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FOREWORD

The important role played by local government as the level of public
administration closest to the people has only grown with the dynamic
changes in social systems brought about by ongoing rapid development
of information technology and the growing diversity of people’s values.
In countries around the world, more than ever before, it is becoming
increasingly difficult for monolithic, standardized central governments
to deal appropriately with the growing diversity of issues arising out of
the process of social change and development. Conversely, the
capabilities possessed by various more nimble and innovative local
government systems are coming to be more widely recognized and
praised.

In Japan, the Omnibus Decentralization Act came into effect in April
of 2000, clarifying the roles to be played by the central and local
governments, heightening the autonomy and independence of local
governments, and working to promote distinctive and vibrant regional
societies. I know I am not alone in hoping that, in the midst of all this
social change, the accumulated experience and knowledge possessed by
these governments will flow across national borders and contribute
greatly to the ongoing development of local governments.

With an eye to these developments, this booklet was first published
in 1995 in order to familiarize practitioners and students of local
government around the world with the local government system and
current situation in Japan. In 2009, a full-scale revision was made with
an aim to make it more understandable to those people who are
unfamiliar with the details of politics, public administration and society
in Japan. Around three years on, it has been determined that a number of
modifications be made to the description of the revised edition so as to
reflect social changes that have recently emerged in the country. In the
past few years, Japan underwent a number of major events that have had
significant implications for national life, including the unprecedented
catastrophe of the March 2011 Great East Japan Earthquake and a
historical political change in which the long-term ruling Liberal
Democratic Party was driven from government by the Democratic Party
of Japan, which was forced into opposition a few years later when the
LDP were returned to power.

Chapter 1 gives an outline of local government and Chapter 2 takes
up a number of issues that these governments are grappling with. Then,
Chapter 3 discusses current topics relating to local government in Japan,
including municipal amalgamations and the debate over adopting a
system of state or regional government in place of the current
prefectures.

It is my sincere hope that this booklet will help to expand people’s
understanding of local government in Japan, and by doing so will
contribute to this great, cross-border sharing of ideas and best practices
that enables local public administrators around the world to increasingly
better serve their constituents.

December 6, 2013

Kimura Yoko
Chairman of the Board of Directors
Council of Local Authorities for International Relations

(Note) The contents of this document are based, in principle, on the
latest data published up to October 2012 (including some released more
recently). Further, as this document is intended to provide basic
information on local autonomy in Japan, readers should understand that
details and unusual cases have been omitted.
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Chapter 1
Outline of Local Autonomy in Japan

Introduction

While the mechanisms and administration of local autonomy vary
from country to country, to a large degree all local government systems
can be explained in terms of the same set of major elements. The
following headings refer to these elements, and will be used to explain
the general outline of Japan’s system of local government:

Legal status

Number of tiers

Character

Geographical area

Size and number of local governments
Uniformity

Classifications

Organization

e B AR o e

Duties
Local government legislative authority
Rights of residents (system of direct political participation)

—_— —
— O

,_‘
N

Relationship between the central and local governments

—_
(98]

Local government finances

_.
b

Local public service personnel system

- Legal status

(1) Constitutional guarantee of local autonomy

Japan’s local autonomy is based on the Constitution of Japan, which
was adopted in 1946 and took effect in the following year. It regards
local autonomy as indispensable to democracy, clearly placing local
governments within the national government structure and guaranteeing
their autonomy.

More specifically, Chapter 8 of the Constitution of Japan contains
four articles guaranteeing local autonomy and describing its basic
nature. Article 92 clarifies the basic “principle of local autonomy”,
including the autonomy of both residents and entities. To ensure the
autonomy of residents, Article 93 provides for the establishment of the
legislative assembly as well as the direct public election of legislators
and the heads of agencies. To ensure the autonomy of entities, Article 94
confers administrative power on local governments, as well as the right
of autonomous legislative power within the scope of the law. Article 95,
the last one, is a provision requiring a referendum for the enactment of
special laws applicable only to a specific local government (Local
Autonomy Special Law).

Because local autonomy is guaranteed by the Constitution, as stated
above, local governments cannot be abolished wholesale, nor can the
legislative assembly select the chief of any agency, even under the
authority of a national law, unless the Constitution is amended.
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Chapter 1 Outline of Local Autonomy in Japan

(2) Local Autonomy Law as the basic law

Article 92 of the Constitution provides that “regulations concerning
the organization and operation of local public entities shall be fixed by
law in accordance with the principle of local autonomy”, and various
laws relating to local autonomy have been enacted based on this
provision. Among these, the law which provides for the most important
and basic regulations is the “Local Autonomy Law”, which was adopted
in 1947 and came into effect concurrently with the Constitution. This
Local Autonomy Law provides for basic matters relating to the
organization and operation of local governments such as their types,
powers, residents, legislative assemblies, and agencies and financial
affairs. It also specifies the relationship between the national and local
governments, and the relationship among local governments.

Further, in addition to the Local Autonomy Law, various laws relating
to local autonomy have been enacted such as the Local Public Service
Law, the Public Offices Election Law, the Local Finance Law, and the
Local Tax Law.

Number of tiers

The number of tiers of local administrative units that should be
established in order to carry out administrative duties is influenced by
various factors in each country, including geographical conditions,
population size, content of local administrative services, and degree of
centralization of power.

Prefectures and municipalities are specified in the Local Autonomy
Law as the two basic types of local authorities, and Japan’s local
autonomy system adopts a two-tier system of prefectures as regional
government units and municipalities as basic local government units.

Taking a look at the number of tiers of administrative units in various
countries, in the case of countries with a federal system a standard
pattern is a four-tier arrangement of federal, state, regional, and local
government units. In the case of countries with centralized governments,
a standard pattern is to have a three-tier arrangement of national,
regional, and local government units. Japan is an example of a three-tier,
centralized government system.

Character

(1) Democratic governing bodies

Prefectures and municipalities do not simply denote administrative
units of the national government. Nor are they merely agents of the
national government. They are independent incorporated entities based
in their respective regions and comprised of their residents, which serve
to carry out local public administration within their jurisdictions.
Furthermore, prefectures and municipalities are governing bodies where
representatives elected in a democratic manner by local residents
exercise their power.

(2) A comprehensive administrative body having general power

Japan’s local autonomy system is based on the comprehensive
authorization principle rather than the restrictive enumeration
principle regarding the power of local governments. That is to say,
the Local Autonomy Law provides that “ordinary local public
entities deal with their affairs in their region”, and confers
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comprehensive (general) authority on prefectures and municipalities,
which are legally referred to as these “ordinary local public
entities”. By utilizing this general power, in addition to powers
authorized by separate laws, prefectures and municipalities act as
comprehensive administrative bodies to perform various activities
that are considered necessary for residents of those regions.

n Geographic area

Boundaries of local government entities are determined by historical
precedent. The Local Autonomy Law specified that prefecture and
municipal government boundaries were to follow those existing at the
time of its enactment in 1947. These boundaries are also
all-encompassing. The entire land area of Japan is divided into
municipalities, and each of these municipalities is contained within a
prefecture. There are no overlapping areas or areas not contained within
a municipality and prefecture. Consequently, the people of Japan,
without exception, belong to one prefecture and one municipality.

The Local Autonomy Law has provisions for altering the area of a
local government through actions such as amalgamation or changes to
boundaries. However, it makes no provisions for establishing a new
local government where none existed, or for the elimination of any
existing local government body resulting in an area belonging to no
local government.

Size and number of local governments

The populations and areas of prefectures and municipalities vary
greatly. There are 47 prefectures of various sizes. By population, these
range from Tokyo Metropolitan Government with more than 12,900,000
people to Tottori Prefecture with about 590,000. By land area, they
range from Hokkaido with an area of more than 80,000 km® to Kagawa
Prefecture with a little less than 2,000 km’. There is even greater
variation among the 1,788 municipalities in Japan. By population, these
range from Yokohama City with approximately 3,700,000 people, to
Aogashima Village in Metropolitan Tokyo with about 170. By land area,
they range from Takayama City in Gifu Prefecture occupying roughly
2,178 km” (almost equal to that of Metropolitan Tokyo) to Funahashi
Village in Toyama Prefecture with about 3.47km”.

As stated above, there are 47 prefectures, a number that has remained
unchanged since the introduction of the modern system of local
autonomy in 1888. The outlines of these prefectures are based on the
local administrative units created under the ritsuryo system during the
8th century and, further, on the jurisdictions of each Han (clan) in the
Edo Period, which began in 1603. Their stability arises from their
conformity to the conceptions of the Japanese people that have
developed over the course of their history. In recent years, as municipal
mergers have progressed, there has been discussion as to whether or not
the prefectures should be abolished and replaced with a system
consisting of around 10 states.

The number of municipalities has decreased continuously since the
introduction of the modern autonomy system in 1888. First of all, prior
to implementation of the municipal system in 1889, the roughly 70,000
cities, towns and villages at that time were merged into about 15,000
entities (the Great Meiji Consolidation). A second wave of mergers
came after World War II, from 1953 to 1961, based on the Law for
Promoting Municipal Mergers. During this period, the 10,000 or so
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municipalities still in existence decreased by about two-thirds (the Great
Showa Consolidation). As a result, the administrative and financial
powers of the municipalities were enhanced, which was helpful for the
development of local autonomy and, in particular, for responding to the
urbanization which accompanied the period of high economic growth
that followed. In recent years, against a background of local financial
difficulties and efforts to decentralize government, the so-called “Great
Heisei Consolidation” has been underway since 1999. Between April 1,
1999, and October 1, 2012, the number of municipalities has decreased
from 3,229 to 1,719.

Municipalities in Japan have continuously grown in order to better
deal with the expanded administrative authority arising from the
introduction of new local autonomy systems and progressive
decentralization, and to acquire the administrative and financial
capabilities necessary to deal with the more sophisticated and complex
issues that have accompanied social and economic development.

Population (as of October 1, 2010)

Population Prefectures Population | Cities | Special Wards | Population | Towns and Villages
over 10 million 1|over 1 million 11 over 50,000 6
over 5 million 8|over 500,000 17 7 [over 40,000 17
over than 3 million 1|over 300,000 43 5[over 30,000 49
over than 2 million 10]|over 200,000 39 4|over 20,000 105
over than 1 million 19]over 100,000 157 6|over 10,000 283
under | million 8|over 50,000 266 over 5,000 244

over 30,000 178 1{over 1,000 211
under 30,000 75 under 1,000 26
Total 47| Total 786 23| Total 941
Area (as of October 1, 2010)
Area Prefectures Area Cities | Special Wards | Towns and Villages
over 10,000km’ 7[over 1,000km’ 21 8
over 5,000km’ 21|over 500km’ 120 57
over 3,000km’ 13 |over 300km® 106 85
over 2,000km’ 4{over 200km’ 116 114
over 1,000km’ 2|over 100km’ 162 188
under 1,000km’ over 50km’ 119 3 188
over 25km’ 71 6 148
under 25km’ 71 14 153
Total 47| Total 786 23 941

Local Governments by Population and Area
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Prefectures, prefectural capitals, and the number
of municipalities by Prefecture (as of October 1, 2012)

@ chefs-lieu de département

Hokkaido District
1. Hokkaido Sapporo 179

Tohoku District

2. Aomori Aomori 40
3. lwate Morioka 33
4. Miyagi Sendai 35
5. Akita Akita 25
6. Yamagata Yamagata 35
7. Fukushima Fukushima 59

Kinki District

24. Mie Tsu 29
25. Shiga Otsu 19
26. Kyoto Kyoto 26
27.Osaka Osaka 43
28. Hyogo Kobe M
29. Nara MNara 39

30.Wakayama Woakayama 30
Chugoku District

31. Tottori Tottori 19
32. Shimane Matsue 19

Kanto District

8. Ibaraki Mito 44
33.Okayama ~ Okayama 27 9. Tochigi Utsunomiya 26
34. Hiroshima  Hiroshima 23 10. Gunma Maebashi ag
35. Yamaguchi Yamaguchi 11. Saitama Saitama 63
12. Chiba Chiba 54
13. Tokyo Tokyo 39
ﬂ 14. Kanagawa Yokohama 33
L
Chubu District
4 . o 15. Niigata Nigata 30
36. Tokushima Tokushima 24 17. Ishikawa Kanazawa 19
37. Kagawa Takamatsu 17 18. Fukui Fukui 17
38. Ehime Matsuyama 20 19.Yamanashi Kofu 27
g 39. Kochi Kochi 34 20. Nagano Nagano 77
Kyushu and Okinawa District 3; S,'{;uoka S,'f;uoka gﬁ
40. Fukuoka Fukuoka 60 23, Aichi Nagoya 54
f 41, Saga Saga 20
O 42. Nagasaki Nagasaki 21
43. Kumamoto Kumamoto 45
44. Oita Oita 18 @
45, Miyazaki Miyazaki 26
46. Kagoshima Kagoshima 43 B
47. Okinawa Naha a4 \o
&
° & Japan consists of a current total of 1,719
> £7 municipalities, excluding six villages in the
Northern Territory and 23 special wards of
Tokyo.
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n Uniformity

Although prefecture and municipal governments in Japan have
various populations and sizes, basically they are all given the same
powers and deal with the same affairs. Furthermore, many aspects of
their organization are provided for by laws such as the Local Autonomy
Law or, as in the case of the direct public election of local heads of
government, based on the Constitution. Consequently, local
governments in Japan are strongly uniform in both their organization
and their administrative operations.

Part of the reason for this is a strong feeling that administrative
services provided by local governments should, like those provided by
the national government, be uniform in their contents and standards in
every region of the country. In order to provide the same standard of
administrative services based on a uniform system across local
governments when population size and financial resources are
substantially different among them, it becomes necessary as a matter of
course to make adjustments to their finances. For that purpose, a local
allocation tax system has been established that distributes a prescribed
portion of the national tax to local governments according to their
financial power.

Classifications

Under the current Local Autonomy Law, local governments are
classified into two types: ordinary local public entities and special local
public entities. Prefectures and municipalities are ordinary local public
entities. Special local public bodies comprise three types: special wards,
local public cooperatives, and property wards.

— Prefecture
Ordinary local government —
—Municipality
Local government
— Special ward

—Special local government ~ —— Municipal cooperative

— Property ward

Local Government Classifications

(1) Ordinary local public entities

Ordinary local public entities are so named because their
organizational structure, affairs, powers, etc. are of a general nature and
exist everywhere, and therefore they can be said to be typical local
governments. Prefectures and municipalities fall into this category. They
are protected by the constitutional guarantee of local autonomy.

Under the current local autonomy system the entire country of Japan
is divided into prefectures, and each prefecture is divided into
municipalities, producing a dual-layer structure.

Besides ordinary cities, at the municipal level, there are designated
cities, core cities, and special cities, with all three having enhanced
powers.
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(D Prefectures

The Japanese terms Do, Fu and Ken are all rendered as “prefecture”
in English. In Japan there are currently 46 of these wide-area local
governments encompassing municipalities (47 including Tokyo).

The term 7o is only applied to the Tokyo Metropolitan Government,
although it technically designates a prefecture. Tokyo-to is the capital of
Japan and differs from Do, Fu, or Ken in having things like special
wards. As befits its standing as a prefecture, Tokyo Metropolitan
Government is headed by a governor rather than a mayor.

Hokkaido is also the only prefecture designated as Do. Kyoto and
Osaka are designated as Fu and all others are designated as Ken. A
prefecture’s designation as Do, Fu or Ken is based on historical
background and does not signify any systemic difference.

@ Municipalities
Municipalities constitute the basic level of government handling

issues closet to the lives of residents. Japan had 1,719 municipalities
(788 cities, 747 towns and 184 villages) as of October 1, 2012.

In order for a municipality to be considered a city there are certain
requirements that need to be satisfied, such as having a population of
30,000 or greater (the requirement was 50,000 or greater before the
Great Heisei Consolidation) and an urban appearance.

Towns and villages usually belong to a county. However, ‘county’
simply designates a geographical area and does not entail any
administrative functions. Comparing towns with villages, towns have a
more urban appearance and more people engaged in urban-type work
such as commerce and industry. However, there is no difference in the
duties handled by their governing bodies.

(@ The relationship between prefectures and municipalities

Prefectures and municipalities are mutually independent local
government entities, with no hierarchical relationships between them in
terms of their administrative systems. However, their different natures
give rise to different functions. While prefectures are wide-area local
governments encompassing municipalities, municipalities are basic local
governments closely connected to residents’ daily lives. Prefectures do
give guidance and advice to municipalities from their more regional
perspectives on a variety of issues, and they perform various licensing
and permit functions.

@ Designated cities

Japan has a formal designation system for its largest cities. The Local
Autonomy Law defines a designated city as one with a population of
500,000 or more that has been designated by cabinet order. However, in
practice, this designation is reserved for cities that already have a
population of more than 1,000,000 or cities of at least 700,000 that are
expected to reach the 1,000,000 mark in the near future. (The population
requirement was reduced from 800,000 to 700,000 during the Great
Heisei Consolidation.) As of October 1, 2012, a total of 20 cities were
thus designated: Osaka, Nagoya, Kyoto, Yokohama, Kobe, Kitakyushu,
Sapporo, Kawasaki, Fukuoka, Hiroshima, Sendai, Chiba, Saitama,
Shizuoka, Sakai, Niigata, Hamamatsu, Okayama, Sagamihara, and
Kumamoto.

Designated cities have, through allocated duties, powers similar to
those of prefectures in 17 areas such as social welfare, public health, and
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urban planning, and other individual laws grant them similar powers in
fields such as the management of national roads and compulsory
education. Furthermore, designated cities are internally divided into
administrative wards.

® Core cities

Cities with populations of more than 300,000 that have been
designated by cabinet order are known as core cities. As of October 1,
2012, there were 41 such cities.

Core cities may have health care centers and they are capable of
handling the same affairs as designated cities, excluding those matters
that are more efficiently and uniformly handled by prefectures across
their broader jurisdictions.

® Special cities

Cities with populations of more than 200,000 that have been
designated by cabinet order are known as special cities. As of October 1,
2012, there were 40 such cities.

Excluding those matters which are more efficiently and uniformly
handled by prefectures, affairs delegated to core cities are also delegated
to special cities. One example would be the issuance of development
permits based on the City Planning Law.

(2) Special local public entities

Some local public entities are designated as special because they have
unusual geographic areas, organizational structures, or powers, and they
do not exist everywhere. The Local Autonomy Law establishes three
types of special local public entities: special wards, local public
cooperatives, and property wards.

@ Special wards

The 23 wards of Tokyo (Chiyoda Ward, Shinjuku Ward, etc.) are
currently the only special wards.

The scope of affairs handled by special wards is slightly narrower
than that of ordinary cities, but their function is almost identical. The
difference from ordinary cities is that, for example, some services such
as firefighting, fresh water supply and sewage are handled by the Tokyo
Metropolitan Government.

The mayor and members of ward councils in special wards are
directly elected.

@ Local public cooperatives
Local public cooperatives are organizations established by two or

more local authorities to deal with issues more efficiently and
effectively addressed by multiple rather than single local authorities.

There are two types of local public cooperatives, listed below:

(a) Partial cooperatives: Established to handle garbage disposal, fire
services, etc.;

(b) Wide-area cooperatives: Established to develop plans for affairs

covering a wide area, and to handle these affairs comprehensively
and systematically.
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@ Property wards

In cases where an area within a municipality owns property or
facilities, a special local public entity known as a property ward may be
established to manage them. They are local authorities established solely
for the specific purpose of managing property. Almost nonexistent in
urban areas, many exist in agricultural or mountain villages.

The most common properties owned by property wards are mountain
forests, along with things like irrigation ditches, marshes, cemeteries,
housing lots, agricultural land, and hot springs.

n Organization

(1) Branches of local government

There are basically two main branches of local government (ordinary
local public entities).

One is the legislative branch. This branch makes decisions on the
budget and local ordinances. Prefecture assemblies and municipal
councils fall under this heading.

The other is the executive branch, which carries out the policies
decided upon by the legislative branch. Governors of prefectures, the
heads of municipalities and various other administrative committees fall
under this heading.

Local government in Japan employs the chief executive (presidential)
system, in which both members of assemblies and the heads of local
governments (governors of prefectures, mayors of municipalities) are
directly elected by residents, and both perform their duties while
maintaining an independent and equal stance, acting as checks on each
other to achieve democratic local public administration.

Also, the executive branch employs the idea of pluralism. That is to
say, it assumes that democratic local public administration is best
achieved by avoiding the concentration of power in one agency. Rather,
power is allocated to a number of separate agencies which then handle
their own affairs independently. To that end, a deliberative system of
administrative committees has been put in place, with each committee
having its own standing and authority independent of the top executive.
Examples of such administrative committees include boards of
education, public safety commissions, and boards of election. They are
each responsible for administration in their respective areas.
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- Petition for re-decision

* Dissolution of council

Mayor, Governor "

Council

y +Decision of no confidence
*Appointment

- Appointment Lieutenant governor, Deputy mayar

Accounting controller

" . - Administrative committee
- Petition for special

v

*Audit committee
- Public safety committee
*Personnel committee

»

+Election

> + Election administration committee <

+Petition for dissolution of council

- Petition for dismissal of councilors or chairman
+Election

Election
-Petition for improvement or
elimination of ordinance

-Petition for dismissal of officers

Residents

Organization of Local Public Entities

(2) Local government assemblies

Local government assemblies are deliberative bodies composed of
members directly elected by residents. They are the decision-making
bodies for local governments.

(D Election and status of assembly members

The qualifications for a person to be elected as a local assembly
member require that the person be a Japanese citizen 25 years of age or
older who is eligible to vote in local assembly elections in that place.
The term of office for assembly members is four years. However,
assembly members may lose their status during their term of office for
specific reasons such as the dissolution of the assembly, resignation, etc.

Assembly members are prohibited from concurrently holding other
posts that may interfere with the performance of their duties as assembly
members or posts that cause a conflict of interest such as being a
member of the National Diet or another local assembly, or the head or
full-time employee of a local government. Also, assembly members are
prohibited from having any contractual relationship with the local
government, in order to ensure that they impartially carry out their
responsibilities as assembly members.

The number of assembly seats is set by ordinance of each local
government.

@ Powers

Local assemblies have voting rights on matters under their
jurisdiction in order to act as the decision-making body for local
governments. Matters to be decided by the assembly are set by laws and
ordinances. Especially important among these are voting on the budget
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and the establishment, amendment and abolishment of ordinances.

In addition to voting rights, some other rights held by the assembly
include the right to elect (the chairperson and the vice-chairperson,
members of the board of elections), the right to inspect (by reviewing
government documents and requesting reports from chief executives,
etc. regarding revenues and expenditures, the management of local
government activities, and the enforcement of resolutions), and the right
to investigate (activities of the local government, and, as deemed
necessary, to request the submission of records or the appearance and
testimony of electors and other relevant persons).

@ Proceedings

Authority to convene the assembly belongs to the chief executive. By
presenting a matter requiring deliberation by the assembly and obtaining
a resolution from the assembly steering committee, the chairperson may
request the chief executive to convene a special session. Also, if at least
one-fourth of all assembly members present a matter requiring
deliberation by the assembly, they may also request the chief executive
to convene a special session. The chief executive must convene a special
session within 20 days of the date of any such request. If the chief
executive rejects such requests, the chairperson shall convene the special
session.

There are two types of assembly sessions, regular and special.
Regular sessions are held for a certain number of times on a set schedule
as provided for by local ordinances, and they may deliberate any matter.
Special sessions are held from time to time when necessary, and may
only deliberate matters previously announced. However, as stipulated by
local ordinances, a one-year term annual session may be held in place of
regular and special sessions held separately.

The right to submit bills to the assembly belongs not only to the
members but also to the chief executive, although the right of
submission may exclusively belong to only one of these, depending on
the content of bill (for example, the right to submit a draft budget
belongs exclusively to the chief executive).

Prefectural Assembly of Kyoto

(3) Chief executives of local authorities

D Election and status of the chief executive

The most important officer in the executive branch of the local
authority is the chief executive (the governor of a prefecture or the
mayor of a municipality).

The chief executive represents that local authority, and is directly
elected by the people. His or her term of office is four years. Chief
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executives are prohibited from concurrently serving as members of the
National Diet or local assembly, and from being full-time employees of
local governments. They are also not allowed to form contractual
relationships with their local governments, for the same reason assembly
members are prohibited from doing so.

@ Chief executive authority

The chief executive of a local government ensures the overall
consistency of all government operations and is empowered to act as the
government’s representative to the outside world. The chief executive’s
position is, therefore, superior to the other executive agencies, the
administrative committees, and it has general control over all executive
agencies through its preparation and implementation of the budget.

Among the powers held by the chief executive, some important ones
are the right to enact regulations, to prepare budgets, to propose bills,
and to appoint or dismiss staff. The chief executive carries out all duties
of the local government, except for those belonging to the assembly and
the administrative committees. Of course, this is not to say that the chief
executive carries out this wide range of duties personally. The actual
execution of these duties is handled by lieutenant governors, or deputy
mayors in prefectures or municipalities, and numerous other staff
members appointed by the chief executive and assigned to the various
subordinate departments, divisions, and sections in the executive branch.

Organization of a Typical Prefecture
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Organization of a Typical Municipality
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(4) Administrative committees

As stated above, administrative committees have been established in
local governments in addition to the chief executive based on the idea of
pluralism, with each responsible for carrying out specific duties through
the authority divided among them.

Major committees among these are:

@ Board of Education

Each prefecture and municipality has a board of education. Members
of the board are appointed to a four year term of office by the chief
executive, with the consent of the assembly.
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The board of education’s mandate makes it responsible for
establishing and managing schools and other educational institutions, as
well as for handling affairs relating to education, science and culture,
such as making staff appointments.

A superintendent of education is appointed by the board to actually
carry out its duties. This superintendent is appointed by the board from
among its members and works under the direction and supervision of the
board.

@ Public Safety Commission

Each prefecture has a public safety commission (municipalities do
not). Members of the commission are appointed to three year terms by
the governor of the prefecture, with the consent of the assembly.

Each prefecture has a prefectural police department established under
its public safety commission, although Tokyo has the Tokyo
Metropolitan Police Department. These departments carry out regional
law enforcement.

3 Board of Elections

Each prefecture and municipality has a board of elections. Members of
the board are chosen by election in the assembly from among persons
who have the right to vote, and their term of office is four years.

The board of elections oversees and administers elections for the chief
executive and assembly members of that local government, as well as
elections for the National Diet. Also, municipal boards of elections
handle elections for the governor and prefecture assembly members for
their prefecture.

(5) Relationship between the chief executive and assembly

As stated above, Japan’s local autonomy system has adopted the
“presidential system” in an effort to ensure separation of powers
between the chief executive and the assembly of the local government
and, thereby, a mechanism whereby democratic local public
administration is achieved through mutual checks and balances on their
respective powers.

The main points of the mechanism of checks and balances are:

(D No confidence in the chief executive and dissolution of the assembly

In the event of an ongoing conflict that proves incapable of resolution
between the chief executive and the assembly in a local government, the
assembly may conduct a vote of no confidence in the chief executive.
Any such vote requires a quorum of two-thirds or more of the assembly
members and the motion must receive the assent of three-fourths or
more of the assembly members present in order to pass.

If a no-confidence motion is adopted, the chief executive may, in turn,
dissolve the assembly. This is the mechanism whereby a deadlock
between the chief executive and the assembly can ultimately be
resolved, through an appeal to the fair judgment of the voters.

If the assembly adopts a motion of no confidence in the chief
executive and the chief executive does not dissolve the assembly within
the prescribed period (10 days), the chief executive automatically loses
his or her position as the head of the local government.

Also, if the assembly again passes a no confidence motion in the chief
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executive at the first meeting convened after the dissolution, the chief
executive no longer has the right of dissolution and will lose his or her
position on the day notification is received of the second vote of no
confidence.

@ Veto powers of the chief executive

The chief executive is given the authority to refuse resolutions passed
by the assembly and to seek reconsideration of these resolutions by the
assembly. This includes a general veto (ordinary reconsideration) and a
special veto (reconsideration of illegal resolutions or elections). A
general veto is exercised when the chief executive objects to resolutions
adopted by the assembly, and its exercise is up to the discretion of the
chief executive. However, if the assembly votes once again in favor of
the resolution (for the establishment, revision or abolishment of local
ordinances or budgets, two-thirds or more of the members must vote in
favor), the resolution is adopted and cannot be vetoed a second time.
The latter veto is provided as a means for avoiding illegal acts and its
exercise is mandatory for the chief executive.

(® Discretionary action

Discretionary action is the exercise by the chief executive in certain
situations of powers normally held by the assembly. There are two types
of discretionary action. One is used when the chief executive exercises
powers normally held by the assembly on its behalf when it has not been
convened or when it fails to act on a matter requiring its attention. The
other type is when the chief executive exercises powers normally held
by the assembly, in accordance with a prior agreement whereby the
assembly delegates its authority in some minor matter to the chief
executive in order to more efficiently carry out the local government’s
duties.

n Duties

(1) National and local government division of responsibilities

The Local Autonomy Law was extensively amended by the “Law for
the Improvement of Relevant Laws for the Promotion of
Decentralization” enacted in July 1999 (the Omnibus Local Autonomy
Law), which made clear the division of responsibilities between the
national and local governments. Under the amended law, local
governments bear broad responsibility for performing administrative
functions in their regions, independently and comprehensively. On the
other hand, the national government was made responsible for: (1)
Affairs relating to Japan as a nation in the international community; (2)
Affairs relating to various activities of the people that should be handled
in a uniform, nation-wide manner; (3) Executing policies and projects
that must be performed from a nationwide viewpoint or on a nationwide
scale. This considers the role of the state restrictively, and entrusts to
local governments, as much as possible, administration of matters
closest to the lives of residents.

(2) Abolition of the system of delegated functions

Further, the system of delegated functions was abolished by the
Omnibus Local Autonomy Law. In this system, the chief executive of
the local government implemented and managed affairs legally under
the jurisdiction of central government ministries and agencies, in effect
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acting as a local branch of the national government. It has been said that
this formed the core of Japan’s centralized administrative system.
However, it had long been pointed out that not only did this make it
unclear exactly who was responsible for dealing with these matters, but
also that it treated local governments as subordinate administrative
agencies of the central government.

After the Omnibus Local Autonomy Law amendment to the Local
Autonomy Law abolished the system of delegated functions, local
governments were given actual responsibility for all the affairs being
handled by them, including the formerly delegated functions.

(3) Local autonomy functions and statutory entrusted functions

The functions (tasks) of local governments are divided into two types,
“local autonomy functions” and “statutory entrusted functions”. Among
the functions entrusted to local governments through laws or ordinances,
statutory entrusted functions are those that were originally the
responsibility of the central government and for which the central
government retains responsibility for ensuring their proper
implementation. Specific examples include issuance of passports,
management of national roads, and affairs relating to designated
statistics for the national government. All other functions performed by
local governments are local autonomy functions.

The difference between statutory entrusted functions and local
autonomy functions is that stronger central government involvement is
permitted in the former compared to the latter.

(4) Principles guiding the allocation of functions between
prefectures and municipalities

According to the Local Autonomy Law, prefectures, as regional
governments encompassing municipalities, are designated to handle
wide-scale, regional affairs, communication and coordination relating to
municipalities, and supplementary affairs for municipalities.
Municipalities, then, as the foundation of local government, are
designated to handle affairs other than those dealt with by the
prefectures. This arrangement is considered to embody the “principle of
municipal priority”.

Taking into consideration also the division of labor between the
national and local governments discussed earlier, functions are allocated
based on the idea that whenever possible they should first go to the
municipalities, then to the prefectures, and only when these
governments cannot handle a task should it go to the central
government. This is the same idea as the “principle of subsidiarity”.

However, in the actual allocation of affairs among the central
government, prefectures and municipalities, in many cases this cannot
be conclusively done for all stages in a particular category, but rather,
are divided functionally at each stage in the same category. In Japan’s
local autonomy system, the allocation of affairs is “fusion type” rather
than “separation type”.

(5) Affairs dealt with by prefectures and municipalities

(D Affairs dealt with by prefectures are as follows:

(a) Wide-area affairs (e.g., prefectural roads, harbors, forest and river
conservancy, public health centers, vocational training, police)

(b) Communication and coordination affairs relating to
municipalities (e.g., advice, recommendations and guidance
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concerning rationalization of municipal organization and
operations)

(c) Supplementary affairs for municipalities (e.g., high schools,
museums, hospitals)

@ Affairs dealt with by municipalities include:

(a) Affairs relating to the fundamentals of residents’ lives (e.g.,
family registers, resident registration, street addresses)

(b) Affairs relating to ensuring the safety and health of residents
(e.g., fire service, garbage disposal, water supply, sewage)

(c) Affairs relating to the welfare of residents (e.g., public assistance
(within the area of cities), nursing insurance, national health
insurance)

(d) Affairs relating to urban development plans (e.g., urban design,
municipal roads, parks)

(e) Affairs relating to the establishment and management of various
facilities (e.g., public halls, citizens’ halls, day care facilities,
elementary and junior high schools, libraries)

In addition to the foregoing, prefectures and municipalities deal with
many other affairs. It is not an exaggeration to say that affairs dealt with
by prefectures and municipalities cover all internal administrative areas
excluding the affairs of diplomacy, defense, currency, or justice, which
are dealt with by the central government.

Because of this, Japan’s local governments require large amounts of
financial resources. Looking at final disbursements, total funding for all
local governments exceeds total funding for the central government.
With respect to their income (from taxes), the allocation of tax revenue
between the central and all local governments is 3:2, with the central
government receiving the greater share. However, due to large scale
financial transfers from the central government to local governments by
means of the local allocation tax, central government disbursements and
so on, the ratio at the final disbursement stage is more or less 2:3, with
the local governments receiving more. Further, prefectures and
municipalities have roughly the same financial resources.

Tax from citizens
Total tax amount ¥ 77.4 trillion
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Il 1.ocal government legislative authority

Article 94 of the Constitution provides that “local public bodies shall
have the right to...... enact local ordinances within the scope of the law”,
and guarantees the autonomous right of legislation of local governments.
Based on this provision, the Local Autonomy Law allows for the
enactment of two types of laws by local governments, local ordinances
and regulations.

@ Local ordinances

Ordinances are enacted by the local assembly through resolutions
relating to affairs of the local government in question.

(a) Scope of enactment of local ordinances

Local governments may enact local ordinances relating to all affairs
handled by them.

(b) Validity of local ordinances

Local ordinances, together with national laws, constitute a part of the
internal legal order. However, local ordinances that violate national laws
and regulations, including the Constitution, are declared void to the
extent of the violation.

Local ordinances are laws in the regional society under the
jurisdiction of a local government. Their validity is limited to only that
region and, in principle, does not extend outside of that region.

In order for local governments to impose obligations on residents or
restrict their rights, local governments must rely on local ordinances
unless otherwise specified in the laws and regulations. Furthermore,
local ordinances may establish penalties to secure their effectiveness.

@ Regulations

Regulations are enacted by the chief executive of a local government
relating to affairs within his scope of authority. The chief executive of a
local government may enact regulations unless they violate laws or other
regulations. As with local ordinances, regulations are subordinate to
national laws. And, in the case of a conflict between local ordinances
and regulations, local ordinances prevail. As with local ordinances, the
validity or regulations is limited, in principle, only to the region covered
by the local government in question.

Administrative committees, such as the board of education, may enact
regulations relating to affairs within their scope of authority as provided
for by law.

1 Rights of residents (systems of direct participation in
politics)

Japan’s local autonomy system is based on indirect democracy, and
grants to residents the right to elect and the right to be elected as
representative assembly members and chief executives. Also, for the
purpose of supplementing that indirect democracy, a further system of
direct participation in politics has been established.

(1) Direct petition

Direct petition is a system in which citizens collect at least the
minimum number of signatures of eligible voters required to demand
that the assembly or chief executive enact, revise or abolish local
ordinances, perform audits of government activities, dissolve the
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assembly, or remove assembly members or the chief executive.

(D Petition to enact, revise or abolish local ordinances

This is a petition, with the signatures of one-fiftieth or more of
eligible voters, to the chief executive of the local government to enact
new local ordinances, or to revise or abolish existing ordinances. When
this petition is made, the chief executive shall convene a meeting of the
assembly within twenty days and submit to the assembly, with the chief
executive’s attached opinion, a draft of the requested change to the
ordinance. The assembly is not bound by the draft requested by
residents, and the final right of decision remains with the assembly. In
order to avoid abuse of the system, petitions relating to local taxes and
usage charges are not permitted.

@ Petition to audit government activities

This is a petition, with the signatures of one-fiftieth or more of
eligible voters, to the audit committee members of the local government
to conduct an audit to determine whether or not the affairs of the local
government in question are being properly carried out. This petition
requires that the audit committee members audit the specified activities
and publicly announce the results.

@ Petition for dissolution of the assembly

This is a petition, with the signatures of one-third or more of eligible
voters (if the number of eligible voters totals between 400,000 and
800,000, the result obtained by adding the value of one-third of 400,000
to the value of one-sixth of the total number of voters in excess of
400,000; if the total number of eligible voters exceeds 800,000, the
result obtained by adding the value of one-third of 400,000 and the
value of one-sixth of 400,000 to the value of one-eighth of the total
number of voters in excess of 800,000), for the dissolution of the
assembly, made to the board of elections of the local government
concerned. When this petition is made, a vote by electors is conducted,
and, if majority consent is obtained, the assembly is dissolved.

@ Petition for removal of assembly members

This is a petition, with the signatures of one-third or more (if the
number of eligible voters totals between 400,000 and 800,000, the result
obtained by adding the value of one-third of 400,000 to the value of
one-sixth of the total number of voters in excess of 400,000; if the total
number of eligible voters exceeds 800,000, the result obtained by adding
the value of one-third of 400,000 and the value of one-sixth of 400,000
to the value of one-eighth of the total number of voters in excess of
800,000) of all eligible voters in an election district, for the removal of
the assembly member representing them. If no election district is
established, then this applies to eligible voters in the entire local
government (constituency) concerned. This petition is made to the board
of elections of that local government, whereupon a vote is held by the
electors, and, if majority consent is obtained, the assembly member is
removed.

(® Petition for removal of the chief executive, etc.

This is a petition, with the signatures of one-third or more of eligible
voters (if the number of eligible voters totals between 400,000 and
800,000, the result obtained by adding the value of one-third of 400,000
to the value of one-sixth of the total number of voters in excess of
400,000; if the total number of eligible voters exceeds 800,000, the
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result obtained by adding the value of one-third of 400,000 and the
value of one-sixth of 400,000 to the value of one-eighth of the total
number of voters in excess of 800,000), for removal of the chief
executive of the local government (governor, mayor). This petition is
also made to the board of elections of that local government, whereupon
a vote is held by the electors, and, if majority consent is obtained, the
chief executive is removed.

Petitions for the removal of lieutenant governors, deputy mayors,
members of the board of elections, members of the audit committee, and
members of the public safety committee can also be made in a similar
way. These petitions are made to the chief executive of the local
government concerned. The chief executive then requires the assembly
to deliberate, and if two-thirds or more of the assembly members are
present and if the consent of at least three-fourths of them is obtained,
the official in question is removed.

(2) Direct participation other than direct petition

The following are systems of direct participation in politics other than
direct petition:

(D Referenda concerning local autonomy special laws

The Constitution provides that when a special law applicable only to a
specific local government (a local autonomy special law) is enacted, that
special law shall be subject to ballot by residents of that local
government jurisdiction, and it must be approved by a majority vote.

@ Petition by residents for audit and lawsuit

Residents have the right to petition members of the audit committee
to conduct audits seeking information on suspected illegal or improper
disbursements of official funds, acquisition, management or disposition
of properties, and execution of contracts by staff of the local
government, and to take necessary measures for prevention or correction
of such occurrences (petition for audit by residents). Also, if residents
are not satisfied with the result of an audit, etc., they have the right to
bring a suit in court regarding illegal or improper acts related to the
petition (lawsuit by residents). This is different from cases of direct
petition in that a single resident may carry out such actions.

12 Relationship between the central and local
governments

(1) Basic mechanism

In Japan, local governments are a part of the governing system for the
entire nation, and a “fusion type” system has been adopted in which the
central and local administrative entities are in a mutually dependent and
mutually complementary relationship. As a strong element of centralized
power still remains in Japan’s system of local autonomy under such a
fusion type administration, it is crucial to review the role of both the
central government and local governments in order to enhance the
independence and self-autonomy of local governments.

(2) Achievements of decentralization reform

In order to change the relationship between the national and local
governments from a relationship of superior / inferior or master /
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servant, as in the past, to a relationship of equality and cooperation, the
Local Autonomy Law and other relevant laws were amended by the
Comprehensive Local Autonomy Law enacted in July 1999, and the
following reforms were implemented:

@ Clarification of roles to be borne by the nation and by localities

It was specified in principle that the national government should
concentrate on carrying out duties pertaining to the nation’s existence in
the international community and affairs that are best handled in a
unified, nation-wide manner, and that local governments should, as
much as possible, be entrusted with those duties closest to residents’
lives.

@Abolition of the system of delegated functions, and restrictions on
involvement by national administrative agencies

Along with the abolishment of the system of delegated functions,
which had treated the chief executive of the local government as merely
a lower order administrative agency of the national government,
involvement of national administrative agencies in local governments is
also no longer allowed except in cases where laws or ordinances permit
it (the “statutory involvement principle”). This is the same in cases of
non-power-related involvement (advice, recommendation, notification,
etc.) and of power-related involvement (license and permission,
instruction, etc.). Also, it is specified that involvement be the absolute
minimum necessary, and that it gives due consideration to the
independence and self-autonomy of local governments.

(® Establishment of the National / Local Dispute Resolution Committee

A National / Local Dispute Resolution Committee has recently been
established at the national level (in the Ministry of Internal Affairs and
Communications) to fairly and neutrally look into and give
recommendations, etc. in cases where a dispute arises because a local
government is dissatisfied with involvement by a national administrative
agency.

@ Other actions

By amendments to separate laws, national government powers were
transferred to prefectures, and the powers of prefectures were transferred
to municipalities. Also, related to the foregoing, the Local Autonomy
Law was amended to establish a Special City system. Further, a review
was conducted of the so-called “mandatory allocation regulation”, in
which, heretofore, maintenance of a prescribed number of staff or
certain administrative agencies were required by national law.

IRE 1.ocal government finances

Local governments basically have complete power over their
independent financial operations, although there are various mechanisms
in place for maintaining balance with national government financial
operations and for guaranteeing revenue sources.

The local tax and local allocation tax, national government
disbursements and local government bonds are the major revenue
sources for local governments.
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(1) Revenue source guarantees through the local finance plan

The local finance plan is officially called “Estimated Total Local
Public Entity Revenue and Expenditure”. Article 7 of the Local
Allocation Tax Law stipulates that the Cabinet is required to specify
such a plan, submit it to the Diet, and announce it publicly.

The local finance plan is a system to verify whether local
governments have the financial resources necessary to provide the
legally prescribed level of projects and administrative services. It is
arrived at by computing all local government revenues and expenditures,
and then estimating their overall budget situation. If revenue sources are
insufficient, the national government will consider amendment of the
local finance system or an increase in the local allocation tax rate in
order to secure the necessary financial resources for local governments.

Conversely, local governments can use the local finance plan to gain
an understanding of the ideal local finance situation across the nation in
order to maintain consistency with national economic and fiscal policies,
and they can make it a guide for their own financial operations.

(2) Structure and scale of local government finances

The financial scale of local governments can be gauged by looking at
the settled accounts for fiscal year 2010, where the total amount of
annual revenue for local governments was 97.5 trillion yen and the total
amount of annual expenditure was 94.8 trillion yen. The total amounts
of annual revenue and expenditure for prefectures were 50.1 trillion yen
and 49.1 trillion yen, respectively, and for municipalities total annual
revenue and expenditure were 53.9 trillion yen and 52.1 trillion yen,
respectively. However, due to fiscal transfers in both directions between
prefectures and municipalities, the gross totals for each level of
government are not consistent with the sum total for all local
governments.

Other
¥ 18,727billion
(19.2%)

Local tax
¥ 34,316billion
(35.2%)

Total
¥ 97,511billion
(100%)

Local
government
bonds

¥ 12,969billion
(13.3%)

National treasury
disbursements

¥ 14,305billion
(14.7%)

Local allocation tax
¥ 17,193billion (17.6%)

Overall Local Government Budget Structure (FY 2010): Revenue

Chapter 1 Outline of Local Autonomy in Japan

(1) HGRABGEIEIC & 2 MIRGRE

WG M EGE N, EFRUTIE TG R DA
HIRRBEHD FIAREH] LI TV D TH D, H
T BEMBESE 7 RITHNWT, NEDB ZhEZED,
Esicigt 32 ki, —RICARTREZLHN
EHHNTND,

W7 BN, MO MBI RR DR Lk &
TBHEL, TORKRNERELDZ LT, #FH
TREDEFIZE > TEEMT O TV HES—
TEKUEDITE Y — B A 2 12469 5 7o I LB 7 i
BFERFER SN TNDEINE I DERIET D20
AT A THD, b LMEBAZE L TWDEAITE,
7 BRI LB 7R IR e fr 3 5 7o wlc, EIC
X o THUIT B B EE 0 S b o 5 AR A BLER D B |
EFoOBRFENMTONE L LD,

—5C, M5 BIRIAIE, HOG G E 08 U C,
EOReg - MBBOR L BEA M EZ RO D OHITTH
BOEEWRBEDH DT Baemy . £, Hx
DI BOEE DIEEH L §25 Z LN TE 5,

(2) #75 BIRE DR BURME & #iE

17 B IR DM BORALIL, 2010 FERREETH
% &, M BIGAR CRARERITR 97.5 JKM., mEH
TRERITRT 94.8 JEM & 725 TV B, EENFIR Tl
NFREERD 50.1 JRM . AR HIAAEERD 49.1 K TH Y |
HRTR CIX, mARREENK 53.9 JKH, mHREEN
521 KM &> TN D, 728, [liE ORITITF
HICMBRBERN S 2720, miHOEMAEFHL, &
7 BIERDEEE —E Ly,

21



Chapter 1 Outline of Local Autonomy in Japan

Fire fighting
¥ 1,779 billion Labour

Police (1.9%) ¥ 808 billion
¥ 3,216 billion (0.5%) Other

(3.4%) ¥ 813 billion
(0.7%)
Welfare
\ ¥ 21,316 billion

Agriculture, forestry and fisheries
¥ 3,245 billion
(3.4%)

(22.5%)

Hygiene
¥ 5,812 billion
(6.1%)

Industry and

commerce

¥ 6,398billion TT—

(6.8%)
Total

¥ 94,775billion

(100%) Education

¥ 16,446 billion

(17.4%)

General
¥9,999 billion
(10.6%)

Civil engineering

work Public debt payments
¥ 11,959 billion ¥ 12,979billion
(12.6%) (13.7%)

Overall Local Government Budget Structure (FY 2010): Expenditures

(3) Local taxes

Local taxes account for 35% of total annual revenue. Prefecture taxes
account for 32% of total annual revenue for prefectures, and municipal
taxes account for 34% of total annual revenue for municipalities.

@ Types of local taxes

The Local Tax Law provides for the imposition and collection of
taxes by prefectures and municipalities. There are many types of local
taxes in Japan, with the Local Tax Law providing for 12 types of
prefecture taxes (10 types of ordinary and 2 types of earmarked taxes),
and 13 types of municipal taxes (6 types of ordinary and 7 types of
earmarked taxes), i.e., 25 types of local taxes in all. Also, in addition to
these, local governments may create non-statutory ordinary and
non-statutory earmarked taxes.
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Prefectural tobacco tax

¥ 256.1 billion Automobile purchase tax
. ¥ 191.6 billion(1.4%,
Property purchase tax (1.8%) illion{ )
¥ 378.9 billion Other taxes
(2.7%) ¥ 110.9 billion
(0.9%)

Light-oil delivery tax
¥917.5billion

(6.5%) Prefecturalinhabitants tax

¥ 5,476.7 billion
(39.0.%)

Automobile tax
¥ 1,615.5 billion
(11.5%)

Total
¥ 14,026 billion
(100.0%)

Local consumption tax
¥2,641.9 billion
(18.8%)

Enterprise tax
¥ 2,437.1 billion
(17.4%)

Local Tax Revenue Composition (Prefecture Tax 2010)

Other taxes
¥ 537.2billion
(2.6%)

Municipal tobacco tax
¥ 787.6 billion
(3.9%)

City planning tax

¥ 1,255.5 billion
(6.2%)
Total Municipal inhabitants tax
¥ 20,290.1 billion ¥ 8,748.5 billion
Property tax (100.0%) (43.1%)
¥8961.3billion — T

(44.2%)

Local Tax Revenue Composition (Municipal Tax 2010)

@ Regional differences in local taxes

With respect to local tax revenue, per capita tax revenue collected in
each prefecture can be compared as follows, with the national average
being 100. In large urbanized areas such as Tokyo (165.6) and Aichi
Prefecture (115.7), the tax revenue amounts are high. However, there are
many rural areas such as Okinawa Prefecture (64.8) and Akita
Prefecture (69.3) where tax revenue amounts are low. The amount for
Tokyo, with the highest number, is nearly 2.6 times larger than that for
Okinawa Prefecture, with the lowest.

Comparing specific local tax items, Tokyo (250.6) has the highest
amount of corporate taxes (corporate resident tax and corporate business
tax), followed by Osaka Prefecture (123.0). In more rural areas, Nara
Prefecture has the lowest (46.4). The amount for Tokyo, with the highest
number, is nearly 5.4 times larger than that for Nara Prefecture. For the
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individual resident tax, the amount for Tokyo (165.6), again the largest,
is nearly 2.9 times larger than that for Okinawa Prefecture (57.1), the
smallest. For local consumption tax, the amount for Tokyo (149.0), the
largest, is nearly 2.0 times larger than that for Okinawa Prefecture
(75.0), the smallest. Finally, for municipal property tax, the amount for
Tokyo (156.6), the largest, is nearly 2.3 times larger than that for
Nagasaki Prefecture (68.0), the smallest.

As can be seen, large differences exist in local tax revenues between
the large urbanized areas and more rural areas. In particular, this
regional gap is most conspicuous in corporate tax amounts.

(4) Local allocation tax

The local allocation tax system was established in Japan as a way to
compensate for the gaps in tax revenue among local governments
discussed previously. While the local finance plan mentioned above
provides a macro-level guarantee of financial resources for local
government in general, the local allocation tax system provides a
micro-level guarantee of financial resources for individual local
governments.

This system guarantees a portion of national tax revenue (specified by
statute) as a common financial resource for local governments,
determines the amount to be allocated to each local government in
accordance with a prescribed formula, and then allocates these amounts.
This mechanism corrects the imbalance in financial power among local
governments brought about by unevenly distributed local tax resources.

(DCharacteristics of the local allocation tax
The local allocation tax has the following characteristics:

(a) The local allocation tax should actually be counted as local
government tax revenue, but is instead collected by the central
government as a national tax on behalf of the local
governments. It is then re-distributed in accordance with
prescribed standards in order to compensate for the imbalance
in financial resources among local governments, guaranteeing
financial resources so that all local governments can maintain a
certain set level of administrative services. Given this, the local
allocation tax can be said to be a “distinctive financial resource
for all local governments, collected by the national government
on their behalf.”

(b) How local allocation tax revenue is used is up to the
independent judgment of each local government, and the central
government is prohibited from attaching conditions to or
restrictions on its use. This point makes the local allocation tax
essentially different from other national government grants,
whose uses are specified, and a general financial resource (that
can be used according to the local government’s own judgment)
equal in importance to local taxes.

(c) While the national and local governments cooperate in
supporting the public economy, the ratio of national to local
disbursement in terms of annual expenditure is nearly 2:3,
which means that the role of the local governments is relatively
large. On the other hand, the ratio of national to local tax
revenue is nearly 3:2, with the tax revenue allocated to local
governments being relatively small. The local allocation tax
serves to correct the national / local imbalance between annual
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expenditures and allocated tax resources.

@ Total amount and types of local allocation tax

As stated above, the total amount of local allocation tax available is
linked to national tax revenue, being comprised of a set percentage of
certain revenue sources. These are, specifically, 32% of income tax and
liquor tax, 34% of corporate tax, 29.5% of consumption tax and 25% of
tobacco tax revenues. However, due to actions such as borrowing of
allocation tax resources or carry-over of funds and exceptional increases
or decreases of total allocation tax amounts when local financial
resources come up short in preparing the local finance plan, the actual
percentages of revenue from these sources may differ somewhat from
the prescribed percentages.

The local allocation tax includes the ordinary allocation tax and the
special allocation tax. The former is used to cover financial shortfalls in
local governments in a fair manner, and accounts for 94% of all
payments. The special allocation tax is used to cover financial shortfalls
that cannot be dealt with by the ordinary allocation tax, including
disbursements due to disasters or unique circumstances in the region
concerned. It accounts for 6% of total payments. Up to 2014, however,
the percentage of the special allocation tax is set higher than the
standard.

@ Local allocation tax distribution

The difference in amount between the base financial needs and the
base revenues of a local government (the funding shortfall) is distributed
to that government as ordinary local allocation tax. Consequently, no
distribution is made to local governments whose base revenues exceed
their base financial needs (e.g., the Tokyo Metropolitan Government).
Such local governments are called “non-receiving entities”.

Base financial needs are computed in accordance with the prescribed
formula for each administrative item such as civil engineering costs (for
roads and bridges) or education costs (for elementary schools), in order
to arrive at a reasonable measurement of the financial needs of each
local government. First of all, the cost necessary to maintain a certain
level of services in a standard entity (with a population of 1,700,000 in
the case of prefectures and a population of 100,000 in the case of
municipalities), is computed. Next, the base financial need for each
specific entity is determined by making adjustments to this amount,
taking into consideration population, area, and unique regional
circumstances.

The base revenue amount is the prescribed percentage (75% for both
prefectures and municipalities) of estimated standard revenue for each
local government, as extrapolated from recent tax revenue collected. The
reason for not making base revenue 100% of the local tax revenue
amount is to avoid discouraging local governments from increasing
local taxes (if the amount of ordinary allocation tax bestowed is clawed
back by the same amount as any increase in local tax revenue, it is
meaningless to go to the trouble of increasing local taxes). This also
leaves financial resources available for local governments to carry out
independent projects that cannot be covered under their base financial
needs.

Further, if the total revenue shortfall for each local government,
computed in the foregoing manner, does not match the total amount of
ordinary allocation tax, this shortfall is adjusted so that its total amount
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is consistent with the total amount of ordinary allocation tax.

(5) National government disbursements

Like the local allocation tax, national government disbursements are
allocated to local governments by the central government. However,
these disbursements are earmarked for specific uses. There are three
types of central government disbursements: national treasury
obligations, grants, and payments for delegated functions.

National treasury obligations are paid by the central government to
local governments in cases where they share responsibilities for
programs, when the former has financial responsibility and the latter
handles implementation. Payments relating to compulsory education are
typical of these. National treasury grants are allocated to local
governments as incentives to promote specific measures. Payments for
delegated functions are disbursements to cover programs which were
originally the responsibility of the central government but were
entrusted to local governments out of consideration for convenience and
efficiency. Election expenses for members of the National Diet are
typical examples of these.

All of these are earmarked revenue sources allocated to specific
programs and projects, and they cannot be diverted to other purposes.
Recently, though, particularly for national treasury grants, there has
been a lot of debate about the need to loosen the allocation requirements
(e.g., the standards for facilities) or to convert these into general revenue
sources.

(6) Local bonds

Article 5 of the Local Finance Law contains the basic principle that
local governments must have sources of revenue other than local bonds
to cover their annual expenditures. However, this article does allow
local bonds to be issued to cover expenses for things such as
publicly-owned corporations, disbursements and loans, refinancing of
local bonds, disaster emergency projects, and maintenance of public
facilities.

In principle, when issuing local bonds, prefectures must consult with
the Minister of Internal Affairs and Communications and municipalities
must consult with their governor. In the past, local governments were
required to obtain authorization from the Minister of Internal Affairs and
Communications or their governors in order to issue local bonds.
However, the Comprehensive Local Autonomy Law changed this
authorization system to a consultation system after April 2006.

Local governments may take out long-term, low interest loans of
public funds after consulting with and receiving the approval of the
Minister of Internal Affairs and Communications or others. Also, any
local government may issue bonds anyway after reporting to its
assembly, even if it cannot obtain the necessary approval. Also, with a
view to enhancing autonomy and independence of local public entities,
the consultation system was partially revised to introduce a prior
notification system for use of private funds, starting in April 2012.

(7) Other financing sources

Other financing sources include local transfer taxes, usage charges
and fees.
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U 1.ocal public service personnel system

All employees of local governments are called local public
employees.

Local public employees are classified as either special public service
personnel or regular public service personnel. Special public service
personnel include the chief executive and assembly members, chosen for
their post by public election, and members of committees, part-time or
full-time advisors and researchers, and they are not subject to Local
Public Service Law provisions concerning things like the status of local
public employees.

Local public employees other than special public service personnel
are classified as regular public service personnel and are subject to the
Local Public Service Law. The following is an explanation of these local
public employees:

(1) Local public employee numbers

There were 2,790,000 local public employees as of April 1, 2011. The
number has been decreasing continuously over the last 17 years, after
peaking at 3,280,000 in 1994. Of these, 1,520,000 work in prefectures
and 1,270,000 in municipalities. Also, by job category, the two largest
groups in prefectures are the education division, including teachers, with
900,000 employees, followed by the police, with 280,000. In
municipalities, the general administrative division excluding welfare
services has the largest number of personnel, with 370,000, followed by
the welfare division, with 310,000.

1. Prefectures

Accounting General Administration
departments of public 233,417 persons
enterprises, etc (15.5%)

76,519 persons
Fire services (5.1%)
18,656 persons

(1.2%)

General
administration
except walfare

174,915 person
(11.6%)

Walfare
58,502 persons
(3.8%)

Police
283,353 persons
(18.8%)

General

Prefectures administration

1,510,179
persons

Education
898,234 persons
(59.5%)

Education, Police, Fire
services, Welfare
1,258,745 persons

(83.4%)
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General Administration
682,452 persons

2. Municipalities

(54.2%)

Accounting
departments of
public enterprises,
ete.
286,828 persons
(22.8%)

(29.5%)

General
administration
Municipalities
1,258,734
persons

Fire services
139,804 persons
(11.1%)

Educaton
149,650 persong
(11.9%)

Walfare
311,121 persons
(24.7%)

Education, Fire services,
Welfare
600,575 persons
(47.7%)

Number of Prefecture and Municipal Employees by Sector as of
April 2011

(2)Authority for appointing local public employees

The authority for appointing local public employees is divided among
the different institutions of the local government to which the employees
belong, residing with the chairperson of the assembly, governor or
mayor, and committee members of the board of education, etc. Through
this authority, granted through laws, regulations and ordinances, these
institutions have the power to appoint, suspend, dismiss, and discipline
employees.

Also, agencies operating independently of the institutions listed above
have been established to deal with personnel issues such as the
improvement of working conditions and the submission of complaints.
Personnel commissions have been established in prefectures and in
cities with populations over 150,000, and equity commissions in smaller
municipalities.

A personnel commission has the authority to make recommendations
to officials responsible for appointments in matters concerning
personnel administration. The most important among these is the annual
recommendation relating to employee salaries. The assembly bases its
revision of local civil service laws on this recommendation and public
employee salaries are adjusted accordingly.

(3) Appointment (recruiting, promotion, etc.) of local public
employees

In principle, all local public employees are selected through
competitive examination in local governments with personnel
commissions. In certain cases approved by the personnel commission
and in local governments with equity commissions, selection without
competitive examination may also be possible.

Local public employees are normally hired without having their term
of employment fixed, and enjoy lifetime employment until reaching
mandatory retirement age (60 years-old), unless they are dismissed or
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retire.

The law requires that the principle of equal opportunity be observed
in matters of hiring, promotion, etc., and prohibits discrimination against
local public employees based on race, gender, religion, or social status.

Also, persons without Japanese nationality cannot be appointed to
positions involving the exercise of public power or implementing the
will of the local government. For this reason, there are cases where local
governments specify the scope of responsibility for foreigners working
for them, or appoint them mainly to professional or technical areas.

(4) Rights and obligations of local public employees

The status of local public employees is guaranteed, and they cannot
be dismissed or suspended from work against their will except for
reasons specified in the Local Public Service Law or ordinances of the
local government to which they belong.

On the other hand, they do have obligations such as those to comply
with laws and regulations and to follow work-related orders of their
superiors, to dedicate themselves to their work, and to not disclose
secrets that they might come to know through their work. Also, all or
part of the fundamental rights of labor such as the right of association,
the right of collective bargaining and the right of dispute may be
restricted for local public employees, depending on the type of work
they do.

In order to maintain their political neutrality certain political activities
are prohibited for local public employees, such as involvement in the
formation of political associations or in election campaigns in their local
government. They are also prohibited from concurrently holding elected
office, such as being a member of the National Diet, head of a local
government, or a local assembly member.

For local public employees, a system of mutual aid associations has
been established for the employee and his or her family members. The
content of this mutual aid is broadly divided into short-term benefits and
long-term benefits. Short-term benefits include the payment of things
like medical care expenses to the employee and his or her family
members, and long-term benefits include things like the payment of
pensions after retirement to the employee or to surviving family
members. Also, if local public employees are killed or injured in the
course of their public duties, they or their families are compensated for
their loss. This is carried out by the Local Public Service Accident
Compensation Fund, which is a cooperative organization of local
governments.
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Chapter 2
Challenges Facing Local Government

[Introduction]

Most public services with close ties to people’s daily lives are
conducted by prefecture and municipal governments. Local
governments handle various work such as family or resident
registration; the establishment and management of various municipal
facilities, including nurseries, kindergartens, primary and lower
secondary schools, libraries, public halls and similar facilities;
construction, maintenance and management of refuse and sewage
disposal facilities, water supply and sewage works; development and
improvement of roads and parks; and police and firefighting services.
They play a significant role in the growth of society as a whole, as well
as in the stability and improvement of people’s daily lives. In addition,
in contrast to the stove-piped administrative structure of the central
government’s ministries and agencies, local governments play an
important role in providing comprehensive services which cover all the
sectors in their administrative regions, as can be seen in their local
development and cultural initiatives.

In “post-war Japanese society a, policies were implemented to achieve
economic strength on par with that of the world’s advanced nations.
This achieved, the country has entered a mature phase, while at the same
time encountering many unexpected problems and challenges. The role
of local governments, and primarily municipal governments because of
their proximity to the people, will become increasingly important in
attaining regional revitalization and identifying the full range of popular
needs. In addition, the Great East Japan Earthquake that occurred in
March 2011 resulted in an unprecedented-scale disaster combining a
massive earthquake, a quake-triggered tsunami and a nuclear accident,
which caused extensive, serious damage. Local governments in the
disaster-stricken areas are still striving to rebuild their ravaged
communities. In this chapter, we will discuss the main administrative
challenges that local governments are facing.

Recovery from the Great East Japan Earthquake

The Great East Japan Earthquake wreaked catastrophic damage over
extensive areas. In the afflicted regions, restoration efforts have been
underway ever since the occurrence of the disaster under the leadership
of municipal governments that continue to struggle as they tackle a wide
range of complicated challenges. Aiming to assist these efforts of the
local governments, the central government has provided full support in
various forms, such as financial aid, reduced requirement for
administrative procedures, dispatched personnel from other districts and
technical support. To enhance its assistance, the central government has
recently established systems and schemes for a number of relevant
programs, including those for special zones for reconstruction,
reconstruction grants, restoration business process management,
comprehensive administrative operation and collaboration with private
corporations and volunteer groups.

The intervention of the central government commenced immediately
following the occurrence of the disaster, mainly by providing livelihood
support to victims and implementing initiatives to recover from the
devastation and rebuild local societies. Since its establishment in
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February 2012, the Reconstruction Agency has led public restoration
activities, coordinating across relevant government agencies and offices
for efficiency and consistency.

The progress of the restoration efforts as of September 2012 is
summarized as follows:

(@ The number of evacuees has decreased from nearly 470,000 at the

time of the disaster to less than 330,000, most of whom are housed in
temporary accommodation.

@ Regarding major lifeline utilities and public services, emergency
measures for temporary recovery were carried out speedily and
effectively in most affected areas, except for tsunami-stricken locations
where buildings and structures were largely swept away and locations
where restricted access zones were designated in the wake of the nuclear
disaster. The initial steps having been completed, the public
infrastructure restoration process has entered the full-scale phase, in
which work is currently progressing generally as scheduled according to
the government plan. Meanwhile, residence rebuilding plans are also
gradually progressing. For projects concerned with the transfer of
communities to upland areas and the building of large-scale
embankments, governments of nearly half of the assumed target districts
have completed the required administrative procedures, such as
obtaining ministerial approval, and some have begun construction. In
line with the advance of these activities, housing construction has begun
in some areas to rebuild or build new homes, including
permanent-residence public housing for displaced victims.

® The industrial production index of all the affected areas has
generally recovered to the pre-disaster level. Within the regions,
however, tsunami-inundated areas are suffering from slower recovery of
local businesses, despite a gradual improvement in sales.

@ Restoration efforts from the nuclear disaster have been progressing,
with evacuation directive levels gradually lowered and the scope of
these areas reduced. Currently the efforts focus on activities aimed at
enabling evacuees to return to their hometowns, mainly by conducting
radiation decontamination and infrastructure restoration, as well as
offering assistance to long-term evacuees, while at the same time
organizing campaigns to reduce excessive anxiety about health risks
associated with radiation contamination.

For restoration from the earthquake and tsunami-induced damage,
efforts will be stepped up for community reconstruction plans, including
relocation to upland areas and embankment construction in current town
centers, mainly in tsunami-stricken locations. These efforts will likely
consist of large-scale projects that require consensus-building among
evacuated and remaining residents not only in single communities but
also in various surrounding districts. It is feared that these huge
undertakings may be beyond the ability of each affected local
government, given that their administrative capabilities have
deteriorated as a result of the disaster and under usual circumstances
local administrations are not expected to manage projects of this size
and complexity.

The accident at the Fukushima Daiichi Nuclear Power Station has
caused unprecedented serious damage to Japan, posing a spectrum of
difficult challenges, particularly a strong possibility of prolonged
evacuation from areas that will likely sustain the above-safety level
radiation over many years (five years from the accident occurrence), and
prevailing concerns over health risks associated with radioactive
exposure. Governmental support will remain essential to these long-term
evacuees.
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Local revitalization

(1) Past activities

After World War 11, Japan achieved high economic growth and a
dramatic improvement in living standards. Unfortunately, the excessive
concentration of people and businesses pursuing economic efficiency in
the main urban areas brought about a number of problems, including air
and water pollution, noise, subsidence, traffic congestion, soaring land
prices, the loss of local traditions, and the general adoption of an
“efficiency-first” attitude. On the other hand, rural and fishing
communities have been losing many of their young people and most of
their workforce to the large cities, leaving only the elderly and children.
As a consequence, this is posing a serious problem by putting the
communities’ very existence at risk. There is a strong desire for policies
to revitalize local communities in order to improve this situation and
achieve more balanced development among urban, rural and fishing
areas.

Tracing the history of local development efforts, the central
government has formulated five comprehensive national development
plans since 1962 and promoted many relevant policies. While local
governments have implemented diverse measures in line with the
policies of the central government, they have also begun to actively roll
out independent measures.

“Local development” is a broad term, referring to much more than
just increasing incomes. It involves the promotion and revitalization of
many elements associated with residents’ daily lives, including the local
government process itself, as well as such things as local culture and
tradition. The process must therefore be both comprehensive and
horizontal in approach, rather than following the more vertical approach
of central government policies. The “local specialty product” scheme
that originated in Oita Prefecture is one typical example of a local
development policy that has spread throughout Japan. Its overall
objective is for each municipality and community to develop and nurture
local products (including tourism and culture) that will appeal to people
all over the country and contribute to the local economy. More
importantly, people develop a sense of pride in their local area through
such activities, and this in turn will motivate them to push local
development even further.

In addition to contributing to local economies, future local
development measures must be designed to foster improved awareness
among residents, local community revitalization, and improved urban
and residential environments in general. As an example of central
government support for local governments in this endeavor, the Ministry
of Internal Affairs and Communications (formerly, the Ministry of
Home Affairs), introduced in 1989 a project called “Improving Our Area
Ourselves” - commonly known as the “100 Million Yen Hometown
Development Initiative”, which continues to this day. Unlike
conventional projects planned and produced centrally, this one is based
on the original ideas of local governments supported by the central
government. This allows local governments to implement development
in which their constituents can participate. In addition, in order to
promote regional revitalization and stimulate the economy, initiatives
driven by the Structural Reform Special District System have been
carried out since 2003, setting out preferential regulatory measures in
sectors such as education, agriculture, and social welfare that take
advantage of distinct regional characteristics.
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Traditional performing art "Menburyu"
(Kashima City, Saga Prefecture)

(2) Recent situation

According to 2010 census figures (a census is taken every 5 years),
the population of Japan is calculated to be 128.05 million, down by 260
thousand compared to the estimated population of 127.79 million as of
October 2011. This supports the assertion that the population of Japan
has entered a phase of decline, even allowing for the impact of the Great
East Japan Earthquake. This trend is anticipated to continue for 20 years
to come, with the population decreasing by about 10% (12.83 million)
by 2032.

For the past thirty years before 2010, the population increased in both
the three major metropolitan areas (comprising 13 prefectures belonging
to Tokyo, Nagoya and Osaka) and more outlying areas (the 34 other
prefectures outside the three major metropolitan areas). However, for the
last three years since 2005, the population in outlying areas is estimated
to have decreased dramatically by 11.78 million people, while the three
major metropolitan areas have lost 5.3 million. It is projected that an era
of “depopulation without congestion” will arrive, in which the
population both inside and outside the three major metropolitan areas
will decrease, placing the social economy in more rural areas in an
extremely difficult situation.

Under these conditions, as a result of the decrease in population,
outlying areas in particular are slipping into a vicious cycle where
facilities related to daily life such as schools and hospitals are becoming
inconvenient to use, leading to further population decline. In this way, a
phenomenon of widening geographical differences of population and
industries has appeared.

For this reason, the revitalization of outlying areas has now become
an urgent issue, and the central government is moving to support highly
motivated local governments willing to come up with their own original
projects to develop their facilities and make their communities more
attractive. One key example is the Local Invigoration Program
established in 2013 by the Ministry of Internal Affairs and
Communications. This program aims to create and operate nationwide
systems that help each local government lead initiatives for facilitating
innovative activities to invigorate local economy through the effective
and efficient utilization of various forms of natural and social resources
in the region, including funds held by private financial institutions and
industrial know-how developed by businesses.
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Chapter 2 Challenges Facing Local Government

Dealing with an aging society and declining birthrate

(1) Dealing with an aging society

Perhaps the most formidable task facing Japan is how to cope with its
aging population. Statistically, the population of Japan is aging faster
than anywhere else in the world. As of October 1, 2010, the percentage
of elderly persons in our country (the percentage of the total population
over 65 years of age, known as the “elderly ratio”) reached 23.0% of the
total population. In comparison with other countries, the estimated
number of years required for the percentage of the elderly in the
population to increase from 7% to 14%, which is considered the
standard measure of an aging society, is 115 years in France and about
85 years in Sweden, with relatively shorter periods of 47 years and
about 40 years for England and Germany respectively, whereas the
figure drops to only 24 years for Japan.

This shorter period can be attributed to two main factors. The first is
the increased average life-span of the Japanese. The mortality rate has
declined and the average life span of the Japanese has risen remarkably.
In 1935, men had an average life expectancy of no more than 46.9 years,
and women 49.6. In 2010, average life expectancy reached 79.64 years
for men and 86.39 years for women. The life expectancies of the
Japanese are expected to continue to increase and to reach 83.67 years
for men and 90.34 years for women by 2055. The second factor is the
reduced birthrate. In 2010, the average birthrate was 1.39 — much lower
than the 2.08 required to maintain the present level of population. This
will in turn lead to a lower percentage of younger people in the
population.

One distinctive characteristic of the recent aging of society is that the
pace of aging is not the same nation-wide, and significant local
differences can be observed. Looking at the situation overall, the elderly
ratios of the three major metropolitan areas (Tokyo, Osaka and Aichi)
are generally lower than in outlying areas. Prefecture to prefecture, as of
2010, the highest elderly ratio is 29.1% in Shimane Prefecture and the
lowest is 17.3% in Okinawa Prefecture. It is expected that over the
coming years the population will start to age at a faster rate in the three
major metropolitan areas, also, increasing the overall ratio for the entire
country.

Next, looking at the situation by municipality, the phenomenon is
markedly worse in municipalities in depopulated areas that young
people have been leaving. In such areas, some municipalities are more
acutely affected, with an elderly ratio of 40% or more. These
communities are often facing other difficulties such as markedly falling
standards of environmental management of forests and agricultural
lands, a loss of historical customs and culture, and collapse of the
community itself. This could threaten the continued existence of
regional society. Such a collapse could have serious consequences
throughout Japan, such as flood damage arising from decreased
water-retention capacity in devastated forest areas.

An aging society faces the following challenges:

(D The need to truly transition into an aging society, as the postwar
baby-boom generation (born 1947 to 1949), with its large
population, is entering into the latter stages of life.

@ The need to take action on health and long-term care issues to
respond to rapidly increasing numbers of elderly people needing
care-givers.

(@ The need to ensure and stabilize employment for the sharply
increasing number of older people who are seeking employment in
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a difficult job market.

@ The need to effectively stimulate life-long community involvement
by the elderly.

These issues demand that the central and local governments work
together closely in addressing them. Beyond central government policies
alone, local governments need to respond to changes in the population
structure and go beyond conventional welfare planning in order to create
policies and job opportunities tailored to meet the needs of those older
people active in society, including policies to help them lead useful and
interesting lives.

Exchange gathering at a special elderly nursing home (Pippu Town,
Hokkaido Prefecture)

(2) Dealing with the declining birthrate

As described above, Japan’s birthrate was 1.39 in 2010, which
represented a modest increase over 2005, when the lowest postwar rate
of 1.26 was recorded. However, this is much lower than the 2.08
required to maintain the present population level. Moreover, the
percentage of youth (birth to 14 years of age) in the total population in
2010 was 13.2%, which was the smallest in the world. In comparison,
the worldwide average that year was 26.8%.

Rapid population decline caused by the continually declining birthrate
adversely affects the economy as the working age population decreases
at the same time that pension, medical and nursing care costs are
increasing due to the rapidly aging population. In addition, especially in
depopulated areas, this may bring on serious problems for the
functioning of rural communities as they encounter difficulties in
carrying out vital local activities such as law enforcement and
firefighting, and may even threaten their very existence.
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1975
Whole of country 7.9
Hokkaido 6.9
Acmori-ken 7.5
Iwate-ken 8.5
Miyagi-ken 7.7
Akita-ken 8.9
Yamagata-ken 10.1
Fukushima-ken 9.2
Ibaraki-ken 84
Tochigi-ken 8.3
Gunma-ken 8.8
Saitama-ken 53
Chiba-ken 6.3
Tokyo-to 6.3
Kanagawa-ken 53
Niigata-ken 9.6
Toyama-ken 9.5
Ishikawa-ken 9.1
Fukui-ken 10.1
Yamanashi-ken 10.2
Nagano-ken 10.7
Gifu-ken 8.6
Shizuoka-ken 7.9
Aichi-ken 6.3
Mie-ken 9.9
Shiga-ken 9.3
Kyoto-fu 9.0
Osaka-fu 6.0
Hyogo-ken 7.9
Nara-ken 8.5
Wakayama-ken 10.4
Tottori-ken 111
Shimane-ken 12.5
Okayama-ken 10.7
Hiroshima-ken 8.9
Yamaguchi-ken 10.2
Tokushima-ken 10.7
Kagawa-ken 10.5
Ehime-ken 10.4
Kochi-ken 12.2
Fukuoka-ken 8.3
Saga-ken 10.7
Nagasaki-ken 9.5
Kumamoto-ken 10.7
Oita-ken 10.6
Miyazaki-ken 9.5
Kagoshima-ken 11.5
Okinawa-ken 7.0

Changes in Aging Rates* by Prefecture

*Population aged 75 or above to the total population

|:| Less than 7%

[ over 7% less than 14%
[ over 14% less than 22.7%
[ over 22.7% less than 30%

= over 30%
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N A Better Quality of Life

Better quality of life for residents is a broad theme, but in recent years
this issue has become markedly more important.

This broad topic can be divided into several specific issues, and the
major ones are as follows:

(1) Environmental policies

Japan had to face up to the darker side of economic prosperity —
including pollution and destruction of the natural environment —
following its period of rapid economic growth (from the second half of
the 1950’s through the 1960’s). This led to the introduction of the Basic
Environmental Pollution Control Law of 1967. Under its provisions, the
central and local governments and related organizations have been
working together to devise measures to control environmental pollution
in an integrated and organized manner. This law establishes
environmental standards for air, water, soil and noise pollution, along
with the stipulation that private industry, central and local governments,
and individual citizens all bear responsibility for carrying out organized,
cooperative efforts to control pollution. Local governments have played
an especially active and important role as the principle actors directly
engaged in legally mandated regulation and guidance, as well as
pollution monitoring, measurement and control efforts. They also carry
out a variety of antipollution measures and projects to protect the natural
environment.

Furthermore, the central government enacted the Basic Environmental
Law in 1993 to prevent pollution in local regions and preserve the local
environment. Under this law each local government is required to take
broader, more advanced anti-pollution measures dealing with various
things such as wastewater management, noise reduction and green space
development.

Two distinct characteristics of recent environmental measures are
their emphasis on global environmental issues and the establishment of a
“recycling-based society” in harmony with nature.

D In recent years, environmental issues have demanded not only
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regional efforts to preserve the local environment but also
wide-ranging efforts to preserve the environment on a global level,
and local governments are taking various measures to accomplish
this. Some examples of these are efforts by local governments to
take the lead over private sector businesses in controlling their
energy consumption, adopt low-emission vehicles, promote solar
energy generation, achieve complete recovery of Freon, and
encourage greening on rooftops and walls of buildings.

@ Establishing a recycling-based society is an issue related to the
administration of waste collection and recycling. Municipalities are
responsible for the collection and disposal of domestic refuse,
sewage and other waste matter, and these must be handled in
accordance with each municipality’s own plan. In addition,
industrial waste disposal causes environment pollution, and with its
limited land area Japan has been facing serious difficulties in this
area in recent years. Statutes require that the producers of such
waste be responsible for its disposal, although local authorities are
allowed to make certain exceptions in order to supplement efforts
to dispose of industrial waste. In reality, it has become very
difficult for waste producers to provide adequate disposal facilities,
so that local governments cannot avoid taking on ultimate
responsibility in this matter. In 2000, the “Basic Law for Building a
Zero-Waste Society” was enacted, setting out fundamental
principles for establishing a zero-waste, recycling society for the
21st century. This is the situation under which both government
and residents are coming together to slow the growth of the waste
stream by reducing the amount of garbage they throw out and
promoting recycling throughout their area.

Clty hall equipped with a solar energy generation system on the roof
and the wall facing south (Itoman City, Okinawa Prefecture)

(2) Preservation and improvement of the residential environment
(amenities)

Local governments are increasingly moving away from focusing
mainly on ‘“hard” activities such as road construction and the
development of parks toward a more comprehensive effort, including
“soft” activities, to preserve and improve the residential environment.
The years of rapid economic growth and national development brought
increasing urbanization. However, they also brought many negative
aspects such as the loss of green space, water pollution, and
deterioration of the inshore environment. Many places also suffered
from the collapse of their urban and rural communities, the loss of their
traditional cultures, and the destruction of their magnificent scenery.
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Learning from these mistakes, new efforts are underway to implement
amenity-related programs such as the preservation of scenery and
historical treasures, and urban development incorporating water and
green space.

In particular, the following measures can be seen:

(D Measures to preserve historical treasures and create an urban
landscape (local ordinances for the protection of scenery, including
roads and streetscapes)

@ Urban development incorporating beautiful water and greenery
(designating trees to be preserved, promoting the planting of trees
and other greenery, preserving famous water sources, etc.)

(3) Cultivation and enjoyment of local culture

Since the 1980’s, local governments have worked, through the
administration of cultural affairs, to provide residents with opportunities
to improve the quality of their lives through cultural activities. During
the period of rapid economic growth up to that time local communities
had been invaded by goods and information that flowed one-sidedly
from central urban areas to outlying areas. But there were those who
advocated countering this trend by breathing new life into local
communities and traditional culture and restoring them to their original
prominence. The following are some primary examples of cultural
affairs being administered by local governments:

@D Maintaining cultural facilities like auditoriums specializing in
music or theatrical performances, art museums and literary halls
that present local talent;

@ Putting on a wide variety of cultural events such as international
film festivals, popular music festivals, open-air sculpture exhibits,
snow festivals;

@ Promoting culture through activities like operating cultural halls
that make use of private-sector vitality and establishing cultural
promotion funds;

@ Rethinking tourism by promoting a regional image built around
music, history, or some other distinctive characteristic that helps
create a sense of community identity and encourages visitors to
come enjoy local hospitality;

® Establishing funds for human resource skill development,
dispatching trainees to other areas of Japan or abroad, and
inter-regional exchanges through sister city arrangements and other
activities.

Although the range of cultural affairs administered by local
governments has been rapidly expanding through these efforts, the
financial conditions of both the central and local governments have
grown increasingly tight in recent years. Therefore, it has become
crucial that all levels of government develop programs by working
together within the limits of their culture-related budgets. Moreover, as
recent local cultural programs, like musicals, etc., are mainly built
around citizen participation, it is hoped that local governments will act
as producers of local cultural events while working together with
volunteer organizations and making use of public donations.

Measures for global society

Rapid improvements in transportation and communications in recent
years have enhanced the mobility of people, goods and information on a
global level. As a result, our daily life on the local level has become
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inextricably embedded in a global framework. For example, this has
brought about the rise of issues like the country’s dependence on
imported food and raw materials, the hollowing-out of the
manufacturing sector by companies moving production overseas, the
rapid growth in overseas travel, the increase in the numbers of Japanese
citizens living abroad, and the increase in the numbers of expatriate
Japanese families returning from overseas, so that the boundaries
between domestic and international issues are disappearing.

Given this situation, international relationships, once the preserve of
national governments, are now commonplace for local governments,
citizens’ groups, and ordinary individuals. In some fields, an
independent local-level approach is exactly what is required. Taking
international exchange activities as just one example, multi-layered,
citizen-level grass-roots exchanges are viewed as more important for
enhancing mutual understanding than official exchanges at the national
level, and exchange activities have grown to take more diverse forms.
For example, there has been a movement away from simple sister city or
twinning relationships and more emphasis on a variety of local level
citizens’ exchanges, including women and youth exchanges, cultural and
sporting exchanges, technological and academic exchanges such as
acceptance of trainees from developing countries, and industrial and
economic exchanges. In addition, local governments, with their
expertise and skills in comprehensive regional management, are making
use of this know-how to transform their international relationships from
mere “exchanges” into deeper level of ‘“cooperation.” Local
governments established the Council of Local Authorities for
International Relations (CLAIR) in conjunction with the Ministry of
Home Affairs (the present Ministry of Internal Affairs and
Communications), to assist local governments in their international
dealings and to promote, among other, things the JET Program, which
invites young people from around the world to Japan as foreign
language teachers in Japanese schools.

Furthermore, the foreign population living in Japan exceeded 2.13
million as of 2010, having increased by 30% over the preceding 10
years. Looking at the trends regarding continued globalization and
Japan’s declining population, policies concerning foreign residents are
no longer just applicable to some local governments, but are
increasingly becoming a national issue. Methods for dealing with this
development must extend beyond just employment policies and
oversight of foreign residents. It is increasingly important that they also
serve to position foreigners residing in Japan legally as “local residents”,
and to offer appropriate administrative services to them. Because of this,
the act of people of different nationalities and races building
relationships of equality while recognizing each others’ different
cultures, and thereby building up local society, has been defined as
“multicultural coexistence”, and local governments across the country
are working to push forward policies to promote this. Each local
government approaches this task based on the following basic
principles:

a) Communication support

Among so-called ‘newcomers’ (*) especially, there are some who can
not understand the Japanese language, and various problems arise owing
to difficulties in communicating in Japanese. Therefore, this program
provides support for communicating with non-Japanese residents.

(*) There is no clear definition of this term, but it generally refers to
foreign residents who came to Japan during and after the 1970s, when
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they started to become increasingly noticeable in Japan.
b) Living support

It having been pointed out that there are many shortcomings in basic
amenities necessary to non-Japanese residents living in outlying areas,
this program has been implemented to provide support for them in all
aspects of their lives.

¢) Regional development for multicultural coexistence

Since non-Japanese residents are apt to be isolated from local
communities with insufficient opportunity to interact, and there are
many conflicts between Japanese and non-Japanese residents, this effort
aims to carry out regional development which raises the awareness of
the entire community, and encourages greater independence among
non-Japanese residents.

d) Development of a system to promote multicultural coexistence
programs

Along with advancing the above-mentioned programs, this system
also clarifies the division of labor among local governments and
authorities, associations for internationalization, NPOs, NGOs, and
other private sector groups, as well as facilitating interaction and mutual
cooperation among participants.

To be more precise, local governments are making the most of their
native creativity to improve services in a variety of areas such as their
knowledge of people’s whereabouts, through their registration system
for emergencies, as well as their provision of local information, support
for communications, daily life consulting services, and support for
education and training.

In the future, local public entities will need to establish systems that
advance their programs, compile information and knowledge bearing on
these, and equip individuals with adequate skills to cope with recent
trends, while defining their own objectives for international involvement
and exchange.

Foreign citizens informal meeting for discussion (Sendai City,
Miyagi Prefecture)

Measures for the Information and Communication
Technology Revolution

The ICT revolution is sweeping through all parts of society, from the
economic and industrial sectors to public sector administration, which
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serves as the foundation for society. This can be seen in the
sophisticated application of information technology in the development
of “e-government” and “local e-governments.” The central government
established the “Basic Plan for the Computerization of Government
Administration” in 1994 for developing an ICT infrastructure for their
ministries and agencies, and revised this plan in 1997 so that central and
local governments can work together actively, especially in
computerizing various application and registration procedures.
Moreover, the central government approved the ‘“e-Government
Construction Plan” in July 2003 for promoting the construction of an
e-government resource that will maintain a “comprehensive
e-government service window” and improve centralized access to
information on procedures and the submission of various applications
(one-stop service). However, issues arose with the failure of citizens and
businesses to embrace and use these services, the insufficient linkage
between the utilization of IT and the revolution in operations, and
inadequate implementation by the government. Therefore, in August
2006, the government designed the “e-Government Action Plan”
(revised two times) in an effort to optimize operations and systems in
order to rapidly expand on-line usage, as well as to increase efficiency in
operations (reducing costs and man-hours required for tasks, etc.) in a
collaborative undertaking among ministries and prefecture offices. In
August 2011, the “Basic Policy for Promoting e-Service” was
formulated.

On the other hand, local governments work with the central
government in a well-planned manner to take concrete action for
building local e-governments. In 2003, the Ministry of Internal Affairs
and Communications unveiled the “Local e-Government Action Plan” to
local governments, and it has been improving local e-government
infrastructure, putting administration procedures and similar tasks
on-line. As part of this project, a Local Government Wide Area Network
(LGWAN) — an electronic network connecting local governments
throughout Japan — has been developed to facilitate smoother
communication among government entities and establish a foundation
for advanced information usage through sharing by linking up local
government organizations throughout the country. In addition, it has
been connected with the inter-ministerial network “Kasumigaseki
WAN” to conduct data exchanges with central government agencies.

Local e-governments have the following problems: A good
e-application system has not yet been developed (as of April 2012, 47
prefectures (100%) have installed a reception system for putting
administration procedures on-line, while 906 municipalities (52.0%)
have done so), and operations and systems efficiency is low. So an
on-line system for municipalities needs to be developed in an efficient
way, such as local government cloud platform sharing, in order to
improve the on-line usage rate and reduce operation and cost.

At the same time, advances in the IT revolution have increased the
need for stricter security measures, with those against cyber attacks,
Web page tampering, Internet crime, and cyber-terrorism emerging as
international issues. In the present sophisticated information society and
amid continuing advances in information technology, security and
reliability are in great demand along with convenience. Since the
Personal Information Protection Law took effect in April 2005, stricter
control of personal information is required by local public authorities.
Local governments have responded by developing personal information
protection ordinances (100% of prefectures and municipalities
established them as of April 2006), and policies to ensure that such
information (100% of prefectures and 97.1% of municipalities
established them as of April 2012) is maintained secure from
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unauthorized disclosure. Local public authorities are aware of the need
to strengthen their efforts, both in the technical and operational areas,
when creating an electronic network.

Furthermore, ICT has the potential to enrich citizens’ lives through its
role as a driving force of innovation, and it stands to play a major role in
stimulating local economic development and raising living standards for
everyone. Some specific examples of the various efforts undertaken by
local governments include providing education materials by high-speed
fiber-optic Internet networks, market or meteorological information to
rural areas through cable-TV networks, remote medical care by
transmission of imaging data, and tele-work opportunities to achieve job
security.

i-..
Automatic certificate delivery machine (Ichikawa City, Chiba
Prefecture)

Access to Information and Resident Participation

As Japan’s society has grown more complex and its sense of values
becomes increasingly diverse, local authorities have seen the need for
establishing a new structure to keep in touch with their communities. It
is no longer enough to simply rely on gaining citizens’ input through the
activities of elected assembly members or popular participation through
direct appeals to the government.

For this reason, all prefecture governments and almost all municipal
governments 99.7% as of August 2009) have recently enacted freedom
of information bylaws and, at the behest of local citizens, are actively
making government information available. By allowing access to
information, local governments are also helping to maintain their
relationship with their constituents by letting residents confirm that
administrative work is being carried out properly.

Moreover, several diverse means of resident participation in
municipal management have been adopted recently. Among these are a
local referendum system based on bylaws (Basic Autonomy Ordinance,
Resident Participation Ordinance, etc.) originally enacted by local
governments, open recruitment of committee members for affiliated
organizations or deliberative organs established by local public entities,
a public comment system which gives residents the opportunity to
express their opinions on important policies, a public monitoring system
to periodically listen to residents’ opinions, a public hearing system
open to residents’ opinions on all administrative matters through e-mail
and other means, briefings and workshops to listen to residents’
opinions on policies to be implemented as well as to explain them to
residents, and a citizens’ cram school in which both the government and
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residents can deepen their understanding of specific topics.

A lot of attention has been paid to local development efforts that are
based on having the public collaborate with the government. Individual
residents, volunteer community development organizations, and resident
or neighborhood associations are all vital partners in this effort, as are
NPOs that are engaged in local charitable activities and other work.

Lecture on demand by city employees (akatsuki City, Osaka
Prefecture)

n Safe and Secure Urban Development

Local governments in Japan have jurisdiction over the police and fire
services, and are responsible for assuring the safety and security of
residents.

(1) Police Services

Before World War 11, police services were operated directly by the
central government. However after the war, these services were
basically assigned to the prefectures. Today the central government
remains responsible for the National Public Safety Commission and for
the National Police Agency, which together handle planning and
coordination for police services, as well as training, communications
and criminal identification. All other activities familiar to residents in
their daily lives are carried out by the prefectures. Each prefecture has
its own Public Safety Committee and Prefecture Police Headquarters.
The prefecture maintains control of all its police stations, neighborhood
police boxes (koban), and police outposts (residential police stations,
usually rural). As of 2008 there are about 289,000 regular police
personnel assigned to prefecture police headquarters and the roughly
6,300 smaller police boxes and outposts around the country.

Routine police activities include crime prevention activities such as
patrol and public order, providing guidance on protecting property,
crime suppression and investigation, making arrests, protecting people
in weak positions such as children, the elderly and runaways, traffic
control, and maintenance of public safety and order. Also, in
neighborhood police boxes (koban) and other locations, officers give
directions and deal with lost property. Further, in order to ensure a safe,
pleasant environment for residents, the police also conduct anti-graffiti
and other cleanup measures in public spaces.

In response to the continuous increase in the number of criminal cases
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reported in Japan between 1996 and 2002, the central government took a
number of measures in order to blunt this increase and alleviate citizens’
concerns. These measures, cutting across agencies and including things
such as the establishment of a council of ministers for crime-fighting,
aimed to reestablish “Japan as the safest country in the world”.
Consequently, the number of criminal cases reported has been
consistently declining since 2002. However, the government continues
to work on achieving a society resistant to criminal activities.

(2) Fire Services

Fire services are responsible for firefighting, as well as protecting
people from the effects of earthquakes, hurricanes and floods. Their
duties include fire prevention and suppression, emergency medical
transport, flood control, rescue, and handling large-scale disasters.
Before World War 11, fire services were handled by the police as a
national fire defense function, but after the war municipalities took over
most of these roles (although the Tokyo Metropolitan Government is the
main provider of these services in Tokyo).

Generally, firefighting in municipalities can be roughly classified into
the following two types: One is a regular, full-time firefighting force,
consisting of fire departments and fire stations; the other is an irregular,
defensive fire company. However, lately, very few local communities
have irregular, defensive fire companies of their own, and it is the
regular, full-time fire brigades that predominate (as of July 2013, 97.9%
of the municipalities had set up regular fire brigades). Also as of July
2013, there were 767 fire departments established by municipalities,
some of them co-founded between two or more municipalities and some
whose office work has been outsourced (these are known as “wide area
fire services”). As of July 2013, nearly 60% of these fire departments
were small-scale fire departments serving populations of under 100,000,
although the limits of such small-scale fire departments have been
pointed out in the realm of administrative services and capabilities such
as staffing, vehicles, etc. Therefore, in order to improve the firefighting
system of the small-scale fire departments, the Ministry of Internal
Affairs and Communications established the “Basic Policy for
Expanding Municipal Firefighting Coverage” in July 2006, and it is
working on plans to further expand firefighting districts, under the
revised Basic Policy effective in April 2013.

Because so much damage is due to residential fires in our country,
municipalities are working on residential fire prevention measures such
as the widespread installation of residential fire-alarm systems.
Furthermore, with an aging population and falling birthrate, demands for
ambulance services are increasing, with the number of emergency cases
in 2011 going up to about 5.71 million — a roughly 30% increase since
2001. In order to respond to this situation, municipalities are working to
develop systems for managing ambulance services more effectively
through prioritizing calls by time-sensitivity, as well as promote the use
of first aid by raising awareness and providing training. They are also
working to improve the intake systems of medical institutions.

Furthermore, with so many large-scale natural disasters in Japan such
as earthquakes and torrential rains, and people continually talking about
the imminent danger of a major earthquake occurring, specifically the
anticipated Nankai Trough megathrust earthquake and an earthquake
with an epicenter in the Tokyo Metropolitan Area, it is considered
necessary to cultivate comprehensive disaster prevention capabilities in
local communities in terms of fire services, and resident and
neighborhood associations, in collaboration with independent
disaster-prevention organizations, enterprises and volunteers. Through
these efforts, focusing on the fire departments, local communities are
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engaged in training, education, and human resource development.

Fire fighting by fire brigade members (Kobe City, Hyogo
Prefecture)

n Improving the Quality of Education

The Basic Education Law and the School Education Law were
enacted as part of Japan’s education system reforms after World War II,
which established the present school system comprising six years at
primary school, three years at lower secondary (junior high) and upper
secondary (senior high) schools respectively, and four years at
universities.

Nine years of compulsory education (six years of primary school and
three years of junior high school) became the norm, and equal
educational opportunities for all are strongly promoted, as is clearly
illustrated by the marked increase in the percentage of students going on
to senior high school—42.5% in 1950, to 82.1% in 1970, 94.2% in
1980, and 98.1% in 2009. The system provides every child in Japan with
the same level of compulsory education based on guidelines for defining
the basic standard for education laid down by the central government.
The official educational guidelines are revised according to social
trends, and in 2006 the Basic Education Law was revised for the first
time in the last 60 years, with new provisions to foster group spirit and
cultivate attitudes that value life and nature included as educational
goals. In March 2008, the official educational guidelines were revised,
incorporating in them the idea of sharing the principle of a “zest for
living”, and ensuring the necessary number of classroom hours for
promoting solid academic capabilities.

Based on the “Law on the Organization and Functions of Local
Educational Administration”, prefectural and municipal boards of
education are fundamentally responsible for providing local education.
Boards of education are autonomous, independent from governors or
mayors, and are responsible for all matters relating to education, from
establishing and managing schools to making staff appointments.
Budget-making authority, however, rests with governors and mayors,
who also appoint board of education members, with assembly approval.
Governors have legal authority over private elementary, lower and upper
secondary, and other miscellaneous schools.

Because of their intimate relationship with residents and the local
community, elementary and lower secondary (junior high) schools are,
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on principle, established by municipalities. The breakdown of
elementary schools according to the body founding them is national
0.3%, public 98.7%, and private 1.0%, while that for lower secondary
(junior high) schools is national 0.7%, public 92.2%, and private 7.1%
(as of 2010). As for upper secondary (senior high) schools, 0.3% are
national, 73.6% public and 26.1% private schools (as of the same
year), with the majority of public senior high schools being founded by
prefectures. Also, special schools, including those for students with
vision and hearing impairments, are established by prefectures. In
addition, teachers of elementary schools and lower secondary (junior
high) schools are prefectural personnel, so their personnel and
compensation matters are handled by the prefectures.

In education services, social education is considered as important as
academic education, and local governments provide a wide range of
services, including various courses, forums and classes, as well as
establishing and managing libraries, public halls and museums,
arranging youth education, and providing equipment for sports and
recreation. Social education will gain importance as the population ages
and people find themselves with more leisure time. The concept of
“lifelong education” has also become firmly rooted, and providing
opportunities for lifelong learning activities will be a vital task for local
government.

Lesson by an Aséistant Language Teacher (ALT
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Management Reforms of Local Public Enterprises,

10 Third Sector Companies and Others

(1) Local Public Enterprises
(D General Local Public Enterprises

Through corporate activities, local governments provide services vital
to local development and to residents in their daily lives, such as clean
water, public transportation, health care, and sewage. The bodies
overseeing these operations and managed by local governments are
generally known as “local public enterprises.” As of the end of fiscal
year 2010, 8,843 local public enterprises were being run all over the
country. Some representative examples of these operations, carried out
as local public enterprises, include sewage (3,637), water supply
(2,152), hospitals (654), nursing care services (598), developed land for
residential construction (521), parking development (237), markets
(179),water supply for industry (152), public transportation (106), port
development (105), electricity (102), and gas (35) , (the number of
enterprises in each category is in parenthesis). Moreover, depending on
geographical conditions and special local characteristics, there are many
more categories including ski slopes, hotels, and other tourist facilities.

Although the work done by local public enterprises is part of local
government, these operations are set apart from ordinary local authority
operations by their unique status as “enterprises” and their emphasis on
efficient and streamlined management. Local public enterprises are run
by corporate managers who are the equivalent of presidents in private
companies, and they have to set up special accounts. While work done
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by local government is usually funded by tax revenues, in principle local
public enterprises charge fees to users of their services, and the income
from these fees is used to cover the ongoing costs of the enterprise.

In recent years, as it has become increasingly important that local
governments establish simple and efficient administrative systems and
ensure their financial well-being, local public enterprises have also been
required to unceasingly pursue reforms, including the aggressive
introduction of private sector management methods. To this end, many
local governments have been dealing with operations that have come to
be seen as lacking broad public benefit by privatizing them, operating
them as PFI (Private Finance Initiative) projects, and outsourcing them
to the private sector.

@ Public Hospital Reform

Local government-run hospitals are responsible for providing
necessary medical services in outlying areas, including areas where it is
difficult from the standpoint of profitability for private sector medical
institutions to offer services. However, in recent years, the financial
situation of these hospitals has significantly worsened, and it has
become extremely difficult to continue operating them due to the
downsizing forced upon them by the shortage of medical doctors and
other circumstances.

For this reason, in 2007 the Ministry of Internal Affairs and
Communications laid out the “Public Hospital Reform Guidelines”
which require local governments that establish public hospitals to create
a public hospital reform plan. Then, based on this plan, local
governments are required to increase management efficiency. They are
also to work on restructuring and networking hospitals and medical
clinics in each medical care zone as well as dividing functions and
responsibilities among them, improving the system of main, “trunk”
hospitals so that doctors can be dispatched from these main hospitals to
other hospitals or health clinics.

(2) Third Sector Companies (semi-public enterprises)

In the years following the end of the post-war high economic growth
era, when public needs began to grow more diverse and sophisticated,
the need for new approaches began to be recognized in local public
administration. In response to this emerging need, local governments
have adopted a variety of implementation techniques for programs. One
of these techniques, known as a “third sector” company, aims to make
use of functions and merits of both public and private sector enterprises,
even though the resulting entity belongs to neither of these categories.

From the late 1960s, many third sector bodies were established as the
main entities for carrying out large-scale projects.. In particular, in the
second half of the 1980s a series of systems to actively introduce the
vitality of the private sector into the public sector, together with local
governments’ aggressive efforts at local revitalization, led to an increase
in the number of such entities. After that, although new companies are
no longer being created, some existing companies have been beset with
financial difficulties due to poor management or problems originating in
how they were incorporated.

As of March 2012, there were 8,308 third sector companies across the
country, down by 2.0% compared to 2011. Of these, 59.6% (4,196
companies) operate in the black, while 5.1% (356 companies) have too
much debt. In addition, there are many cases in which local governments
provide financial backing, with 43.2% of all companies receiving
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subsidies from them and 13.3% obtaining loans.

While the third sector system is expected to play an important role in
supporting local community life, it carries a risk of seriously affecting
the financial situation of the relevant government. As a measure for
reducing that risk, the Ministry of Internal Affairs and Communications
has created guidelines for appropriate third sector management and
distributed them to local public entities to improve management of third
sector companies. One key example is the “Guidelines for Fundamental
Reform of Third Sector Companies,” which were prepared in 2009 in
relation to the “Law on Assurance of Sound Financial Status of Local
Governments” that took effect in full scale in the same year. The
guidelines were provided to local governments, with ministerial advice
issued to conduct a sweeping and intensive review on each third sector
company and discuss drastic reforms, including the possibility of
abolishment, within five years. In July 2012, prior to the end of the
target period, in an effort to ensure effective reform activities, the
ministry created and distributed checklists for clarifying progress of
reform plans and accurately assessing financial risks.
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Chapter 3
Current Topics in Local Autonomy

In Chapter 2, we looked at the administrative challenges that
individual local governments are facing, and in this chapter we will
discuss the major topics seen as challenges for the whole system of local
financial and administrative operations.

Decentralization Reform
(1) Background

Faced with the need to develop “unique and dynamic local societies
full of vitality” where citizens are able to have a comfortable and
prosperous sense of life, local governments have to fill an increasing
number of roles as comprehensive administrative entities in each region,
responding to the diverse needs of the people and socioeconomic
changes such as globalization, population decline, reduced birthrate, the
aging of society and advances in the ICT revolution.

To respond to the needs of the people in this situation, it has become
important to promote administrative decentralization based on the
conviction that services close to people’s daily lives should be handled
by local governments in their communities.

(2) Promoting Decentralization

The “Decentralization Promotion Law” was enacted in May 1995
with the purpose of promoting decentralization in a comprehensive and
systematic way. Then, based on this law, the “Decentralization
Promotion Committee” was founded in July of that year.

The committee considered specific measures for advancing
decentralization and submitted five recommendations to the Prime
Minister, including abolition of the system of delegated functions
imposed upon local governments by the central government.

Upon accepting those recommendations, the government created the
“Decentralization Promotion Plan” with the approval of the Cabinet, and
passed the “Comprehensive Decentralization Law” in July 1999.
Effective from April 2000, this law marked the transition to a
decentralized administrative system from the centralized system that had
been built up since the Meiji Era, and as such has great significance in
promoting the transfer of power to local governments. Key principles of
the law are summarized below:

@D Clarification of division of roles between the national and local
governments

- The local government should be responsible for a broad range of local
administrative affairs and have autonomous and comprehensive
authority to perform the role.

- The national government should be responsible primarily for matters
to be managed essentially by a central government, including:
a) international affairs related to Japan’s presence as a nation in the
international community;
b) matters relating to activities of the people and basic rules for local
autonomy for which nationwide unified decision-making is desirable;
and
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¢) initiatives and projects to be implemented on a national scale and
from a national perspective.

The principles stated above, however, are not completely faithfully
observed in individual legislation, leaving the segregation of national
and local duties an issue yet to be addressed.

@ Abolition of delegation of functions to local governments by the
national government

In the Meiji era, a system was established (based on the then German
model) to delegate part of administrative functions handled by the
central government to local governments to be fulfilled by their
executive agency (governor of a prefecture, mayor of a municipality,
etc.) under the instruction and supervision of relevant ministers.
Thiscontroversial system which has been used for an extended period of
time by the national government for performing duties within its
responsibility by utilizing resources of local governments, has been
abolished following long years of debate.

@ Legislation of intervention of the national government and litigation
procedures

With the abolishment of the system described above, the statutory
definition of the local government as principally an autonomous
administrative entity was established. In line with this move,
intervention of the national government in local administration was
reorganized into a limited number of basic categories defined by law.
Also, a system has been developed to allow a local government to be
able to request a third-party review on corrective directions and
instructions issued by the relevant minister to the local body, and take an
additional step of appealing to the High Court as a way of filing a
complaint.

Reform of the local finance system
(1) Trinity reform

In order to promote decentralization, it is necessary to enhance the
level of freedom of local governments in regard to both revenue and
expenditure, and to tackle the reform of the local finance system with a
view to achieving the independence of local governments.

Among these, in looking at the revenue side of the equation it is most
desirable to enrich and strengthen local taxes, as independent financial
resources, with a view toward minimizing the gap between the scale of
local tax revenues and annual expenditures for local governments in
order to ensure that more independent financial operation is made
possible through decreasing as much as possible dependency on
financial resources from the central government. It is hoped that reforms
in this area will further help to clarify the correspondence between
benefit and burden in administrative services in the region, and lead to
the advancement of administrative reform and financial structural
reform covering both the central and local governments.

In order to achieve such a reform of the local financial system on the
revenue side, it is considered necessary to examine: (1) Abolition or
reduction of national treasury grants and funding; (2) Optimal allocation
of tax resources between the central and local governments, including
the transfer of tax revenue sources, and; (3) An optimal local allocation
tax system. All of these need to be examined and revised together as a
mutually interdependent whole.

The so-called “Trinity Reform” was advanced based on these goals.
This reform was devised as part of the structural reform of major central
government expenditures laid out in the “Basic Policy 2002 Concerning
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Structural Reform in Future Economic and Financial Operations and the
Economic Society”, adopted by the Cabinet in 2001.

Following this basic policy, its objectives were achieved through the
budget planning and taxation system reform processes carried out over
the three fiscal years between 2004 and 2006. As a result, by 2006
national treasury grants and funding totaling about 4.7 trillion yen were
abolished or reduced, tax resources of about 3 trillion yen were
transferred from the central government to local governments, and about
5.1 trillion yen in local allocation taxes were revised.

The Trinity Reform has been praised by local governments as an
epoch-making reform and a step forward in promoting future
decentralization in that it has achieved the transfer of tax resources in
the 3 trillion yen range (from income tax to residence tax) from the
central to local governments. However, on the other hand, because of
the drastic reduction of the local allocation tax, many local governments
are facing a very tight fiscal situation.

(2) Enactment of the Law for Reestablishing Sound Local Finance

A system of financial reconstruction for deficit-ridden local
governments was established by the “Law on Special Measures to
Promote Local Public Financial Reconstruction”. However, amid
ongoing efforts to promote local financial reform enabling local
governments to achieve independence based on freedom and
responsibility, issues have arisen with establishing mechanisms for
disclosing financial information on local governments to residents in an
easily understandable manner, and for taking early corrective measures
before a government falls into serious financial difficulty.

For this reason, the “Law for Restoring Health to Local Public Entity
Finances” (Local Finance Health Law) was enacted and promulgated in
June 2007. This law requires that each local government publicly
announce four separate ratios used to determine its financial health,
including the actual deficit ratio (the ratio of the actual deficit amount
versus the financial scale of the government concerned).

For local governments with mild financial difficulties, if these ratios
exceed the prescribed standards indicating early-stage financial health
issues the local government is required to develop a plan for improving
its financial condition, have this approved by the assembly, and act on it
to achieve that goal independently. For governments in more dire
financial straits, if these ratios exceed the standards indicating the need
for revitalization the local government is required to lay out a financial
revitalization plan approved by the assembly, and act on it to achieve
that goal receiving intervention from the national authorities.

These measures based on the system for reestablishing sound local
finance are applicable from the settlement of accounts for fiscal year
2007.

(3) Reform of local government accounting systems

In accordance with laws and regulations such as the Local Autonomy
Law, local governments have adopted a cash basis accounting system
(which makes revenue and expenditure by cash the basis of
bookkeeping).

In recent years, with an eye to the proper control of assets and
liabilities of local governments and the disclosure of information on
assets and expenditures that cannot be easily grasped by the cash
principle, one important topic has been the development of public
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accounting methods utilizing the accrual basis rule and double entry
bookkeeping. While local governments have been tackling the problem
of how to prepare a balance sheet based on account settlement values
and administrative cost statements, there is still a need for more
systematic organization of documents utilizing the accrual basis rule.

In 2006, the Ministry of Internal Affairs and Communications
presented two models to local governments relating to financial
documents. Using these models, local governments are working steadily
to organize financial documents based on the accrual basis rule.

Promoting municipal mergers
(1) Background

During the concerted effort to push decentralization forward there
have been increasing demands to strengthen the financial and
administrative  foundations of municipal governments, as the
comprehensive government bodies closest to the people and the
beneficiaries of decentralization. Municipal mergers are seen as one
good method for accomplishing this goal, and much effort has been put
into making the most of the scale and capabilities of municipalities. To
that end, the “Law Concerning Special Provisions for the Merger of
Municipalities” (the former Special Mergers Law) was drastically
revised by the Comprehensive Local Autonomy Law of 1999, and
municipal mergers have been forcefully promoted, based on this new
law.

(2) Mergers under the old Special Mergers Law

Article 1 of the old Special Mergers Law provides for “the promotion
of the autonomous merger of municipalities”. This lays out the principle
that while the central government will always respect the autonomy of
municipalities respecting their decisions on whether to merge, it will
also actively work to encourage mergers. In accordance with this
principle, special measures were incorporated in the law for promoting
mergers in all manner of situations.

In particular, as a special financial measure, the period during which
special measures are allowed in computing the ordinary allocation tax
(special computation measures for merged local bodies) was
dramatically extended from 5 years to 10 years. Further, a system of
special bonds for mergers was established (special local bonds used to
fund improvements after a merger, with 70% of the redemption cost for
principal and interest compensated by local allocation tax revenue).

The old Special Mergers Law expired in March 2005. However,
transitional measures were taken in which the law continued to apply to
municipalities that applied for permission to merge before that date and
completed their mergers by March 2006.

The 3,232 municipalities in existence in March 1999 decreased to
1,821 by March 2006 during the time this law was in effect — a decrease
of more than 40%. This is the previously mentioned Great Heisei
Consolidation, following the Great Meiji Consolidation and the Great
Showa Consolidation.

(3) Promoting mergers through the new merger law

Municipal mergers were heavily promoted under the former Special
Mergers Law. However, progress differed in different regions, and about
500 municipalities with populations under 10,000 still remained as of
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March 2006.

For this reason, the “Law Concerning Special Measures for the
Merger of Municipalities” (the New Merger Law) was enacted in May
2004 for the purpose of continuing to promote municipal mergers even
after the expiration of the Special Mergers Law. This law provides
special measures for promoting mergers, although not to the extent of
the Special Mergers Law, and promotion of municipal mergers will
continue until March 2010, when the law expires. The New Merger Law
was redesigned so as to focus on facilitating voluntary mergers of
municipalities in the wake of the expiration of the law.

There were 1,719 municipalities as of October 2012.

n Other issues

(1) The debate over regional government

As mergers of municipalities, the foundations of local government,
have been pushed forward, a debate has arisen concerning the
prefectures and whether or not they also need to be reconsidered. The
argument is made that under these conditions it would be better to create
administrative bodies covering larger areas that would command greater
administrative powers than prefectures currently do.

The argument for a regional government system was made back in the
1920s, and enthusiasm has arisen again recently with the promotion of
decentralization and municipal mergers.

In February 2006, the 28th Local Government System Research
Council issued its “Report on Regional Government Systems”.

The major details of the report are as follows:
a) Positioning regional governments

Do or Shu (states) would be established as regional governments
replacing the current prefectures, and local government would consist of
a two-tier system of states and municipalities. States would divide
responsibilities with municipalities, the foundation of local government,
in some appropriate manner, and would assume broad responsibilities
for implementing independent and comprehensive regional
administration.

b) Regional area

States should be established so as to cover a large enough area to
ensure the promotion of decentralization, the enrichment and
strengthening of local autonomy, and their functioning as independent
and energetic regional zones. Along with this, they should also be able
to fulfill the principle of working to build an efficient administrative
system of national and local government.

Based on the foregoing concept, the report presents three examples of
regional divisions (9, 11 and 13 state plans).

¢) Transitioning to states

The transition to states should be carried out simultaneously across
the entire nation after an appropriate timeframe for the process has been
decided upon. However, the transition could be carried out earlier than
scheduled if negotiations between the central and prefecture
governments come to a conclusion sooner than anticipated.

d) Tasks to be handled by states

Tasks currently implemented by prefectures should be largely
transferred to municipalities, and states should turn their attention to
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matters such as “planning and creation of important state-wide social
capital projects”, “environmental preservation and management best
conducted on a regional scale”, and “regional economic and
employment measures corresponding to economic and activity zones of
people and companies.”

e) Legislative and executive organs for states

Each state is to have an assembly to serve as its deliberative
body, and its members are to be directly elected by the citizens of
that state.

Each state is to have an executive officer to carry out the state’s
laws and policies. The executive officer is to be directly elected by
the citizens of that state and should not be eligible for re-election.

f) Local tax and finance systems under a regional government system

The local finance system under a system of regional government
should respond appropriately to the transition to that regional system
and, at the same time, enhance autonomy and independence in financial
operations by building up a financial structure centered on local taxes.

In January 2007, the central government established a “Regional
Vision Advisory Body” for discussing basic matters relating to a system
of regional government, and an interim report was issued by this body in
March 2008.

The above-mentioned report by the Local Government System
Research Council states that any decision regarding the introduction of a
regional government system “should be made based on developments in
the national discussion concerning a broad range of issues.” From this
point forward, a variety of discussions are expected to be held in various
circles.

(2) Approaches to administrative reform

It is hoped that local governments, who will take the lead in bringing
about decentralization, will establish simple and efficient administrative
systems that enable them to meet this challenge. Further, local
governments are in quite dire financial straits, as shown by the fact that
their total outstanding obligations amounted to as much as 142 trillion
yen at the end of fiscal year 2010, and there are strong expectations that
they will engage in substantial administrative and financial reforms.

Given this situation, in March 2005 the Ministry of Internal Affairs
and Communications requested that each local government develop and
publicly announce a “concentrated reform plan” that lays out an
approach to administrative reform centered on actions such as
optimizing personnel management and compensation, and making more
use of outsourcing to the private sector. Now they are in the midst of
this effort.

Among the major efforts underway, local governments that have
already announced their plans to optimize personnel management
figures show a total targeted net decrease of 6.4% over the period from
April 2005 to April 2010, and their actual decrease over the five years
from April 2005 to April 2010 is a net decrease of 7.5%. In addition,
local governments are engaged in administrative reform in a variety of
other ways, such as utilization of a designated manager system by public
facilities, and transfer or outsourcing of public service provision to the
private sector.
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Area and population by prefecture

(As of October 1, 2010)

Japan consists of a current total of 1,719 municipalities, excluding six villages in the Northern Territory and 23

special wards of Tokyo.

The number of

Population Area (km?) | Prefecture capital || -~ —
Hokkaido 5,506,419 83,456.87|Sapporo 179
Aomori-ken 1,373,339 9,644 .54|Aomori 40
lwate-ken 1,330,147 15,278.89|Morioka 33
Miyagi-ken 2,348,165 7,285.76|Sendai 35
Akita-ken 1,085,997 11,636.25|Akita 25
Yamagata-ken 1,168,924 9,323.46|Yamagata 35
Fukushima-ken 2,029,064 13,782.76|Fukushima 59
Ibaraki-ken 2,969,770 6,095.72|Mito 44
Tochigi-ken 2,007,683 6,408.28|Utsunomiya 26
Gunma-ken 2,008,068 6,362.33|Maebashi 35
Saitama-ken 7,194,556 3,798.13|Saitama 63
Chiba-ken 6,216,289 5,156.70|Chiba 54
Tokyo-to 13,159,388 2,187.50|Tokyo 39
Kanagawa-ken 9,048,331 2,415.86|Yokohama 33
Niigata-ken 2,374,450 12,583.81|Niigata 30
Toyama-ken 1,093,247 4,247.61|Toyama 15
Ishikawa-ken 1,169,788 4,185.66|Kanazawa 19
Fukui-ken 806,314 4,189.83|Fukui 17
Yamanashi-ken 863,075 4,465.37|Kofu 27
Nagano-ken 2,152,449 13,562.23|Nagano 77
Gifu-ken 2,080,773 10,621.17|Gifu 42
Shizuoka-ken 3,765,007 7,780.42|Shizuoka 35
Aichi-ken 7,410,719 5,165.04|Nagoya 54
Mie-ken 1,854,724 5,777.27|Tsu 29
Shiga-ken 1,410,777 4,017.36|Otsu 19
Kyoto-fu 2,636,092 4,613.21|Kyoto 26
Osaka-fu 8,865,245 1,898.47|0Osaka 43
Hyogo-ken 5,588,133 8,396.13|Kobe 41
Nara-ken 1,400,728 3,691.09|Nara 39
Wakayama-ken 1,002,198 4,726.29|Wakayama 30
Tottori-ken 588,667 3,507.28| Tottori 19
Shimane-ken 717,397 6,707.95|Matsue 19
Okayama-ken 1,945,276 7,113.21|Okayama 27
Hiroshima-ken 2,860,750 8,479.58|Hiroshima 23
Yamaguchi-ken 1,451,338 6,113.95|Yamaguchi 19
Tokushima-ken 785,491 4,146.67|Tokushima 24
Kagawa-ken 995,842 1,876.53| Takamatsu 17
Ehime-ken 1,431,493 5,678.18|Matsuyama 20
Kochi-ken 764,456 7,105.16|Kochi 34
Fukuoka-ken 5,071,968 4,977.24|Fukuoka 60
Saga-ken 849,788 2,439.65|Saga 20
Nagasaki-ken 1,426,779 4,105.33|Nagasaki 21
Kumamoto-ken 1,817,426 7,404.73|Kumamoto 45
Oita-ken 1,196,529 6,339.71|0ita 18
Miyazaki-ken 1,135,233 7,735.99|Miyazaki 26
Kagoshima-ken 1,706,242 9,188.78|Kagoshima 43
Okinawa-ken 1,392,818 2,276.15|Naha 41
National total 128,057,352 377,950.10 1,719

58




Sources

Page/Caption

4 Local Governments by Population and Area

5  Prefectures, prefecture capitals, and the number
of municipalities by prefecture

12 Organization of a Typical Prefecture and

Municipality

16 Allocation of Central and Local Government
Financial Resources (FY2010)

21 Overall Local Government Budget Structure (FY
2010): Revenue

22 Overall Local Government Budget Structure (FY
2010): Expenditures

23 Local Tax Revenue Composition (Prefecture Tax
2010)

23 Local Tax Revenue Composition (Municipal Tax
2010)

27 Number of Prefecture and Municipal Employees
by Sector as of April 2011

36 Changes in Population by Age Bracket and
Estimates for the Near Future

37 Changes in Aging Rates by Prefecture

38 Annual Live Births, and Total Special Birthrates

49  Present Education System

Annexes

58 Population, Area, Number of Cities, Towns and
Villages by Prefecture

YRk 22 AEESNRA N A AL (MBEHAR)

Rk 24 AEEERRAEE TR T GRESE BIRTTEUR
WTF (A B (i )

WEE R — b= (http://www. soumu. go. jp)

YN
Vi

WBEAHR— 22— (http://www. soumu. go. jp)

s ER24EER M MEAEY Y 2 7 VR
CER224FFE TR |

s ER24EER MM AEY Y 2 7 VR
CER224F PR |

wd  ER4EER MM AEY Y 2 7 VR
CER224F TR |

wrh  ER24EER M AEY Y 2 7 VR
CER224F TR |

K 23 4F MBI SRR E BSOS B A RS R (R A)
Rk 24 4ERR st B E (B

Rk 24 4ERR it B E (B

Rk 24 4ERR FE D - FEAE (NEF)

HARDHITITE AR N> R 7> 7 (CLAIR)

PRk 22 FEESTE N D FEAER GRBE R R)

59








