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Tax Rate Setting for Local Consumption Taxation and Limitation

Thereon : Focused on Tax Competition among Governments

HANEDA, Toru

Abstract

This paper proves that a taxation system imposing limitations on levels of tax rates that can be set by
local public bodies is effective as means for internalizing horizontal tax externalities that is caused by
tax competition between local governments. It also proves that the taxation system placing the
limitations on the tax rates that can be set is effective as means for coping with vertical tax externalities
that is caused on condition that a national government and local governments share a tax base. It is
evident from these results that setting of standard tax rates and tax rate limits for tax items for which
local public bodies are authorized to determine tax rates in the local tax system in our country can be
grounded on the tax externalities.
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