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ABSTRACT

This thesis examines intergovernmental fiscal relations in the context of the current
Japanese economy and public finance system. Through the economic stagnation since
the early 1990s, public debts, both at the central and local level, have grown rapidly,
which may have various negative effects on the future Japanese economy. Therefore,
managing public debts should be one of the urgent objectives of Japanese public finance.
In order to restructure the current public finance system and reduce growing public
debts, this paper proposes fiscal decentralization as a possible alternative for making the
current system more efficient and effective because it can lessen fiscal illusion both at
the local government and resident levels and enhance political participation. The U.S.
intergovernmental fiscal relations and state and local finance will also be explored as an
archetype of highly decentralized government to determine its applicability to the
Japanese reform. Economic efficiency, political participation and social equity will be
key criteria for redesigning a new legal framework in Japan.
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