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This study explores the condition where a political integration is achievable when there exist
differences in income distribution and geographical structure among the related governments.

Firstly, we demonstrate how the difference in income distribution among governments affects the
achievement of an integration. We show that (i) an integration is more likely to occur among the
governments with similar relative frequency distributions (RFD) of income or similar tax bases, and (ii)
less likely to occur as the number of related governments increases. However, we also find that (ii) if
there is no difference in RFD of income among the related governments, the number of related
governments does not give negative effect on the achievement of integration. Furthermore, we show that
(iv) even if there is a large difference in RFD of income, an integration can occur between a “larger and
poorer” government and a “smaller and richer” government, and (v) in such cases, the post—integration
tax rate is more likely to be lower than both the optimal and majority equilibrium tax rates. An application
of the model considering vertical inter—governmental fiscal relationships enables us to explain the
mechanism that generated a rapid succession of Japanese municipal mergers occurred in 2000s.

Secondly, we analyze how geographical structure of a government affects the achievement of a voluntary
political integration. Geographical factors such as the size of land area and the shape of a government are
expected to affect the cost for public good provision in a government. We show that decreases in
population density and “geographical compactness” through integration make a government more
reluctant to an integration. Moreover, we give a theoretical explanation for the fact that a majority of
local governments in the world do not have distorted geographical shapes with enclaves or exclaves inside
their territories.

Finally, we explore the mechanism to achieve an optimal public good provision when there exist
economic and geographical heterogeneities among governments. Concretely, we attempt to achieve the
optimality by inducing political integrations with a fiscal transfer scheme in two—tier governmental system
consisting of a national government and municipalities. A benevolent national government tries to
maximize Benthamite social welfare considering voluntary reorganization of municipalities. For achieving
the purpose, the national government offers a different amount of fiscal transfer to each combination of
municipal merger. We present a valid solution of the game which achieves weak Pareto efficiency among

individuals.
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