisheries products imported by Japan originate in Norway,
Iceland, Canada, and the US state of Alaska. All of these have scientifically
assessed their fisheries resources, set targets for the sustainable mainte-
nance or recovery of those resources, calculated Available Biological
Change (ABC), and set Total Allowable Catch (TAC) below ABC. In
addition, they also apply the IQ system, in which the TAC is divided
among individual fisheries operators based on criteria including their his-
torical catch volume.

In advanced fisheries nations other than Japan, Individual Transfer-
rable Quotas (ITQs) have been introduced and established, and fisheries
businesses have increased their stability. For example, the seafood com-
pany VSV, located on the Westmann Islands off the southern coast of
Iceland, was formed by individual small fishermen who combined their
investments, enabling them to achieve more stable fisheries operational
management. In the future, the company intends to make further invest-
ments and employ highly educated personnel in order to enable it to
reduce its simple workforce while also ensuring a stable supply of fish to
the market. It also plans to rationalize the management of its fisheries
business.

The Individual Vessel Quota (IVQ) introduced by Norway in 1990 has
also produced positive outcomes. The government of Norway is now con-
sidering reforms to promote the further stability of the quota manage-
ment scheme over the next 20 years. They concluded at the committee in
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December 2016 and still consider at the Government. Like oil resources,
fisheries resources are regarded as common resources among the people
living in Norway, and the country is examining the possibility of introduc-
ing resource rent and transferability of catch quotas for the smallest cate-
gory of fishers.

4 NEW INITIATIVES IN JAPAN: THE CASES OF NIIGATA
PREFECTURE AND HOKKAIDO’S RISHIRI AND REBUN ISLANDS

There are some examples of pioneering efforts within Japan itself. An IQ
has been introduced in Niigata Prefecture. On Hokkaido’s Rishiri and
Rebun Islands, municipalities are pushing ahead with improvements in
existing systems, looking towards the renewal and revitalization of the
fisheries. Miyagi Prefecture’s special fisheries rights initiative, which is
intended to extend the rights to aquaculture fisheries to private compa-
nies, rather than limiting them to the fishermen who are members of fish-
eries cooperative associations, is another example of a new initiative to
reform the Fisheries Act of Japan. These initiatives have yet to progress,
and their success remains limited, but as a starting point for reform efforts
in Japan, it is to be hoped that they will inspire further efforts on a national
basis. Since Niigata Prefecture introduced its model IQ program in FY
2011, the revenue of operators participating in the program (shrimp pot
fishing of sweet shrimp, Pandalus eous) has seen a rapid and significant
improvement (Fig. 4.3) (Komatsu, 2015; Niigata Prefecture, 2011).

In Chap. 5, Associate Professor Kojun Hamada analyzes the economic
effect of the establishment of this model IQ program in terms of an
increase in the price of fishery products, and discusses the benefits of the
introduction of 1Q (Hamada, 2018). It is of considerable interest that
these benefits do not accrue only to participants in the specific fisheries to
which the 1Q was introduced; the 1Q also has an economic ripple effect on
other fishing industries catching the same species.

Based on actual field surveys, in Chap. 6 Professor Mari Koyano ofters
a consideration, from a legal perspective, of current initiatives being con-
ducted on Hokkaido’s Rishiri and Rebun Islands, elucidating the basis for
efforts to manage sea cucumbers, sea urchins, and other important coastal
resources (Koyano, 2018). Together, these chapters can be considered to
offer a succinct introduction to current efforts to promote recovery in
Japan’s fisheries resources.
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Fig. 4.3 Trends in revenue among participants in Niigata Prefecture’s model IQ
fishery. Source: “Document 5,” 8th Niigata Prefecture Committee for Overall
Evaluation of New Resource Management (Convened on July 26, 2016)

NOTES

1. “Olympic-style” fishing refers to a system in which neither a fishing period

nor a total catch volume is set for the purpose of resource management, or
even if a total allowable catch (TAC) is set, it may not be allotted as an indi-
vidual quota to each operator or boat. This system favors operators who
catch the most fish in the shortest amount of time, hence the term “Olympic-
style.” “Olympic-style” fishing has a negative effect on resources, because it
encourages operators to catch even juvenile fish, despite their low market
price. The administrative authorities in Japan tend to set the TAC based on
socioeconomic factors beyond the scientifically verified allowable biological
catch (ABC).

2. Individual quota, or IQ, is allotted to individual operators (or individual

boats) based on historical catches within the TAC. Because operators must
stay within their allotted quotas, IQ leads them to closely follow market
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needs and trends, avoiding lower-priced juvenile fish and selectively catching
larger fish. This has the benefit of both increasing operators’ income and
protecting fisheries resources.
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CHAPTER 5

Introduction of an Individual Quota (1Q)
System to Japan’s Fishing Industry:
An Economic Analysis

Kojun Hamada

Abstract Individual quota (IQ) systems are effective methods of manage-
ment of fisheries resources and are being implemented by nations through-
out the world. Japan’s first IQ system was introduced to the Alaskan pink
shrimp pot fishery in the Akadomari region of Sado Island. This chapter
examines the resulting change in the unit prices of the shrimp shipped
from this shrimp pot fishery. The results demonstrate that by reducing
competition with the trawl net fishery and allowing operation during sum-
mer, the introduction of an IQ system realized the advantage of enabling
shipments of shrimp during the high-price, high-demand period. The 1Q
system offers shrimp pot fishers an economic incentive to catch and ship as
much as possible of their allotted volume of shrimp in the highest-priced
period.

Keywords Individual quota (IQ) system e Japan’s fishing industry e
Shrimp pot fishery  Alaskan pink shrimp ¢ Market price ® Avoidance of
competition ® Economic incentive
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1 INTRODUCTION

The decline of Japan’s fishing industry has long been a focus of attention.
According to Fisheries Agency data, Japan’s catch has been steadily declin-
ing since its peak in 1984 (see Ministry of Agriculture, Forestry and
Fisheries). The depletion of the nation’s fisheries resources by overfishing
is considered to be a factor in the decline of Japan’s fishing industry.! By
contrast, in nations such as Iceland and Norway, which have implemented
policies for the appropriate management of their fisheries resources, the
fishing industry is a growth industry. In order to prevent overfishing and
maintain its fisheries resources, it will be essential for Japan to implement
effective resource management measures. The individual quota (IQ) sys-
tem is available as a method of effective management of fisheries resources,
and it is one that is being implemented by nations throughout the world.
Individual quotas enable management of fisheries resources by allotting a
specific annual catch volume to each fishery operator or each vessel;
exceeding the allotted catch volume is prohibited. Because the allotted
catch is regulated, fisheries resources do not experience the tragedy of the
commons. In addition, because the system allows fishery operators to take
their allotted catch at any time, they are able to bring fish to the market
when the price is highest, enabling economically rational operation.?

Japan’s first real IQ system was introduced in 2011, targeting shrimp
pot fishing of Alaskan pink shrimp in the Akadomari area of Sado Island,
in Niigata Prefecture.® This chapter conducts a comparison of market
prices of Alaskan pink shrimp before and after the introduction of the 1Q
system in the Sado Island fishery to study changes in market prices and to
determine whether the system is economically rational.

2 MEriTs AND DEMERITS OF I1QQ SYSTEMS

1Q systems can be considered to possess two main merits. The first of
these is the fact that allotting each fishery operator a fixed catch does away
with “Olympic fishing,” the competition to catch the most fish as quickly
as possible. The second is that the system generates an economic incentive
to catch the fish with the minimum expense and bring them to market at
the highest price, thus promoting efficient operations. The demerits of the
system are the potential for concealment and false reporting by operators
who exceed their quota, and the issue of how to determine the quota
itself. However, these demerits can be overcome by appropriate checking
of the volume of fish brought to market, and by calculating the allocated
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quotas based on scientific measurement and management of the actual
fishery resources. Major fishing nations such as Iceland and Norway have
introduced I1Q systems to considerable success.

3 A CoMPARISON OF THE UNIT PRICE OF ALASKAN PINK
SHRIMP BEFORE AND AFTER THE INTRODUCTION
OF THE AKADOMARI 1QQ SYSTEM

The year 2016 marked the sixth year since the introduction of an 1Q sys-
tem to the shrimp pot fishing industry of Akadomari on Sado Island. This
section compares the market prices of Alaskan pink shrimp under major
brand names before and after the introduction of this groundbreaking
system in order to gauge its economic effects. Figure 5.1 shows a scatter
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Fig. 5.1 Scatter diagrams of prices before and after introduction of IQ system
(Comparison for FY 2010, 2013, and 2014). (a) Before introduction of IQ system
(FY 2010). (b) First year of introduction of IQ system (2013). (¢) Second year of
introduction of 1Q system (2014). Source: Based on “Document 4,” 8th Niigata
Prefecture Comprehensive Evaluation Committee for New Resource Management
System (Convened on July 26, 2016)
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diagram of the volume of shipments of Alaskan pink shrimp from Sado
Island under major brand names and unit prices of the shrimp before and
after the introduction of the 1Q system.

While three outliers can be observed in Fig. 5.1 before the introduction
of the IQ system, overall unit prices of shipments of shrimp from Sado
Island have tended to increase since the introduction of the system.
Figure 5.2 shows a graph of changes in the average unit prices of ship-
ments from Sado Island, as calculated from this market price data.

Figure 5.2 shows that average unit prices have increased following the
introduction of the IQ system. The average unit price of shipments from
Sado Island was 6711 yen per box in FY 2010, prior to the introduction
of the system. This figure increased to 7471 yen per box, an increase of
760 yen per box, in 2013, following the introduction of the I1Q system.
The unit price increased to 7658 yen per box in 2014, the second year
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Fig. 5.2 Change in average unit prices following introduction of IQ system.
Source: Based on “Document 4,” 8th Niigata Prefecture Comprehensive
Evaluation Committee for New Resource Management System (Convened on July
26,2016)
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following the introduction of the system, representing a further increase
of 187 yen per box, and an increase of 947 yen per box against the aver-
age unit price prior to the introduction of the IQ system. These are
comparisons of simple averages, but the elimination of the three high
outliers prior to the introduction of the system results in a further increase
in unit prices.

The fact that the introduction of the IQ system made it possible for
shrimp fishers to operate in summer, when unit prices are high, can be
considered to be one reason for the increase in average unit prices. In
addition, it can also be conjectured that operation in the summer months
prevents competition between pot fishing and offshore trawl net fishing,
with a consequent increase in the average unit price for the latter. Unit
price data by month does show an increase in average unit prices for trawl
net fishing in July and August.

4  EFreECT OF AVOIDANCE OF COMPETITION
IN INCREASING UNIT PRICES

One factor causing a decline in prices for Alaskan pink shrimp shipped
under major brands was the fact that shrimp caught by shrimp pot opera-
tors and shrimp caught by trawl net operators would be shipped to Niigata
markets on the same day. Because it allots an annual catch to each fishery
operator, the introduction of the IQ system possesses the merit of enabling
operators to maximize their profit by choosing the months or weeks when
unit prices are highest to make and ship their catch. Here, we investigate
whether or not the introduction of the system has made it possible to
avoid a decline in unit prices due to market competition.

Figure 5.3 shows a scatter diagram of market prices for shrimp shipped
by Sado Island shrimp pot operators when they did and did not compete
in the market with shrimp shipped by trawl net operators. Figure 5.4
shows a graph of average unit prices for the Sado Island shrimp pot catch
before and after the introduction of the 1Q system, calculated from market
price data.

A comparison of average unit prices for shipments from Sado Island
shrimp pot operators when the shipments compete with shipments
from trawl net operators and when they do not, as shown in Fig. 5.4,
clearly indicates that average unit prices increase when there is no com-
petition. This verifies the hypothesis that avoidance of competition is
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Fig. 5.3 Comparison of unit prices for shipments from Sado Island shrimp pot
fishery with and without competition with trawl net fishery before and after intro-
duction of IQ system (Comparison for FY 2010, 2013, and 2014). (a) Before
introduction of 1Q system (FY 2010). (b) First year of introduction of IQ system
(2013). (c) Second year of introduction of IQ system (2014). Source: Based on
“Document 4,” 8th Niigata Prefecture Comprehensive Evaluation Committee for
New Resource Management System (Convened on July 26, 2016)
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Fig. 5.4 Change in average unit prices for shipments from Sado Island shrimp
pot fishery with and without competition with trawl net fishery shipments follow-
ing introduction of IQ system. Source: Based on “Document 4,” 8th Niigata
Prefecture Comprehensive Evaluation Committee for New Resource Management
System (Convened on July 26, 2016)

linked to a steady increase in unit prices. In terms of the effect of intro-
duction of the 1Q system, there is a slight decline in average unit prices
when there is no competition following the introduction of the system,
but overall not a great deal of change. However, there is a significant
increase in average unit prices when there is competition following the
introduction of the 1Q system. Given that there was almost no change
in the actual number of days on which shrimp were shipped following
the introduction of the system, it may be conjectured that the number
of days of operation and shipment by shrimp pot operators in competi-
tion with trawl net operators declined with an increase in the number of
days of operation during the summer months (when there is no compe-
tition), resulting in increased unit prices when there was competition.
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5 CONCLUSION

This chapter has discussed the results of a study of changes in the unit
prices of Alaskan pink shrimp shipped under major brand names from the
shrimp pot fishery of the Akadomari region of Sado Island following the
introduction of an IQ system in Japan’s first attempt at the implementa-
tion of such a system. The data indicated that the average unit prices of
shrimp shipped from the Sado Island fishery under major brand names
tended to increase following the introduction of the system. Data for unit
prices of shipments from the Sado Island shrimp pot fishery before the
introduction of the system contained three outliers, representing rapid
increases in price at the end of the year and during the Golden Week holi-
day period. When these values were eliminated, the tendency towards
increase in unit prices following the introduction of the IQ system became
clearer.

Next, the nature of change in the status of competition between ship-
ments from the Sado Island shrimp pot fishery and the offshore trawl net
fishery following the introduction of the IQ system was studied in order
to determine the reasons for the increase in unit prices following the intro-
duction of the system. The results of this study indicated that following
the introduction of the IQ system, there had been a significant increase in
the average unit prices of shipments from the shrimp pot fishery when
there was market competition with the trawl net fishery, while there had
been a slight decline in average unit prices when there was no competition.
It is conjectured that the reason for this increase in average unit prices fol-
lowing the introduction of the IQ system was that the introduction of the
system had encouraged shrimp pot operation during the summer months,
when unit prices were higher, and the number of days in which the shrimp
pot catch was in competition with the trawl net catch had decreased as a
result of shrimp pot operation in summer.

The results of this study demonstrate that by reducing competition
with the trawl net fishery and allowing operation during summer, the
introduction of an IQ system to the Sado Island Alaskan pink shrimp pot
fishery realized the advantage of enabling shipments during the high-
price, high-demand period. The system has the merit of providing fishery
operators with an economic incentive to catch and ship as much as possi-
ble of their allotted volume of shrimp in the highest-priced period. The
results demonstrating an increase in unit prices for shrimp discussed in this
chapter provide further support for the economic efficiency of the
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introduction of IQ systems. In Japan, where the depletion of fishery
resources has long been a subject of discussion and the management of
these resources is an urgent issue, the further application of I1Q systems
displaying this type of economic rationality holds great promise as a pre-
scription for the revitalization of the nation’s fisheries.

NoOTES

1. Asregarding the recent issues on Japan’s fishery, see Komatsu (2014).

2. As a recent study, Takarada and Managi (2010) summarized the effective-
ness of IQ system.

3. Komatsu (2015) reported this innovative introduction of IQ system in
Japan in detail.
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CHAPTER 6

Revitalization of Japan’s Fishing Industry:
A Legal Perspective—The Cases of Rishiri
and Rebun Islands

Mari Koyano

Abstract Japan’s fishing industry faces two problems: a decline in overall
production and catches of key species, and a decline in the number of fish-
ing industry workers and general aging of the population. These problems
represent a threat to the sustainability of Hokkaido’s fishing industry, the
cornerstone of Japan’s fishing industry, and of Hokkaido’s coastal and
offshore island communities. Focusing on Hokkaido’s Rishiri and Rebun
Islands, this chapter considers legislative and policy perspectives relating to
the problem of declining catches. The chapter suggests that the enhance-
ment of fisheries resource management beyond existing voluntary mea-
sures, based on scientific data and with respect for the experiences of
fishing communities, may be the key to promoting sustainable fisheries
and ensuring the survival of the local communities that rely on them.
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Rebun Islands e Fisheries resource management ® Decline in number of
fishing industry workers e Aging of the population of fishing industry
workers ¢ TAC (total allowable catch) e Cultivation and release of juve-
niles (sea urchins and sea cucumbers)

1 INTRODUCTION

Hokkaido is the cornerstone of Japan’s fishing industry. In 2014, pro-
duction in Hokkaido’s marine fishing and aquaculture industries, in
terms of both quantity and value, was the highest of any of the nation’s
prefectures (Hokkaido, 2016). In addition to being one of Hokkaido’s
key industries, the fishing industry also provides the economic founda-
tion for communities in the prefecture’s coastal areas and on its offshore
islands. However, like other areas of Japan, Hokkaido faces two prob-
lems: a decline in overall production and in catches of key species (wall-
eye pollock, Pacific saury, chum salmon, etc.), and a decline in the
number of fishing industry workers and general aging of the population
(Hokkaido, 2016). These problems represent a threat to the sustainabil-
ity of Hokkaido’s fishing industry and of the prefecture’s regional
communities.

Taking the cases of Hokkaido’s Rishiri and Rebun Islands as examples,
this chapter looks at the problem of declining catches from the legislative
and policy perspective. The communities of both islands have historically
been extremely reliant on the fishing industry, and the issues of declining
catches and aging populations are making themselves felt. Against this
background, the town communities on the islands have mounted inde-
pendent initiatives in relation to fisheries resources, making them ideal to
consider as case studies. The labor force and population issues affecting
both islands should also be considered, but limitations of space prevent it
on this occasion.

2 THE FIsHING INDUSTRIES OF RISHIRI AND REBUN
IsLANDS
Rishiri and Rebun Islands are located in the Sea of Japan northwest of

Hokkaido. The towns of Rishirifuji and Rishiri are located on Rishiri
Island, and the town of Rebun is located on Rebun Island (Map 6.1).
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Map 6.1 Location of Rishiri and Rebun Islands. Note: This map was prepared
by the author based on Google Maps

The ocean surrounding Rishiri and Rebun Islands offers particularly
abundant fishing grounds. The islands lie close to the La Perouse Strait (the
Strait of Soya), and are affected by both the intermingling of the cold
waters of the Liman Current and the warm waters of the Tsushima Current
and drift ice from the Sea of Okhotsk. The waters around the islands were
previously rich in herring, and fishing remains the main industry in the
islands’ towns. This is followed by tourism, but the number of tourists
visiting the islands has halved in the past 12 years. Depopulation is severe
on the islands, with the populations having declined dramatically since
1955, when there was a poor herring catch. More than 30% of the popula-
tion of the islands is aged over 65.

With the exception of processing of the catch by the fisheries coopera-
tive association in Funadomari, in Rebun Town, the fishing industry of
both islands has traditionally centered on marine fishing. Three types of
fishing are practiced on the islands: in-shore harvesting of sea urchin, aba-
lone and so forth; offshore fishing; and marine aquaculture. Almost all
fisheries operators on the islands are engaged in in-shore harvesting. There
is also considerable offshore fishing activity on Rebun Island.
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The main species taken in in-shore harvesting operations are Ezo-bafun
uni (Strongylocentrotus intermediuns, a species of sea urchin), Kita-murasaki
uni (Stromgylocentrotus nudus, a species of sea urchin), wild kombu, sea
cucumber, abalone, and wakame. The produce is harvested under a Class 1
common fishery right by members of the fisheries cooperative associations,
under the management of the associations. A wide variety of fish and shellfish
are caught in offshore fishing operations. Okhotsk atka mackerel, octopus,
and sea cucumbers are caught by fishermen in all three towns. Fishermen in
Rishirifuji also catch flounder, sand lances, horsehair crabs and red king crabs,
and salmon. Fisheries operators in Rebun also catch cod and Japanese sand
lances. A variety of legal foundations regulate the species that are fished (and
the fishing methods employed). Table 6.1 shows the respective legal founda-
tions that govern the species caught and the fishing methods employed.
Cultivated kombu is the product harvested by marine aquaculture opera-
tions. This is harvested under a special demarcated fishery right under the
management of the fisheries cooperative associations. Figure 6.1 shows the
volume and value of production for the main species caught or harvested.

In recent years, catches of the main species Ezo-bafun uni (in in-shore
harvesting operations) and Okhotsk atka mackerel and cod (in offshore
fishing operations) have been declining (Fig. 6.2). While the reasons for
this are not clear, factors including increased water temperature, change in
currents, fishing pressure, and a decline in the number of fisheries workers
may be involved.

Three fisheries cooperative associations are located on the islands: The
Rishiri Fisheries Cooperative Association (formed as an amalgamation of
four fisheries cooperative associations (Oshidomari, Oniwaki, Kutsugata,
and Senhoshi) in 2008) is based on Rishiri Island, and the Kafuka and
Funadomari Fisheries Cooperatives are based on Rebun Island. As of
January 2016, the Rishiri Fisheries Cooperative Association had 315 mem-
bers, the Kafuka Fisheries Cooperative Association had 150 members, and
the Funadomari Fisheries Cooperative Association had 210 members.
Membership numbers for each cooperative association are in ongoing
decline. The highest proportion of cooperative members are in their for-
ties and fifties, and the average age of members is around 65. The coopera-
tive associations are of differing economic scale. According to 2013 data,
both amount of sales and balance of savings per member are highest for
the Funadomari Fisheries Cooperative Association, with figures twice
those for the Rishiri Fisheries Cooperative Association (Hokkaido
Government Soya General Subprefectural Bureau, 2015).
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Table 6.1 Legal foundations regulating main species caught or harvested on

Rishiri and Rebun Islands

Species (Fishing method)

Legal foundation

Okhotsk atka mackerel,
flounder, Pacific cod (Gill
net fishing)

Octopus (Line fishing, use
of lights as lures)

Sea cucumber (Trawl
fishing)

Sand lance (Lift net fishing
by firelight, etc.)

Sand lance (Skim-net
fishing)

Sand lance (Small fixed-net
fishing)

Sand lance (Beach seine
netting)

Horsehair crab, king crab
(Gill-net fishing)

Salmon (Gill-net fishing)

Approved by fisheries cooperative associations based on a
Class 2 common fishery right, or, when moving boats are
employed, authorized by the Governor based on Article 5
of the Regulations for the Management of Hokkaido’s
Fisheries (differs depending on the area of operation)
Approved by fisheries cooperative associations based on a
Class 1 common fishery right, or, when moving boats are
employed, authorized by the Governor based on Article 5
of the Regulations for the Management of Hokkaido’s
Fisheries (differs depending on the area of operation)
Both approval by fisheries cooperative associations based on
a Class 1 common fishery right and authorization by the
Governor based on Article 5 of the Regulations for the
Management of Hokkaido’s Fisheries are necessary
Authorized by the Governor based on Article 5 of the
Regulations for the Management of Hokkaido’s Fisheries
Approved by the Soya Fishery Regulation Committee

Approved based on a Class 2 common fishery right
Approved based on a Class 3 common fishery right

Authorized by the Governor based on Article 45 of the
Regulations for the Management of Hokkaido’s Fisheries
(special harvest®)

Authorized by the Governor based on Article 45 of the
Regulations for the Management of Hokkaido’s Fisheries
(special harvest®)

Source: Based on e-mail responses received from the Fisheries Section of the Industry Promotion
Department, Soya Regional Development Bureau via the Rishirifuji Town administration on 9 August
2016, from the Rishiri Town administration on 2 August 2016 and from the Rebun Town administration

on 1 August 2016.

*Surveys are conducted using gill nets in order to study the volume of resources, establish optimal opera-
tional systems, and analyze resource distribution and management (the potential for commercialization is

being examined)

"Surveys of the effectiveness of releasing fry and the number of adult fish returning are conducted using

gill nets
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Fig. 6.1 Production for the main species harvested in 2015 at Rishirifuji-cho,
Rishiri-cho, and Rebun-cho. (a) The volume of production. (b) The value of pro-
duction. * Stromgylocentrotus intermedius, a species of sea urchin, locally called
“Uni.” ** Strongylocentrotus nudus, a species of sea urchin, locally called “Nona.”
Source: These figures were prepared by the author based on data in the below
referenced materials: Fisheries Ports Administrator, Rishirifuji Town (2016)
“Rishirifuji Fisheries, 2016 Edition” (in Japanese); Community Development
Department, Rishiri Town (2016) “Documents Relating to Status of Fisheries
Production, 2015” (in Japanese); and Rebun Town (2016) “TIrends in Fishery
Yields, by Species” (in Japanese)
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3 OKHOTSK ATKA MACKEREL AND PActric Cob:
DiMINISHING CATCHES AND CONCERNS OVER DEPLETION
OF RESOURCES

Catches of Okhotsk atka mackerel and Pacific cod, two of the main species
taken by the offshore fishing industry of the islands, have been declining
for the past several years (Fig. 6.2). In addition, numbers of northern spe-
cies of mackerel and cod are low in the waters around both islands, and
resources are in decline (Hokkaido, 2016; Hokkaido Government
Fisheries Management Section, 2015). As indicated above, a number of
causes of this phenomenon can be considered. Nevertheless, recognizing
that numbers are low and resources are declining, appropriate resource
management based on scientific studies will be essential to maintaining the
catch into the future. In part because of the effect of declining production
in increasing the unit price of the catch, the total value of production for
the islands in the most recent year was higher than the previous year, but
like Pacific herring and walleye pollock previously, a drastic decline in
resources may make it difficult to maintain a catch at all, leaving the local
fishing industry with nothing.

Stocks of northern species of mackerel are particularly low, and for a
three-year period from 2012, fisheries operators engaged in voluntary
resource management efforts in relation to the fish which saw them reduc-
ing their catch volume or their fishing effort by 30%. However, this did
not lead to a recovery of mackerel stocks, and the measures were therefore
continued for another three years (Hokkaido, 2016). There is no legal
restriction on the size of the mackerel catch, and, other than the tempo-
rary measures discussed above, the only resource management measures
being applied are voluntary restrictions on catch size and fishing period
put into effect by ecach fisheries cooperative association.

In addition, no total allowable catch (TAC) is set for either mackerel or
cod under the Act on Preservation and Control of Living Marine
Resources. The necessity of adding both species to the list of resources
subject to total allowable catch restrictions has been examined at the gov-
ernment level (Expert Panel on the TAC System, Etc., Apr.—Dec., 2008).
Ultimately, the species were not added to the list due to a lack of scientific
evidence urging the application of TAC restrictions, and a failure to dem-
onstrate that stocks were diminishing (Expert Panel on the TAC System,
Etc., 2008). However, as indicated above, stocks of northern species of
mackerel and cod did in fact diminish later, and the above-mentioned
voluntary resource management measures failed to bear fruit. Concerns
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have also been raised regarding high-volume trawl net fishing of mackerel
by Wakkanai offshore trawling operators in the waters oft the islands. To
help ensure that there is no repetition of the mistakes made in the cases of
Pacific herring and walleye pollock in the waters of the Sea of Japan off
Hokkaido, it will be necessary to vigorously promote efforts to develop
scientific methods of estimating the volume of fisheries resources and
making future projections (both of which are currently difficult), and
re-examine the feasibility of regulating catch sizes via effective standards
based on TAC restrictions. While accumulating scientific evidence, the
Expert Panel on the TAC System, Etc. should conduct ongoing studies
concerning the application of TAC restrictions to more species, including
the species discussed above, based on the specific characteristics of the
resources in question.

4  Ez0-BAFUN UNT: DIMINISHING CATCHES AND EFFORTS
TO CULTIVATE THE SPECIES AND RESTOCK SUPPLIES

Catches of Ezo-bafun uni have recently displayed a declining tendency
(Fig. 6.2). No scientific data concerning the current status of resources is
available, and the cause of their decline is also unclear. Local fisheries oper-
ators have indicated that Kita-murasaki uni, a hardier species inhabiting
comparatively deep waters, have begun breeding in the shallows that are
the habitat of the Ezo-bafun uni, and the latter are disappearing. It has
also been suggested that the isolation of the habitats of the two species has
been disrupted by factors including increased water temperature and the
artificial transplantation of the Kita-murasaki uni to the shallows in order
to boost their numbers. Whatever the cause, there is concern over the
status of sea urchin resources. It would therefore be desirable to see ongo-
ing surveys, including visual surveys, of the volume of sea urchin resources,
and efforts to understand sea urchin ecology.

The catch size of sea urchins is regulated by the Regulations for the
Management of Hokkaido’s Fisheries (Article 35), and in addition the
fisheries operators of both islands have voluntarily established even more
rigorous restrictions on catch size. In addition, while it is not based on
scientific data, the total sea urchin catch for each fisheries cooperative asso-
ciation is recorded in their annual business plans. However, these figures
are indicated as being no more than yardsticks.

For many years the Rishiri Town budget (approximately 36 million yen
per year) has made funds available for the cultivation of Ezo-bafun uni and
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the restocking of supplies in the waters around the island. Over the course
of 21 years, the Rishiri Island Sea Urchin Seed Production Center has
produced approximately five million sea urchin seeds per year. Six hundred
thousand of these seeds are sold to other organizations (the Rishiri
Fisheries Cooperative Association Oshidomari Center and the Wakkanai
Fisheries Cooperative Association), and the remainder of the cultivated
juvenile sea urchins are released in the waters oftf the town. Some question
the effectiveness of this sea urchin cultivation project in the absence of
clear limits on the urchin catch volume. However, a survey conducted in
2008 found that approximately 10% of Ezo-bafun uni caught by local fish-
eries operators had developed from the juveniles released by this project,
indicating that outcomes of a specific level are being achieved. In accor-
dance with the government’s Basic Principles for Japanese Marine Stock
Enhancement, Hokkaido is currently formulating and implementing the
7th Basic Aquaculture Plan (2015-2019), based on Article 6 of the Basic
Principles, “Ordinances for the Rehabilitation of Hokkaido’s Fishing
Industry and Fishing Villages.” In addition to establishing the species sub-
ject to aquaculture efforts, including Ezo-bafun uni, and setting numerical
targets for the cultivation of seeds and the release of juveniles, this plan
seeks to promote aquaculture suited to the characteristics of the oceans
around Hokkaido (the Sea of Japan, the Pacific, and the Sea of Okhotsk)
(Hokkaido, 2016). The aquaculture project being conducted in Rishiri
Town is one of the main examples of these initiatives. The town is bearing
a considerable financial burden, but the initiative is one which will attract
attention as a measure to support the future of Rishiri Island’s fishing
industry.

5  SeAa CUCUMBER: REALIZATION OF A STABLE
ProDUCTION VOLUME AND ATTEMPTS TO EXPAND
PRODUCTION THROUGH SEED CULTIVATION AND RELEASE
OF JUVENILES

About ten years ago, the volume of production of sea cucumbers began to
increase on both Rishiri and Rebun Islands, and has since become com-
paratively stable (Fig. 6.2). The majority of these sea cucumbers are
exported to China. Hokkaido sea cucumbers are highly prized as a luxury
ingredient in Chinese dishes. Demand has increased with the growth of
the Chinese economy, and the price of sea cucumbers has risen signifi-
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cantly. Against this background, in Rishiri Town the Rishiri Island Sea
Urchin Seed Production Center has commenced a sea cucumber seed cul-
tivation and juvenile release project, and is conducting tests in the island’s
bays towards increasing the stock of sea cucumbers. In Rishirifuji Town
the similar initiative is being conducted in cooperation with the Fisheries
Guidance Office. Tests of the cultivation of sea cucumber seeds have also
recently been commenced in Rebun Town. These initiatives will support
the advancement of the Hokkaido aquaculture industry discussed above.
Using its Fisheries Experimental Stations, Hokkaido is currently working
to identify the effects of release of the cultivated resources, develop nutri-
tional media to assist in the cultivation of the seeds, and develop low-cost
and high-efficiency cultivation techniques (Hokkaido, 2016).

Like for sea urchins, the size of the harvest and the period of harvesting
sea cucumbers are regulated by the Regulations for the Management of
Hokkaido’s Fisheries and the fisheries cooperative associations. However,
there are no restrictions on the size of the sea cucumber harvest. Sea
cucumber aquaculture is progressing in the islands, but unlike in the case
of sea urchins, there does not secem to be concern over unrestricted
“Olympic-style” harvesting from the perspective of sustainability. There is
certainly room for examination of the pros and cons of introducing some
form of control over the volume of the harvest in parallel with the advance-
ment of the aquaculture industry.

6  CONCLUSION

The fisheries industries of Rishiri and Rebun Islands originated with the
modern fishing of Pacific herring. The decline in the herring catch
prompted fisheries operators to turn to other species, including Okhotsk
atka mackerel and Pacific cod, and these species have been fished up to the
present day. Recently, however, the production volumes of these main spe-
cies, in addition to that of Ezo-bafun uni, have been in decline. It is not
certain that it will be possible to shift the focus to different species in the
future, as it was in the past. Doubts must exist in this respect, given the
limited range of species available.

The unit price of the catch will increase if production volumes decline,
but the resulting economic benefits to fisheries operators and fisheries coop-
erative associations in the short term will dampen the incentive to engage in
resource management from medium- to long-term perspectives. An increase
in the unit price of the catch will also threaten marine product processing
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businesses, and this will in turn render the goal of transforming the fishing
industry into a “sextiary” industry, being pursued by the government in
order to halt the industry’s decline, a more distant one.! The possibility that
the decline in fisheries resources will continue, and that the industry will
face a crisis in the medium- to long-term, cannot be denied.

It also cannot be denied that with the aging of the fishing population,
there is a lack of momentum among the regional community towards the
transformation of the fishing industry into one that manages resources
with a view to the long-term future. If there were a large number of young
fisheries workers, the realization of a fishing industry that would be sus-
tainable far into the future would be a matter of vital importance to the
regional community; with few young workers taking up places in the
industry, however, the sense of urgency in relation to the future becomes
comparatively less strong. In this sense, the realization of appropriate
resource management is closely related to the securing and development
of young fisheries workers, and the two problems discussed at the outset
of this chapter are two sides of the same coin. Given this, the enhancement
of fisheries resource management beyond the existing voluntary measures
based on objective and scientific data and the realization of a fishing indus-
try that is sustainable from medium- to long-term perspectives would have
the potential to work positively in increasing the numbers of young fisher-
ies workers. For regional communities that depend on the fishing industry,
this may therefore represent a means of halting depopulation and promot-
ing sustainable development.

The cases of Rishiri Island and Rebun Island give us much to consider.
In order to realize sustainable fisheries and regional communities, it will
be essential to take a broader perspective in our consideration of legisla-
tion and the formulation of policy related to the management of resources,
while ensuring that we remain grounded in the actual experiences of the
communities themselves.
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NOTE

1. The “sextiary” industry, or the “sextiary” sector (sometimes called the “sixth
sector,”) is a Japanese term referring to the diversification of agriculture into
agriculture-related manufacturing and services such as food processing and
restaurant management. The concept of a “sixth sector” originates from the
idea of combining agricultural production (Primary industry: 1) with pro-
cessing (Secondary industry: 2) and distribution and sales (Tertiary industry:
3) to generate a synergistic relationship (1 x 2 x 3 = 6).
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CHAPTER 7

Tourism Strategy towards 2020:
Promotion of Tourism and the
Revitalization of Regional Areas

Yasushi Shinohara

Abstract The Japanese government has positioned tourism as part of
Japan’s regional revitalization strategy and economic growth strategy, and
has announced its intention to increase annual numbers of foreign tourists
to 30 million. However, the easing of existing tourism-related regulations
and change in Japan’s readiness to accept foreign tourists, looking towards
increasing the depth of tourism in the nation, will be essential for a tour-
ism strategy which seeks to compete with other countries around the
world. This chapter provides an overview of relevant issues and presents a
number of proposals. This chapter also introduces the next two chapters
by two experts examining the concept of Japanese-style destination mar-
keting organizations (DMOs) and the issue of minpakn, paid accommo-
dations using private houses or apartments, to provide suggestions for
concrete policy orientations in both areas.
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1 INTRODUCTION

In 2013, the Japanese government realized its much-desired goal of
achieving a figure of ten million foreign visitors to Japan (inbound tour-
ists). In FY 2016, 24.04 million visitors were recorded, and the 20 million
mark was broken. The total amount of spending in Japan by foreign tour-
ists also increased in 2016, to 3.7476 trillion yen, the highest-ever figure.
And it was in 2015 when the first sharp increase in the amount of spending
by foreign tourists was observed, to 3.4771 trillion yen, and that was the
first time the amount had exceeded three trillion yen in a year. This repre-
sented a 71.5% increase against the figure of 2.278 trillion yen for the
previous year. Positioning tourism as part of its strategy for regional revi-
talization and economic growth, the government has now announced a
new goal, raising its target for the annual number of foreign visitors to
Japan to 40 million (Ministry of Land, Infrastructure, Transportation and
Tourism, 2015; The Prime Minister of Japan and His Cabinet, 2016).
However, the easing of existing tourism-related regulations and innova-
tion in Japan’s readiness to accept foreign tourists, looking towards
increasing the depth of tourism in the nation, will be essential for a tour-
ism strategy which seeks to compete with other countries around the
world. This chapter provides an overview of relevant issues and presents a
number of proposals. For the following two chapters in this section, we
asked experts on the concept of Japanese-style destination marketing
organizations (DMOs), which will offer a foundation to boost regional
revitalization and tourism in Japan to a new level, and on the issue of min-
pakn, which is attracting controversy in relation to the easing of accom-
modation regulations against the background of a chronic shortage of
hotel accommodation in Japan’s large metropolitan areas, to provide us
with suggestions for concrete policy orientations in both areas (Fig. 7.1).

2 TOURISM IN JAPAN: STATUS AND ISSUES

According to international balance of payments statistics for Japan, the
travel balance recorded a surplus in FY 2014 for the first time in 55 years.
The rapid increase in foreign visitors to Japan became a talking point, but
what we should focus on here is the decline in the amount of domes-
tic travel expenditure by Japanese tourists. The figure declined by around
two trillion yen in 2014. A major factor in this decline was a rapid shift in
the type of travel undertaken by Japanese tourists, from the traditional



TOURISM STRATEGY TOWARDS 2020: PROMOTION OF TOURISM AND THE... 69

(1,000 person)
30,000
24,039

25,000

20,000

15,000

10,000
4,757

5,000 -
O T T T T T T T T T T T T T T T T 1

o — o o < [Ta} Y] ~ [ee] D o - o (a2} <t n o
o o o o o o o o o o I — — — - — —
o o o o o o o o o o o o o o o o o
o~ o~ o~ o~ o~ o~ o o~ o~ o o~ [V} o o~ o~ [} o~

Fig. 7.1 Changes in the number of foreign tourists visiting Japan. Source: Japan
Tourism Agency, White Paper on Tourism, each year. Original source was docu-
ments compiled by the MLIT (Ministry of Land, Infrastructure, Transport and
Tourism) based on documents by the Ministry of Justice (2000-2008), and esti-
mation by Japan National Tourism Organization (2009-2016)

group tour type, in which tourists travel to a variety of destinations, to
individual travel focused on experience, which tends to see the traveler
staying at a specific destination. Innovation in domestic tourism products
in response to this change is severely delayed. The tourism industry in
Japan grew with a central focus on domestic demand, and now faces a
major turning point. It must turn away from a model in which tourist
areas have been developed and tourists catered for based on traditional
group-oriented tourism, towards the restructuring of Japanese tourism in
its entirety, while also bringing overseas tourists into its purview. The issue
here will be to promote the easing of tourism-related regulations and
boost the floating population of Japan’s regions with the tourism industry
as the central axis. I believe this will function as a driving force for regional
revitalization.
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3 Issues TowarDps 2020

3.1  Creation of Japanese-style Destination Marketing/
Management Organizations (DMOs) as a Foundation to Boost
Regional Revitalization and Tourvism to a New Level

Rapid population decline in Japan’s rural areas is resulting in increasing
contraction of regional economies (Kaneko, 2016; Masuda, 2015).
Against this background, increasing the vitality of regional areas by boost-
ing the non-resident population, that is, promoting regional development
by increasing tourism, is an important policy issue in relation to regional
revitalization. Attention is being focused here on the launch of Japanese
versions of DMOs, tourist organizations which are standard features of
advanced tourist regions such as Europe and the USA (The Prime Minister
of Japan and His Cabinet, 2016). This issue is discussed in detail in Chap.
8, “Creation of DMOs to Promote Inbound Tourism: Methods and
Issues,” by Professor Yoshitaka Mizoo (2018). The concept for the
Japanese-style DMOs being advocated by the government is
“independently-operated organizations established with the aim of mar-
keting and promoting (branding) tourist areas (regional tourism
resources), possessing functions for management of the quality (safety) of
services for the acceptance of tourists, the formulation of tourism strate-
gies, and the management of business planning,” which work to assist in
regional revitalization.! One major issue is promoting a higher proportion
of visits to regional areas by foreign tourists. The functioning of these
DMOs in regional tourist areas and their ability to newly create environ-
ments that allow for the acceptance of foreign tourists, and to put in place
measures for the cultivation of the necessary human resources and to func-
tionally implement them in regional areas, represent two major factors in
successfully increasing visits to regional areas by overseas tourists.

3.2 New Divections in Accommodation Facilities in Japan:
Discussion Is Increasing avound the Minpaku Issue

To recap issues discussed in detail by Professor Kumiko Tomikawa in
Chap. 9, “Towards the Relaxation of Regulations on Minpaku in Japan,”
(Tomikawa, 2018) there is a chronic shortage of hotel spaces in large met-
ropolitan areas in Japan, in particular Tokyo and Osaka. This is considered
to be due to the doubling of the number of overseas tourists visiting Japan
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in the two-year period from 2013. In Tokyo, where a 75% hotel occu-
pancy rate was previously considered good, occupancy rates are in excess
of 90%, and there is an ongoing inability to ensure accommodation for
business travelers. Looking towards 2020, an even greater shortfall in
accommodation facilities is looming, but spiraling construction costs
mean that it will be difficult to ensure a sufficient number of rooms to
respond to the expected demand. Overseas, there is an active sharing
economy. The website Airbnb, which connects people seeking to rent
accommodation with people needing accommodation, already covers
more than 800,000 rooms and other accommodations located in 33,000
cities in 192 countries (Ozawa and Machida, 2015).

However, because rental contracts of less than 30 days’ duration are
subject to restrictions based on the Hotel Business Act, and because it is
not possible to offer short-term rentals without satisfying the conditions
required for accommodation facilities, for example having a reception
desk, the use of this sharing economy is not allowed in Japan.

In order to break through this particular “bedrock regulation,” the gov-
ernment is allowing the offering of accommodation for less than 30 days by
private individuals or businesses which are not registered as hotels, termed
minpakn in Japanese, in special zones in which the restrictions of the Hotel
Business Act in this respect do not apply. As pioneering examples of these
strategic minpakn zones, Tokyo’s Ota Ward and Osaka City have formu-
lated independent regulations, and independent minpakn businesses com-
menced legal operation from 2016. The regulations provide measures for
the prevention of illegal residence for purposes of crime or terrorism, and to
respond to complaints from neighbors regarding noise or garbage. At the
same time, new measures for the revitalization of the special zones through
their existing economic activities are being put into effect, with the admin-
istrations involved in the establishment of the special zones using the formu-
lation of the new regulations as an opportunity to promote increased
circulation in their local economies by attempting to increase the appeal of
their areas to minpakn users through initiatives such as offering free tickets
for the use of local public baths, and to boost tourist spending at local stores
and restaurants by issuing coupons that can be exchanged for various ser-
vices and printing maps in a variety of languages.

In addition, as Professor Tomikawa indicates in her chapter, in its attempt
to increase the annual number of overseas visitors to Japan to 40 million, the
government has also established a policy of treating minpakn businesses as
“budget hotels” under the Hotel Business Act as a second move in its easing
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of the regulations on minpakn, and is reviewing the possibility of expanding
legal recognition of minpakn nationwide, but it is feared that this step would
face serious opposition from existing 7yokan owners.

4  CONCLUSION

This chapter has considered issues facing Japan’s tourism strategy as it
looks towards 2020 and the easing of tourism-related regulations for the
promotion of regional revitalization. However, while the goal of making
Japan a tourism-oriented nation and realizing a significant increase in the
annual number of overseas visitors from a base of 20 million in 2016 to 40
million by 2020 is an important one, we must be careful not to merely
prioritize the achievement of the target figures. It would be desirable to
see comprehensive discussion of the positioning of the tourism industry in
Japan covering aims such as what type of people from which countries we
seek to attract, for which purposes, and whether we seek to encourage
single or repeat visits; these discussions should also encompass concrete
measures for the revitalization of tourism demand among the Japanese
themselves. We must promote the development of tourism as a new engine
of regional revitalization and growth in the Japanese economy which will
become a major pillar of economic reform.

Acknowlegements I should like to express my deepest appreciation to Professor
Hiroyuki Yasujima of Atomi University for his great help and generous support in
pushing forward this study.
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CHAPTER 8

Creation of DMOs to Promote Inbound
Tourism: Methods and Issues

Yoshitaka Mizoo

Abstract The trend towards the use of inbound tourism to drive regional
revitalization is increasing in strength in Japan. Enabling the nation’s
regions to attract tourists is therefore an urgent task. Destination market-
ing/management organizations (DMOs) are one response. Their roles
would include providing information, conducting promotions, imple-
menting effective marketing, and formulating strategies.

Regional areas attempting to create DMOs would be required to evalu-
ate the resources they possess and decide on their travel products. It would
then be essential to create a strategy regarding where and how to sell these
products. Furthermore, it would be necessary to strengthen tourism asso-
ciations. Cooperation between tourism associations and various regional
bodies, including commerce and industry associations, would be vitally
important factors.
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1 INTRODUCTION

In Japan, the trend towards the use of inbound tourism to drive regional
revitalization is increasing in strength. Against the background of an
increasing number of overseas visitors to Japan, ensuring that the nation’s
regions are ready to accept tourists is an urgent task. DMOs are one
response. DMO is short for destination marketing/management organi-
zation. These are tourism promotion organizations established under the
auspices of regional areas themselves. Their roles include providing infor-
mation, conducting promotions, implementing effective marketing, and
formulating strategy.

This chapter discusses effective means of evaluating regional resources
when regional areas begin to create DMOs and indicates a number of
approaches in relation to DMO strategies which should be adopted by
regional areas.

Prior to commencing this discussion, the following two points should
be made: First, in relation to regional areas (here referring to the regional
city, town, or village level), “inbound tourism” refers not only to tourism
involving overseas visitors to Japan, but to all visitors from outside the
specific region, including Japanese citizens; foreign tourists represent a
subset of tourists from outside the region. Second, while “Japanese-style
DMOs” are now being hurriedly created under the leadership of the Japan
Tourism Agency, they already have precedents in the USA and Europe. It
is this type of DMO that Japan should be striving to create. “DMO” here
therefore refers to “universal DMO?” rather than “specifically Japanese
DMO.”

The success or failure of a DMO depends on whether or not the
regional area creating it is able to express its individual character in its
initiatives. This chapter suggests a framework for DMO strategy, and it is
the author’s hope that individual regions will deploy their own regionally
specific DMOs based on this framework.

2 EVALUATION OF TOURISM RESOURCES POSSESSED
BY REGIONAL AREAS—THE TARGET MARKET IS
THE DETERMINANT
Tourism can be viewed in a narrow sense, as concerned with “sightseeing”

for the purpose of “looking” and “learning,” or in a broader sense, encom-
passing “recreation” and “accommodation.” Regional areas attempting to



CREATION OF DMOS TO PROMOTE INBOUND TOURISM: METHODS... 77

create DMOs must evaluate the resources they possess and determine
whether, as a travel destination, they are one or other of these, or whether
they have the characteristics of both. It is also essential for regions to decide
on their travel products after learning as much as possible about which areas
they are able to attract visitors from and what the preferences and behavioral
characteristics of people from those arcas are (Mizoo 2015).

2.1  Isthe Arvea a “Sightseeing Avea™?

The type associated with tourism in the narrow sense, as “sightseeing,” is
basically the tour, on which tourists visit a number of places in a specific area.

In order to attract tourists to a region, it is essential first to understand
the characteristics of the resources that the region possesses as a sightsee-
ing area. “Characteristics” here refers to the types of resources and the
appeal of the individual resources. Based on the types of resources pos-
sessed by the region, it can be decided what individual themes tourism
products can be created around. Regional knowledge will be applied to
determining themes that will attract visitors to particular places—culture,
history, flowers, and so forth.

In addition, the regions from which visitors can be attracted (from over-
seas, throughout Japan, regionally, within the prefecture, or from neighbor-
ing prefectures) will be decided based on whether the appeal possessed by
individual resources is high or low. At present, there is no method of evalu-
ating the level of appeal of resources other than comparing them with exist-
ing sightseeing resources within Japan (Japan Travel Bureau Foundation,
2014).! If the resources possess a strong appeal, it will be possible for the
region to attract visitors from more remote areas. What must be borne in
mind is that the further the distance to be traveled from the point of depar-
ture to the destination, the more time and expense is involved in the travel,
meaning generally that more days are involved in the trip, and the trip cov-
ers a wider area. Because of this, for tourists from distant locations, the
program of travel offered must not be restricted to a single region or prefec-
ture. This point is illustrated by the distances traveled over the seven Japan
Tourism Agency-designated wide-area sightseeing routes (spanning differ-
ent prefectures) targeting foreign tourists, such as the Dragon Route.?

By contrast, if the appeal of the regional resources is low, or the level of
appeal changes with the seasons (flowers, events, annual festivals, etc.),
one specific area will be the focus, and in such cases it would be desirable
to provide information in a timely fashion to nearby markets.
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The author has past experience in presenting Tokyo tourist products
and regional attractions separately to overseas markets, the national
Japanese market, and the market comprised by regions close to Tokyo and
the broader Kanto region. This would presumably be an effective approach
at the prefectural level.

2.2 Isthe Avea a “Recreation Area”?

2

This section looks at “recreation areas,” with recreation considered an
aspect of tourism in the broader sense. Taking golf and skiing as represen-
tative examples, the characteristic of recreational tourism is to stay in the
chosen destination and spend time performing the desired activity. Rather
than moving between a number of locations, this type of tourism involves
a simple round trip between the point of departure and the destination,
and a short traveling time is therefore desirable. Because Japan possesses
numerous recreation destinations with a high degree of interchangeability,
recreation areas make nearby heavily populated markets their main targets.
A perfect example of this is the high volume of tourists traveling to Japan
from Korea in order to play golf or ski. The fact that large numbers of
tourists come to Japan from Australia to ski is due to the availability of
good-quality powder snow in Japan during the off season in Australia,
which attracts Australian skiers during the Japan ski season. Because the
trip from Australia involves time and expense, in this case the amount of
time that these tourists spend in Japan is longer (Mizoo 2009).

2.3 Isthe Avea an “Accommodation Area”?

Depending on the conditions of the location, there are three types of
“accommodation area” (another aspect of tourism in the broader sense),
as follows:

1) the area is a sightseeing area, is on a sightseeing route, or there is a
sightseeing area nearbys;

2) the area doubles as an accommodation area because it is a recreation
area in which tourists choose to stay;

3) in areas which are solely accommodation areas, visitors come from
nearby regions.
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In terms of the resources of accommodation areas, if we consider
Japanese tourists specifically, the presence of a hot spring is a major attrac-
tion. Other than this, areas of scenic beauty and areas with beautiful natu-
ral environments are selected as accommodation areas. As the distance
that visitors have to travel to reach the area becomes higher, the quality
and scale of accommodation facilities becomes an issue (both individually
and in the region as a whole). At the same time, as the recent popularity
of guesthouses indicates, there are travelers who are prepared to stay for
longer periods in simple accommodation if the cost is kept down.

2.4 Diversity of Prefevences of Overseas Tourists

With regard to foreign visitors to Japan, there are differences between the
interests of Westerners and Asians, and among Westerners themselves, of
people from, for example, the USA, France, and Germany, and they will
naturally choose different destinations and activities in Japan. In the case
of Muslim tourists in particular, if there is insufficient awareness of culi-
nary and religious requirements, it will not be possible to meet the needs
of guests. Ultimately, it is essential to have a strategy for the provision of
information to target markets, and for the acceptance of visitors from
those markets. It must also be borne in mind that as they come to visit
Japan more often, the destinations, desired activities, and preferences even
of people from the same country will change.

3 EsTABLISHING STRONG DMOs

3.1  Communication of Information from the Region

Next, once a product has been created, it is essential to have a strategy for
where and how to sell the product. This generally means selling the prod-
uct to a travel company, but it is difficult to rely entirely on travel compa-
nies, because their focus is normally the entire country, and they tend to
disregard regions and tourism resources which have a low level of recogni-
tion. However, because even travel companies do not possess a compre-
hensive knowledge of new themes and tourism resources, it is important
for the destination region to continue to actively provide information,
prompting awareness and promoting the commercialization of travel
products in the target regions. Today, of course, business-to-customer
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(B2C) activity is a major focus in addition to business-to-business (B2B)
custom, and in this era of social networking services (SNS), it will be nec-
essary for destination regions to continuously provide fresh information to
interested parties via computer and other information devices.

The appropriate originator of this information will differ depending on
the target market. For nearby markets, it will be sufficient for small regional
cities, towns, or villages to provide tourist information. If the entire nation
is the target market, then the initiative will shift to the prefectural level. In
the case of overseas markets, cooperation will transcend the prefectural
level—for example, all prefectures in Kyushu would collaborate to sell to
foreign markets. In fact, the names of prefectures or city wards are not
recognized in overseas markets. We should consider this from the tourist’s
perspective. For tourists, the names Yokohama, Kamakura, and Hakone
have greater recognition than Kanagawa Prefecture; the names Asakusa
and Ueno are more recognizable than Taito Ward. These are the names
that we should lead with. The level at which it is possible to do this is that
of the provision of information.

This represents what I will term region-led destination-based tourism.

3.2 Intra-rvegional Coopevation—the Advancement
of Community Tourism

There are in fact few examples of successful destination-based tourism. In
order to make it a reality, it will be essential to strengthen traditional tour-
ism associations, and to do away with a model of reliance on the government
or regional administration. We need to cultivate for-profit businesses, and
deploy specialist staft. Cooperation between enhanced tourism associa-
tions and various regional bodies, including chambers of commerce, agri-
cultural cooperatives, and fisheries cooperatives, and, above all else, a
warmly welcoming populace, will be vitally important factors.

The movement towards turning tourism associations into incorporated
associations is a first step towards strengthening the organizations, but nev-
ertheless many remain dependent on the government. Against this back-
ground, in 2003 the Niseko Resort Tourist Association became the first
tourist association in Japan to become an incorporated company.® In addi-
tion to independently registering travel businesses and conducting a variety
of profit-making businesses, the Niseko Resort Tourist Association has
commenced community FM broadcasts and also commissions the opera-
tion of roadside tourist centers. We can point to the Nagasaki Prefecture
Convention and Tourism Association as an example at the prefectural level.
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This incorporated foundation is almost entirely independent from the gov-
ernment, and is able, depending on circumstances, to ally itself with special
travel businesses in a way that would be difficult for government organiza-
tions. The Association’s number of employees and budget scale is far and
away greater than those of other prefectures. The Tokyo Convention &
Visitors Bureau, a public interest incorporated foundation, has added a new
function for the organization of conventions to the traditional tourist asso-
ciation, enabling it to mount multifaceted initiatives. Other than these
organizational considerations, the willingness of the government, tourist
associations, and chambers of commerce to engage in dialogue when
needed, as in the cases of Yonezawa, Kusatsu, and Yufuin-Onsen, will also
be an important factor.

As exemplified by eco-tourism, “community (-based) tourism,” which
is being promoted in developing nations, creates a system of intra-regional
economic circulation in which tourists are attracted to a specific region,
and the majority of their expenditure occurs within the region. Local
guides show tourists the region’s tourism resources, tourists eat at restau-
rants that serve local cuisine, they purchase souvenirs at shops selling
products made by local people, they stay in locally funded accommodation
facilities, and so on.

Even if destination-based tourism does not present a similarly complete
system, for the sake of cooperation between local residents and related
organizations, it is important to recognize that it is the supply of raw
materials and products from the region’s primary and secondary industries
and from other tertiary industries that supports the tourist industry. When
the close relationship between these industries and the tourist industry is
made clear, it is possible for people to see that the economic effects of
tourism extend broadly throughout the region. Increasing the economic
success of the tourist industry has a positive effect on other industries.
Today, we are seeing primary industry itself striving to become a “sextiary
sector,” and secondary industries are organizing factory visits and selling
products directly to tourists. By connecting these primary and secondary
industries directly with tourists (consumers), it is possible to see clearly the
direction for strong-selling products, creating new economic effects.

The significance of tourism for Japan’s regions, and the purpose of
working to promote tourism, is understood in initiatives of this type.
However, the purpose of tourism is not merely to produce economic ben-
efits, but also, by welcoming people from outside the region, including
foreign tourists, to promote their understanding of a culture which was
initially strange to them, and to realize personal growth in the people of
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the region by means of the mutual stimulation occurring through exchange
with visitors to the region.

If tourists like the places that they visit, various areas in the region will
soon become well known, increasing that region’s brand power. If the
region’s recognition increases, then it will become easier for its primary
and secondary industries to find markets if they choose to sell their prod-
ucts outside the region. And if the people of the region are told how desir-
able their home region is when they visit other parts of the country, they
will develop pride in their region. A town that is desirable to live in will be
a town that is desirable to visit. The type of organization able to make this
a reality is precisely the type of DMO that Japan’s regions should be
attempting to create.

NoOTES

1. For methods of evaluation of the level of appeal of tourist resources, see
Utsukushiki Nibon: Tabi no Fuko, published by the Japan Travel Bureau
Foundation.

2. The Dragon Route is a project in which nine prefectures in the Chubu and
Hokuriku regions (Aichi, Gifu, Mie, Shizuoka, Nagano, Ishikawa, Toyama,
Fukui, and Shiga) have joined together to attract overseas tourists.

3. The majority of conventional tourist associations at the prefectural level are
incorporated associations or incorporated foundations, while the majority at
the town and village level are voluntary organizations.

4. The “sextiary” industry, or the “sextiary sector” (sometimes called the “sixth
sector”), is a Japanese term referring to the diversification of agriculture into
agriculture-related manufacturing and services such as food processing and
restaurant management. The concept of a “sixth sector” originates from the
idea of combining agricultural production (Primary industry: 1) with pro-
cessing (Secondary industry: 2) and distribution and sales (Tertiary industry:
3) to generate a synergistic relationship (1x2x3=0).
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CHAPTER 9

Towards the Relaxation of Regulations
on Minpakn in Japan

Kumiko Tomikawa

Abstract A proliferation of Internet minpaku sites, leading to a conspicu-
ous increase in the number of users in Japan, has focused attention on the
issue of minpakn, because the conditions of this type of renting may vio-
late Japan’s Hotel Business Act. Discussion of the relaxation of regulations
on minpakn has proceeded in response to a shortage of hotel rooms and
the need to attract overseas visitors. The relaxation of regulations on farm
stays in Japan and short-term accommodation in the USA and Europe can
serve as references for the relaxation of regulations. Two additional points
must be considered in future initiatives towards the relaxation of regula-
tions on minpakn in Japan: the formulation of independent bylaws in
regional areas, and the promotion of internal tourism.
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1  Tur HotEL BUSINESS ACT AND MINPAKU

“Minpaku” is the Japanese term for providing rooms in private houses as
accommodation. In itself, minpakn is not illegal. However, minpaku con-
ditions which may violate Japan’s Hotel Business Act are today coming
under scrutiny. A period of 30 days represents a yardstick for the Hotel
Business Act and the Act on Land and Building Leases: If offering a rental
contract of under 30 days’ duration, it is necessary to seek approval from
the prefectural governor to operate as a hotel business.

The Hotel Business Act defines four categories of hotel business: hotels,
ryokan (Japanese-style inns), budget hotels, and boarding or lodging
houses. Minshukn (guesthouses or bed and breakfasts) and weekly apart-
ments are normally classified in the budget hotel business category, for
which there are no regulations concerning the minimum number of rooms
or the minimum length of stay. In order to receive approval to operate a
business in this category, each room must be at least 33 cubic meters, and
strict safety and other standards must be satisfied (for example, there must
be a reception desk, the walls must be made of flame-retardant materials,
and smoke detectors must be installed). Because of this, a significant out-
lay in investment for facilities and equipment would be necessary for an
ordinary house to receive approval as a business of this type. Generally,
establishments which receive approval to be operated as businesses are
classified as minshukn, and those which do not are classified as minpakn.
The stipulations of the Hotel Business Act and the Act on Land and
Building Leases are, however, out of step with the present era, and it is
time for reconsideration of the acts.

2 THE SPREAD OF MINPAKU AND REGULATION

The subject of minpakn is regularly taken up in the mass media, and there
is broad awareness of the issue, but this has only been the case in the
middle of 2015. Prior to this, the term minpakn would have been under-
stood by most people as referring to boarding in a home in the country
while engaging in work on a farm or in the fisheries. This “farm minpakn”
was advanced as a means of promoting tourism in Japan’s regional areas.
From spring 2015, however, minpakn sites began to proliferate on the
Internet, and there was a conspicuous increase in the number of minpaku
users. With the tragic death as the result of an accidental fall of a young
Chinese woman staying in a minpakn in Tokyo in July 2015, the issue
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rapidly came to the public’s attention. Surveying Airbnb, the largest ser-
vice for the introduction of minpakn accommodation to potential cus-
tomers, in order to gauge expansion of the minpakn phenomenon, we
find that there were 21,000 properties registered in Japan in the year of
2015 (an increase of 374% against the previous year), and the number of
users reached one million (an increase of 530% against the previous year).!
Minpakn takes a variety of forms, including homestays, in which the user
stays in the landlord’s house, and a type in which the user rents an apart-
ment or house. For tourists, the homestay type offers a unique experience,
involving exchanges with locals and cultural experiences; the rental type
makes it easy for a family or group to stay multiple nights. This latter type
is particularly common in Japan. It is thought that because there are a
limited number of extended-stay facilities or facilities enabling users to
cook for themselves in Japan, there is a demand for this rental type, and
that for the renters it represents an effective use of empty space, while for
users renting their own space is a comfortable option in a culture in which
shared rooms and shared houses are not the norm. Some people fear,
however, that this rental type, as opposed to the homestay type, will result
in issues such as noise and the violation of community rules, and even cre-
ate the conditions for crime.

In the USA and Europe, people have traditionally stayed with relatives
and acquaintances while traveling, but from around the mid-2000s, the
number of sites offering short-term accommodation in private houses
began to increase, and sites enabling direct reservations to be made
appeared. This highlighted a variety of issues, including legal problems.
Against this background, Airbnb spread rapidly following its foundation in
the USA in 2008, and new bylaws began to be enacted as a result in
numerous US and European cities. As this indicates, unlike in Japan, the
issue of minpaku, and responses to it, are already well established in the
USA and Europe.

Given this history, the relaxation of regulations on farm lodgings in
Japan and short-term accommodation in private residences in the USA
and Europe can serve as references in relation to the relaxation of regula-
tions on minpakn in Japan.

Efforts to promote minpakn in farming communities commenced in
the town of Ajimu in Oita Prefecture, which has welcomed large numbers
of domestic and overseas tourists since it commenced its initiative in 1996.
Because Ajimu offers minpakn with meals, as the number of tourists
increased, concerns that the enterprise might violate the Hotel Business
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Act and the Food Sanitation Act were raised. At the time, the Ministry of
Agriculture, Forestry and Fisheries was promoting green tourism (involv-
ing city people engaging in leisure activities while staying in farming or
fishing villages) as a policy, and encouraged the registration of minshuku
enabling guests to experience agricultural and fisheries work to form the
core of this effort. However, the barriers to normal houses in fishing or
farming villages being granted approval to operate as minshuku were high,
and the law impeded the entry of new operators to the market. The
authorities ultimately took the experience of Ajimu and the problems of
registering minshukn into consideration, and from 2002 relaxed regula-
tions such as standards for minimum floor area in order to promote green
tourism. It is interesting to note that minshukn in Ajimu are termed either
nobakn (farm stays) or minpakn, and some continue to be termed min-
pakun even when they receive approval to operate as businesses under the
Hotel Business Act.

Turning to the situation in the USA and Europe, I would like to look
in particular at regulations concerning landlords seeking to offer minpaku
services. In Rome, minpakn is not allowed, and anyone wishing to accept
short-term guests must register as a hotel, but most municipalities in the
USA and Europe offer approval for minpakn when they are notified. In
the case of Berlin, however, while the city has a system for granting
approval for minpaku, it is prohibited in many of the city’s districts, and
numerous actions violate city laws and ordinances. In New York, renting
space in an apartment building for a period of less than 30 days is prohib-
ited. In other cities around the world, approval is not required but other
conditions apply: In London, landlords can rent space for no more than
90 days per year; in Amsterdam the figure is 60 days, and a maximum of
four people are allowed at any one time; in Paris, the landlord must reside
in the residence for at least eight months of the year. In addition to regula-
tions of this type, many cities demand the payment of taxes including
tourism tax, short-term accommodation tax, and income tax.

As the discussion above has shown, in Japan regulations on minpaku
have been relaxed in specific areas and for specific types of enterprise. In
the USA and Europe, attempts are being made to limit encroachment on
residential areas and communities and to mitigate the effect on existing
short-term accommodation facilities by establishing conditions in specific
municipalities and districts to restrict length of stay and the scale of short-
term renting. These examples are receiving attention in current discus-
sions on the relaxation of regulations on minpakn.
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3 Di1scUSSION ON THE RELAXATION OF REGULATIONS

The Japanese government is proceeding with the relaxation of regulations
on minpakn in specific areas, and in October 2015 allowed the provision
of accommodation for periods of up to 30 days on the basis of a rental
contract as an exception to the Hotel Business Act. Giving consideration
to the operation of hotels and ryokan, the exception to the Act stipulates
that in principle the rooms should be offered to foreign visitors to Japan
for no less than seven days, and include special conditions regarding, for
example, the prevention of nuisance to neighbors. Given that the majority
of foreign tourists stay no more than six days in Japan, the feasibility of the
provision has been called into question, but Tokyo’s Ota Ward and Osaka
City, both of which are experiencing a serious shortage of hotel accom-
modation, have enacted bylaws allowing minpakn. Separately to initiatives
in these special zones, the Ministry of Health, Labour and Welfare and the
Ministry of Land, Infrastructure, Transport and Tourism established the
Investigative Commission regarding the Orientation for Minpaku Services
in November 2015. The Investigative Commission met 13 times, and
published its final report on June 20, 2016. During its period of delibera-
tion, the Investigative Commission established guidelines that position
minpakn accommodation as “budget hotels” under the Hotel Business
Act, and relaxed regulations including the standard for floor area in order
to make it easier for landlords to receive approval (effective as of April 1,
2017).% Based on the final report of the Investigative Commission, it is
expected that regulations concerning intermediary businesses will be
revised in the future, and revision of the Hotel Business Act will also pro-
ceed. Therefore, both the administrations of the special zones and the
Investigative Commission regarding the Orientation for Minpaku Services
are basically aiming towards the promotion of minpaku by means of the
relaxation of regulations. The contradiction in the fact that the former
recognize minpakn as an exception to the Hotel Business Act, while the
latter situates it within the compass of the Act, has been noted. The con-
tradiction exists because the administrations of the special zones view mi7-
pakn on the basis of the Act on Land and Building Leases, and the current
policy direction can be seen as a compromise between this Act and the
Hotel Business Act. Whatever the case, the two approaches have entirely
different scopes of application, with the former focused on special areas,
and the latter taking in the entire country.



88 K TOMIKAWA

4  TowarDS FUTURE INITIATIVES

Discussion of the relaxation of regulations on minpaku has proceeded on
the basis of Japan’s worsening shortage of hotel rooms and with the mea-
sures being seen as part of efforts to attract a greater number of overseas
visitors. However, if we look at the occupancy rate of rooms throughout
the country (in October 2015), we find a rate of around 80% for hotels,
around 40% for ryokan, and less than 30% for budget hotels. The occu-
pancy rate for 7yokan and budget hotels is around 60% in Tokyo, and only
about 50% in Osaka. In addition, foreign visitors represent only around
10% of users of short-term accommodation throughout the country, and
in Tokyo, 70% of users are visiting for purposes other than sightseeing.® In
other words, the shortage of hotel rooms is mainly restricted to the Osaka
metropolitan area, and is especially serious for business travelers; however,
rooms remain to be filled in small-scale facilities, and the occupancy of
facilities in rural areas is in a slump. Given this, promotion of the use of
regional accommodation facilities by groups, which are unable to stay in
large cities, would represent an opportunity for the realization of regional
revitalization.

Two points must be considered in future initiatives towards the relax-
ation of regulations on minpakn. One of these is the formulation of inde-
pendent bylaws in regional areas. The circumstances surrounding minpaku
differ in different regions. In the special zones designated by the govern-
ment, there are serious shortages of hotel accommodation; in hot spring
areas, in which supervision of'illegal minpakn is being enhanced, there are
numerous 7yokan, but the number of visitors has slumped. It is important
that even as the government sets out a direction for minpakn, municipali-
ties and local administrations do not simply wait passively for the govern-
ment’s guidelines, but formulate their own independent guidelines to
enable them to use minpaknin the revitalization of their regions. Removing
restrictions on minpakn may be an effective means of promoting the
invigoration of tourism in Japan, but the strategy of relying on the rapidly
changing inbound market in order to boost tourism is a dangerous one.
Japan will not become the tourism-oriented nation it seeks to become
unless it works to promote both inbound and internal tourism. The real-
ization of more widespread minpakn would be desirable from the perspec-
tives of both promoting internal tourism and contributing to regional
revitalization.
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PART IV

Administrative Reforms: Public
Service Sectors for the Elderly



CHAPTER 10

Local Government Financing of Health
Insurance and the Revitalization—
Facilitating Migration of the Elderly

Wataru Suzuki

Abstract The decline in Japan’s birth rate, the most rapid in the world,
and the aging of its population are not uniform throughout the country.
The number of elderly residents of Japan’s regional areas has already
begun to decline, while those numbers in Tokyo and other large cities will
surge in the future. Because prices are regulated in Japan’s medical and
nursing care sectors, we cannot rely on the adjustment of supply and
demand based on the price mechanism. The Japanese government should
implement measures to correct the uneven regional distribution on the
demand side by promoting migration of the nation’s elderly population to
regional areas. This chapter proposes reforms to the National Health
Insurance and nursing care insurance systems, which currently hinder the
movement of Japan’s elderly citizens to regional areas.
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The Abe administration has initiated a policy of “regional revitalization”
as a new economic policy seeking to correct the overconcentration of pop-
ulation and economic activity in Tokyo and arrest the population decline
in areas where it is feared that small municipalities might cease to exist. At
present, a variety of measures, including the establishment of new subsi-
dies for regional municipalities, the introduction of tax incentives for com-
panies which transfer their head office functions from Tokyo to a regional
area, and the transfer of government agencies to regional areas are either
under review or being implemented. Of these, however, the most effective
and the most practical policy is the promotion of the movement of mem-
bers of Japan’s elderly population to the nation’s regional areas.

Under this policy, the movement of seniors currently living in cities to
regional areas while they are still healthy would directly arrest the decline
in the population of those areas, and in the near future their demand for
medical and nursing care would both maintain and create employment
opportunities for young people in the same areas. This is a “win—win”
situation both for large metropolises and for Japan’s regional areas.

The advantages for the nation’s regions are clear. As the agricultural,
forestry, and manufacturing industries in Japan’s regions have declined, it
has been service industries targeting the elderly, such as medical and nurs-
ing care, which have provided employment opportunities for local young
people. However, the elderly population in the majority of Japan’s regions
is either already beginning to decline or expected to decline in the near
future, which will make the medical and nursing care staff and facilities
which have been maintained up to the present unnecessary. With the
decline in the elderly population, the last remaining young human
resources, who had previously worked as nursing and medical care staft, in
particular young women, will migrate to the cities, accelerating the decline
in the regional birth rate, and raising the real possibility that some regional
municipalities will die out. Alarm bells were raised regarding this possibil-
ity by the Masuda Report (Japan Policy Council, 2014 ), which sent shock
waves through Japanese society. The movement of elderly citizens to
regional areas could help to arrest this trend.

At the same time, the policy also has significant merit for Japan’s cities.
In large cities such as Tokyo and Osaka, the fact that many elderly resi-
dents are on waiting lists to enter aged care facilities is already a social
problem. With the rapid aging of the population in the nation’s cities, this
problem is expected to increase in severity in the future. Establishing the
necessary number of new care facilities in cities such as Tokyo and Osaka,
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where land prices are high, will entail the investment of an enormous
amount of public funds. By contrast, if we were able to promote the move-
ment of the nation’s elderly population to regional areas, we could make
use of facilities that were no longer in use, or establish facilities in areas in
which land and labor were cheap. This would represent a considerable fis-
cal savings throughout the nation. Naturally, the policy would not be
urged on people who felt no desire to move. However, many among
Japan’s baby boom generation were born in regional areas, and for these
elderly citizens, the move to a region boasting an adequate medical and
nursing care infrastructure could represent an appealing choice, as a return
home. With the backing of government policy, this could have the poten-
tial to stem the flow of people from Japan’s regional areas.

The greatest obstacle to the movement of members of the elderly pop-
ulation to regional areas is the issue of municipal funding of medical and
nursing care, as indicated by Hatta (1996, 2015) and Suzuki (2015).
When elderly people move from a city to a regional area, they join the
National Health Insurance and nursing care insurance programs in their
new municipality. However, because a very low burden of payment of
health and nursing care insurance fees is placed on the elderly in Japan,
their actual medical and nursing care expenses significantly exceed the pre-
miums paid. The movement of elderly people to a municipality therefore
increases the burden of payment for the municipal administration, and
insurance premiums for residents increase. For this reason, elderly people
moving from cities represent a burden to municipalities, which are there-
fore understandably halfhearted about accepting them. As Hayashi (2018)
points out in Chap. 12, municipalities attempt to block the movement of
elderly people to their areas by refusing to grant permission for the con-
struction of new nursing care facilities.

However, taking Japan as a whole into consideration, the movement of
the elderly from cities to regional areas should not change the overall bur-
den that they represent. If the movement of the elderly increases the bur-
den in regional areas, it also reduces the burden in cities. The essence of
the problem is that the current National Health Insurance and nursing
care insurance systems function as “regional (i.e. ‘local’) insurance,” and
are not portable; because of this, the movement of the elderly from cities
imposes a burden on regional areas.

The jukyochi tokurei system provides a partial solution to this problem.
Under this system, the burden of medical and nursing care expenses for
elderly people who move to a regional area and enter a long-term care
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insurance facility are borne by the municipality from which the individual
has moved (for example, one of Tokyo’s wards). However, this system has
limitations, in that it only applies to elderly people who enter regional
institutions, and not to those living in normal residences.

Tokushima, Kochi, and Akita prefectures are currently proposing the
conditional expansion of jukyochi tokurei privileges to elderly people who
move into normal residences in areas designated as National Strategic
Special Zones. However, this proposal is facing strong opposition from
the Ministry of Health, Labour and Welfare, which believes that it runs
counter to the principle of “regional insurance,” and discussions concern-
ing this so-called “bedrock regulation” have reached an impasse.

However, we do have available a proposal for fundamental reform which
will (1) maintain the framework of “regional insurance”; (2) not impede the
movement of elderly people to regional areas; (3) correct disparities in the
burden of National Health Insurance and nursing care insurance premiums
between municipalities; and (4) enable small municipalities to achieve fiscal
stability. This idea would kill four birds with one stone. In essence, this pro-
posal would produce a mechanism whereby average per person medical and
nursing care costs for each age stratum would be calculated for the entire
country, and the national government would provide each municipality
with funding to cover “model benefits” or “standardized expenses” (aver-
age cost of medical and nursing care per age stratum x number of residents
of the municipality in each age stratum) tailored to its specific age makeup.
This would mean that no additional fiscal burden would accrue to munici-
palities with the movement of elderly people to their areas, and that regional
areas would therefore welcome an influx of the elderly. A mechanism by
means of which insurance premium and taxation rates were calculated to
cover the total cost of medical and nursing care for the nation as a whole,
and were levied uniformly throughout the country based on the income
level and age makeup of the specific region, would represent a fair system. If
a municipality were negligent in initiatives such as conducting checks of
medical institutions or implementing activities to promote better health
among its residents, and the cost of medical and nursing care increased
above the calculated model benefits or standardized expenses, insurance
rates would increase by the necessary amount in that municipality alone.

This reform was originally proposed by Iwamoto (1996) as a way to
solve the fiscal crisis of the health insurance system, and by Hatta (1996)
as a way to remove impediments for efficient migration created by the
nursing care insurance.
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In Chap. 13, Hatta (2018) elucidates the proposal and estimates that
the “the model benefit” or “standardized expense” for the national health
insurance would be 125,000 yen for cach additional resident younger than
65, and 556,000 yen for cach additional resident older than 65.

In Chap. 11, Iwamoto (2018) outlines his proposal as “risk adjust-
ment” between municipalities. However, because the law of large num-
bers does not function effectively in relation to small municipalities, if risk
adjustment as described above were implemented, risk from small insurers
would remain, as Hayashi (2018) points out in Chap. 12. The system of
risk adjustment would be completed by the institution of a system of rein-
surance in order to address this problem.

As Hayashi (2018) discusses in detail in Chap. 12, a variety of systems
of fiscal adjustment and subsidies already exist within the current regional
insurance framework, the purpose of which is to ensure fiscal stability for
small municipalities and to reduce disparities in burden between munici-
palities (Hayashi, 2018). However, these are an aggregate of exceptional
measures and small-scale policy responses that are added to every time a
problem arises, and they now represent a highly complex patchwork.
Because they have involved no fundamental change in design concepts,
they also produce insufficient effect. An even greater problem is the fact
that these fiscal adjustment and subsidy systems also adjust for factors
other than differences in age makeup and income levels between munici-
palities, which results in laxness in the fiscal management of insurance by
the municipalities. In economics, this is known as the problem of soft
budget constraint. The discussions underway towards the reform of
Japan’s system of medical care are seeking to expand the domain of insur-
ance from the village, town, and city level to the prefectural level, but
there is a possibility that this might encourage soft budgets.

By contrast, the introduction of the risk adjustment method would
maintain the current municipalities as the managing entities while making
it possible to adjust differences in age makeup and income level as if the
management of insurance were centralized for the entire nation, but with-
out resulting in a relaxation of fiscal discipline by municipalities.

A rapidly declining birth rate and aging population, in addition to over-
all population decline, is shaking the foundations of Japan’s “regional
insurance system,” and it is clear that it has become impossible to respond
using the stopgap measures that have been applied to date. From the per-
spective of the reform of Japan’s social security system as well, it is time to
fundamentally address the problems through the introduction of risk
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adjustment. However, it would be difficult for adjustments between par-
ties with vested interests to be administered by the Ministry of Health,
Labour and Welfare, which is constrained in this area. In order to realize
regional revitalization that transcends the framework of specific government
agencies, it will be necessary to plan comprehensive adjustment that repre-
sents the overall optimum under political leadership. At the same time, it will
be essential to remember that if the Abe government’s regional revitalization
policy does not go beyond mere regulatory reform and fiscal allocations to the
regions to take in reform of the social security system, it will fail to bear fruit.
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CHAPTER 11

Designing New Systems Through
Risk Adjustment

Yoasushi ITwamoto

Abstract Public health insurance for Japan’s working generations is
divided into several systems. There are disparities among these systems in
terms of their state of financing due to differences in the income level of
premium payers. The state of financing of National Health Insurance is
particularly problematic. Risk adjustment can adjust disparities in premi-
ums without hindering the management efforts of insurers. This would
make it possible to adjust disparities in premiums arising from factors such
as the age structure and income level of subscribers, which cannot be
controlled by insurers, while disparities due to other factors would still
occur. The introduction of risk adjustment to the National Health
Insurance system could be expected to resolve the system’s financial
problems.
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Public health insurance for Japan’s working generations can be divided
into association-managed health insurance for employees of large corpora-
tions, health insurance managed by the Japan Health Insurance Association,
or “Kyokai Kenpo,” for employees of small and medium-sized enterprises,
mutual aid association insurance for civil servants, and National Health
Insurance for the self-employed and unemployed. Because the financing
of these forms of health insurance is fundamentally independent, there are
disparities in their state of financing due to differences in the income level
of the premium payers. The financing of association-managed health
insurance and mutual aid association insurance is comparatively stable, but
the financial status of Kyokai Kenpo insurance is poorer than that of
association-managed health insurance, and the state of financing of
National Health Insurance is even more problematic.

In addition to the significant disparity in financing among public health
insurance systems, there are also disparities within the systems themselves.
The maximum disparity in National Health Insurance premiums between
different prefectures is 2.6 times. Even within the association-managed
insurance system, when the average income of insurees is low, there is no
choice but to increase the premium rate in order to ensure a sufficient
source of funds for benefit payments.

Financial adjustment mechanisms have been introduced in order to
reduce the disparities originating in the independent financing of Japan’s
health insurance systems. For example, the government and prefectures
share the burden of the public funding of the National Health Insurance
system. Prefectures bear 9% of the burden of benefit expenses (by means
of financial adjustment subsidies), and prefectures and municipalities share
the burden of reinsurance programs for high-cost medical treatment and
measures to reduce insurance premiums for low-income individuals, to a
total of approximately 1.28 trillion yen (as of the FY 2014 closing of
accounts). In addition, local administrations have supplemented the
National Health Insurance deficit from their general accounts to a total of
approximately 380 billion yen (as of the FY 2014 closing of accounts).

Nevertheless, despite these adjustment measures, the disparities in pre-
mium payments discussed above continue to exist. The reason for this is
that at present, financial adjustment measures are applied only system by
system, because the application of universal measures which would
entirely eliminate such disparities would also have a negative impact on
incentives for insurers to make improvements that would reduce medical
expenses.



DESIGNING NEW SYSTEMS THROUGH RISK ADJUSTMENT 101

However, it would in fact be possible to fundamentally correct dispari-
ties in premium payments without affecting incentives for insurers. The
Kyokai Kenpo system provides us with an example of how to do so.
Workers and their dependent family members throughout the country
are members of the Kyokai Kenpo system. Branches in each of the nation’s
prefectures are the basic administrative units, and insurance premiums
differ between prefectures. This mechanism incorporates the concept of
risk adjustment.

Because the cost of medical treatment increases as the age of the mem-
bers of the medical insurance system (with the exception of children)
increases, under conditions of independent financing, a high proportion
of seniors among the members would necessitate an increase in premiums.
In addition, because there are disparities between prefectures in terms of
the income level of insurees, under a system of independent financing,
premium rates would be extremely high in Okinawa, and extremely low in
Tokyo.

The difference in medical costs between prefectures can be divided into
(1) a component that can be explained by differences in the age makeup
of residents, (2) a component that can be explained by differences in the
income levels of residents, and (3) a component that cannot be explained
by either. Financial adjustment is therefore conducted in order to ensure
that premium rates do not differ due to factors (1) and (2). This is risk
adjustment. Factor (3) is a result of the independent financing of the sys-
tems, and remains reflected in premium rates.

Risk adjustment adjusts disparities in premiums without hindering the
management efforts of insurers. This makes it possible to adjust disparities
in premiums arising from factors such as the age structure and income
level of members, which cannot be controlled by insurers, while disparities
due to other factors still occur. If insurers make efforts to reduce premi-
ums resulting from these other factors, the outcomes will not be passed on
to other insurance systems, but their benefits will be enjoyed within the
original system.

In 1996, the author proposed introducing risk adjustment to all of
Japan’s health insurance systems. The practical advantage offered by this
proposal was that disparities in premiums could be corrected with no need
to amalgamate the existing multiple systems, and transitional costs would
be low. It would be necessary to introduce a system for the adjustment of
finances between the insurance systems, but there is already a mechanism
for financial adjustment in relation to 65-74 year olds which could function
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as the infrastructure for financial adjustment for the systems overall. This
mechanism could be improved and put into effect.

Even if risk adjustment cannot be introduced at once to all of Japan’s
public health insurance systems, it would be possible to expand its applica-
tion in stages from the Kyokai Kenpo system to the other systems. For
example, based on the National Health Insurance Reform Act established
in FY 2015, risk adjustment will be introduced to the system from FY
2018. There has been no fundamental risk adjustment in relation to age-
related risk in the National Health Insurance system up to the present.
Because of this, there are significant disparities in premiums. However,
because the current system of financial adjustment applied to National
Health Insurance is reflected to a considerable extent in benefit payments,
there is little incentive for insurers to make efforts to reduce medical costs.

The introduction of risk adjustment to the National Health Insurance
system can be expected to reduce disparities in insurance premiums and
promote management initiatives on the part of insurers.
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CHAPTER 12

Health Care, Long-term Care, and Local
Public Finances: Intergovernmental
Financing of Social Insurance Programs

Masayoshi Hayashi

Abstract Local governments form an integral part of the Japanese system
of health and long-term care for the elderly. In particular, municipalities
(cities, towns, and villages) manage National Health Insurance (NHI)
programs and Long-term Care Insurance (LTCI) programs for their
elderly residents. Furthermore, all municipalities within a given prefecture
form an administrative unit which finances the costs of medical benefits for
those aged 75 and above. This chapter offers a brief overview of the role
of local governments in financing NHI and LTCI benefits. In addition, it
discusses some of the policy issues that the NHI and LTCI systems are
facing, including compromised horizontal equity, potential failure to pool
risks, and adverse incentives for municipalities to ration social services.
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1 INTRODUCTION

Local governments form an integral part of the Japanese system of health
and long-term care for the elderly. While the central government designs
the care system, local governments play other important roles. In particu-
lar, municipalities (cities, towns, and villages) manage National Health
Insurance (NHI) programs and Long-term Care Insurance (LTCI) pro-
grams for their elderly residents. Municipalities also conduct eligibility
assessments for LTCI benefits and control the supply of long-term care
(LTC) services. In addition, all municipalities within a given prefecture
form an administrative unit that finances the costs of medical benefits for
those aged 75 and above (the cohort known as “old-old”). This chapter,
focusing on NHI and LTCI, provides background information concern-
ing the role of local governments in financing health and long-term care
for the elderly in Japan, and briefly discusses some of the issues that these
systems are facing. These issues include compromised horizontal equity
among municipalities, potential failure to pool risks within municipalities,
and possible adverse incentives for municipalities to ration social services
that may result in inefficient allocation of social service resources.

2 NATIONAL HEALTH INSURANCE: OVERVIEW
OF THE SYSTEM AND CURRENT ISSUES

2.1  Provision of Health Care Benefits in Japan

The benefits side of the Japanese system of public health care is universal
and uniform. The system provides the entire population with standardized
benefits that cover a wide range of medical services and prescribed drugs.
Patients are free to choose any health care service provider. With some
exceptions, copayments and coverage for services are identical regardless
of the type of provider (clinic or hospital, private or public). This also
applies to prescribed drugs. The copayment rate is 30 %, with reductions
for the elderly with incomes below a specific threshold: 20 % for those
aged 70-74 and 10 % for those aged 75 and above. In addition, there are
ceilings on copayments for catastrophic expenditures.

In standard cases, providers receive payment for the health care services
and prescribed drugs they provide (i.e., retrospective payment). Following
the fee schedule set by the central government, they collect copayments
directly from their patients, and receive reimbursements for the residual
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costs from insurers. The insurers finance the reimbursed portion of the
medical expenses, that is, the insurance benefits.

2.2 How ave NHI Programs Financed?

Different public health insurance programs finance such public health
insurance benefits. Table 12.1 summarizes these programs, including the
NHI. The NHI is a residence-based insurance scheme managed by munic-
ipalities acting as insurers. Residents of the municipality who are excluded
from Employees’ Health Insurance (EHI) programs are enrolled in the

Table 12.1 Public health insurance programs in Japan

Type Insurer (No.) Coverage
Employees’ JHIA-managed Japan Health Insurance 35
Health Association (JHIA) million
Insurance Association-managed Employees’ health 29
insurance associations  million
(1431)
Seamen’s Health Insurance Japan Health Insurance 0.13
Association (1) million
Mutual Aid Central Mutual aid associations 9 million
Association government (20)
Insurance employees
Local Mutual aid associations
government (64)
employees
Private school Private School
teachers and Teachers and
employees Employees Association
(1)
National Health Insurance Municipalities (1717) 42
National Health million
Insurance Associations
(164)*
Health Care Service for the Old-Old Prefecture-wide 13

large-area unions (47)  million

Note: As of April 2015
Source: Various documents provided by the Ministry of Health, Labour and Welfare

*Self-employed professionals such as doctors and lawyers have opted out of the municipal NHI programs
to form their own NHI associations. In the text, the term NHI refers to the municipal NHI, excluding
the NHI associations
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NHI program. These typically include the unemployed, the self-employed,
farmers, and employees of smaller firms and their families. Individuals
enrolled in the NHI pay premiums to the municipality in which they
reside. The premium schedule consists of several components. The central
government sets the menu for these components, and premiums depend
on household income, assets, and size. However, the menu is also broad
enough to allow municipalities to establish their own premium
schedules.

Elderly citizens aged 65-74 (the cohort known as “young-old”) repre-
sent about 30 % of total NHI enrollments. Because this stratum tends to
have more medical needs and earn less than the younger working popula-
tion, Japan’s elderly are placing fiscal stress on municipal NHI finances. A
high proportion of the unhealthy leads to an increase in medical needs,
while a high proportion of the poor results in a decline in premium collec-
tions due to reductions in premiums for low-income households.

Layers of transfers of funds therefore help municipalities finance their
NHI benefits. First, there are two schemes of nationwide cost sharing which
in effect transfer funds from EHI programs to NHI programs. One scheme,
known as the Expense Grant for the Young-Old (EGYO), addresses medical
costs for citizens aged 65-74. Because the majority of those aged 65-74 are
enrolled in the NHI, municipalities receive net transfers from this cost-shar-
ing scheme. Another scheme also transfers funds from EHI programs to the
NHI to cover benefits for individuals who have transferred from EHI pro-
grams due to having retired before the age of 65.

Second, a prefecture-wide scheme, the Collective Stabilization Program
(CSP), equalizes and stabilizes municipal revenue streams. The CSP dis-
burses grants that match 59 % of actual NHI benefits (net of the EGYO).
Municipalities contribute amounts to the program that in aggregate equal
the total amount of the CSP grants. For benefits below 800,000 yen per
receipt, the municipal share of the contribution is set at the average value
of the municipal share of NHI enrollments and NHI benefits (net of the
EGYO). For benefits above 800,000 yen (i.e., catastrophic expenses), the
municipal share is simply the municipal share of NHI benefits.

Third, the central and prefectural governments provide subsidies from
their general budgets. The central government subsidies include the Medical
Benefit Subsidy (a grant corresponding to 32 % of NHI benefits) and the CSP
Subsidy (a grant corresponding to 25 % of municipal contributions to the
CSP). The central government also allocates funds corresponding to 9% of
the total NHI benefits to the Adjustment Grant (AG), which addresses fiscal



HEALTH CARE, LONG-TERM CARE, AND LOCAL PUBLIC FINANCES... 107

disparities among municipalities. The prefectural subsidies parallel their cen-
tral government counterparts with a grant corresponding to 25% of municipal
CSP contributions and a prefectural version of the AG that allocates funds
equivalent to 9% of the benefits aggregated at the prefectural level.

Lastly, municipalities make intra-municipal transfers from their general
accounts to their NHI special accounts. Such transfers consist of two
types. One is statutory; set by national laws, it compensates for revenue
losses due to premium reductions for the poor, and benefit increases
caused by special circumstances that municipalities cannot control. The
other is discretionary. Such transfers arguably function as ex post subsidies
that make up deficits when other types of funding, including increasing
premiums, are not available.

2.3 Fiscal Disparities and Compromise in Horizontal Equity

Figure 12.1 shows the distribution of premiums and benefits per enroll-
ment for each municipality in 2010. As this figure shows, significant fiscal
disparities still exist among municipalities: the system of fiscal transfers is
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Fig. 12.1 Distribution of per enrollment NHI premiums and benefits (2010).
Note: The histogram on the left-hand side shows the distribution of NHI premi-
ums per enrollment; the histogram on the right-hand side shows the distribution
of NHI benefits per enrollment. Source: Annual Survey on the National Health
Insurance Programs, 2010 (Hezser 24 nendo Kokumin Kenko Hoken Jigyo Nenpo).
The Ministry of Health, Labour and Welfare
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not sufficient to address the uneven spatial distribution of the unhealthy
and the poor among municipalities. Kitaura (2007) examined the issue of
disparities among NHI programs by laboriously calculating annual premi-
ums for a couple with identical income in every municipality. He showed
that the premiums for a couple with a typical annual income for the elderly
(2.3 million yen) would range from around 60,000-400,000 yen depend-
ing on the municipality. This clearly demonstrates that horizontal equity
among NHI programs is significantly compromised.

Another problem with the NHI is the size of its individual programs.
Many municipalities are too small to pool risk (Hayashi 2012). In 2010,
half of all municipalities had fewer than 7800 enrollments, and a quarter
had fewer than 3100. In small municipalities, we may readily predict unex-
pected hikes in NHI benefits. Such hikes have to be covered by either an
increase in premiums or ex post intra-municipal transfers from the munici-
pal general account. Since an increase in the premiums is usually avoided,
this leads to a further increase in intra-municipal transfers, imposing fur-
ther restrictions on municipal expenditures in general budgets.

Given these concerns, the central government is trying to integrate
municipal NHI programs at the prefectural level. In fact, the prefectural
cost-sharing program previously only matched medical costs in excess of
300,000 yen per receipt, but has matched all cost ranges since 2015.
Furthermore, starting in 2018, prefectures will involve themselves more
directly in NHI programs by distributing the cost of NHI benefits among
municipalities. Each municipality will contribute the specified amount to
the prefectural administration, which will then finance the NHI benefits.
This new system may smooth disparities and ease the fluctuation of cur-
rent NHI expenses among municipalities. Nevertheless, it will not help to
solve the disparities amonyg prefectures themselves. Furthermore, since
municipalities will still decide their own premiums based on their allocated
costs, the system will not effectively respond to the issue of horizontal
equity in premium setting either.

3  LoNG-TERM CARE INSURANCE: OVERVIEW
OF THE SYSTEM AND CURRENT ISSUES

3.1  Long-term Care Benefits

The LTCI covers persons aged 65 and over (Category 1) and persons aged
40-64 (Category II). To receive LTCI benefits, prospective recipients must
have their needs assessed by their municipality of residence. The eligible are
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classified into seven stages according to the severity of their LTC needs,
consisting of two stages of Support Required (SR1 and SR2) for the least
severe, and five stages of Care Required (CR), from 1 to 5, with 5 being the
most severe. The eligible are entitled to “purchase” LTC services from
providers of their choice, with copayments amounting to 10% or 20% of the
actual cost, depending on individual’s income level (i.e. the LTCI benefit
covers 80% or 90% of the expense). Benefits are available up to a ceiling, the
amount of which increases according to the seven stages of the severity of
individual needs. The benefits for Category II are restricted to some specific
age-related diseases. In addition, those classified in SR1 and SR2 are not
eligible for institutional care. The beneficiaries, if they desire, can self-
finance additional services.

3.2  How Ave LTCI Programs Financed?

The LTCI is another residence-based scheme managed by municipalities.
As in the case of NHI benefits, municipalities finance LTCI benefits
through their LTCI special accounts, from premiums, cost-sharing
schemes, transfers of funds from upper levels of government, and intra-
municipal transfers. Municipal residents aged 65 years and over pay the
Category I premiums to their municipalities. The rate structure is progres-
sive. It is defined as “an adjustment value x a standard rate,” with the
adjustment value being larger for higher-income households. While the
central government sets out the adjustment values, municipalities set the
standard rates. When setting this rate, they forecast their LTCI benefits
and revenues for a three-year period, termed the Program Management
Period. In particular, they set their standard rate such that Category I
premiums balance their three-year budget.

Since the local premiums are not sufficient to finance LTCI benefits, as in
the case of the NHI, various layers of transfers of funds provide fiscal assistance
to municipal LTCI programs. First, Category II premiums paid by individuals
aged 40-64 are pooled in a national fund and then allocated to municipal
programs. This grant, called the Fee Payment Fund Grant, matches 28% of
LTCI benefits. It thus works as an equalizing device, as it favors municipalities
in which the Category II share is smaller and LTCI benefits are larger.

Second, there are two prefecture-wide schemes for cost sharing. One is
the Mutual Stabilization Program, the intention of which is to equalize
and stabilize municipal LTCI revenues. The other is the Fiscal Stabilization
Fund (ESF). Prefectures pool contributions made by municipalities (sub-
sidized by prefectural governments and the central government) to the
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ESF, and then use the pool to finance FSF grants or loans to provide fiscal
assistance to municipalities that are hit by unexpected revenue losses.

Third, the central and prefectural governments disburse subsidies out
of their budgets. Central government subsidies include the Long-term
Care Benefits Subsidy, which matches 20 (15)% of in-home (institutional)
care benefits, and the Adjustment Subsidy (AS), which allocates central
government funds equivalent to 5% of the national total of all LTCI ben-
efits. The latter aims to equalize municipal Category I premiums across
municipalities, allowing for the percentage of those aged 75 years and over
(i.e., LTC needs) and the average income of those aged 65 and over (i.e.,
premium bases). At the same time, prefectures cover 12.5 (17.5)% of in-
home (institutional) care benefits in their jurisdictions through the Cost-
sharing Subsidy.

Finally, another 12.5% of benefits is financed by intra-municipal trans-
fers from the general account to the LTCI special account within a munic-
ipality. It should be noted that, unlike the NHI, municipalities are not
allowed to make ex post intra-municipal transfers to cover deficits in the
LTCI special account.

3.3 Fiscal Disparities and Municipal Incentives to Limit LTCI
Benefits

Figure 12.2 shows the distribution of LTCI premiums and benefits per
enrollment in 2010. Despite the equalizing effects of the transfers men-
tioned above, premiums and benefits differ among municipalities. While
the spread of the disparities is smaller than in the case of the NHI, they still
reflect an uneven spatial distribution of the less healthy and the poor
among those aged 65 and older. This also implies that horizontal equity is
compromised in LTCI programs just as it is in NHI programs.

Another problem associated with the L'TCI is that municipalities may
face incentives to restrict LTCI benefits. Given the mechanism for budget-
ing LTCI expenditures discussed above, increases in LTCI benefits result
in corresponding increases in local burdens (i.e., Category I premiums
plus intra-municipal transfers) to the extent that the system of transfers
fails to offset the increase in benefits. While the offsetting effect of the
transfer system may be substantial oz average, this may not be the case
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Fig. 12.2 Distribution of per enrollment LTCI premiums and benefits (2010).
Note: The histogram on the left-hand side shows the distribution of Category I
premiums per enrollment; the histogram on the right-hand side shows the distri-
bution of LTCI benefits per enrollment. Source: Annual Survey on the Long-term
Care Insurance Programs, 2010 ( Heisei 22-nendo Kaigo Hoken Jigyo Jokyo Hokoku
Nenpo). The Ministry of Health, Labour and Welfare

for municipalities with smaller populations, or for municipalities with a
large proportion of local costs (i.c., municipalities in the upper tail of
Fig. 12.3). This may result in two types of adverse effect, as described
below.

First, there may be an incentive for municipalities to control demand for
LTC services. Because municipalities conduct assessments of the eligibility
of LTCI applicants, they may assess the LTC needs of the applicants down-
ward in order to control increases in LTCI benefits. Hayashi and Kazama
(2008) provide corroboration for this adverse effect, showing that munici-
palities with more stringent fiscal climates display a greater tendency to
reject applications for LTCI benefits. Second, there may also be an incentive
for municipalities to restrict the supply of LTC services. Providers of LTC
services can be private or public. If they are private, it is municipalities which
grant permission for their operation when they operate within single munic-
ipal boundaries. In addition, municipalities sometimes provide institutional
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Fig. 12.3 Distribution of municipal cost ratios for LTCI programs (2010).
Note: Municipal cost ratio = (Category I premiums + intra-municipal transfers) +
LTCI benefits. Source: Annual Survey on the Long-term Care Insurance Programs,
2010 (Heisei 22-nendo Kaigo Hoken Jigyo Jokyo Hokoku Nenpo). The Ministry of
Health, Labour and Welfare

LTC services themselves. Unlike NHI programs, therefore, municipalities
have ample opportunity to control the supply of LTC services, especially in
the case of institutional LTC services. Focusing on this incentive aspect,
Hatta (2015) argues that municipalities tend to limit the size of institutional
LTC services in an attempt to exclude the elderly from their jurisdictions.
This is because a growing elderly population would lead to an increased
local burden in terms of the LTCI and NHI budgets, especially for small
municipalities in rural areas. Hatta also argues that rural municipalities that
adopt this type of “policy of exclusion” contribute to inefficient resource
allocation, given that they are likely to possess a comparative advantage in
providing institutional LTC services because of their low land prices. In
addition, according to Hatta, they forgo opportunities to increase local
employment with increased LTC service provision.

4  CONCLUDING REMARKS

Given the institutional complexities of the NHI and the LTCI, and their
significance for local public finance in an aging Japan, the present space is
too limited to properly delineate the problems and future prospects of
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Japan’s two residence-based systems of social insurance. There is also
unfortunately no single reference that could provide a comprehensive
overview of these topics. Readers may nevertheless obtain some useful
information from Olivares-Tirado and Tamiya (2014) concerning the
LTCI programs, and Mochida (2008) concerning local public finance in
Japan.
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CHAPTER 13

Provision of National Health Insurance
“Model Benefits” to Japan’s Prefectures

Totsuo Hatta

Abstract Regional areas, in which land rents are relatively low, clearly
possess a comparative advantage in the provision of elderly services.
Nevertheless, regional municipalities do not welcome influxes of elderly
residents, because such influxes disadvantage regional municipal govern-
ments by requiring them to shoulder a considerable financial burden for
social security while providing virtually no increase in local tax revenues.

Influxes of elderly residents would be stimulated if the national govern-
ment paid an amount corresponding to a “model benefit” for each insur-
ance subscriber, based on the average per person benefit for that age
cohort throughout the entire country.

The present chapter estimates that the model benefit would be 125,000
yen for each additional resident younger than 65, and 556,000 yen for
each additional resident older than 65.

Keywords Efficient allocation of resources ® Inflow of elderly residents e
Model benefits ® National Health Insurance ® Reallocation of the number
of hospital beds e Social insurance for the elderly
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1 OBJECTIVE OF THE PRESENT CHAPTER

The national and local governments in Japan share the burden of fiscal
expenditure to fund social insurance for the elderly.! However, the system
currently in effect has led to inefficient allocation of resources. This chap-
ter analyzes how to reform this system of financing services for the elderly.
Estimation of the amount of proposed “model benefits” to be provided by
the national government to eliminate the misallocation of resources is a
particular focus of the chapter.

Under Japan’s current system, local governments must finance a certain
portion of elderly residents’ age-related social expenses (medical care,
nursing, etc.), despite the fact that the elderly residents contribute almost
no tax revenue to these administrations. On average, elderly residents pro-
duce a deficit for local governments, which results in two problems.

The first is that a local government with a large number of elderly resi-
dents is compelled to bear a significant fiscal burden for social services for
the elderly, as a result of which it may be forced to curtail other local ser-
vices. This situation could even lead to a population outflow.

The second is that this fiscal burden provides a disincentive to local
governments to approve the construction of adequate facilities in their
Elderly Welfare Plans. As a result, while elderly citizens may wish to move
from large cities to rural areas, for example because they were born there
or the weather is warmer, such moves are discouraged.?

A number of researchers have conducted research on the division of
roles between the national and local governments in relation to medical
and nursing care for the elderly. In particular, Iwamoto (1996, 1998,
2015) Hatta (1996, pp. 172-3; 2015a, 2016a, 2016b) and Suzuki
(2010, 2015) suggest that if the national government directly financed the
expense of medical care for the elderly by providing model benefits, local
governments would no longer be motivated to impede the inflow of
elderly residents.

Under this system, if the amount of model benefits provided by the
national government to a prefecture exceeded the amount of actual ben-
efits paid in the prefecture, the prefecture would be able to use the surplus
at its own discretion; as a result, the greater the inflow of elderly residents,
the greater the improvement in the fiscal condition of the local govern-
ment concerned. Because an inflow of elderly residents would benefit the
local economy through, for example, increased spending of pension ben-
efits, local governments’ incentives to inhibit inflows of the elderly would
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disappear. The new system would also motivate local governments to con-
trol benefit expenditure, for example through preventative measures.

This chapter estimates two types of model benefits to be provided by
the national government to local governments in order to assist in the
realization of this policy goal.

First, it estimates model benefits to be provided to local governments
based on the specific attributes of residents of the municipalities con-
cerned. The analysis conducted in this paper indicates that each additional
resident aged 64 or below would increase annual National Health
Insurance benefits by an average of 125,000 yen, and each additional resi-
dent aged above 64 would increase benefits by an average of 556,000 yen.
These model benefits will be termed “age-specific per person model ben-
efits” (APMB). Under the new system, the national government would
provide a grant to each prefecture in an amount equal to the product of
APMB and the size of the population in each age cohort in that prefecture
to finance National Health Insurance expenditure. If this system were
introduced, the average per person grant provided by the national govern-
ment to the prefectures would increase as the ratio of elderly residents in
the prefecture increased, eliminating the incentive on the part of the pre-
fectures to control the inflow of elderly residents.

However, the difference between the model benefits estimated in this
way and actual National Health Insurance expenditure would be very
large for some prefectures, including Saga Prefecture, Nagasaki
Prefecture, and Kagoshima Prefecture. These prefectures would be
required to supplement expenditure by more than 70,000 yen per person
annually. Because this would represent a significant fiscal burden for local
governments, some form of transitional measure may be necessary to
allow adjustment in the initial stage of introduction of a model benefit
system.

Next, therefore, the chapter estimates the amount of “transitional
model benefits” to be provided by the national government to local gov-
ernments during the phase of adjustment to the new system. This
estimation takes into consideration the number of hospital beds allocated
to each prefecture, a figure which has a strong influence on the current
insurance benefit expenditure in each. The transitional model benefits
would represent the amount of model benefits to be applied during the
process of transition, until the application of the APMB (which would be
based solely on the attributes of recipients).
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2 COMPARATIVE ADVANTAGES OF REGIONAL AREAS

Which industries can enable regional economies to grow?

In addition to primary industry, regional areas possess comparative
advantages in the elderly services industry.

Residences, nursing facilities, and medical care facilities can be built at
very low cost in regional cities because land prices are lower there than in
huge metropolises. The average cost of residential land in Japan’s rural
areas is approximately 31,000 yen per square meter, compared with
approximately 195,000 per square meter in the Tokyo metropolitan area.
Migration to rural areas would, therefore, enable Japan’s elderly popula-
tion to lead more comfortable lives.

It would also represent considerable savings in terms of the nation’s
public expenditure on medical and nursing care. Viewed from the govern-
ment’s perspective, regional areas possess a clear comparative advantage
over Tokyo for the siting of facilities for the elderly. In addition, because
elderly residents would bring with them their entire pensions, as well as
other forms of income, an inflow of elderly residents would represent a
boon to local economies.

3 Way Locar GOvERNMENTS Do NoT WELCOME
INFLOWS OF ELDERLY RESIDENTS

It is natural to assume that the majority of Japan’s elderly citizens will wish
to continue living in the large cities with which they are familiar. But there
are also other elderly people who would like to return to their hometown,
or who would like to live the country lifestyle that was unavailable to them
when they were working. Despite this, however, only a limited proportion
of Japan’s elderly population is migrating to rural areas.

The reason for this is rooted in the local public finance system. A local
government’s tax revenues will barely increase if elderly residents move to
a municipality. But the burden on the local government for social services,
in particular National Health Insurance, will increase. Under the current
system, if the elderly population increases, a local government will not
only suffer the burden of expenses for nursing care facilities, but also later
for medical care. Because of this, local governments have an incentive to
control the migration of elderly residents into their areas.

Local governments in Japan have a policy tool to enable them to do so.
The construction of new nursing care facilities will not be approved if it
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does not accord with the plans for the provision of senior care facilities
drawn up by the prefecture. However, prefectural facility construction
plans are formulated based on the sum of the plans formulated by the cit-
ies, towns, and villages within the prefecture, and local governments are
reluctant to actively formulate plans for the provision of facilities for the
elderly.

4  Is THERE A REASON THAT JAPAN’s LLoCAL
GOVERNMENTS ARE REQUIRED TO FINANCE THE BURDEN?

If the National Health Insurance system were reformed to provide local
governments with an incentive to welcome elderly residents, the elderly
would begin to move away from large metropolitan areas, towards rural
areas.

This is clear from the cases of Florida and Arizona in the USA. In the
USA, a public health insurance system called Medicare has been providing
insurance for citizens aged 65 and over for decades. Because Medicare is a
national system, elderly residents do not entail a burden of expense for
Florida and Arizona. These states have therefore attempted by every means
possible to attract elderly residents. As a result, wealthy elderly people have
flowed to both states.

In Japan, unlike the USA, local governments are required to finance
some of the expenses for elderly residents. There is a reason for this. If the
national government were to assume responsibility for all payments that
were actually made, local governments would have no incentive to econo-
mize on benefit expenditure. Japan’s current system, requiring local gov-
ernments to fund part of the burden, provides those local governments
with powerful incentives to refrain from lavish expenditure in the area of
National Health Insurance and to engage in preventative initiatives.

The author therefore proposes that the national government provide
each local government with a grant equivalent to the National Health
Insurance model benefit, which reflects the specific characteristics of the
National Health Insurance subscribers in that local government’s admin-
istrative region (for example, a national average benefit amount based on
the age of each individual). Under this system, if the total amount of
actual benefit payments exceeded the total amount of the grant supplied
by the national government, the amount in excess would be made up by
the local government. On the other hand, if the total amount actually paid
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out as benefits were lower than the amount of the grant supplied by the
national government, as a result of preventative initiatives on the part of
the local government, the amount of the saving would be incorporated
into the local government’s general accounts. This would ultimately pro-
vide a stronger incentive for local governments to economize on benefit
expenditure by means of preventative initiatives.

5 A NATIONAL GOVERNMENT-FUNDED “MODEL
BENEFIT” SYSTEM FOR NATIONAL HEALTH INSURANCE
AND ITS EFFECTS

The proposed reform of the National Health Insurance system can be
outlined as follows.

First, the existing local government-based system would be maintained.
This would ensure that an incentive for local governments to put preven-
tative initiatives in place would remain.?

Second, the national government would finance each local government
with model benefits determined on the basis of the characteristics of the
National Health Insurance subscribers resident in its administrative region.
This would mean that National Health Insurance payments for the elderly
would basically be financed by the national government.

Third, the local government would pay the difference between the
amount financed by the national government (equal to the model bene-
fits) and the amount actually paid as benefits. This amount could be either
positive or negative.

Under this system, the net burden on local governments would be
zero, on average. But if] for example, the local government neglected the
implementation of preventative measures and as a result medical expenses
exceeded the amount of the model benefits supplied for its elderly popula-
tion, it would be the local government’s responsibility to make up the
extra amount.

We will term this proposed system a “national government-financed
model benefit system for National Health Insurance.” Because the imple-
mentation of this reform would shift that portion of the financing burden
of benefit payments borne by local governments to the national govern-
ment, it would correct the situation in which cities with large numbers of
elderly residents have suffered a relatively heavy financial burden of expen-
diture on social services for the elderly. However, this reform would not
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increase the total amount of benefits in Japan as a whole, and hence the
total National Health Insurance burden on Japanese citizens as a whole
would not increase.

The removal of the National Health Insurance burden on regional cit-
ies, towns and villages would have the following eftfects:

(1) The fiscal status of local governments with a large number of elderly
residents would immediately improve.

(2) When elderly citizens moved to regional areas, they would bring
their model benefits (determined on the basis of their specific char-
acteristics) with them. Local governments would therefore wel-
come an inflow of elderly residents. As a result, they would attempt
to attract retirees from big cities, for example by inviting tenders
for new nursing care facilities.

(3) There would be steady inflows of elderly citizens to regional areas.

(4) This would encourage the migration of young people to regional
areas in order to work for the facilities for the elderly, and a virtu-
ous cycle would commence.

6 ESTIMATION OF MODEL BENEFITS

This section will attempt to estimate the amount of the different model
benefits.

Aggregated data will be employed. For the purposes of this estimation,
National Health Insurance subscribers will be divided into “elderly
subscribers,” aged 65 and above, and “young subscribers,” aged under
65.* We will estimate the APMB for each.® For this estimation, the amount
of National Health Insurance benefits for each prefecture will be termed
B, the number of young subscribers will be termed N-, and the number of
elderly subscribers will be termed N*. Regression analysis of the benefit
per young subscriber, (B/ N™), with respect to the ratio of elderly subscrib-
ers to young subscribers, ( N*/ N™), gives the following result.

B/N™ =125+556N" /N~ Adjusted R* = 0.602
(3.226) (8.309)
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It can be seen that as the ratio of elderly subscribers to young subscrib-
ers, (N*/N™), increases, the benefit per young subscriber, (B/N~), also
increases.

Multiplying both terms of this equation by N~ gives the following.
B=125N"+556N" @

This indicates that each additional young subscriber would increase
annual National Health Insurance benefit payments by 125,000 yen, but
cach additional elderly subscriber would increase annual National Health
Insurance benefit payments by 556,000 yen. These numbers represent the
APMB for these two age groups. This equation therefore demonstrates
that under the current system, an increase in the number of elderly sub-
scribers in a region increases the amount of benefits paid and hence the
National Health Insurance burden on the prefecture concerned.

Under the proposed system, the national government would provide
APMB amounts for each age stratum of residents of the prefecture concerned.
Equation (2) gives the National Health Insurance model benefits for the
given number of young subscribers and elderly subscribers in that prefecture.

As pointed out above, those prefectures in which actual expenditure was
lower than the grant provided by the national government would be able to
use the surplus at their own discretion; local fiscal health would therefore
improve as more elderly people moved to the administrative area in ques-
tion. Because an inflow of elderly residents would benefit the local economy,
this reform would eliminate the incentive on the part of local governments
to control inflows of the elderly. Unlike the existing scheme, in which local
governments are responsible for part of the burden of funding the system,
the proposed scheme does not distort the allocation of resources.

Under this system, prefectures could not influence the amount pro-
vided by the national government. This would also give the prefectures an
incentive to reduce social expenses for the elderly.

7 ESTIMATION OF AMOUNT OF TRANSITIONAL
MODEL BENEFITS
However, if the national government financed prefectural National Health

Insurance benefits based on Eq. (2), the difference between the amount of
the actual benefit payment and the amount of the grant could be very
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large. For example, prefectures such as Saga Prefecture, Nagasaki
Prefecture, and Kagoshima Prefecture would be forced to make up an
amount of 70,000 yen per person per year. This would represent a consid-
erable increase in the fiscal burden on local governments, making some
form of transitional measures essential in practice.

In Japan at present, a specific number of hospital beds is allocated to
each prefecture. The allocation of hospital beds on a per person basis dif-
fers significantly between prefectures. For example, the number of hospital
beds allocated per National Health Insurance subscriber aged under 65 in
Saitama Prefecture is three times as high as the number allocated in Kochi
Prefecture

At the same time, the total amount of National Health Insurance ben-
efits paid per resident is higher in regions with a higher allocation of hos-
pital beds per resident. Supply tends to create demand. This explains the
existence of prefectures with a significant national health expenditure that
cannot be explained by their age composition.

It will therefore be useful to consider, as a transitional measure, model
benefits that take into account the number of hospital beds in a prefecture.
An estimation will be attempted here. Regression of the benefit per young
subscriber, (B/N~), with respect to the ratio of elderly subscribers to
young subscribers, ( N*/N~), and the number of hospital beds per person,
(E/ N7), produces the following result.

B/N =146+285N" /N~ +1602F / N” +u
(7.491) (6.946)  (11.523)

Adjusted R* = 0.900

The coefficient of determination for this equation is quite high.
Multiplying both terms of the equation by N~ gives

B=146N"+285N" +1602F +u-N~

In other words, each additional young subscriber would increase annual
National Health Insurance benefit payments by 150,000 yen in the prefec-
ture in question, but each additional elderly subscriber would increase
benefit payments by 290,000 yen. On the other hand, if the number of
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hospital beds were to increase, this alone would increase benefit payments
by 1.6 million yen per bed.

The theoretical values for National Health Insurance benefit payments
for each prefecture obtained in this way represent expected values for ben-
efits corresponding to the current age structure allocation of hospital beds
in each prefecture. The amount of model benefits estimated here with
consideration of the number of hospital beds will be termed “transitional
model benefits.”

Let us suppose that the national government provides transitional model
benefits to the prefectures in the initial stage of the proposed reforms.

If the amount financed by the national government exceeded the actual
benefits paid, the prefecture would again be able to use the surplus at its
own discretion; as a result, the greater the inflow of elderly residents, the
greater the benefit to the local economy and the greater the improvement
in local finances. Because of this, incentives to control inflows of the elderly
would disappear.

In this case also, the fact that the prefectures could not influence the
amount provided by the national government would give them an incen-
tive to reduce expenses per person.

8  THE PrOCESS OF TRANSITION

Because the allocation of hospital beds is inherently arbitrary, the transi-
tional model benefits system would not produce an efficient mechanism
for the choice of living area on the part of health insurance subscribers.
Prefectures with an excessive allocation of hospital beds would receive a
greater amount of National Health Insurance benefits, and would there-
fore be able to construct abundant facilities for the elderly. This would
mean that the choice of region of residence by the elderly would be depen-
dent upon an arbitrary allocation of hospital beds.

It would therefore be necessary to reallocate the number of hospital
beds in Japan’s regions to cope with the different demand for medical care
in each region. To carry out such a reallocation with minimal political
resistance, it would be useful to offer compensation to vested interests in
administrative regions to which a large number of hospital beds are cur-
rently allocated. One method of doing so would be to allow local govern-
ments to trade rights over allocated hospital beds with other local
governments. Another possibility would be to uniformly reduce the num-
ber of hospital beds allocated to local governments by 10% each year, and
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reallocate the number of beds that has been reduced to other regions
through bidding.® By this means, in ten years the entire current allocation
of hospital beds would have been retired, and all beds would have been
reallocated through bidding. This would reallocate physicians from
regions with an excessive number to underpopulated regions, and correct
the current provision of excessive health care benefits to regions with too
many physicians.”

9  CONCLUSION

The migration of elderly citizens to regional areas represents the most
effective use of land from the perspective of the nation as a whole. In addi-
tion, because these elderly citizens would bring their pensions with them,
such a movement would also benefit local economies. Nevertheless, this is
not happening in Japan, because under the current National Health
Insurance system an inflow of elderly residents would place a significant
burden on the public finances of local governments, a situation that dis-
courages local governments from providing facilities for the elderly. The
design of the current National Health Insurance system ensures that local
governments will attempt to restrict inflows of elderly residents.

In Japan up to the present, the national government has compelled
governments in regional areas to use local tax revenues in order to partially
finance even services which should, fundamentally, be entirely financed by
the national government. As a result, local governments have been reluc-
tant to accept the elderly, low-income earners, and others who would pro-
vide little tax revenue for their areas. National systems artificially push the
elderly and low-income earners into large cities, which do not possess a
comparative advantage in the provision of services for these residents. Of
these national systems, this tendency is particularly marked in the National
Health Insurance system.

This chapter has proposed that the national government should pro-
vide National Health Insurance model benefits to Japan’s prefectures,
allowing the prefectures to freely use any surpluses over the amount of
benefits actually paid at their own discretion. This reform would eliminate
the incentive for local governments to discourage inflows of the elderly,
and would offer them an incentive to economize on benefit payments
through preventative initiatives.

This chapter has estimated the amount of final model benefits, APMB,
based exclusively on the age of National Health Insurance subscribers, in
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addition to transitional model benefits, which consider the number of hos-
pital beds allocated to the prefecture. It has also proposed measures to
enable the transition from the transitional model benefit to the final model
benefit.

If the system of regional public finances related to social expenditure
for the elderly were reformed in the manner suggested here, and the fiscal
burden for the elderly was removed from local governments, local govern-
ments in regional areas would approve construction of facilities for the
elderly, allowing the inflow of elderly residents with their pensions. Taking
advantage of inexpensive land prices, the greatest comparative advantage
possessed by regional areas, a new industry of social work would be cre-
ated in regional areas, contributing to their revitalization. A steady flow of
elderly citizens from large cities to regional areas would also create the
possibility of a similar movement among young people seeking employ-
ment in the area of elderly services.

At present, the Ministry of Health, Labour and Welfare is entirely pre-
occupied with integrating management of National Health Insurance at
the prefectural level, and appears to have no intention of launching reforms
of this type. However, the present system is under severe strain.

Similar reforms are also necessary in the areas of education and the
welfare system. Viewed from the perspective of growth strategies for Japan
as a whole, now, when the government is particularly concerned with the
issue of regional revitalization, is precisely the time to push ahead with the
reforms proposed in this chapter.

NoOTES

1. In the present chapter, local governments include both prefectural and
municipal administrations.

2. At present, National Health Insurance benefits are being aggregated at the
prefectural level. Because the prefectures will still face a burden even when
this process is completed, the factors which work to control inflows of
elderly residents will still be in effect. In addition, because this system will
basically mean government subsidization of the actual cost of treatment, it
will not offer prefectures any motivation to economize on benefit
payments.

3. At present, benefit payments are being aggregated at the prefectural level.
Nevertheless, this still produces a greater incentive for the reduction of ben-
efit payments than would be the case if the government provided the pay-
ments en bloc. However, if the focus were returned to the city, town, and
village level, the incentive would become stronger.
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4. Because students and homemakers are included in the category of subscrib-
ers under the age of 65, they cannot be called “workers.” At the same time,
because people aged 60 and over are also included, they cannot be called
“young people” in the normally accepted sense. However, because they are
young by comparison with elderly people aged 65 and above, this category
will be called “young subscribers.”

5. If we were able to use micro data, it would be possible to estimate model
benefits for each age group. However, for the present estimation we are
making use of macro data only, and therefore divide the population into
“the young” and “the elderly.”

6. The same result could be achieved by raising the annual rental fee paid to
the government by the holders of rights by 10% increments.

7. For concrete measures to be put in place during the transitional phase, see
Hatta (2016b).
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CHAPTER 14

Measures to Address Japan’s Low Birth Rate

Tatsuo Hatta

Abstract A well-known Masuda Report, published in 2014, proposed
that Japan’s birth rate could be increased by encouraging the migration of
young people from the Tokyo Metropolitan Area (TMA) to regional
areas. The chapters in this section demonstrate that this proposal is based
on a misreading of the facts.

Masayuki Nakagawa demonstrates that the birth rate is lower in the
inner city than in the suburbs in most major metropolitan areas, and that
the birth rates of many regional cities are lower than those of suburban
cities in the TMA. Because of this, the migration of young people to
regional areas would not increase Japan’s fertility rate.

Wataru Suzuki shows that improvement of the system of regional pub-
lic finances would boost the fertility rate of the nation as a whole.
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“Birth rates in Japan differ between regions, and any national measures
intended to improve its birth rate have to take this fact into consideration.”

Hiroya Masuda and the Japan Policy Council in 2014 made the best-
known proposal for improving birth rates following this line of thinking.
But its proposal is based on a misreading of the facts.!

In Chap. 15, Masayuki Nakagawa (2018) clarifies the factors that
resulted in this misreading. In Chap. 16, Wataru Suzuki (2018) proposes
the reform of the system of regional public finances as a means of improv-
ing the birth rate.

The Masuda Report (2014) argues that because Tokyo’s birth rate is
low and that of regional areas is high, promoting the migration of young
people from Tokyo to regional areas would increase the birth rate in Japan
as a whole.

It is true that Tokyo’s birth rate is low. However, “moving young peo-
ple from Tokyo to regional areas” does not constitute an effective measure
to address the nation’s diminishing birth rate.

Figure 14.1 shows the total fertility rates of government-designated
cities and the Tokyo metropolis. As this demonstrates, the Tokyo metrop-
olis’s fertility rate is close to the lowest. But the fertility rates of large cities
in the Greater Tokyo Area are high when compared with those of large
cities in regional areas. Indeed, the fertility rates of Saitama City, Chiba
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Fig. 14.1 Total fertility rate in government-designated cities and Tokyo (2010).
Source: Ministry of Health, Labour and Welfare, Vital Statistics (2010), Statistics
Bureau, Ministry of Internal Affairs and Communications, System of Social and
Demographic Statistics
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City, Yokohama City, Kawasaki City, and Sagamihara City, which are all in
the Greater Tokyo Area, are higher than those of Fukuoka City, Sendai
City, or Sapporo City.

Masuda’s assertions are therefore based on a fundamental misreading
of the actual situation.

Why, then, is the birth rate of the Tokyo metropolis so low? Hatta
(2015; 2016, p. 73) and Nakagawa (2015) advance the following explana-
tion: Female students and new female graduates come to Tokyo from
regional areas for education and employment. When these women marry
and begin to have children, they move to suburban areas such as Chiba
and Saitama in search of cheaper rents.?

For this reason, the birth rate of the Tokyo metropolis remains low,
while the birth rates of the surrounding cities are higher. By contrast, in
the case of the majority of other large cities in Japan, the greater part of
the suburban area is incorporated within the city itself, and hence birth
rates are higher than they are in Tokyo, where the greater part of the sub-
urban area is outside the metropolitan area.

Nakagawa (2015) demonstrates using statistical data that in the case of
both the Greater Tokyo Area and the Greater Sendai Area, the rate of mar-
riage is high in suburban areas and low in the central city area. In Chap.
15, Nakagawa (2018) demonstrates that the same phenomenon can be
observed in Fukuoka City and Sapporo City. This is to say that the ten-
dency displayed by Tokyo is also displayed by Sendai, Fukuoka, and
Sapporo.?

Nakagawa (2018) argues that this singular disparity between fertility
rates in the Tokyo metropolis and the suburban cities in the Greater Tokyo
Area misled Masuda to believe that the Greater Tokyo Area’s birth rate is
low while the birth rate in regional areas is high. Demonstrating that the
birth rate discrepancy between inner city and suburbs is a general phe-
nomenon which is also true of other metropolitan areas, Nakagawa shows
that the migration of young people to regional areas would not be an
effective measure to respond to Japan’s low birth rate.

In Chap. 16, Suzuki (2018) goes on to show that improvement of the
system of regional public finances would boost the fertility rate of the
nation as a whole.

According to Suzuki, when a city directs public expenditure toward
measures designed to shorten waiting lists for childcare, “childcare refu-
gees” surge in from the surrounding cities, which offsets the initial effect
of shortening the list. When the number of children requiring childcare in
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a specific municipality increases, the consequent increase in expenses is not
fully covered by government grants, resulting in an increase in net costs
for the municipality, discouraging efforts to improve the childrearing envi-
ronment with the ultimate result that responses cannot be put in place in
time. The consequence is that the wait for childcare places continues to be
a serious problem in large cities.

Suzuki proposes that the fundamental solution to this problem is for
the government to provide “model benefits” for childrearing support
measures to each of the nation’s municipalities, enabling them to pro-
vide support for childrearing without financial burden. In this “model
benefit,” the government would pay municipalities the full amount nec-
essary for standard childcare services. As a result, municipalities would
experience zero burden in implementing standard childrearing support
measures, and would be able to provide for the increase in expenses for
childrearing support measures due to population influx through
increased support from the government, thus eliminating the problem of
undersupply.*

Suzuki further indicates that the government’s subsidies are calculated,
and hence increased, two years after any increase in the number of children
of childcare age in a given municipality, and that this fact leads to a delay
in measures to respond to the issue of children waiting for childcare ser-
vices. Because of this, the higher the population growth rate of the city is,
the more serious the problem of the childcare waiting list becomes.

The adoption of appropriate fiscal measures to address this problem
would allow municipalities to develop their childcare facilities as needed,
with no concern over an influx of “childcare refugees.” All things consid-
ered, this could be expected to have a significant effect on efforts to
respond to Japan’s declining birth rate.

NoOTES

1. Hatta (2015, 2016), Nakagawa (2015).

2. Hatta (2015) argues that while the birth rate of the Tokyo metropolitan
area is low, that of the bed towns in the Greater Tokyo Area is high.
Nakagawa (2015) uses statistical data to show differences in the marriage
rate by age group between central cities and suburban areas in Japan.

3. In the case of Sapporo, however, the birth rate is low despite the existence
of a relatively large greater metropolitan area. Nakagawa (2018) indicates
that the reason for this remains unclear.
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4. Note that the concept of the central government’s provision of “model ben-
efits” for child hearing support is slowly related to that for medical and nurs-
ing cares for the aged discussed in Part IV.
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CHAPTER 15

Marriage and Childcare in the Metropolitan
Areas: A Comparison of Sapporo City
and the Greater Fukuoka Area

Masayuki Nakagawa

Abstract This chapter shows that the tendency for the rate of marriage to
be low in central cities and high in outlying cities is due to the fact that
central cities function as a sphere for couple formation, while outlying cit-
ies represent the venue for life following couple formation. However,
while it is generally the case that the marriage rate in outlying cities offsets
the marriage rate in the central city so that the marriage rate in the greater
metropolitan area becomes almost identical to that of the region as a
whole, the Greater Sapporo Area is an exception to this rule. This chapter
suggests that one reason for this anomaly is the existence of a central city
which is too large as a result of amalgamations.

Keywords Birth rate ® Sphere for couple formation e Central city
e Qutlying city ® Fiscal externality
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1 INTRODUCTION

A report published by the Japan Policy Council in 2014 argued that the
concentration of Japan’s population in Tokyo, a city with a low birth rate,
was lowering the birth rate in the nation as a whole, and that it would
therefore be necessary to correct the concentration of the population in
the Tokyo area. However, Tokyo’s low birth rate originates in a low rate
of marriage. Nakagawa (2015) argues that Tokyo, the central city of the
Greater Tokyo Area, functions as an effective market for the matching of
males and females to form couples, and that couples that form in Tokyo
then move to outlying cities in neighboring prefectures where the cost of
living is lower. Considered from the perspective of the Greater Tokyo
Area, incorporating the three surrounding prefectures, the problem of the
birth rate is therefore not so severe.!

A comparison of the percentage of unmarried women aged 2549 in
Japan’s government-designated cities and the 23 special wards of Tokyo
with the national average shows that the percentage is higher in almost all
of the cities regarded as the central cities of major metropolitan areas. The
percentage is particularly high, at 7-8%, in Sapporo City, the 23 special
wards of Tokyo, Kyoto City, Osaka City, and Fukuoka City. However, the
discrepancy between the national average and figures for urban areas
declines significantly if we focus on major metropolitan areas that straddle
prefectural boundaries, such as the Greater Tokyo Area and the Greater
Osaka Area. The same is even true of Sapporo City and Fukuoka City,
metropolitan areas which do not exceed prefectural boundaries.

2 MARRIAGE RATE v Sarroro Crty AND Fukuoxka Crty

The percentage of married women in the 25-49 age group (the number
of women in this age group with spouses divided by the total number of
women in the age group) is 55.9% for the entire nation; the figure is lower
in Sapporo City (51.2%) and in Fukuoka City (47.8%). Looking at prefec-
tural units, the figures are only slightly lower than the national average,
with Hokkaido Prefecture at 54.2% and Fukuoka Prefecture at 52%.
Figure 15.1 compares marriage rates in Sapporo City, the central city of
the Greater Sapporo Area, the outlying cities in the Greater Sapporo Area,
and the Greater Sapporo Area itself with the prefectural average;? Fig. 15.2
compares marriage rates in Fukuoka City, the outlying cities in the Greater
Fukuoka Area, and the Greater Fukuoka Area with the prefectural
average.?
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Fig. 15.1 Disparity in rate of marriage for women aged 25-49 between Greater
Sapporo Area and Hokkaido Prefecture. Source: Formulated using data from
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The marriage rate among women in the younger age groups for
Sapporo City is around 10% lower than the rate for the prefecture, and the
rate for the city is lower than the rate for the prefecture in all age groups.
The rate of marriage among the 35 and above age groups in the outlying
cities of the Greater Sapporo Area significantly exceeds the rate for the
prefecture. However, the rate of marriage for the Greater Sapporo Area as
a whole in this age group displays almost exactly the same tendency as the
marriage rate for Sapporo City, and is around 4% lower than the prefec-
tural rate. As in the case of the Greater Sapporo Area, the figure for outly-
ing cities in the Greater Fukuoka Area is higher than the prefectural rate.
However, the rate for the Greater Fukuoka Area is significantly boosted by
the rate for the outlying cities, with the result that the rate for the metro-
politan area as a whole is almost exactly the same as the rate for the
prefecture.

3  ExastenNcE oF ENorMOUS CENTRAL CITIES

Differences in city structure affect this difference in the marriage rate.
Comparing the percentage of the population of the entire greater metro-
politan area residing in the central city, we find a figure of 81.7% for the
Greater Sapporo Area, but only 59% for the Greater Fukuoka Area.

This is a result of the enormous size of Sapporo City. The area of the
Greater Fukuoka Area is 1282.99 square kilometers, and Fukuoka City
represents only 27% of this area at 343.39 km?. By contrast,at 1121.26 km?,
the area of Sapporo City is almost equivalent to that of the entire Greater
Fukuoka Area.

The potential range of residence for individuals who commute to the
central business district of a major metropolitan area and enjoy the bene-
fits of an agglomeration economy has fixed spatial limits. The area of the
Greater Sapporo Area is extremely large (3205.12 km?), but the majority
of its population resides in the central city. This suggests the possibility
that by contrast with the Greater Fukuoka Area, where couples which have
formed in Fukuoka City are able to choose an environment in which to
raise their children from among a diverse range of outlying cities, the
choice for couples which have formed in Sapporo City is limited to the
central city itself.

There is a considerable difference between the childrearing environ-
ment that can be provided by a single local government and that provided
by multiple local governments. The author calculated the ratio between
cost of living and salary for the wards making up Sapporo City and the
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wards and municipalities making up the Greater Fukuoka Area. The aver-
age cost of residential land by municipality in the 2014 Land Price Research
by Prefectural Governments was used for cost of living. Taxable income
divided by the number of taxpayers, from the Ministry of Internal Affairs
and Communications’ Survey of Municipal Taxes (1975-2013), was used
for income.

Figure 15.3 shows results for cost of living divided by income for cach
ward and municipality, ordered from lowest to highest, against the cumula-
tive percentage of the population of Sapporo City and the Fukuoka City
employment area corresponding to each level of cost of living /income. The
results for Sapporo City are distributed between a minimum of 0.014 and a
maximum of 0.038, while the results for the Greater Fukuoka Area are dis-
tributed between a minimum of 0.007, half the minimum for Sapporo City,
and a maximum of 0.053. Couples in the Greater Fukuoka Area have a wide
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Fig. 15.3 Comparison of ratio between cost of living and income for Sapporo
City and the Greater Fukuoka Area (2013). Source: Formulated using data from
the 2014 Land Price Research by Prefectural Governments and the Survey of
Municipal Taxes (1975-2013) (Ministry of Internal Affairs and Communications).
The data for “the average cost of residential land by municipality” in 2013 can be
obtained at the website Land and Property in Japan of Land Economy and
Construction Industries Bureau, MLIT, from “Table 15” (in Japanese) (http://
tochi.mlit.go.jp/chika/kouji/2014/xls/29 xls), and the data for “taxable
income” and “the number of taxpayers” in 2013 can be obtained at Demographic
and Economic Data by Municipalities of Cabinet Office’s website from “Taxable
Income” (in Japanese) (http://wwwb5.cao.go.jp/keizai-shimonkaigi/special/
future /keizai-jinkou_data/file09.xls) and “The number of taxpayers” (in
Japanese)” (http://wwwb5.cao.go.jp/keizai-shimon /kaigi/special /future /keizai-
jinkou_data/file10.xls)
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range of choice in terms of their living environment, including residential
areas in which the cost of living is extremely low, while couples in Sapporo
City have only a comparatively limited range of choice.

4  CONCLUSION

Why do young people cluster in cities? Two factors will be focused on
here.

(1) Diverse, high-productivity companies exploiting the benefits of an
agglomeration economy are concentrated in cities, with a conse-
quent concentration of employment opportunities.

(2) An environment promoting face-to-face communication and the
existence ofa diverse range of single people make the city a marriage
market that matches individuals effectively.

Factors 1 and 2 overlap in attracting young people to the city, but in the
case of Japan, where there is limited migration for employment, in many cases
restrictions on the choice of employer prior to the formation of a couple
determines the choice of residential area following marriage. In order for both
factors to function adequately, it is essential that the metropolitan area is made
up of a central city in which young people are able to work and earn a living,
and outlying cities in which they are able to live cheaply. Unless both of these
factors function, young people who have moved to the city due to factor 1,
and young people who have moved due to factor 2 but have not been able to
marry, will remain in the central city without marrying.

Outlying cities are able to take a free ride on the ample employment
opportunities, municipal services, and public services such as public trans-
port networks and art galleries that exist in the central city. If the existence
of these cities gives rise to fiscal externalities, it is also possible that it cre-
ates the potential for married life for young people in the greater metro-
politan area. Sapporo City took its present form as a result of massive
municipal amalgamations at the time of the 1972 Winter Olympics. It is
possible that this is why the city is not adequately provided with outlying
cities that offer low-cost living environments within a geographical radius
enabling commuting.

The above argument has shown that the tendency for the rate of mar-
riage to be low in the central city because it functions as a sphere for
couple formation, and for the rate of marriage to be high in outlying cities
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because they represent the venue for life after couple formation, is gener-
ally applicable to metropolitan areas. However, while it is generally the
case that the marriage rate in the outlying cities offsets the marriage rate
in the central city so that the marriage rate in the greater metropolitan area
becomes almost identical to that of the region as a whole, the Greater
Sapporo Area is an exception to this rule. This chapter has suggested the
existence of a central city which is too large as a result of amalgamations as
a factor in this, but it is to be hoped that further research will elucidate
other factors which are specific to Sapporo City.

NoOTES

1. The same explanation was previously proposed by Hatta (2015). Nakagawa
(2015) also indicates that the same tendency can be observed in the Greater
Sendai Area.

2. The Sapporo-Otaru urban employment area is used (see http://www.
csis.u-tokyo.ac.jp/UEA/ for a definition of “urban employment area”).
This urban employment area consists of seven suburban cities and towns,
including Ebetsu City, with Sapporo and Otaru as the central cities. In order
to simplify the discussion in the present chapter, Otaru is considered as rep-
resenting one of the suburban cities.

3. The Fukuoka urban employment area is used. This urban employment area
consists of 18 suburban cities and towns, including Ogori City, with Fukuoka
City as the central city.
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CHAPTER 16

Childcare and Measures Targeting Japan’s
Low Birth Rate: What Effect Can
the Decentralization of Authority Have
on the Birth Rate?

Wataru Suzuki

Abstract The belief exists that the concentration of Japan’s population in
Tokyo is responsible for the nation’s low birth rate, and that this issue
should therefore be addressed by means of regional revitalization. This
belief is based on a misreading of the facts. It will be essential to put into
effect measures targeting the low birth rate in the cities where the popula-
tion is concentrated. We identify two reasons for the failure of measures
targeting the low birth rate to make progress in Japan’s major cities: (1) a
time lag between population influxes and the provision of public funding
for childcare, and (2) the fact that surrounding municipalities are able to
enjoy a free ride on a specific municipality’s expenditure on childcare due
to a spillover eftect.
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1 ENSURING EMPLOYMENT OPPORTUNITIES IS ESSENTIAL
FOR MEASURES ADDRESSING THE DECLINING BIRTH RATE

The important thing to bear in mind when considering the appropriate
direction for measures targeting Japan’s low birth rate and the nation’s
regional revitalization initiatives is that measures targeting the birth rate
implemented by local municipalities cannot, in isolation, boost the declin-
ing birth rate or arrest the declining population in Japan’s regional areas.

From an economic perspective, the choice on the part of a married
couple to have children can be considered a type of joint investment in a
consumer durable. However, this consumer durable is a private good that
cannot be bought or sold, and one for which the utility of consumption
(the joy of raising a child) is available only to that couple. Childrearing
entails considerable cost over an extended period, and, particularly in
Japan, it is normal for the wife to stop working and devote herself exclu-
sively to the task. If; during the period of childrearing when the wife’s
income is interrupted, there are fears regarding the possibility of the hus-
band losing his job, or a significant risk of the breakdown of the marriage
due to economic problems, a “hold-up problem” can arise. Such fears that
the carpet may be pulled out from under a couple make the initial decision
to have children a difficult one. In Japan, where marriage and children are
often considered inextricably linked, this can result in indecision with
regard to getting married at all.

From this perspective, what is essential for strategies to genuinely
respond to Japan’s low birth rate is not merely measures to support chil-
drearing (provision of childcare, etc.), but also the guarantee of employ-
ment opportunities for married couples, allowing them to be confident in
their ability to maintain a stable married life over the long term.

2 CONCENTRATION ON CITY-BASED MEASURES IS
THE PRACTICAL APPROACH

The Masuda Report published in 2014 by the Japan Policy Council (Japan
Policy Council, 2014) had a considerable impact on Japanese society due
to its claim that the outflow of population from Japan’s regional areas to
large cities would increase, and that as many as half of the nation’s small
municipalities were at risk of disappearing. However, from an economic
perspective, there are problems with the report’s judgment that the con-
centration of population in Tokyo and the flow of population to major
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cities is promoting an accelerating decline in the birth rate in Japan as a
whole, and its insistence that it will be necessary to halt this movement of
the population in order to address the issue of the nation’s low birth rate.

As Hatta (2015a, b) makes clear, the preconceptions behind the Masuda
Report—that the nation’s population is excessively concentrated in Tokyo,
and that the birth rate in the Greater Tokyo Area is lower than the birth
rate in the nation’s regional areas—are both factual errors. Therefore,
even if we ensure that young people stay in regional areas from which
employment opportunities are disappearing, or promote migration from
large cities, the birth rate will not improve.

It is natural that young people will move from regional areas marked by
declining populations and economic decline to large cities in search of
employment opportunities. Because the concentration of population in
major cities such as Greater Tokyo and the government-designated cities
creates an agglomeration advantage, it is desirable as a growth strategy for
the nation as a whole. Regional revitalization measures, such as diverting
city tax revenues to regional areas or unreasonably attempting to halt the
flow of population towards big cities, run counter to this natural economic
principle. Not only would these measures not function as growth strate-
gies, but they can also be considered as having little effect as measures to
address the problem of the low birth rate.!

Assuming that the flow of population to large cities is allowed to con-
tinue unimpeded, if measures to address the birth rate issue are necessary
from a policy perspective, it would be considerably more practical to con-
centrate resources on measures put into effect in the cities. Naturally, if
couples who move to the city desire a limited number of children, and a
low birth rate results from their rational choice, excessive policy interven-
tion would not be justified. However, if policies in the cities create obsta-
cles that prevent couples from having their desired number of children, it
would be necessary to correct this situation.

3 THE PROVISION OF MEASURES TO SUPPORT
CHILDREARING Is LAGGING BEHIND URBAN POPULATION
INCREASE
For example, in cities with a high degree of population influx, the provi-

sion of standard childrearing support measures is failing to keep pace with
the continuously increasing population, and it is possible that this is
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resulting in a reduced birth rate.? Figure 16.1 represents the relationship
between the total fertility rate and the rate of population increase for
government-designated cities and the Tokyo metropolitan area (the area
covered by the 23 wards of Tokyo). Figure 16.1 shows a clear negative
relationship between the two (coefficient of correlation: —0.38).

In other words, even in an individual city, the birth rate will decline as
the rate of population increase becomes higher due to ongoing population
influx. One reason for this is that the resources necessary for childrearing
support measures do not keep pace with the population increase. From
the policy perspective, there is scope for the realization of improvement in
this area, and in fact measures implemented here could be expected to be
effective in addressing the low birth rate.? For example, national tax grants
to local governments are calculated based on the situation two years
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previously. If a projected figure for the grant amount in the area of chil-
drearing support were calculated for the present fiscal year, it would be
possible to avoid any lag in the securing of fiscal resources for childrearing
support.

4 EXTERNALITIES OF MEASURES TO RESPOND
TO CHILDCARE WAITING LISTS

In addition, because childrearing support measures in cities with growing
populations have externalities, measures in each municipality are under-
supplied. For example, the problem of the waiting list for nursery schools
is becoming severe in the Tokyo metropolitan area and government-
designated cities. If a municipality were to actively institute measures to
alleviate the problem while measures were not being advanced in other
municipalities, then the surrounding municipalities might enjoy a free
ride, and this is one factor that can be pointed to as lying behind this
problem.

In the event that municipalities construct new licensed nursery schools,
they are left with enormous financial burdens for operating expenses and
other costs.* The construction of a new licensed nursery school will imme-
diately attract an influx of families raising children from surrounding
municipalities in which the waiting list problem is severe, and the munici-
pality will find itself back at square one, despite its expenditure of public
funds on new construction. Given this, municipalities adopt a passive
stance in relation to measures to address the wait for nursery schools,
because they seek to take a free ride (or they do not wish to attract free
riders). The same structural problems can be considered to affect chil-
drearing support measures other than measures targeting the waiting list
problem, fiscal expenditure on compulsory elementary and junior high
school education, and after-school care.

Because of this, many municipalities give low scores to families moving
from other municipalities in deciding on applications for entry to licensed
nursery schools, offering preferential treatment to applicants who are longer-
term residents of their own municipality. There are also examples, such as
Setagaya Ward and Suginami Ward in Tokyo, of municipalities which,
despite the severity of the waiting list problem, independently establish addi-
tional standards far in advance of the minimum government standards for
licensed nursery schools (standards for facility area and standards for
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nursery school teachers), and offer preferential treatment to residents, who
inherently possess easier access to licensed nursery schools (Suzuki 2014).
Because of the severity of the waiting list problem, the excessive indepen-
dent measures for the reduction and mitigation of childcare fees imple-
mented by many municipalities in Tokyo also make it difficult for families
raising children to move from other municipalities.

Some municipalities, such as Tokyo’s Koto Ward, are also limiting the
construction of new apartment complexes, in an attempt to prevent an
influx of population which would increase childcare and education costs.
These distortions of the system interfere with the freedom of individuals
to choose where they live. In the sense that they impede the agglomera-
tion advantage, they are also examples of misplaced priorities from the
perspective of growth strategy. The following measures can be considered
as means of correcting these systemic distortions.

5  TOWARDS THE INTRODUCTION OF “MODEL BENEFITS”
FOR CHILDREARING

The first method would be the implementation of coordination across a
wide area, straddling multiple municipalities. For example, because the
wards of Yokohama City, unlike Tokyo’s wards, are only administrative
districts, they are unable to use their own discretion in relation to child-
care measures. Because of this, if the Yokohama City mayor, at the top of
the city administration, makes the appropriate decision, it is possible to
introduce measures to upgrade and expand childcare across all the city’s
wards. This is a type of coordination of measures across a wide area, and it
avoids the problem of externalities that arises when wards are able to act
independently and at their own discretion. Yokohama City is famous for
having reduced the number of children waiting to enter childcare to zero
in 2013 under the leadership of Mayor Fumiko Hayashi, after recording
the worst figures in the country in 2010. It can be considered that the
ability to roll out measures across a wide area, not possible in Tokyo, lies
behind this success.

The second method of correcting systemic distortion would be to
introduce a method similar to the jushochi tokurei system applied in nurs-
ing care insurance to childcare support measures.® Specifically, this would
mean a system whereby expenses for the provision of childrearing support
in the municipality to which a family moves would be borne by the
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municipality from which the family has moved. This would make free rid-
ing impossible, and all municipalities would therefore implement chil-
drearing support measures without hesitation. There would also be no lag
in resources provision. However, using this method, it would be difficult
to compel municipalities to bear the burden of subsidizing the construc-
tion of childcare facilities in addition to their operating expenses. In addi-
tion, complex adjustment of the system would be necessary in responding
to households for which moving would be troublesome, for example due
to the necessity for job relocation.

The third and most radical method would be to establish a system in
which the government pays a “model benefit” for childcare support to
cach municipality, as proposed by Hatta (2015b) as a reform of the
National Health Insurance system. This would entail the government pro-
viding to municipalities the full basic necessary amount (i.e., the model
benefit) for the minimum standard of childcare and education that should
be guaranteed by the government. The expense of establishing facilities, in
addition to facility operating expenses, would be calculated in the model
benefit for each child, and provided to the municipality. Because this
method would reduce the burden on municipalities for standard childcare
measures to zero, it would enable the problem of insufficient supply to be
avoided. It would be possible to provide an amount estimated to ensure
that there were no lag in resources, and adjust any excess or shortfall the
following year.

Naturally, there would be an additional burden of expense on munici-
palities which sought to implement measures in excess of the basic stan-
dard. But in the case of municipalities making up cities, for which the
influx of population would produce economies of scale enabling childcare
support measures to be provided more cheaply than the standard amount,
a fiscal surplus would be produced, and the amount of the surplus could
be invested in further measures.

6  THE IssuING OF VoucHERS WOULD ALSO
BE AN EFFECTIVE MEASURE

It would also be possible to provide such model benefits directly to house-
holds raising children, as government vouchers for operating expenses and
facility upkeep, bypassing the municipality. Because these subsidies would
be carried with the childrearing households, municipalities would not
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obstruct the movement of households; municipalities in urban areas which
were able to tailor low-cost childrearing support measures through econo-
mies of scale would actually welcome an influx of childrearing households.
The use of vouchers would spark competition between licensed childcare
facilities, and between licensed and unlicensed childcare facilities. Market
principles would increase the supply of childcare and correct the problem
of disparities in subsidies between childrearing households, making this a
measure that would radically reform the childcare industry as a whole.

In fact, there has been considerable progress over the last ten years in
the transfer of funds for childrearing support measures, including child-
care, to regional municipalities via the local allocation tax. However, with
no significant improvement in the waiting lists for childcare in cities,
municipalities in urban areas experiencing an influx of population can be
considered to have faced two problems: (1) the inability of childrearing
support measures to keep pace with population increase, due to factors
including a lag in the provision of government subsidies; and (2) a ten-
dency towards undersupply, due to the effect of externalities on childrear-
ing support measures. Addressing these issues via methods such as the
introduction of a model benefits system is the appropriate direction for the
decentralization of government authority and measures targeting Japan’s
low birth rate. Rather than implementing measures with unknown out-
comes, we should begin by correcting the distortions in the system.

NoOTES

1. As already indicated, the choice to have children is initially made possible by
an expectation on the part of the parents of long-term employment oppor-
tunities and lifestyle stability. The short-term distribution of tax revenues to
regional areas will not readily change this situation. In addition, as the
author has previously argued in detail (Hatta 2015a, b), whether improve-
ment of the birth rate actually functions as a growth strategy is open to
question. There is scope for discussion regarding whether the improvement
of the birth rate is appropriate as a policy target.

2. To take an example, in relation to the childcare measures implemented by
regional municipalities, because market failures are occurring in the market
for female labor, a certain degree of investment of public funds can be justi-
fied (Hatta 2008, p. 326). Because it is known that externalities occur in the
area of preschool education, a certain degree of investment of public funds
is rational. Given this, the implementation by municipalities of standard
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basic childrearing support measures and measures to address the low birth
rate can be justified economically.

3. This is to say that if the standard of the childrearing support measures imple-
mented by cities of this type had been equivalent to that of other municipali-
ties, the birth rate would have been higher. If policy obstacles result in
couples producing fewer than their desired number of children, the correc-
tion of these policies would generate immediate results. Of course, it is also
possible that other factors result in low birth rates in municipalities with a
high rate of population influx, for example the higher cost of land and the
lower amount of living space per household. In this case, there would be
little scope to increase the birth rate by means of improvements in childrear-
ing support measures.

4. For example, Itabashi Ward, an average municipality in the Tokyo metro-
politan area, shoulders 74.2% of the burden of operating expenses for
licensed childcare facilities. Parents cover 10.6%, the government funds
8.3%, the city funds 4.1%, and 2.7% is sourced elsewhere (Financial state-
ments for FY 2014: Ratio of financial burden on parents). Theoretically, the
government should provide half of the unit cost of childcare, and the city or
prefecture a quarter. In practice, a variety of other expenses arise that must
be covered by public expenditure, including supplementation of personnel
costs for public childcare workers, the municipality’s own reduction of
childcare fees, and childcare fees for defaulters, with the result that 70-80%
of operating expenses are covered by the municipality itself.

5. In the case of an insurance subscriber who moves from their original munici-
pality to another because of a lack of special aged-care homes, the individu-
al’s expenses are paid by the nursing care insurance in the original
municipality, and the individual pays insurance premiums to the original
municipality. The same system is accepted in many nursing care facilities
other than special aged-care homes.

REFERENCES

Hatta, Tatsuo (2008), Mikuro Keizaigakn 1: Shijo no Shippai to Seihu no Shippai
eno Taisakn (Microeconomics I: Responses to Market Failures and Government
Failures), Toyo Keizai Shimposha (In Japanese).

Hatta, Tatsuo (2015a), “Chibososei wo Tou (Ge) —=Iju no Shoubeki-teppai koso
Senketsu (Questioning Regional Revitalization (Part 2): Removing Barriers to
Immigration Is the First Priority),” Nibon Keizai Shimbun, February 6, 2015
(In Japanese).

Hatta, Tatsuo (2015b), “ ‘Kokuho no ‘Moderu-kyuhugakn’ Kokkohutanseido’ niyorn
Chihososei (Regional Revitalization via a System for the Contribution of “Model



154 w.suzuxi

Benefits” by the Government),” Japanese Journal of Health Ecomomics and
Policy, Vol. 27, No. 2, pp.71-84 (In Japanese).

Japan Policy Council (2014), Sutoppu shoshika / chibo genki senryakn (Strategies
for Boosting Japan’s Birth Rate and Reviving its Regions), May 8, 2014 (www.
policycouncil.jp/pdf/prop03 /prop03.pdf) (In Japanese).

Suzuki, Wataru (2014 ), Shakaihosho Bokoku Ron (The Collapse of Social Security),
Kodansha Shinsho (In Japanese).


http://www.policycouncil.jp/pdf/prop03/prop03.pdf
http://www.policycouncil.jp/pdf/prop03/prop03.pdf

PART VI

Administrative Reforms: Local
Government Fiscal System



CHAPTER 17

Good and Bad Fiscal Decentralization

Motohiro Sato

Abstract Japan’s system of centralized public finance is changing. The
independence and responsibility of local governments are increasing.
What remains lacking is “marginal fiscal responsibility,” which would see
local residents bearing the costs of policies decided on by local govern-
ments themselves. The short chapters presented here deal with the status
and problems of Japan’s system of fiscal transfers and property tax reform
based on the principle of levying a benefit tax on local residents. The two
essential factors for good fiscal decentralization are reform of the existing
local allocation tax grants and reorganization of the local tax system. These
reforms would ensure the fiscal responsibility of local residents and
enhance efficiency. This would also contribute to fiscal reconstruction at
the national level.
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Japan’s centralized public finance is changing. As indicated by the designa-
tion “administrative decentralization system,” local governments have pre-
viously functioned as little more than subsidiary organizations of the central
government, implementing policies and projects formulated by, and for
which financial resources are funded by (the guarantee of fiscal resources),
the central government. However, the independence and responsibility of
local governments is now increasing as a result of a number of factors.
These include: (1) the enactment of the Comprehensive Decentralization
Act, which, among other things, abolished the imposition of administrative
functions on local governments by the national government, in April 2000;
(2) the “Great Heisei Mergers” of municipalities, which has roughly halved
the number of municipalities in the nation; (3) the “Trinity Reforms,”
which transferred sources of tax revenue amounting to some trillions of yen
from the national government to local governments; and (4) “regional sov-
ereignty reform” under the Democratic Party of Japan (DPJ), among the
effects of which was to transform grants to local governments into lump
sum payments. Numerous local governments are leading the way in putting
administrative and fiscal reforms into effect, including public accounting
reform and the evaluation of administrative procedures and projects.
However, the character of the system within which local public finance
is organized remains unchanged. A number of points can be made in rela-
tion to this fact. (1) The guarantee of fiscal resources for local public
finance plans, and the system of local allocation tax grants that actualize
this guarantee, are subsidies predicated on the “administrative decentral-
ization system” in which local governments implement policies (the
expenditure allocated to local public finance plans) formulated by the
national government. (2) Despite the system of local allocation tax grants,
local governments are not displaying sufficient autonomy or creativity. Tax
grants targeting regional revitalization seek to support advanced local gov-
ernment initiatives, but the decision as to which initiatives are advanced
relies heavily on the judgment of the national government. This may
induce local governments to create plans that look towards the central
government’s will rather than utilizing their own creativity and originality.
(3) The central government’s guarantee of fiscal resources also extends to
local debt (municipal debt-covering bonds and bonds which the govern-
ment has agreed to finance). This implicit credit guarantee has reduced
the cost of issuing municipal bonds (interest) to a level similar to that of
government bonds. This has been indicated as a factor impeding the more
widespread use of Private and Public Partnership /Private Finance Initiative
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(PPP/PFI) initiatives, the purpose of which is to make use of private sec-
tor funds and management expertise in the upgrading and operation of
public facilities. The low interest rate on local government bonds renders
the actual cost of public projects and public facilities (including risk)
unclear. In addition, it can be seen to have adverse effects on independent
municipal policy. The furusato nozei (“hometown tax”) is a competitive
quid pro quo system in which municipalities send local products to taxpay-
ers (donors) as expression of gratitude. Municipalities, mainly the finan-
cially well-off municipalities in the nation’s urban areas, are also waiving
children’s medical fees and other costs. An element of excess competition
to provide benefits can be found in these measures.

What is lacking in both the guarantee of fiscal resources and the initia-
tives of local governments is fiscal responsibility on the part of local resi-
dents. “Fiscal responsibility” here does not refer to the abolition of
subsidies and a requirement for local governments to undertake fiscal
management using only their own resources. It is rather a “marginal fiscal
responsibility” in which local residents bear the costs of policies and proj-
ects (own projects, etc.) decided on by local governments themselves so as
to make local residents cost conscious. This type of marginal fiscal respon-
sibility is lacking in current decentralization measures. Taking the consoli-
dation of public facilities as an example, decisions are not being made
regarding the maintenance or scrapping of an existing public facility after
ensuring that residents understand the additional tax burden that this
would entail. For example, the Management Plans for Public Facilities
being drawn up by municipalities at present include measures for the con-
solidation of public facilities. However, there is strong resistance among
local residents to the closure or reduction in scale of facilities that benefit
them without their having to shoulder any financial burden.

At the same time, disparities between municipalities are also a concern.
Under a decentralized system, it would be the role of local allocation tax
grants to even out disparities that are not based on the efforts towards
self-assistance of the municipality concerned. However, the current system
of allocation tax grants has actually weakened fiscal discipline in munici-
palities and promoted a sense of dependence. Local governments demand
their allocation tax grant in all situations. If allocation tax grants are offered
before reform efforts are launched, it is doubtful that the reforms will
proceed (all the more so if no difficulties in management occur in cases
where reforms are not implemented). There are numerous faults in the
local taxes that are levied on residents. The exercise of local tax autonomy
is weighted too heavily towards corporate taxes (corporate enterprise tax
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and corporate inhabitant tax). The benefit principle is indicated as the
grounds for this, but in practice municipalities are reluctant to levy benefit
taxes, including individual inhabitant tax, on residents. Ultimately, taxes
are extracted where it is easiest to do so. From a textbook perspective, we
are far from the levying of true benefit taxes; for example, even as regards
property tax, pointed to as “a good local tax,” relief measures exist for
small-scale residences that reduce the tax standard by five-sixths.

Ultimately, the point of divergence between good fiscal decentraliza-
tion and bad fiscal decentralization is the fiscal responsibility (cost aware-
ness) of residents. When we talk about fiscal decentralization, the structure
of confrontation between the national and local governments is sharply
highlighted, but what is really at issue is the relationship between local
governments and residents. How can we realize fiscal management that
considers this relationship? Local residents who lack cost awareness have
no interest in municipal fiscal management. As a result, they do not moni-
tor fiscal management, and fiscal discipline becomes lax. The two essential
factors for good fiscal decentralization are: (1) reform of the existing local
allocation tax grants; and (2) reorganization of the local tax system. The
short chapters in this section deal with the status and issues of Japan’s
system of fiscal transfers (factor 1) and property tax reform based on the
principle of levying a benefit tax on local residents (factor 2). In Chap. 18,
Professor Wataru Kobayashi considers the scope and the level of the guar-
antee of fiscal resources, the measurement of the fiscal capability of a
municipality, and the treatment of municipalities that do not receive the
grants as three issues related to local allocation tax grants. In Chap. 19,
Professor Tomomi Miyazaki looks at the reasons the property tax does not
satisfy the benefit principle (the limits on local tax autonomy, the existence
of a variety of preferential measures, and the possibility that the existing
property tax is de facto a capital tax), and proposes reforms which will
make the property tax a benefit tax. Naturally, while we may talk about
“local governments” in general terms, there is a tremendous range among
them in terms of fiscal and economic capability. Local governments also
differ in terms of their capacity for independence and fiscal responsibility.
In the sense that the same administrative duties and the same extent of
autonomy have been applied to all local governments, Japan’s initiatives
towards fiscal decentralization have been “centralized” or uniform. If it
were possible to classify local governments into a number of groups based
on factors including fiscal capability, fiscal transfers could be conducted
and the local tax system (the allocation of tax revenue sources) could be
organized based on these groups.
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The government is currently seeking to achieve fiscal consolidation,
balancing the primary fiscal balance by FY 2020, and is advancing
Integrated Economic and Fiscal Reforms (the Plan to Advance Economic
and Fiscal Revitalization) as part of its efforts. The realization of increased
efficiency in local expenditure (including measures such as PPP/PFI, use
of information technology in daily operations, and wide area administra-
tion) is positioned as an important axis of these measures. If fiscal decen-
tralization stimulates cost awareness in local residents, resulting in a greater
level of interest in and monitoring of the municipal administration, effi-
cient fiscal management at the micro level (the level of each municipality)
will be enhanced, which may in turn contribute to fiscal reconstruction at
the macro level (the national or regional level) as well.
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CHAPTER 18

Examining Functions of Intergovernmental
Fiscal Transfer

Wataru Kobayashi

Abstract This chapter considers three issues in relation to the two func-
tions of Japan’s local allocation tax grants—the function of guaranteeing
fiscal resources and the function of enabling fiscal equalization. The first of
these issues is the significance and the level of the guarantee of fiscal
resources: the mechanism by which the government obliges local admin-
istrations to provide specified public services, and its relationship with
cost-cutting measures. The second issue is the definition of fiscal capability
and the index employed to determine fiscal capability. The third is the rela-
tive positioning of local governments which do not receive allocation tax
grants. Disparities between municipalities increase conspicuously with an
increase in local fiscal resources. This chapter discusses the introduction of
an alternative system of negative allocation tax grants.
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1 INTRODUCTION

Discussion of fiscal decentralization eventually arrives at the question of
the allocation of functions and the allocation of fiscal resources. The for-
mer involves the question of what role local public authorities (local gov-
ernments) should play, and the latter the question of how fiscal resources
should be allocated in relation to these roles.

Traditionally, discussion of the allocation of functions between govern-
ments has classified the roles of the governments based on the concept of
the three functions of public finance, and, in relation to the function of
allocation of resources, has considered allocation by local governments as
the most efficient means of provision of local public goods (“the decen-
tralization theorem”). However, when we take externality and disparities
in fiscal capability between regions into consideration, issues in relation to
an absolute reliance on local governments for the provision of local public
goods become apparent, suggesting the need for the apportioning of spe-
cific roles in intergovernmental fiscal transfers.!

In Japan, the local allocation tax and national treasury disbursements
are positioned as representative systems for the transfer of public finance
between administrations. The former are general grants, the use of which
is not specified, while the latter are special grants for specified purposes.
The local allocation tax is considered to have two functions, the guarantee
of fiscal resources and fiscal equalization; national treasury disbursements
also play a role in the function of guaranteeing fiscal resources.
Intergovernmental fiscal transfers raise numerous issues; this chapter con-
siders three issues related to the two functions indicated above.

2 THE GUARANTEE OF FISCAL RESOURCES:
SIGNIFICANCE AND LEVEL

The first issue to be considered is the significance and level of the guaran-
tee of fiscal resources. In Japan’s system of regional finances, part of the
expenses entailed by the public services that it is mandatory for a regional
public body to provide is supplied by the central government as a treasury
disbursement, and the remaining expense for the municipality concerned
is calculated as a local allocation tax grant, and provided to individual pub-
lic bodies in accordance with their financial status. Under this system,
then, the financing for some public services is guaranteed by treasury dis-
bursements and local allocation tax grants.
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Table 18.1 Traditional theory of the distribution of roles between governments

Resource allocation function Income redistribution Economic stabilization
Sfunction Sfunction
Local public National public
Hoods Hoods
Local National National government National government
government government

Source: Prepared by author based on Oates (1972)

The significance of the guarantee of fiscal resources must therefore be
considered in tandem with the significance of the system under which the
central government obliges municipalities to provide specific public ser-
vices. According to the traditional view of the distribution of functions
shown in Table 18.1, in addition to supplying national public goods, the
national government should also fulfill an income redistribution function
and an economic stabilization function. The question is whether, in fulfill-
ing these functions, it is desirable for the national government to create
local agencies in regional areas and assign national public servants to per-
form the relevant duties, or whether the performance of the functions
should be entrusted to local governments and undertaken by local public
servants. This is an issue that should be given prudent consideration in
every area of administration.?

For example, in the case of the social security system, a representative
income redistribution measure, the government sets standards and so
forth, and these are put into effect by municipalities. The traditional view
of the distribution of functions considers the social security system as one
that should be administered by the central government, but it is not essen-
tial that the central government should be responsible for the implementa-
tion of the system. The rationale for the assertion that the central
government should be responsible for redistributive measures is the con-
cern that, if redistributive measures were entrusted to municipalities,
redistribution would not be appropriately implemented due to a desire to
avoid an influx of lower-income residents and an exodus of higher-income
residents in municipalities offering a generous redistribution of income. It
is considered acceptable for municipalities to implement the social security
system if the government fulfills the role of setting standards and guaran-
tees uniform operation of the system.?
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With regard to the level of the guarantee of fiscal resources, it will be
necessary to examine a number of fundamental approaches: Should essen-
tial expenses be guaranteed unconditionally; should the government guar-
antee essential expenses after local governments have undertaken standard
measures for the reduction of costs; or should essential expenses be guar-
anteed after the most extensive cost-cutting measures able to be conceived
have been implemented? While an unconditional guarantee of resources
raises concerns over potential blowouts in local government expenses, a
guarantee of the minimum essential resources produces concerns over
shortfalls in fiscal resources, and fiscal disparities between regions generat-
ing disparities in terms of citizen welfare. Considered from this perspec-
tive, the provision of fiscal resources based on standard cost-cutting
measures seems the ideal choice, but the issue here is how to define, and
how to measure, essential expenses with standard cost-cutting measures as
a precondition.

Ordinary local allocation tax, which represents more than 90% of the
total of local allocation tax, is allocated to the figure remaining when stan-
dard fiscal revenue is subtracted from standard fiscal demand (i.e., it is
equivalent to the shortfall in fiscal resources). The function of the local
allocation tax in guaranteeing fiscal resources is actualized by means of this
calculation method. As a mechanism to make it possible to project fiscal
demand as accurately as possible while preventing increases in expenses,
variables which it is difficult for local governments to manipulate at their
own discretion (population, area, etc.) are the fundamental units of mea-
surement, and these are multiplied by unit expenses calculated from stan-
dard expenses (projected expenditure by local governments providing for
standard eventualities) and correction factors taking into consideration
the status of individual local governments.

In addition, a “top-runner” system was introduced in FY 2016. Under
this system, expenditure by local governments which have controlled their
expenses by means of the use of outsourcing or the introduction of the
“designated manager system” for certain areas of their duties is reflected
in the calculation of total expenses. This can be interpreted as a partial
transition from a guarantee of standard fiscal resources to a guarantee of
the minimum fiscal resources. However, in evaluating this system, it will
be essential to consider how the appropriate level of guaranteed resources
is conceptualized, and what degree of financial disparity between regions
is allowable.
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3 FriscaL CAPABILITY: DEFINITION AND INDICATORS

The second issue for consideration is the definition of fiscal capability and
the determination of indicators for this parameter. The fiscal equalization
function of the local allocation tax primarily equalizes disparities in fiscal
capability between localities, and can be interpreted as a means of equal-
izing disparities in demand and disparities in revenue based on the stan-
dard local allocation tax discussed above.* The higher the regional revenue,
chiefly sourced from local taxes, the lower the allocation tax; the higher
the fiscal demand, that is, the higher the essential expenses, the higher the
local allocation tax.

From this perspective, it would be natural to assume that fiscal capabil-
ity can be defined as the level of fiscal revenue in relation to fiscal demand.
In fact, in Japan’s local government finance system, the three-year average
of the figure obtained by dividing the standard fiscal revenue by standard
fiscal demand is defined as the fiscal capability index, and is employed as an
indicator of the fiscal capability of local governments. However, there are
differing opinions as to whether to include fiscal demand in the definition
of fiscal capability, or to recognize disparity in demand (disparity in costs)
as part of the disparity in fiscal capability which is to be equalized. In
attempting to gain an accurate understanding of fiscal demand, a system in
which actual expenses or scheduled expenses are allocated separately to
each local government may be considered, but the amount received in the
allocation would increase by the amount expended for the operation of
the system, generating the possibility of an increase in expenses. This issue
is similar to the point of contention regarding the level for the guarantee
of fiscal resources.

At the same time, even if fiscal capability were to be defined based
exclusively on fiscal revenue, the figure would normally be divided by pop-
ulation. Division by population can be considered to provide an objective
indicator of the fiscal scale of the local government in question, and it is
possible to perceive an awareness of fiscal demand in the background.
When defining fiscal capability, it is therefore not possible to ignore fiscal
demand, but it is also not absolutely necessary for the indicator which
expresses true fiscal capability and the fiscal capability which is the subject
of the fiscal equalization system to be the same. Even if the fiscal capability
which is the subject of the fiscal equalization system diverges from true
fiscal capability, if this is the result of a measure to prevent an increase in
expenses, the system can be considered to be rational.
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4 PoOSITIONING OF LocAL GOVERNMENTS NOT
RECEIVING ALLOCATION TAX (GRANTS

The third issue is the positioning of local governments not receiving allo-
cation tax grants. These are local governments which do not receive the
normal allocation tax grant because their standard fiscal revenue exceeds
their standard fiscal demand. In a situation in which such local govern-
ments exist, disparities between regions expand conspicuously with an
increase in local sources of tax revenue. Table 18.2 shows a simple numeri-
cal example of this phenomenon.

In Table 18.2, we assume the existence of two hypothetical local gov-
ernments, A and B, the level of standard fiscal demand of each of which is
designated as 100. Standard tax revenue is the tax revenue considered to
be obtainable by the local government when the tax items specified by the
Local Tax Act are levied at the standard taxation rate. Standard fiscal rev-
enue is this amount multiplied by 0.75.° When the amount determined by
subtracting standard fiscal revenue from standard fiscal demand is positive,
the ordinary allocation tax grant is the figure obtained; when the figure is
negative, the ordinary allocation tax grant is zero. In the numerical exam-
ple shown in Table 18.2, A is a local government which does not receive
allocation tax grants. CV in the column at the right of the table is the coef-
ficient of variance (standard deviation divided by the average value), which
shows the magnitude of variation between the variables in each column
(i.e., the magnitude of disparity between the local governments).

Table 18.2 Increase in standard tax revenue and expansion of disparity between
municipalities

Local government A B Total cv

Standard fiscal demand 100 100 200 0.000
Standard tax revenue 160 40 200 0.600
Standard fiscal revenue 120 30 150 0.600
Ordinary allocation tax 0 70 70 1.000
Standard tax + Allocation tax 160 110 270 0.185
Standard fiscal demand 100 100 200 0.000
Standard tax revenue 192 48 240 0.600
Standard fiscal revenue 144 36 180 0.600
Ordinary allocation tax 0 64 64 1.000

Standard tax + Allocation tax 192 112 304 0.263
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The lower section of Table 18.2 shows a scenario in which the standard
taxation revenue of each administration increases by a factor of 1.2 against
the upper section of the table. Because tax revenue increases by the same
proportion for each municipality, there is no change in the coefficient of
variance, but considered from the perspective of general fiscal resources
including allocation tax (standard tax + local allocation tax), the coeffi-
cient of variance increases by approximately 40% (0.185 — 0.263). This is
because in the case of the municipality receiving allocation tax grants, 75%
of the increase in tax revenue is cancelled out by a reduction in the amount
of the grant, while in the case of the municipality which does not receive
an allocation tax grant, the increase remains 100%, and this figure repre-
sents revenue for the municipality.

Table 18.3 shows a scenario in which standard fiscal revenue exceeds
standard fiscal demand, and the difference (the excess amount of fiscal
resources) is recorded as a negative allocation tax amount. In this scenario,
the effect of increased tax revenue in increasing the disparity in ordinary
fiscal resources is around 15% (0.120 — 0.138). According to the concept
of a negative income tax, an individual whose taxable income fell below a
minimum threshold would receive the difference as a grant from the gov-
ernment; under a system of negative allocation tax, a municipality record-
ing a negative figure when standard fiscal revenue was subtracted from
standard fiscal demand would pay the difference to the government.

Naturally, fierce opposition to the introduction of a negative allocation
tax system could be expected from municipalities not receiving allocation
tax grants. In order to resolve the issue by other means, it would be

Table 18.3 Negative allocation tax and increase in standard tax revenue

Local government A B Total cv

Standard fiscal demand 100 100 200 0.000
Standard tax revenue 160 40 200 0.600
Standard fiscal revenue 120 30 150 0.600
Ordinary allocation tax -20 70 50 1.800
Standard tax + Allocation tax 140 110 250 0.120
Standard fiscal demand 100 100 200 0.000
Standard tax revenue 192 48 240 0.600
Standard fiscal revenue 144 36 180 0.600
Ordinary allocation tax —44 64 20 5.400

Standard tax + Allocation tax 148 112 260 0.138
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necessary to make all local governments recipients of allocation tax grants.
This would necessitate measures to integrate part of the national treasury
disbursement with the local allocation tax and increase the amount of stan-
dard fiscal demand, or to transform some local taxes into national taxes,
and reduce standard fiscal revenue. The former, however, runs counter to
the concept of separation of functions, which holds that the local allocation
tax’s functions of guaranteeing fiscal resources and equalizing public
finances should be kept separate.® In the background of the argument for
the separation of functions in relation to intergovernmental fiscal transfers
lies the sense that the integration of multiple functions in a special system
would make the relative positioning of each specific system vague, leading
to a lack of accountability. This is consistent with the point made in this
chapter that the significance of the guarantee of fiscal resources and the
definition of fiscal capability should be re-examined. It will be necessary to
give consideration to a number of issues, including the relative positioning
of local governments which do not receive allocation tax grants.

The second of the measures mentioned above resembles a recent sys-
temic reform in which part of the corporate inhabitant tax was made a
national tax under the name of the local corporation tax, but its purpose
differs.” In addition to reducing the uneven distribution of local tax by
making the (significantly unevenly distributed) corporate inhabitant tax a
national tax, the aim of this reform was to correct the expansion of dispari-
ties in fiscal capability between local governments not receiving allocation
tax grants and local governments receiving allocation tax grants, as shown
in Table 18.2, by increasing the local consumption tax rate. This would
increase the relative weight of local consumption tax, which is very stable
and is comparatively evenly distributed among regions. Nevertheless, the
relative positioning of local governments which do not receive allocation
tax grants in the fiscal equalization system remains an issue which should
be examined prudently in considering the necessary future direction for
Japan’s local taxation system.

NoOTES

1. This discussion of the allocation of functions between governments based
on the three functions of public finance and expected roles in intergovern-
mental fiscal transfers is based on Oates (1972).

2. The issue of spillover of local public goods is also an important point for
discussion. This refers to the problem of the benefit of local public goods
provided to a specific region spreading to another region. The fact that a
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local government is an entity which has an interest in and responsibility for
the welfare of the residents of its region, and does not consider external
benefit extending to other regions, may result in the provision of an insuf-
ficient level of public goods by the local government. One method of
responding to this issue is to provide incentives via percentage grants.
However, because the level of external benefit differs for each project or
service, calculation of the appropriate grant rate is difficult. There remains
room for discussion as to whether an average grant rate should be set and
the remainder left up to the judgment of the relevant municipality, or
whether the national government should formulate a basic plan and assume
a leadership role.

3. For the distribution of functions between administrative entities in Japan’s
social security system, see Abe et al. (2008).

4. The fiscal equalization function of the local allocation tax system can also be
considered in terms of vertical fiscal equalization, which equalizes the fiscal
gap between the national government and local governments, and horizon-
tal fiscal equalization, which equalizes the disparities in fiscal capability
between local governments.

5. Some standard tax revenue is also factored into standard fiscal revenue on a
100% basis. The calculation of standard fiscal revenue based on standard tax
revenue means that taxes levied independently by the municipality (when it
establishes taxes other than legally specified taxes or applies excess taxation
at a higher rate than the standard taxation rate) are not reflected in the cal-
culation of the normal allocation tax. In other words, the system is designed
to ensure that the local allocation tax does not decline even if the municipal-
ity levies its own taxes, which would reduce the incentive for the levying of
independent taxes.

6. For the concept of the separation of functions of the local allocation tax, see
Sato (2011).

7. The local corporation tax has been applied since the business year commenc-
ing in October 2014.
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CHAPTER 19

Decentralization Reform and Property
Tax in Japan: A Consideration of the
Benefit Principle
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Abstract This chapter reviews the relationship between property tax and
the benefit principle in Japan. Based on Miyazaki and Sato (2011), the
author first demonstrates that property tax is not a benefit tax for the
supply side because the conditions for tax capitalization, one of the foun-
dations of the “benefit view” with regard to property tax, cannot be
satisfied under Japan’s current local taxation system. This should be
attributed to three factors: limitation of the authority of municipalities to
set tax rates, certain preferential property tax programs for land, and the
possibility that property tax is a capital tax in effect. The author proposes
granting municipalities complete discretion in deciding tax rates and
repealing preferential tax programs to make property tax function as a
benefit tax.
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1 THE BENEFIT PRINCIPLE OF PROPERTY TAX

Some researchers have proposed that after the decentralization reform in
Japan, property tax can be useful as a fundamental tax for municipalities.
For example, Thori (2007) argues that a property tax could be employed
as an effective tax under the decentralized society because it enables the
benefit of local government public services to be reflected in a tax.

This argument presupposes that a property tax satisfies the benefit prin-
ciple. According to the traditional view of the incidence of property tax,
the burden of a property tax on land is borne fully by the owner of the
land. If this is the case, a property tax on land can be considered to satisty
the benefit principle. On the basis of this argument, Doi (2000) proposes
that a property tax on land should be a fundamental tax for
municipalities.

However, in reality, a property tax is levied not only on land but also on
houses and depreciable assets. This chapter provides an introduction to
previous research concerning the relationship between decentralization
and property tax and considers the problems of the current property tax
system, and concludes by offering a suggestion as to the best direction for
the property tax system after the decentralization reform.

The benefit principle of property tax is explained by the benefit view
on tax incidence. The benefit view states that while property tax increases
the tax burden, this burden is offset by the benefits offered by public
services financed by the tax. This proposition is explained using the
example of rental properties. Let us assume that a property tax is levied
on rental houses, and the tax revenue is used for the construction of a
shopping mall operated by the local government. The construction of the
shopping mall can be considered to make the local area more attractive,
and thus to increase the asset value of residential properties. This is called
“tax capitalization.” This capitalization offsets the decline in the land-
lord’s profit due to the levying of the tax. For the renter of the property,
even if the rental fee increases as a result of the tax, the convenience
thanks to the shopping mall will be considered to be worth an increase of
this amount, or in some cases even more. The benefit view explains the
offsetting of tax burden by the benefits received from public services in
this way.

In research conducted in the USA, Carroll and Yinger (1994) exam-
ined the benefit view via an analysis of 147 towns and districts in the
Boston metropolitan area. They concluded that the owners of rental prop-
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Table 19.1 Results of numerical calculations for current system (Miyazaki and
Sato 2011)

Case of public Case of local government
investment expenditure
Net burden on property -7.587 -5.675
owners
Net burden on renters 0.00621 0.00166

Source: All figures are derived from Miyazaki and Sato (2011) sample mean values

erties bear some tax burden in the form of a decline in their profit rate
following the levying of the tax, and that as a result, the benefit view does
not hold in the strict sense.

In Japan, Miyazaki and Sato (2011) studied the benefit view by means
of an econometric analysis and simple calculations using data for 46 pre-
fectures. Table 19.1 shows the results of the numerical calculations con-
ducted in this research. The net tax burden on renters was 0.00621% in
the case in which public investment is considered a municipal public ser-
vice, and 0.00166% in the case in which local government expenditure is
considered a public service. Both results are close to zero, suggesting that
for renters, the benefit provided by public services adequately offsets the
burden of the tax. By contrast, the figures for the net benefit received by
property owners are both negative, indicating only a decline in the profit
rate for property owners. This result indicates that because the capitaliza-
tion touched on above is inadequate, under the present system the prop-
erty tax is not a benefit tax for property owners.

2 PROBLEMS OF THE EXISTING PROPERTY TAX SYSTEM

The following three factors can be considered as reasons why the current
property tax system is not a benefit tax.

First, local governments have not been granted complete authority in
setting tax rates. The benefit view assumes that a municipality selects a tax
rate that enables the benefit to counterbalance the burden of the tax. In
the case of Japan, the standard rate for property tax is set at 1.4%, and
while municipalities have the right to impose, for example, an exceeded
tax rate, there is virtually no discretion for them to freely determine their
own rate of property tax.
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The second factor is whether or not the benefit from public services is
appropriately reflected in market prices (land prices). When there is a gap
between tax bases and market price, the capitalization mechanism does
not function. The discussion of problems related to methods of assess-
ment for land in the property tax bases relies chiefly on Sato (2011).

Land is revalued every three years; since 1994, the yardstick for the
assessed value of land has been 70% of the declared land value. While the
system attempts to a certain extent to reflect market prices, it also features
a variety of preferential measures. For example, in the case of a small resi-
dence, the tax base is one-sixth of the assessed value. Taking these prefer-
ential measures into consideration, Nakano (2004) points out that the
effective tax rate on land is low, in actuality only 0.098%. In the case of a
normal housing lot with an area of over 200 square meters, the tax base is
one-third of the assessed value. Preferential measures such as these reduce
the burden of the property tax when land is owned for residence. The land
zoned for business purposes can be between 60 and 70% of the assessed
value.!

Turning to agricultural land, in the case of agricultural land located in
urbanization control zones, which is in principle not to be used for devel-
opment purposes or for the construction of city facilities, assessed values
and tax bases are, in principle, equivalent to those for residential land, in
particular within Japan’s three major metropolitan areas. However, in the
case of normal agricultural land and agricultural land located in urbaniza-
tion control zones other than those mentioned above, mechanisms includ-
ing measures to ease the tax burden in response to the classification of the
level of burden ensure that tax bases are discounted.? As can be seen from
the discussion above, as a result of various preferential measures, under the
existing system tax bases are discounted.

The third reason is the possibility that property tax might be considered
a capital tax following a local public finance theory. Carroll and Yinger
(1994) and Miyazaki and Sato (2011) indicate that the burden of the
property tax extends to the supply side. Let me consider the levying of
taxes on capital, in particular on residential buildings and other deprecia-
ble assets, based on the capital tax view. Assume a country made up of two
regions: region A, in which the tax rate is higher than the national average,
and region B, in which the tax rate is lower than the national average.
First, the rate of return on investment for capital temporarily declines in
both regions due to taxation, and there is a flow of capital from region A
to region B as a result of the tax rate gap (an excise tax effect). Next, due
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to oversupply in region B as a result of the capital inflow, the post-tax rate
of return on capital in region B declines further, to a level lower than that
resulting from the excise tax effect (this is a profit tax effect). If capital tax
view is assumed to be correct, then a property tax can be interpreted as a
capital tax rather than a benefit tax. Miyazaki and Sato (2013) examined
the capital tax view with a focus on residential buildings, and found that
the property tax is incident on the owners of capital. The empirical results
produced by Miyazaki and Sato (2013) suggest that the current property
tax may have an aspect as a capital tax.

3 ProrerTY TAX UNDER CONDITIONS OF GREATER
LocAL GOVERNMENT AUTONOMY

Section 19.2 indicated the possibility that Japan’s current property tax is
not a benefit tax based on three factors: (1) Municipal governments pos-
sess only limited rights to determine the taxation rate; (2) There is a gap
between tax bases and market prices as a result of various preferential mea-
sures; and (3) The inclusion of capital as an object of the tax makes it, for
practical purposes, a capital tax. In this section I will make some sugges-
tions for property tax after the decentralization reform.

First, after the decentralization reform, it would be necessary to grant
municipalities complete discretion in deciding tax rates. Miyazaki and Sato
(2011) also conducted numerical calculations for a case in which munici-
palities possess complete discretion in setting tax rates under a decentral-
ized society. In this case, property tax revenues and the provision of public
services are directly linked. The results are shown in Fig. 19.1. The net
burden on property owners is close to zero in most regions, as a result of
the offsetting of the decline in the profit rate due to the property tax by
the benefit received from public services.

However, if the various preferential measures causing taxation stan-
dards to diverge from market prices and the differences in assessment
methods for land being used for different purposes were to remain in
place, even if local governments were granted the right to set tax rates, the
benefit received from pubic services would not be adequately reflected in
land prices. Because of this, the property tax would not function exclu-
sively as a benefit tax even in the decentralized society. In order for the
property tax to function as a benefit tax, it would be necessary to grant
municipalities the right to set property tax rates, while at the same time
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Fig. 19.1 Results of measurement of net burden on property owners. Note:
“Public investment” shows the case in which municipal public services are consid-
ered to be a public investment, and “Public expenditures” shows the case in which
municipal public services are considered to be a municipal expenditure. Source:
Miyazaki and Sato (2011, p. 115)

eliminating preferential measures from the tax bases. Sato (2011) points
out that it would be desirable for the measures to be reflected in the tax
rate so that preferential measures are in effect. This goal would be realized
if municipalities were granted complete discretion in setting tax rates
under the decentralized society.

In order to make it possible to realize the operation of local govern-
ment finances situated in a direct relationship with residents, it would be
necessary to awaken an awareness of costs in those residents and spur an
interest in the management of local finances, by granting local govern-
ments complete freedom in setting the tax rate and eliminating preferen-
tial measures from the taxation standards, rendering the link between
property tax and public services transparent.

Turning to other objects of taxation, in the case of depreciable assets,
as suggested by Sato (2011), it would be necessary to avoid incentives for
tax competition or tax exporting. It would also be necessary to reform the
property tax on residential buildings, which, as Miyazaki and Sato (2013)
showed, functions as a capital tax. As discussed above, Miyazaki and Sato
(2011) consider that a tax on residences, including rental houses, could
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satisfy the benefit principle after the decentralized reform. However, tak-
ing the effect of the distribution of resources into consideration, the aboli-
tion of a tax on residential buildings, achieving revenue neutrality by
increasing the burden of tax on land, as proposed by Yamazaki (2011),
also represents another option.

NoOTES

1. See Research Center for Property Assessment System (ed.) (2015), etc.
2. http://www.maff.go.jp/j/keiei/koukai/nouchi_seido/pdf/hoyuu_zeisei.
pdf (in Japanese).
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