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Ry 7 A OECD Economic Survey, 2008, page 104 (FHMIZEH)

One way to lower the corporate tax rate and improve the local tax system would be to phase

out local taxes on enterprises, while increasing other local taxes, notably on personal income,

property and consumption. A unique feature of Japan’s corporate tax system is the significant

amount 1s imposed at the local level through the prefectural enterprise tax and the local
inhabitant tax on corporations. Corporate taxation at the local level has various drawbacks
such as the large revenue gap between jurisdictions- tax revenues per capita in Tokyo were
nearly seven times higher than in the poorest prefecture between 2001 and 2005- and high
volatility in revenue. There problems could be reduced by the pro-forma scheme introduced in
2004, which determines the enterprise tax on the basis of assets and value-added, as well as
income. Such an approach can be justified by the benefit principle-even firms that are not
profitable should pay for the services they receive. However, many OECD countries have

phased out this type of taxation as it tends to discourage job creation and business

investment. Moreover, it may exacerbate enterprise failures during economic downturns by
transferring the cyclical risk from local governments to companies (2005 OECD Economic

Survey of Japan). Given the numerous drawbacks, Japan should shift away from corporate

taxation at the local level, which would reduce the overall corporate tax rate toward the

OECD average.
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