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(Figure 1) The effect of fiscal decentralization on regional gaps

More inequdlity
Competition
_ Fiscalautonomy, = : Lessinequality
balancedfiscal —— , NETVeI0
Better use of :
E‘Jﬂ i ———— Lessinequality

Note: The links between boxes represent unidirectional causal relationships, going from left to
right.
Source: Bartolini et al. (2016, p. 10).
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(Akai and Sakata, 2002).
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(Table 2) Classification of fiscal decentralization indicators

Type Major indicator Literature
. Davoodi and Zou (1998)
- SGC expenditure share . )
Fisman and Gatti (2002)
Macro - SGC tax share . )
Lo . . Rodriguez-Posé and
indicator |- Ratio of local expenditure to GDP
) Ezcurra (2010)
- Ratio of local tax to GDP .
Akai and Sakata (2002)
. O revenue structure
Quantity . .
. - Financial independence index
index . . . .
- Financial self-reliance index
Micro - Ratio of general subsidies to Lim, S. (2003; 2018)
indicator intergovernmental grants Bartolini et al. (2016)
O expenditure structure
- Self-program ratio, personnel expenses
ratio, or social welfare expenditure ratio
Strict - Fiscal rules composite index Sutherland, Price and

fiscal rules

- Balance budget strictness index

Joumard (2005)

Tax autonomy

- Local government’s tax autonomy

Lim, S. (2018)
Bartolini et al. (2016)

Quality Grant

index autonomy

-Typology of intergovernmental grants

Lim, S. (2018)

Local bonds
autonomy

- Borrowing autonomy index

OECD (2006)

Expenditure

- Policy, budget, input, output, evaluation Lim, S. (2018)
autonomy
Source: Ha, N. S. (2016, p.24).
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(Figure 3) Relative proportion of major economic power indicator by region

(a) GRDP per capita (1985~2017) (b) GRI per capita (2000~2017)
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Source: Statistics Korea (http:/,kosis. kr).
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(Figure 4) Changes in gap index between the five regions

(a) Coefficient of variation (1985~2017) (b) Gini index (1985~2017)
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Source: Statistics Korea (http:/,kosis. kr).

(Figure 5) Changes in relative proportion between the five regions: 2000 vs 2017

(a) GRI per capita (b) Local income tax per capita
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(Figure 6) Changes in gap index between metropolitan or provincial regions

(a) Coefficient of variation (1985-2017) (b) Gini index (1985-2017)
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(Figure 7) Changes in relative proportion between metropolitan or
provincial regions: 2000 vs 2017

(a) GRI per capita (b) Local income tax per capita
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A APgaid S Stk A 2 G R F5U A - BRG] AFEn

Aot =] FAH S o8tk 7E A= SARY FulFelEE A,

FJNTFA, BALSAT2A B PAIAR] S EAFTA = etk
o]E ABE o]g3led 2000(2001)~20173<] 717t Bk B

i
N
=
oft
)
tlo

T EH, F= FESFE 2887 (27271) 19 o]th, A

yehfaz, 24 0.002004 Hd 0.7019] 25 HAth AP AEQ] AEA
oty A A Bl&2 Hat 26.0%, AHATY &L 63.6% 5 UERATh A8
B3} A= F 10" E%ill"%‘ﬂ TFEE 69. 670, 109 A aH|A| g8} e
2. 57 S vEpdth W& GRIY A3t AFES Hd 5.5%°Ith L Bl A
713 Bk ‘"é&xﬂ.gi AT57HeE 0.39%, THddT S7H2 (-)0.079%,
&2 3

3.8%, PG ¥F 32.3%, AXY TP

(Table 4) Descriptive Statistics

Sample

Variable . Period | Mean | SD Min | Max

size
RD, 288 12000~2017|0.278 | 0.139 | 0.002 | 0.701
Local tax ratio (%) 288 2000~2017| 26.0 | 11.5 | 8.6 | 56.5
Self-revenue ratio (%) 288 |2000-2017| 63.6 | 15.1 | 38.8 | 96.1

Local share tax per capita (million Won) 288 12000~2017] 0.696 | 0.698 | 0. 000 | 2. 927

FEqualizing scale of LCT per capita (mill
duaiizing scae 0 per capita (million | 0|10 0017] 0,025 | 0.035 |-0. 061 0. 063

Won)

Nominal GRI growth 272 12001~2017] 0. 055 | 0.034 [-0.056| 0. 157
Industry composition 272 12001~2017| 0. 005 | 0.018 |-0.036] 0. 060
Population growth (%) 272 12001~20171 0. 389 | 0.944 |-2.470] 3.839
Net inflow population growth (%) 272 12001~2017|-0.079]| 0. 847 |-2.961| 3. 341
COLLEGE ratio (%) 288 |2000~2017| 33.8 | 9.2 | 14.1 | 55.1
Share of regional FCF in GRDP (%) 288 12000~2017| 32.3 | 5.6 | 18.1 | 46.3

Share of regional VA in manufacturing (%) | 288 [2000~2017| 30.5 | 16.8 | 2.8 | 73.7

Note: The GRI, local share tax and local consumption tax are based on unchanged prices using
CPI (Consumer Price Index) across nationwide or metropolitan cities/provinces.

15) HA FEFE 2000-201792 28870 (=18x16) ©] a1, 2001-2017dL 27270 (=17x16) ©] Tk, th
g AanA 9] 734 2010 Al Eo] B AJAIF ] 81 (2010-2017d) S.® FESE 128
7N (8x16) < &=ttt
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(Table b) Correlation Coefficients
(a) 2000 ~ 2017 (n = 288)

Local share
. Local tax |Self-revenue .
Variable RD;, . . tax per capita
ratio (a) | ratio (b)
(0)
) -0. 050 1. 000]
Local tax ratio (a)
(0. 40)
0.091 0. 896 1. 000
Self-revenue ratio (b)
0.12) (0. 00)
Local share t i (© -0. 290 -0.793 -0. 863 1. 000
ocal share tax per capita (c
per e (0. 00) (0. 00) (0. 00)
. -0. 400 -0. 682 -0.821 0.915
a*c
Fiscal decentralization index (a, b) (0. 00) (0. 00) (0. 00) (0. 00)
xFiscal gap narrowing device (c) -0. 310 -0. 804 -0. 855 0.987
b*c
(0. 00) (0. 00) (0. 00) (0. 00)
(b) 2010 ~ 2017 (n = 128)
Equalizing

Local tax |Self-rev >
Variable RD,, oc.a S .re\enue scale of LCT
ratio (a) | ratio (b) )
per capita (d)

, 0.275 1.000
Local tax ratio (a)
(0. 00)
) 0. 243 0.962 1. 000
Self-revenue ratio (b)
(0.01) (0. 00)
S e of LCT i () 0. 028 -0. 823 -0. 854 1. 000
ualizing scale o er capita
e per e 0.7  ©o)|  ©.00
” 0.150 -0. 659 -0. 666 0.922
a
Fiscal decentralization index (a, b) (0. 09) (0. 00) (0. 00) (0. 00)
xFiscal gap narrowing device (d) 0.118 -0.726 -0. 747 0.974
b*d
(0.19) (0. 00) (0.00) (0. 00)

Note: p-values are reported in parentheses.
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(Table 6) Regional disparities and fiscal decentralization (2001~2017)

Dep. Variable : RD;, FE(1] FE(2) FE(3) FE(4)
Local tax ratio CO5) 0,00
(-4.93) (-1.48)
Self-revenue ratio G005 0,010
(6. 69) (-0. 06)
-0.077 0.020 -0. 095 0.025
GRI growth (-0.38) (0.21) (-0. 49) (0. 26)
Industry composition 0.162 0.221 -0.679 * 0.137
(0.42) (0. 40) (-1.95) (0. 25)
1 0.606 *** | -21.373 *** -0.234 ***| -21.804 ***
(8. 88) (-5. 40) (-3.08) (-5.31)
Year dummies frvalue 9.2 0.4
(p-value) (0. 00) (0. 00)
Region-specific linear F-value 48. 4 48.1
time trends (p-value) (0.00) (0. 00)
Sample size 272 272 272 272
Num. of 4 16 16 16 16
Rf, 0. 096 0. 865 0. 158 0. 864
sz 0.001 0.048 0. 000 0. 051
ROQ 0. 000 0.023 0.011 0. 025
Xx? 29.1 181.4 30.6 181.2
Hausman test
p-value 0. 000 0.000 0. 000 0. 000

Note: GRI is based on per capita and unchanged prices using CPI. t-values are reported in

* %k * %

parentheses. , **, and * indicate significant at 1%, 5%, and 10%, respectively.

(Table 6y W=,
91913 GRIS] A9 A
Ui, A Hlede FH+) 9 T&ﬁﬂ% FAshe Hoz
WA oiE] 2 Bl
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(Table 7> Regional disparities, local tax share and local share tax (2001~2017)

Dep. Variable :

D, FE() | FE() | FE(7) | FE() | FE(©) | FEQ0) | FE(11)

-0.003* -0.001 -0. 001 -0. 000 -0. 001 -0. 001 0. 000
(-1.66)  |(-0.69)  |(-0.48)  |(-0.22)  |(-0.42)  |(-0.31) 0.13)
Local share tax per | ~7-220* | -3.914

capita (B) (-1.94) (-0. 98)
-0.498** | -0.583*** | -0.490** | -0.556** | -0.464** | -0.391*

Local tax ratio (A)

A*B
(-2.19) (-2.77) (-2.25) (-2.52) (-2.07) (-1.78)
Populati h -0.012
opulation grow
pranon & (-1.59)
Net inflow population -0. 003 -0. 002 -0. 001
growth (-0.42)  |(-0.25)  |(-0.19)
. 0.005** | 0.004*
COLLEGE ratio
2.11) (1.72)
Share of regional -0. 001 -0.001
FCF in GRDP (-0.51) (-0. 88)
Share of regional VA -0. 006 ***
in manufacturing (-3. 46)

0.035 0.014 0. 004 -0.013 0.003 0.023 0.035

(0. 36) (0.15) (0.04) (-0.14) (0.03) (0.25) (0.38)

0.349 0.397 0. 346 0.274 0.334 0. 290 0.691
(0.63) 0.72) (0.63) (0.50) (0.61) (0.53) (1. 26)
S17.85FFF | S11.63%% | -12.20%% | -10.75%% | -11.76** | -13.32** | -16.34***
(-4.12) (-2.26) (-2.38) (-2.08) (-2.25) (-2.46) (-3.05)

GRI growth

Industry composition

1

Sample size 272 272 272 272 272 272 272
Num. of @ 16 16 16 16 16 16 16
R’ 0.867 0. 870 0.870 0.871 0.870 0.872 0.879
R? 0.047 0.047 0.049 0.047 0.049 0.053 0. 040
R? 0.023 0.023 0.024 0.023 0.024 0.026 0.019

X2 172.0 164.6 165. 1 163.7 163.5 161.9 164.9
p-value| 0. 000 0. 000 0.000 0.000 0.000 0.000 0. 000

Hausman test

Note: GRI and local share tax are based on per capita and unchanged prices using CPI. t-values
are reported in parentheses. ***, **, and * indicate significant at 1%, 5%, and 10%,
respectively. The test results for time-fixed effects and region-specific linear time trends

are omitted.
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A APA HEF 191 HgatAle] wakke A1 3 Al Azpell & (o)
o] FEFE Al AR FAET ((Table 7] FE(T-FE(11) #x).16) o] B¢

AAIY hE] AEA] B2 2] 3F ARl AR G mARE e AL

= 153
2 FAEch ol AAY o) ARA vlge] szt A 2 Ae Fele
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78T, 1907 ALARA @93} R 1909 GRIO] A1 3F Aol SAACR
o3 BAE I e Aoz EAET (Table 8] FE(12) 3=x). ZE] ]
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(Table 8) Regional disparities, local tax share and local consumption tax (2010~2017)

Dep. Variable :
RD.

it

FE(12) FE(13) FE(14) FE(15) FE(16) FE(17) FE(18)

-0.003 -0.004 -0. 004 -0. 004 -0. 004 -0. 004 -0. 005

Local ta raio (A) 1 ) oo 11 300 1o9)  |(L19)  |(L20  |(L19)  |(-149)

Equalizing scale of | 210.1 8.3
LCT per capita (B) |(-1.55) (0. 45)

-12.15%* | -10.73*** | -10. 48 *** | -10. 31 ***| -10.33*** | -10. 79 ***

AB (-2.52)  [(-2.96) |(-2.86) [(-2.82) |(-2.79)  |(-2.94)
Population growth 0.005
(-0.51)

Net inflow population -0.011 -0.010 -0.007

growth (-0.92  |(-0.90)  |(-0.62)

. -0. 001 -0. 001

COLLEGE ratio (0.20) (0.3

Share of regional -0. 000 -0. 000

FCF in GRDP (-0. 14) (-0.03)

Share of regional VA 0. 005

in manufacturing (1. 62)

0.036 0.043 0.037 0.032 0.031 0.029 0.035

GRI growth (0.39) 0. 47) 0. 41) (0. 36) (0. 34) 0.32) 0.38)

0. 069 -0.093 -0. 044 -0. 087 -0.118 -0.123 -0.023

Industry it
NI COmPOSEON) (19 |(0.16)  [(0.08  |0.15)  |(0.200 |(-0.2)  |(-0.04)

. -28.06** | -4.82 -8.02 -4.66 -1.14 -0. 06 -4.77

(-2.49) (-0.34) (-0.65) (-0.34) (-0.08) (-0. 00) (-0.29)

Sample size 128 128 128 128 128 128 128
Num. of i 16 16 16 16 16 16 16
R? 0.854 0. 865 0. 864 0. 865 0. 866 0. 866 0. 870

R? 0.018 0.051 0.052 0.053 0.056 0. 054 0.032

R? 0.015 0.042 0.043 0. 044 0. 047 0. 044 0.027
Hausman = X2 10.8 3.0 76.3 73.7 72.5 69.2 69. 4

test p-value | 0.029 0.558 0.000 0.000 0.000 0.000 0. 000

Note: GRI and local consumption tax are based on per capita and unchanged prices using CPI.

t-values are reported in parentheses. ***, **, and * indicate significant at 1%, 5%, and

10%, respectively. The test results for time-fixed effects and region-specific linear time

trends are omitted.
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A7 BEAA Fode GAut 1913 HEwRA7l 245 1919 GRIS] A9 7+ 7
b= Hasle Ao R BEAETH((Table 99 FEG) #x). 2y 244 )
4

AAFY Mg A 3} ARG FAROE el WAS HlFA ger,

(Table 9) Regional disparities, local self-revenue share and
local share tax (2001~2017)

Dep. Variable * | ooy | pp@e) | FEM | FEG) | FEG) | FEQO) | FEGD)

RDI t
Self-revenue ratio | -0.000 -0.000 0. 001 0. 001 0. 001 0. 001 0. 001
(&) (-0. 26) (-0.09) (0.98) (0.98) (0.67) (0.93) (0.87)

Local share tax per | 6. 747 | -5.929
capita (B) (-1. 80) (-0.98)
-0.019 -0.100 -0.100 -0.092 -0. 067 -0. 055
(-0.17) (-1.51) (-1.51) (-1.36) (-0.98) (-0.83)
-0.019*** | -0.019 ***
(-2.59) (-2.59)
Net inflow population -0. 009 -0. 007 -0. 005
growth (-1.35) (-0.97) (-0.72)
0.006** | 0.005**
(2.53) (2.03)

A'B

Population growth

COLLEGE ratio

Share of regional -0. 001 -0.001
FCF in GRDP (-0.70) (-1.04)
Share of regional VA -0. 006 ***
in manufacturing (-3.68)

0.040 0. 040 0. 006 0. 006 0.033 0.050 0.057
(0.42) (0.42) (0.07) (0.07) (0. 35) (0.53) (0.61)

0.255 0. 264 0.195 0.19 0.239 0.172 0.635

(0. 46) (0.47) (0.35) (0. 35) (0. 43) (0.31) (1.14)
-18.36 | -18.40*** | -15.54 *** | -15.54***| -17.42*** | -18.49*** | -20. 96 ***
(-4.07) (-4. 06) (-3.41) (-3.41) (-3.76) (-3.88) (-4.48)

GRI growth

Industry composition

1

Sample size 272 272 272 272 272 272 272
Num. of 4 16 16 16 16 16 16 16
R? 0. 866 0. 866 0. 869 0. 869 0. 866 0.870 0.878
R? 0. 050 0.051 0.051 0.051 0.052 0.058 0.042
R? 0.025 0.025 0.025 0.025 0.026 0.028 0.021

Hausman X2 169. 6 164.5 166. 9 165. 8 164.3 163. 4 166. 2
test p-value | 0.000 0. 000 0.000 0.000 0.000 0.000 0. 000

Note: GRI and local share tax are based on per capita and unchanged prices using CPI. t-values
are reported in parentheses. ***, **, and * indicate significant at 1%, 5%, and 10%,
respectively. The test results for time-fixed effects and region-specific linear time trends

are omitted.
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(Table 10) Regional disparities, local self-revenue share and
local consumption tax (2010~2017)

Dep. Variable * | wp oy | ppug) | FEQW) | FEGS) | FEGE) | FEQT | FEOS)

RD;,
Self-revenue ratio | -0.000 0.005* 0.001 0.001 0.002 0.002 0.002
@A) (-0.03) (1.77) (0.43) (0. 56) (0.67) (0. 66) (0.75)

Equalizing scale of | ~208.7 799.6***
LCT per capita (B) |(-1.50) (2.82)

-17.29%** | -6.410*** | -6.439*** | -6. 288 ***| -6.286*** | -6.490***

AB (-3.99) (-3.13) (-3.15) (-3.08) (-3.04) (-3.15)
. -0.011
Population growth (1,19
Net inflow population -0.015 -0.015 -0.013
growth (-1.30) (-1.29) (-1.09)
COLLEGE ratio 70.001 ] -0.001
(-0.16) (-0. 26)
Share of regional 0. 000 0. 000
FCF in GRDP (0.08) 0.19)
Share of regional VA 0. 005
in manufacturing (1. 46)

0.041 -0. 064 -0.021 -0. 032 -0. 027 -0.030 -0. 025
0.43)  |(-0.69)  [(-0.22  [(-0.34)  [(-0.29)  [(-0.31)  |(-0.26)
0.048 0.373 0.258 0.182 0.170 0.173 0.268
(0.08) (0. 66) (0. 44) (0.31) (0.29) (0.29) (0. 45)
-34.30*** | -14.60 -26.59** | -18.65 -17.46 -18.02 -24.89
(-2.73)  |(-1.16)  |(-2.16)  |(-L.31)  |(-L24)  |(-1.14)  [(-1.52)

GRI growth

Industry composition

1

Sample size 128 128 128 128 128 128 128
Num. of 4 16 16 16 16 16 16 16
R? 0.853 0.876 0. 864 0. 866 0.867 0.867 0.871

R} 0.014 0. 066 0.051 0. 056 0.057 0.057 0. 036

R? 0.011 0.054 0.042 0.046 0.047 0.047 0.029
Hausman = X° -4.2 14.1 76.8 75.2 74.0 71.0 70.7

test p-value | 1.000 0.007 0.000 0.000 0.000 0.000 0. 000

Note: GRI and local consumption tax are based on per capita and unchanged prices using CPI.
t-values are reported in parentheses. ***, **, and * indicate significant at 1%, 5%, and
10%, respectively. The test results for time-fixed effects and region-specific linear time

trends are omitted.
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The Effects of Fiscal Decentralization on

Regional Disparities*

Jae Myung Han™*

Abstract

The purpose of this study is to investigate the effects of fiscal
decentralization on regional disparities and to analyze the role of various fiscal
equlization systems in this process. For this purpose, panel analysis was
conducted on the impact of various decentralization indicators on the regional
disparity of GRI per capita and the role of various fiscal equlization systems.
The increase in the ratio of local tax or the ratio of self-revenue to local
revenue, which is an indicator of fiscal decentralization, can indirectly
contribute to narrowing regional disparities in combination with the local
consumption tax equlization system. This suggests that fiscal decentralization,
if harmonized with current fiscal equlization systems, could contribute to
narrowing regional disparities.
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