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Two Twists of Fate:
Fiscal equalization and MOF-BO]J Dynasty in Japan

Toshiya KITAYAMA

The post-war Japan is well known for the superior power of the Ministry
of Finance and the Bank of Japan. Some even calls it a dynasty. Little is
known is the fact that the MOF has allowed the substantial portion of the na-
tional budget automatically transferred to the local governments under the
name of the local allocation tax (LAT). And this LAT has been a crucial ele-
ment in the system of local governments with the capacity for comprehen-
sive administration.

This paper traces the process of decentralization of Japan from the 19th
century. Meiji Oligarch attempted to establish the constitutional government
in order to modernize Japan. They centralized the Edo’s feudal structure, by
appoiting the governors in the prefectures from the bureaucrats of the
Interior Ministry but decentralize the municipal level, allowing localities to
choose their leaders, although it did not realize the fiscal decentralization.

This system of the Interior Ministry and prefectures had confronted the
shock from mass mobilization of the World War II. It introduced the first sys-
tematic fiscal equalization scheme in 1940, thereby helping the poor areas.

Occupational reform further affected the system of local finance with the
help of Dr. Shoup, a professor of Columbia University. Although his plan was
not fully adopted, his idea of securing the funding of standard administration
survived.

Through this two critical conjunctures appeared the LAT by combining the
elements of wartime fiscal equalization and those of Shoup’s plan. This paper
argues that one cannot understand the fiscal side of local government with
the capacity for comprehensive administration without these historical proc-
€ss.
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