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<Abstract>

A Study on Local Share Tax
Allocation Method

Jongseok An

This study examines the problems that the allocation
method of Local Share Tax (LST) in Korea has and
investigates the way to improve it.

LST is a general grant in Korea provided by the central
government to local authorities. The central government
estimates fiscal need amounts and fiscal resource amounts of
local authorities and allocate the LST to local authorities in
proportion to the difference between the fiscal need amount
and the fiscal resource amount of each local authority. If the
fiscal resource amount of a local authority is equal to or
greater than the fiscal need amount, the authority wouldn’t
get LST.

It has been said that the allocation method of LST has
several important problems: it is very complicated; fiscal
resource amounts are estimated based on real tax and
non-tax revenue having negative effects on revenue raising
efforts of local authorities; and fiscal need amounts are
estimated through unnecessarily complicated procedures.

This study provides several suggestions to improve the

allocation method. First, it suggests the separation of LST
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into three components: a component to correct vertical
imbalance of fiscal resources; a component to correct
horizontal inequity of fiscal resources; and a component to
compensate the cost differences. Second, it also suggests that
the fiscal resource amount of each local authority should be
estimated by multiplying tax bases of each locality with the
representative tax rates. Lastly, it shows the way to
simplify, clarify, and rationalize the estimation procedures for

fiscal need amounts.
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