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This paper is trying to explain how the local tax exemption and reduction
affects the local government’s balance and economy in Korea. And the objective
of this research is to prove if the amount of local tax exemption and reduction
should be decreased or not. In this paper, the local tax exemption and
reduction 1s making the local economy boost but the effect of this one on the
local income is smaller than one of the government’s expenditure on the local
income. And the local tax exemption and reduction is reducing the local tax and
the central government gives the local government the support grant(dependent
resources). This dependent resources make the government’'s expenditure
increase and the government’s balance is deteriorated. What is more, the effect
of local tax exemption and reduction on the local government’s expenditure is
larger than one of the local government’s income on that. That is called
‘Flypaper effect’ and increase the local government’'s expenditure rapidly. These
results show why the amount of local tax exemption and reduction should be

decreased.

[1 Keywords: dependent resources, flypaper effect, local tax exemption and
reduction
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