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Forecast and Simulation Analyses of Nagoya Economy

under Fiscal Decentralization
and Population Aging Using Revised NCU 2003 Model

Yuko Akune: Nagoya City University
Makoto Nobukuni: Nagoya City University
Suminori Tokunaga : University of Tsukuba

This paper presents the revised Nagoya City University (NCU) Model 2003 to forecast and
analyze the Nagoya City economy under the fiscal decentralization and the decline and aging of the
population as a case of many other regional economies in similar situations in Japan. The core part
of the model is characterized by the regional macro-balance between the total demand and supply
represented by the potential regional GDP, where the age class distribution of the population is
incorporated so as to assess the impact of the demographic change both on the total demand and
productive capacity of the aging and declining population. The economy’s fiscal sector is specifically
focused to be examined of its primary balance, in particular, and of the impacts of individual fiscal
rearrangements proposed by the concerned authorities.

The simulations of this model reveal that the combination of national subsidy cut and the transfer
of the tax base to local government, as being publicly discussed, indefinitely worsens the primary
balance of the latter, and the additional transfer of partial consumption tax must accompany the
rearrangement if the local primary balance is to be kept in a healthy range. At the same time, the
forecast clearly shows that the dominant negative impact comes from the demographic change. In
view that local governments have not fully recognize this fiscal risk, our finding impels that the fiscal

discipline of local governments should be monitored with greater scrutiny.
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