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Abstract

A Theoretical Study on the Fiscal Redistribution Effect of Reforming
the Distribution Formula of Provincial Revenue Sharing System

Choe, Byeongho

The objective of this paper is to investigate the effect of recent reform of provincial revenue
sharing system (PRSS) on the redistribution of fiscal resources among local governments and figure
out further reform issues. Using a simple model, we analyze the fiscal redistribution effect of the
change in PRSS’s distribution formula by examining the effect of a change in a city or county’s
share of PRSS on own revenue, revenues of cities and counties in the same province, and revenues
of all other local governments in the nation.

It is found that the change in PRSS distribution of Gyeonggi-Province affects the nation-wide
redistribution of fiscal resources by affecting the distribution of Local Share Tax (LST) because
it contains some cities which are excluded from the grants from the Local Sharing Tax (LST). It
is also shown that the Gyeonggi-Province are able to behave strategically by choosing the amount

of PRSS grants distributed to the LSR non-distributed cities.

Key Words: Provincial revenue sharing, Local share tax, Fiscal redistribution





