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20) “Although equalizing aid can sometimes be justified in part on efficiency
grounds, we focus on its primary function, namely, to achieve equity
objectives.” Ladd and Yinger(1994).
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22) “A horizontal fiscal imbalance occurs when two local authorities seeking to
have similar service level find that they would need different tax rates,”
Council of Europe(1897, p. 55).

23) “Local fiscal condition refers to the ease or difficulty a local government
faces in providing a standard package of public services at a reasonable
tax rate or tax burden on its residents.” Ladd (1994, p. 21).



58

Aoz FAEHA FHipska vk e Al Al gRE o]}
Fhpof oleiMe 2% 7] wfite] Al&o] Ax}rL wzAl Alrpghel A}
2 on3ixlE et A4d Tibout 289 ao|A] =2 Aol A&l
12011 419 Be] Al&o] 0.5%°] A AA 2] Ml5he @3] BAY
o] t] ETH(zHzt 209H9), 50%491). el AXelw} BRIl S 2
FFFS Y & 22199 2089)), A4Ye] 482 1%°]1 B
XA ML 0.2%= SolR =]yt 3715 A% F0l )} Bx]o e
TYUET FEMHLE et A ARERS slal gt wEbA 8lE
A& Az duete Mlfvto] 28 Ffolls i Fo s wajo] ¥
AEIQqukaL 8] F4% 5 oh

ol Wtabar, Aol Al A Reks 971ek gioll= Coun-
cil of EuropeX§] Hh £l AMirigradio] ohe} =)ol Al8THSs:
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24) “What is the maximum amount of revenue the city could raise if it
imposed a standard burden (defined as a percent of resident income) on
city residents?” Ladd{1994, p. 26).
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{Abstract)

The Structure of General Grants and Policy
Recommendations

Kim, Junghun

General grants are subsidies from a central government to local
governments, based on the difference between basic local needs and
basic local revenue. General grants, which can be found in almost
every country, are especially important to Korea’s local
governments. The fact that the total size of the grants is determined
by law makes them a stable source of revenue for the local
governments. This stability however has also become a handicap in
the local public finance systems, because it promotes inefficient
behavior by the local governments. This report examines in detail
the structure of general grants and discovers that the current struc-
ture of general grants can lead local governments to behave
inefficiently. Therefore, it is recommended that general grants be
made more neutral with respect to local governments’ allocation of
their budgets.

The main policy recommendations in this report can be
summarized as follows. When calculating the basic needs of local
governments, the current method uses such variables as the number
of local officials and districts under each local government’s control.
This is certainly problematic since local governments can increase

the amounts of the general grants they receive by inefficiently in-



creasing their numbers of officials or districts. Therefore, it is
recommended that any variables which can be strategically
manipulated by local governments be excluded from the formula
used to determine basic needs. When calculating the basic revenues,
the current method only applies 80% of the local tax revenues.
Clearly, this method only partially reflects the fiscal capacity of local
governments and makes the central government’s subsidies less effec-
tive as equalizing grants. This report recommends the use of a more
accurate calculation of basic revenue by increasing the rate from

80% to at least 85%.
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