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A Study on Provincial Tax Revenue Transfer Ratio in the Provincial Adjustment Grants

: Focusing on the Linkage between the Adjustment Grant and the National
Equalization Grants
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The purpose of this paper is to analyze the actual role of adjustment grant,
the fiscal equalization system that works within the boundary of each province,
focusing on a change in the proportion of provincial tax revenue that is transferred
to finance the adjustment grant. Using a model that considers the linkage between
the adjustment grants and the national fiscal equalization grants, we analyse the
effect of a change in the provincial tax revenue transfer ratio on the fiscal revenues
of cities and counties. In particular, we find that a change in the transfer ratio
of Gyeonggi province, where the province itself and a few cities are excluded
from the allocation of the national grants, affects the revenues of all local
governments across the nation. Furthermore, the variation of the spillover effect
becomes greater if the transfer ratio is different among provinces. Based on the
results, we propose two policy suggestions for the reform of the adjustment grant.
If the spillover effect of the allocation of adjustment grants in a specific province
on the fiscal revenues in other provinces is intended, it is necessary to accurately
set the goal of the spillover effect and verify whether the goal is achieved. However,
to limit the role of adjustment grants to fiscal adjustments within provinces, it
is necessary to resolve the link between adjustment grants and national grants.
In this case, the transfer ratio is required to be significantly lowered because the

connection between adjustment grants and national grants is disappeared.

[J Keywords: Provincial Adjustment Grants, Provincial Tax Transfer Ratio,
Local Share Tax, Spillover Effects
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