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One negative aspect of the increased discretion of local government due to
decentralization is that the strategic behavior of local government lowers social welfare.
Therefore, this research project examined the opportunism-based behavior of local governments and
the interaction among local governments in Japan, using an analytical method different from previous

studies. The analysis focusing on the behavior of prefectures revealed that Japan®s local
allocation tax system is not an environment conducive to the opportunism-based behavior of local
governments, while local governments formulate their budgets in an incrementalist manner. The
analysis of municipal water utilities revealed that the cross-referencing behavior of service
ﬁrovidgrs leads to low price paritx, that service providers with a high degree of public ownership
ave high cost inefficiency, and that service size and geographical conditions hinder cost
minimization behavior of service providers.
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