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Abstract

This paper examines how various variables under the so-called "Furusato Nouzei system" (hometown tax donation) or
population density affects a tax rate in an urban area and in a rural area and tax revenue of a central government by
constructing a simple tax competition model. The main results are as follows. First, tax revenues in both areas are lower in the
situation where a resident in the urban area pays a proportion of his/ her local tax amount to the rural area (UR case) than in
the situation where a resident in the rural area pays it to the urban area (RU case). Second, if the population of the rural area
decreases in the case of UR case, tax revenues of both areas increase and tax revenue of the central government can decrease.
Third, if a compensation rate of reduction in tax revenue increases in the case of UR, tax revenue of the central government

has the potential to increase when the compensation rate is low.
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