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Abstract

. Given regional differences in local tax revenue, we analyze the possible effects on the soft
budget constraint between central and local government. This paper presents the following
main conclusion. We derive various equilibria depending on each region’s local tax revenue.
For instance, in equilibrium, the higher tax revenue region has the soft budget and the lower
tax revenue region has & hard budget. This result is not described in reports of previous
studies. The following policy implication is reached. The possibility that the soft budget con-
straint is realized will be greater when the reputation of residents related to the local public
expenditure is high. In such cases, the central government should decrease subsidies given to

the local government.
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