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Abstract

In Japan, public investment can be divided into three categories : chottkatsu-jigyo (which is
managed by central government), hojo-jigyo (managed by local government with subsidy from
central government) and tandoku-jigyo (managed and financed by local government). Over the
years the distribution of public investment has been very much determined by political in-
fluence. Thus the purpose of this paper is to highlight how the degree of political influence has
affected the distribution of public sector resources between chottkatsu-jigyo and hojo-jigyo.

Using the panel data between 1991 and 2000 (fiscal year), we found that the expenditures
from central government for hojo-jigyo are strongly influenced by political elements compared
with that for chottkatsu-jigyo. We also found that hojo-jigyo expenditures are largely concen-
trated to prefecture with harsh employment conditions, and severe financial condition limits the
ability of the local government to finance this type of public investment and to compete for
available subsidy from central government.

Our study concludes that it is desirable to transfer a source of tax revenue to local govern-
ment from central government in order to eliminate the political influence in budget allocation

for hojo-jigyo.
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