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The Principle of Borrowing for Capital

Expenditure as a Feature of the Japanese

Local Public Finance System

AN TR

One of the features of the Japanese local public finance system
is the principle of borrowing for capital expenditure. This principle is
based on the German tradition of public finance, and it is also included
in the Draft of the European Charter of Regional Self-Government. It
is an appropriate way to avoid fiscal crisis. Compared with national
public finance, the need for a balanced budget is greater for local public
finance. This is because local public finance is based on an open system
with relatively free inflow and outflow, thus tax increase is not an
effective way to increase government revenue due to population outflow.

The local autonomous body accounting system is not the accrual
basis accounting but cash basis accounting. Cash basis accounting is
consistent with the principle of borrowing for capital expenditure. A
balanced cash flow and redemption ability are the prerequisites for a
balanced budget. Under the principle of borrowing for capital expenditure,
as long as the cash flow is balanced, redemption ability is automatically
accomplished. Consequently, the cash basis accounting is more important
in maintaining a balanced budget.
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