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Abstract
A Study on the Structrure of Tax Effort Incentive in the Local Share Tax System

Choe, Byeongho

The paper evaluates the incentive mechanism for inducing local tax efforts in the Local Share
Tax (LST) system theoretically and suggest a proposal to reform. It is shown that a local
government's local tax collection efforts in year ¢ has a negative marginal effect on its share of
LST in the year ¢ while it has a positive marginal effect in the year ¢+ 2. Moreover, since the
effect on LST share of the effort is determined by the interaction of many fiscal factors of its own
and other local governments, the local government is unable to identify the overall effect of its
tax efforts on its share of LST. This result explains the long-lasting questions on the effectiveness
of the incentive mechanism regardless of the necessity of the mechanism in the LST system. It is
suggested that the standard fiscal revenue is required to be assessed based on the revenue raising
capacity of local government, so that the LST share of a local government is neutral to its tax

effort.

Key Words: Local share tax, Tax efforts, Tax collection rate, Marginal effect, Uncertainty



