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Analyzing the Effects of an Autonomous District’s Own Revenue on
Intergovernmental Grants in Korea*
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ABSTRACT : The paper analyzes empirically the effects of an autonomous district's own revenue
on intergovernmental grants in Korea. Its purpose is to present a reason why autonomous districts
depend heavily on the upper-level governments fiscally and are reluctant to raise their own revenues.
Summing up the empirical results, an increase in an autonomous district’s own revenue will decrease
all kinds of transfers from the upper-level governments. Secondly, we show that while the effect
of an autonomous district’s own revenue on transfers from metropolitan city governments is different
between Seoul and other cities, its effect on transfers from the central government is not different
significantly. Thirdly, the national subsidy is the most effective grant for fiscal equalization among
the districts of the cities except Seoul. Fourth, the city governments are more influential than the
central government for fiscal equalization among the districts in Seoul. The final and most important
result is that the increase in a district’s own revenue could be more than offset by the decrease
in its transfer revenues in total. It implies that we need to reform the intergovernmental transfer
system to provide autonomous district governments with an incentive to raise their own revenues.
Key Words : autonomous district’s own revenue, intergovernmental grants, fiscal equalization
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