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How large should government be, and at what tier should it deliver which services? Across countries, institutional design
varies widely, ranging from federal states such as the United States, Germany, and Canada to unitary states like Japan
France, Italy, South Korea, and Sweden. These institutional diversities produce differences in the scope and size of authority
delegated to subnational governments

A classic theory in fiscal decentralization predicts that smaller jurisdictions can tailor services more closely to local
needs, improving allocative efficiency when preferences differ across communities (Oates, 1972). Fragmentation can also
be costly. Many public services involve fixed administrative costs, and smaller jurisdictions lose the benefits of economies
of scale. At the local level, Alesina et al. (2003) document this trade—off between government size and service provision
However, much of the literature remains theoretical due to the lack of plausibly exogenous sources of variation in the
government size (Alesina and Spolaore, 1997; Narasimhan and Weaver, 2024).

These predictions imply that effective decentralization design needs to answer two empirical questions: (i) whether
decentralizing authority improves service delivery by better matching local preferences, and (ii) which institutional
mechanisms can mitigate the fiscal and administrative burdens while maintaining fiscal decentralization, either by reducing
costs or by strengthening revenue capacity

To provide evidence on these questions, this paper, titled “Fiscal Decentralization and Inter— municipal Cooperation,”
study two institutional changes in Japan that move jurisdictional size in opposite directions. The first is police
decentralization, which transferred policing functions from the central government to smaller local governments with the
expectation that law enforcement would better match residents’ needs. The second is inter-municipal cooperation, which
expands the size of government through collaboration among municipalities and is expected to deliver economies of scale
and improve administrative performance. I provide empirical analyses on these government scales throughout the paper
the chapters of this paper, I present two central findings. First, decentralizing public ser— vice delivery can enhance
responsiveness to local residents’ needs, but it may also generate fiscal pressures when local governments’ revenue-raising
capacity is limited. Second, IMC offers a practical institutional complement to decentralization. In particular, IMC can
reduce administrative expenditures by exploiting economies of scale and can also strengthen revenue performance. Therefore
these chapters provide an integrated account of how decentralization can be made both effective and fiscally sustainable

The main components of each chapter are as follows:

1. Evaluating the process of Japanese police decentralization in terms of providing public services
2. Focusing on inter-municipal cooperation using the cloud computing system to evaluate the possibility of scale increase
by the digital framework

3. Evaluating the results of increasing the scale by inter-municipal cooperation (IMC), focusing on tax collection services

Those three chapters complement one another by focusing on decentralization and the ex— pansion of government scale while
maintaining it. Chapter 1 evaluates the consequences of decentralizing a public service and highlights both potential gains
in responsiveness and the fiscal pressures that may accompany decentralization. Chapters 2 and 3 then examine IMC as a
practical institutional arrangement for increasing effective scale—first by reducing adminis— trative costs while
preserving municipal autonomy, and then by strengthening administrative performance in revenue collection. Together, the
chapters provide an integrated account of how decentralization can be made both effective and fiscally sustainable.

s

Chapter 1, “The consequences of fiscal decentralization: Decentralized police forces and local crime,” examines the impact




of decentralizing the Japanese police. The Japanese reform required every city and each urban town and village with at
least 5,000 residents to establish a Municipal Police (MP), while other jurisdictions remained under the national police
MP had full authority over personnel, organization, and operations, and each adopting municipality established a police
station, altering both authority and local presence. These features provide a setting to examine whether decentralization
leads to public service delivery according to citizen needs. We find that the introduction of MP increased the number of
crimes reported to the police, suggesting that decentralization improved the responsiveness way that meets residents’ needs.
In contrast, on the fiscal side, part of the cost of municipal policing was financed by higher intergovernmental transfers
but transfers did not fully offset expenditures. These results highlight that reconciling the benefits of decentralization
with fiscal sustainability may require broader municipal authority over local taxation or more adequate transfers from
higher levels of government.

Chapter 2, “Inter-municipal cooperation cloud and tax administrative costs,” focuses on implementing the inter-municipal
cooperation cloud (IMC cloud), a pioneering digital framework that facilitates cooperation among municipalities in Japan.
IMC is one approach that could expand effective government scale without losing the benefits of decentralization (Di Liddo
and Giuranno, 2020). It can improve cost efficiency through economies of scale (Bel and Warner, 2015), but it may also
introduce additional costs related to information management, negotiation, monitoring, and agency problems (Allers and
Greef, 2018). Unlike standard IMCs, the IMC cloud can avoid the cost inefficiency of municipal cooperation by not requiring
new jurisdictions for public services. Therefore, this chapter investigates the impacts of IMC on administrative costs and
explores the potential of IMC through cloud computing systems. The findings reveal that the IMC cloud reduces tax
administrative costs on tax collection by approximately 2. 9%.

>

Chapter 3, “Inter-municipal cooperation and tax enforcement capabilities,” examines the impacts of inter-municipal
cooperation (IMC) on tax collection rates. This chapter focuses on administrative performance beyond cost reduction. In
particular, I investigate the effects of IMC on tax collection. Recently, Japan has been experiencing shortages of human
capital and expertise in tax collection. IMC is expected to address these challenges by increasing government size and
facilitating knowledge sharing through interaction within IMC (Japan Municipal Research Center, 2012). The findings reveal
that IMC substantially improves the tax collection measurement

The findings in Chapter 1 indicate that fiscal decentralization can enhance the efficiency of public service delivery
At the same time, it highlights an important fiscal sustainability constraint on additional costs associated with
decentralization. Chapters 2 and 3 examine IMC as a complementary approach to addressing this constraint. Chapter 2 shows
that IMC can reduce administrative expenditures by leveraging economies of scale while preserving each municipality’s
jurisdictional autonomy, offering a practical cost-containment strategy under decentralization. Chapter 3 further
demonstrates that IMC is associated not only with cost reductions but also with stronger revenue performance. Taken together,
these findings suggest that while decentralization may generate fiscal pressures when local revenue capacity is limited

combining it with IMC can help offset these pressures and thereby sustain the efficiency benefits of decentralization
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