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[Abstract]

Fiscal disparity problems are common in metropolitan areas all over the world, The
Seoul metropolitan city, as other big cities, shares the same problem. However, a local
autonomy system in Korea, which had been reinstated from March 1991, contributes
to the fiscal gap among local governments, The Seoul metropolitan area consists of 25
basic units of local governments which are called districts, Each district has autonomy
with which they can exercise legislative, administrative, and orzanizational power
including independent financial power. After 10 wyears of practicing the local autonomy
system, the fiscal disparity problem has risen to the surface in the city of Seoul.

To alleviate the problem of fiscal disparity the city of Seoul has proposed an
exchange of tax base betwesen the Zeoul metropolitan government and the district, The
proposed tax base of the city iz a tobacco consumption tax and an aggregate land tax
of the district. The share of the aggregate land tax revenue waries among 25 districts,
whereas the wvariation of the tobacco consumption tax tevenue is relatively small
Howewver, those districts which have high land prices have been opposed to the idea of
exchange the tax base,

Therefore, this paper Investigates the problem of fiscal disparity in the Seoul
metropolitan area and proposes a solution by introducing the aggregate land tax base
ghared between the Seoul metropolitan government and the district o liew of
exchanging the tax base.

I. Introduction

The Seou] metropolitan government is facing a problem of fiacal disparity
among 25 basic units of Jocal mowernments within its boundary {technicallv,
these units are called “Gu howewer, the term “district’ wil] he used in this



paper). It is not an uncommon problem as a metropolitan gowernment to
encounter this problemtCrfield, 1997). Howewer, a local antonomy system in
Korea which has heen reinstated from MMarch 1991, contributes to a higger
fiscal gap among local governments. The local antonomy system grants Jocal
governments with independent legislative, administrative, organizational
power, and most important of all, independent public financial power of Jocal
governments. Local public finance has been largely neglected in Korea, but has
now come to the fore in the wake of the reinstatement of the local autonomy
statem. It implies that the Seou] metropolitan government has a limitation of
contro] ower fiscal matters on the hasic units of Jocal governments. This is why
the fiscal gap has heen growing among districts. It is about time to implement
a new paolicy in order to alleviate the figca] imbalance prokhlem which has risen
to the swface in the Seon]l metropolitan government after 10 years of
practicing Jocal autonomy system.

Zeoul, the capital of Korea, is the center of most areas such as politics,
economy, education, culture, etc. It canses more fiscal problem than any other
metropolitan governments throughout a2 country. Although the area of Seou] is
only 0.6% of the entire country, Seoul has a population of 10,373,234
individuals and 3,458,511 households which accounts for about a quarter of
the total national population. Therefore, as a leader among Jocal governments,
the Seoul metropolitan government plavs an important role.

Harmonization of the efficiency and the equity issue to improve one’s welfare
is an important criteria for puablic finance although the two principles conflict
with each other. Fiscal decentralization after the reinstatement of the Jocal
autonomy system impacts the progress toward the efficiency but somewhat
neglects the pertinance of equity, even though it is a common phenomena. The
upper level government desires to alleviate the fiscal disparity in order to
improve equity. Howewer, it not only will weaken the accountahility of lower
leve]l government but also weaken local mowvernment’s autonomous power.
Special caution should he paid when upper leve]l government egualizes the
fiscal disparity among Jlower Jeve] governments.

There are two ways of alleviating fisca] disparity in Seoul metropolitan area.
Jne iz an enlargement of grants so that transfers are sufficient for the fiscal
demand of each digtrict. The Seoul metropolitan governments may prefer this
method if it is allowed to increase the amount of grants to equalize the fiscal

imbalance among 25 districts. Mevertheless, it mavy wealken the accountability
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of local gowvernments due to their dependence on grants rather than their own
source of revenue. The secorn]l wawy of alleviating fiscal disparity would Le
sharing the tax hase hetween Seou] metropolitan gowvernment and districts.
Although it iz not a direct way of equalizing the fiscal imbalance, the reform
of tax base mavy hawve 2 secondary effect if tax bases are restructured in a way
that is desirable to all relevant parties. It iz an efficient way of decreasing
figcal disparity since auntonomous power is still given to the district. Since the
gecond  strategy iz more efficient than the first with respect to the
accountakility of local gowernment, this paper will focus on restructuring the
tax base to alleviate the fiacal disparity in the Seou] metropolitan area.

The organization of this paper iz as fo]lows. Section 11 describes the
composition of revenne and structure of tax system in Jocal sovernment.
Section 111 explains the fiscal problems in Secul Metropolitan Area along with
the structure of Jocal governments and thelr characteriztica. Details regarding
fiscal problems within 25 districts, especially the fiscal disparity issue are
discussed. Section IV discusses the restructuring of the tax hase in terms of
the tobacco consumption tax and the aggregate land tax, and recommendation
relating to the issue of the fiscal disparity. And the last Section is comprised

of the conclusion of this paper.

I. Revenue Structure of Local Government

Composition of Revenue

The revenue of the metropolitan government consists of tax revenue, non-tax
reverme, shared tax, city shared tax, national subsidy, and local bhorrowing.
The local tax revenue purely relies on the collection of local taxes, which are
the most important and fundamental financial sowrces of Jocal rewenue. There
are 17 Jocal taxes in Korea, 4 ont of 17 are for the district and the rest are
for the metropolitan government. The non-tax revenues include warious local
revermies such as charges and fees other than those catergories mentioned
abowve. The non-tax revenue vwaries depending on the collection of the
temporary non-tax revenue. The size of nontax revenne as of 2000 is
2 485 780 million won with its share in total local revenue at 22.6%. The
shared tax is basically a general srant from the central government. The main

purpose of shared tax is to minimize the fiscal gap among local governments.



The Seounl metropolitan gowernment is one of the non—recipient Joca]
governments for the shared tax rewenue becaunse of its capacity to financed
iteelf. Although the characteristics of city shared tax are similar to a shared
tax, the city shared tax reverme is for the allocation of grants to the city's
subordinate Jocal gowernments in order to support the basic needs of local
governments. The national subsidy iz a specific grant from the central
government. The purpose of the national subsidy iz to meet the specific needs
of hoth central and Jocal gowvernments. The national subsidy has wvarious
matching fund tools that are wsed depending on the fiscal capacity of the local
governments. The Jast category for the rewvenue structure iz a Jocal bhorrowing.
Local governments horrow money for capita] inwestment. Local horrowings take
the form of either an issnance of local hbonds or money horrowed directly from
the public and/or private sectors.

The revenue structure of the district is similar to those of Seon]
metropolitan government. Takle 1 shows the share of each category and the

propotion to the total revenue. The data shown helow is the collected amount

in the figcal year of 2000.

Tahkle 1., Revenus of Local Goveenment in Ssoul

fupit © million Won, %)

total City oistricts PEICEnt AGE

total 10, 985 036 f.000, 325 3,808,711 100, 00

tex revenue B 204 199 5,360, 465 BA3 T34 B 41
non-tex rewenus 2 485 760 1,288, 807 1,246 043 22 Bl
shared tax 10,551 9,403 1,068 0.0
city shared tax 1,570,148 - 1,310,148 11,81
neticnal subsidy BEE, BEE 384,310 BE4 B25 8.5
locel borrowing 15,440 6240 13, 200 017

souree: http:/fmetro.ssoul kr

Mot ]ike other metropolitan governments in Korea, the Jargest share is from
local taxes{Hf 4% in Seoul. The tax and the non-tax rewenues are the own
sources of rewenue for the local government. It would he ideal for a large
share of revenue in local government is bhorne from its own sources. Seoul

metropolitan government iz an exception hecause it is one of the very few local
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governments in Korea that doesn’t need financial help from the central
government. MNevertheless, only & ont of 25 districts in Seoul metropolitan
area have a larger tax revenue than the revenue from the rcity shared tax,
which is hasically a genera]l grant {from the city. Thiz means that most of basic
units of local governments in Korea hawe to rely on grants from the

upper-leve]l governments. The detailed information can be found in Tahle 2.



Tahle £, Compoeition of Rewenus among 25 Disteicte

{Unit © Milliap wan)

Ci=iricd Tedel Loczl 1gx | Morrizs |Shared ax i ilarad gﬁggﬁ Borraiwing

Tzl 10,998,036 6,204,199 | 2 485 7E0| 10557 | 1,310,743 | 983,938 | 18440

= & f,999,326 |5 360 4651 238,817 8493 = 38430 | 5240

Giu folzl 3,008,707 | B43,734 |1 245043 1,088 [ 0,390,048 | 584,628 | 13200
Dobong—au 167080 | 14,037 65,445 - §0.978 oy A0 -

Congdzemurou | 159,192 | 29,374 28,014 44 58,855 21 699 8200
Domgjz: k- 160,079 | 20987 | 48876 2 63,968 16,038 -
Eunpveong-ou 155,005 | 17138 | 4412 - 70,22 23 543 -
GiEngbuk-gu 136,613 | 13,307 26,448 420 68,376 28 067 -
Gizngdong—ou 133,774 | 25.Bad 33,085 - 52,108 16 870 -
(EHEnaneE m-ou 8B4,213 | 138,840 | 103,782 - 1 A4TE 20,043 -
Gizngsac-ou T AT 34,683 47 619 3 B0, 711 34 B56 -
Geumcheorgu 121,076 | 16,624 30,174 20 56,227 18129 -
Gurorgu 150,003 | 2370 | 44,705 40 56,327 27877 -
EwEnzk-ou 1F0ATE | 19,340 47,7159 ] 74,850 36124 -
Giwenolir—ou 120,185 | 21,674 28,32 ib 55 463 4 737 -
Jonanenuy 146,482 | 43488 | 40877 200 33,524 418,383 -
Jung-ou 61,782 | FF7E0 £3,879 - 4 460 15 B4 -

Jungnzng—au 153,211 | 15,550 33,850 "l 67,980 3071 5,000
h paortu FTIE | 2AT4B B, 639 - £2,240 22 A0 -
Mowvoregu 180,650 | 20,847 64,440 o7 73,334 40809 -
Sacchermu 43,853 | 70,903 59,134 - ‘I 236 12 378 -
Saodasmurrou T8 | T TO7 | 48,785 - 66,248 24 778 -
Saongbuk-gu 181,073 | 21070 3,570 &35 67,380 28209 -
Ssongdong—gu 157726 | 18,045 | 48,030 13 62,580 28 048 -
SONLREOL 175,847 | 65,188 68,627 28 36,856 21 247 -
Yanochaorou 47,628 | 20,830 52,107 - 56,075 18,708 -
‘feongdeurgpogu| 169,542 | 60,589 67,240 - 30,658 21,044 -
fOng sy 41,608 | 26,747 | 45,830 3 54,903 17,005 -

source. http:/fmetro.secul. kr
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Structure of Local Tax System

There are 17 Jocal taxes that are levied by the local sowernments. Thirteen
laca) taxes Lelong to the Seon] metropolitan government, whereas 4 local taxes
are assigned to the districtl?. City taxes include acguisition tax, registration
tax, leisure tax, fire facility tax, regional development tax, inhabitant tax,
automobile tax, farmland tax, buatchery tax, tobacco consumption tax, city
planning tax, |ocal education tax and fue] tax. On the other hand, the district
levies property tax, aggregate land tax, license tax and husiness tax.

A large part of the tax revenues in local governments are heawily reliant
upon property taxes, whereas income and consumption taxes are major sources

Arcording to Takle 3, the

percentage of income tax and consumption tax for the Seoul metropolitan

of tax revenue for the central government.

government counts as 25.51%, and 12.458%, respectively.
With the exception of others, the remainder of 60.83% iz collected as

property related taxes.

Takle 2, Souwrces of Local Tax Revenus(Esoull

(Unit : Million waop, 26)

District Total Incomme Consurnption Froper ty Cthers
Fevenue B, DED, D36 1,645 0013 THE B34 3. 6EE, 233 71,006
Fafic 100, 00 25 5 12 48 B0.B3 1.8

note! income tax: inhabitant tax, farmland tax, business tax
consumption tax: leisure tax, tobaceo consumption tax, fuel tas
property tax: property tax, agsresate land tax acquisition tax registration
tax, antomokile tax, city planning tax fire facility tax
athers: license tax, regional development tax, butchery tax local education tax

. Fiscal Problems in Seoul Metropolitan Area

Characteristics of Seoul Metropolitan Area

There are two tiers within local governments in Korea. The first tier consists

1) The combination of local tawes iz different for the province and city/county local
governments. Eight local tawes beloneg to the province and nine taxes to the city/eounty
local governments,



of the upper-ewve] local gowernments which are 16§ counting Seounl metropolitan
government, and the second tier iz made of 232 lower-evel governments.
There are 25 districts of Jower-level gowernments in the Seoul metropolitan
area. DMNot Jike other metropolitan gowvernments, the Seonl metropolitan
government mmust deal with complexities of unigue problems and difficulties
gince one fourth of the national population resides in Seoul.

The Hangang River in Seoul bisects the city into two parts, northern and
southern Seoul. Before the Olympics in 1988, the northern part of Seoul used
to he a center for business, and people preferred to live in northern part of
the Hangang Howewer, the sitnation has changed slowly, and today most
citizens want to live in the southern part of Seocw] if they can afford to pay for
housing rent which has skyrocketed since 1390z, Because of the |arge demand
for honsing in the southern part of Seoul, the gap of land prices bhetween the
north and the south has mrown. Az a result of this gap, those districts
belonging to the south hawve become wealthier and those in the north have
grown poorer. This is understandable since over &0% of the district total tax
reverme collected is related to the land.

Takle 4 presents the population and the area in each district. Seocul had =a
population of 10,331,244 as of the end of year 2001, and the area of Seoul]
was 605 80k in 2000, Among 25 districts, the largest is Seocho-gu and the
smallest is Jung—gun with an area of only one fifth of that of Seocho—su. Five
out of the 25 districts hawve more than 500,000 residents. Songpa-su has the
largest population of 658,242 On the other hand, Jung—s=u has a population of
only 146 335 Since Jung—eu is a commercial building district, there are more
people during daytime than at night.

Tabhls 4, Population and fwea of 25 Diesteicte
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District Fopulation | Areald) District Fopulation | Arcelkd)

Total 10,357,244 | B05E0 | Jongno-gu 187 038 253
Dobeong-gu 52,318 20,82 | Junggu 146,336 RN
Deongdaemun-gu 383,822 1427 | Jungneng - 448 DG 1851
Dongiak-gu AD7 T3 16,35 | Mapo-gu BEE 105 2387
Eunpyecno-gu 4fh, 242 28.72 | Mowon-ou B45.615 3545
(Zenohuk-cw BR2 Y 25651 Seocho-gu 307 DR 47 14
(Eangdong g 480, HE5 24 568 | Seodeemun-cu 5316 17 Bl
(Zenoner-ou H46, 0S8 265 | Seonobuk-gu 463 617 24 66
(Zangseo-Gu 523,642 41,38 | Seongdong o 343 471 1684
Zeumchecn-gu 263, 061 1300 | Sengpea-gu BOE, 242 33,55
(Zuro-gu 417, 453 2011 fangchecn-gu 486,085 1747
Gwanak-cu 520,747 2856 | Yecngceundpo-gu ADE L20 24 86
zwensiin-giu 280, Gl 1706 | Yongsan-gu 260,550 21,87

soree. hitp:/fmetro.seol kr

Fiscal Problems

The most serions fiscal problems in Seonl metropolitan area are the fiscal
disparity and the low ratio of self-generated rewenue. The |atter problem is
common throughout the country, but the former prokblem is more serious in
Seoul. There are sewvera) reasons for the fiscal disparity but the skyrocketed
land prices in the late 80z and early 20z play an important role in the
widening of the gap. Another reason could be the main source of tax rewvenue
for the local government is the property related taxes. The land walue in Seonyl
iz extremely high in comparizson to other regions and its wariation among
districts is highly inconsistent. As a result of this fact, those districts with an
increase in Jland walue hawve hecome more affluent than those that hawe
remained the same. This is one of reasons why the filacal gap has grown wider
in Seou] metropolitan area.

The percentage of the Jow ratio of self-generated rewenue in the Jocal

government is as seriows as that of fiscal disparity. To increase efficiency, the



autonomous  local movernment showld encourze  fiscal  decentralization by
increasing the share of self-generated reverme. Howewver, upper Jeve]
governments tend to increase the allocation of grantz thereby emphazizing the
fiscal ineguity instead of hroadening the tax bases for lower lewe]l governments.

The Seocul metropolitan government is one of the few local governments that
does not receive general grants from the central zovernment hecause of its
gelf-financed fiscal capacity. Mewverthelesa, most of the sobordinate local
governments in Seowl hawe Jow ratios of selfgenerated rewenue. The ratio of

self-generated revenue in 25 districts is shown in Table 5.

Takls 5, Ratio of Sslf-GConsratsd Hevenus

(Unit © %)

District Featio District Fatio

Totel Averace g5 & Gwengiin-ou A0 6
Seoul 047 Jongno-il TH&

(U AVETBCE o4& Jung-gu LT
Dobong-gu 200 Juncnenc-ou ]
Dlonsieernun -cu ah b Mapo-gu 461
Dongiek-gu 43,7 Moo n-giu bt B
Eunpyecng-gu oeE Sencho-gu L2 B
Ganchbuk-gu gE. B Seodaemun-cu A3 6
Gangdong-gu 465 3 Secnghuk-gu A5 7
Gengnem-gu Bh 4 Senng donggu 4z 2
engsen-GU 47 2 Songpe-guy 70
Geumcheon -G 40.8 ‘Fangoheon-cu G2
(ZUro-gu 460 B 0N Sl N GEPo-GU ]
Gweneak-gu 4.0 DN SSEN Gl 638

Matz: The ratlo of self-gzenerated revenue iz caculated by dividing tax and nomtax
reverues by total budget in 2002,
Source: The Sumary of Lacal Goverpment's Budget in 2008, MOGAHS.

According to Table 5, only four{Gangnam-=n, Jung-ew, Seocho—gu, and
Yeongdeungpo-gu) out of 25 districts have ower 80% of self-generated revenue
to the total. Of the 25 districts, the percentage of own tax and non-tax
reverue in 16 districts is less than 50% of the total revenue.

Thus, it is impossible to expect them to hawe independent financial power.
Iost of the district budgets heawily rely on the city shared tax which is
basically a general grant from the Seon] metropolitan government.

Table & shows the coefficient of wvariation{CV), which is an egualization
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indicator, among 25 districts with and withont the city shared tax rewenue.
Without the general grant, the OV is shown on the Jast column as §.887. On
the other hand, with the general grant from the Seowl metropolitan
government, the OV is calculated as (.425. It means that by allocating the

general grant to the districts there is an alleviation of fiscal disparity by 36%.



Takle B, Comparieon of CY with and without the City Shared Tax
{Unit © Millien won)

District Total tax revenueia) | City shered tax(B) (a) -~ (B)
Total 3,088 71 1,810,148 2 BEE 565

Dobong-gu 167,080 59 BTE a7 a0e
Dlongoeennun-gu 1RD 1B B3 855 Q0337
Dongiak-gu 160,071 B3 068 BB 03
Eunpyecng-gu 166,005 N2z 84,703
Fanobuk-gu 136,613 fBE.376 BE 23T
Cengchon s-Gu 133,774 58105 TH BER
(Zangnen gy 264,215 1,478 262,735
(Zangsec-gu 17T 6T B0, 116, BE0D
Geurmnchecn-gu 18 T8 b6 227 fid Q45
(Zuro-giu 160,013 5,527 b3 6a2
Gwanak-gu 170,478 T4 860 b5 BZE
Ewangiin-gu 120,156 55 A6 B4 Gl
Jongncogy 146,482 oa.02d 12, BEE
JUng-gid 167, TR 4 460 16T, 332
Jungneng-ol 153,217 TR oh, 22

apc-gu 17773 B2 B4l 114,887
P oton - 180 5ER 73,334 16, 225
Seoch ooy 143 BEE 1,236 142 47
SeOCaEmUn-CiU 16T B9 BE,249 1,270
Seonghuk-gu 181,073 &Y BER 113,184
SEONgHong -G 167, T26 B2 650 Q5 137
Songpa-gu 175 047 36,856 158, D8N
‘Yenscheon-gu 147 528 B6OTE a1 453
Feonodelngp oGl 160, 542 o0, BoB 138,883
Y ONGEen -G 147,508 £ 803 Bl BBG
CW 0. 42480 0. BET40

source: http/ftax. seoul.go kr

Although it is wery difficult to perform in reality, the ratio of self-generated
revenue can be increased by restructuring the tax bases hetween goverments.
It iz alwavs guestionable when regarding optimal allocation of the scarcity of

reverme resources to all lewels of government. It has heen dizonssed often
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Letween the central and the Jocal sovernments as  well as  hetween
intermediate and basic wvnitz of local governments. In principle, allocation
should be made according to the sgervice that the government provides or
depending on the scope of externality. However, in reality, it is wvery difficnlt
to clearly identify functions or externalities between the levels of government.
Egpecially in Korea, since the central gowernment system has heen in practice
for a long time, most functions were controlled and directed by the central
government. Becanse of this fact, most functions are stil] exercised on the side
of upper lewel government. Thusa, it is imperative to clarify the serwvices of
each government leve]l. Although the central and local gowvernment hawve heen
working on this issue since the Jocal antonomy system has heen reinstated,
the refining process has not heen completed wet. The law for the transferring
the function from the central to Jocal governments wil] he mandated in 2003.
Ewven accounting for the lack of clarification of functions, the restructuring of
tax bases between governments has been delaved far too long. It could be seen
as though wpper levels of government did not seem to hawve an intention to
restructure the tax bases. The upper level of government may have an
incentive to increase the size of grants for lower-levels of government instead
of allocating the tax hases. If the upper level goes for with its plan, it would
deter fiscal decentralization and, in the long run, the local antonomy system
wil]l not Le established efficiently. Mo one denies that the upper-levels of
government should hawe grants to equalize the fisca] disparity for subordinate
governments, however, restructuring of tax bases should be considered first on

Lehalf of the establishment of local antonomy svstem.

The Role of the Metropolitan Government

The role of the metropolitan government is different from local sovernments
in the rural area even though both are in the same leve] of Jocal government.
Since the characteristics of a2 metropolitan area anach as density, and size of
area are different from those in the rural area, the role of gowernment in
metropolitan area should be different to meet the basic needs for its residents.
The jurisdictions in metropolitan areas especially in Seoul may not he
important, for its residents are heterogenecons and do not have strong
gentiments regarding their |ocal gowernments except that they are the citizen

of Seou]. On the other hand, the residents in rural areas are wery



homogeneous and are proud of region of which they helong.

This implies that local gowernments{districts) in Seoul may hawe a less
functional responsibility than that of the Seoul metropolitan movernment.
Since Seou] iz a highly denae city, most services have a big spill-over effect.
As a result of this fact, it would be more efficient if those serwices that hawve
effect on more than one jusrisdiction such as regional dewelopment and city
planning are carried out by the Seoul metropolitan government.

With the exception of serwices by the Seon]l metropolitan gowernment, the
gervices left for the districts are the hasic needs for evervday life such as
sewage or street cleaning. These basic services should not differ among
districts whether the district is rich or poor. Other than the bhasic needs,
however, each district may provide different guality of services per =e
depending on its fiscal capacity. This is a possible proposal in the caze that
the Seou] metropolitan gowernment does ot subsidize the meneral srants for
the districts to equalize since the fiscal gap is hig among the 25 districts.

To allewviate fiscal diversity, the Seou]l metropolitan government proposed to
swap the aggregate land tax for the tobacco comsumption tax. The tohacco
consumption tax belongs to the Seoul metropolitan government, whereas the
aggregate land tax helongs to the districts. The next section will discuss more
on the issue of exchanging the tax hase.

IV. Discussion between Tobacco Consumption Tax
and Aggregate Land Tax

Charateristics of Tax Bases

The tobacco consumption tax iz imposed on the purchase of tohacco. This tax
was implemented as a Jocal tax in 1989, Since the share of the tohacco
consumption tax in the tota] Jocal tax revenne is high and the revenne is
eveny distributed across local governments, it is considered to e an effective
laca)l tax. The Seoul metropolitan area also haz a similar case. The amount of
tobacco consumption tax revenue for each district and the proportion of the
total tobacco consumption tax revenue are shown in Takle 7.

Mot like other taxes, the tobacco consumption tax revenue is distributed

evenly among districts. Since the tohacco consumption tax helongs to the Seoul
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metropolitan government, the share for each district is calculated by the
propotional to the total tobacco sales wolume. The even distribution of the
tokacco consumption tax revenue iz shown in Table 7. Gangnam-gu which is
the most affulent district in Korea sti]l has the highest percentage of tota]
reverme among 25 districts. This is becanse Gangman-gu has larger residental
and commercial areas relative to others. The coefficient of wariation, which is
shown as 0.201175 at the bottom of right hand side in Takle 7, supports also
that the wvariation of the tobacco consumption tax is relatively small compare

to other taxes.



Tahkle ¥, Ratio of Tobacco Consumption Tax Rewenus

{Upit © Million won, %)

District Revenue Ratic Di=trict Fevenue Ratic
Totel 5T ATE 0000 | Jung-gu 2BEE 005

Dobeong-gu 13,268 228 | Jungneng-gu 20,187 3.62
Dongoeemun-gu 24 306 4 36 Papo-gu 21, 206 0.8z
Dongjak-giu 15,567 .80 | Mowon-oiu 22, 8 4.08
Eunpyeono-cu 19,000 a4 Seocho-ouy 27,148 487
Gangbuk-ou 16, 446 205 Seodaemun-cu 17 B 25
(Zangcono-ou 21,073 278 | Secnghuk-ou 20,682 3.1
(ZAnGnerm g 42 313 T.EQ | Seongdong-gu 189,545 547
(28NG5S 50mGU 22 edd GREY Bongpe-ou 26,504 63
Zeumchecn-gu 14,778 265 | Yangcheon-gu 17,558 3.0
(Zuromgiu 22 BTG 406 | Yeongdeungporou 51,218 060
(zw e ek il 24,752 444 | Yongsan-gu 16,446 205
Eweangjin-gu 18,73 306 oy 0.201175
Jongno-gu 26,528 57

source. httpfftax. seoul zo kr

The aggregate land tax, which helongs to the basic units of Jocal
government{district), iz imposed on land owners. Unlike most of the land
taxes in other countries, its tax rate iz not flat but aggregate. This is hecause
land prices in Korea in the Jate 15980s and early 1990s increased rapidly and
speculative inwvestment in land hecame a serious soclal problem. Since land
prices hawe heen stalhilizing for the past few vears, it has heen often suggested
that the tax rate of the aggregate land tax should be reevaluated.

The aggregate land tax is not a typleal local tax because of its unigue
method of tax collection. If one owns several |ots of Jand throonghout the
country, the tax Lase of the aggregate land tax is the total land walue
assessed by each local government. After the rewvenue iz collected from levving
the tax on the total land walue, each local gowernment takes its share of the
tax revenue by clalming the rewenue proportions] to the ratio of its own land
value to the total Jand value.

The ratio of the aggregate land tax revenue among 25 districts is presented
in Table 8. Mot like the tobacco consumption tax, the wvariation of the
agzregate land tax rewvenue iz wery high depending on the fiscal capacity of

each district. For example, the percentaze of the aggregsate land tax rewenue
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of Gangnam-gn and Jung-gn is 17.82 and 10.70 to the total, respectiwe]w,
whereas others cluster around 2%. (Gangnam-su and Jung—sa distort the
distribution of the aggregate land tax revenue.

The coefficient of variation for the aggregate Jand tax prowves the uneven
distribution among 25 districts. The OV of the tax is 0746539 and 73% worse
than the distribution of the tobacco consumption tax revenuwe. Without
considering other factors, the tobacco consumption tax is more favorable to the

district than the aggregate land tax per se.

Tahle B, Ratio of Agpregate Land Tax Rewenus

{Upit © Million won, %)

District Fevenue Retic District Fevenue Featic

Total 435 4671 0000 | Jung-gu 46,818 10,70
Diobong-gu 6, B4 1.48 Juncnang-gu Filalstic 1.73
DlonGHeernun -gu 12,417 283 | Mapo—gu 12, 08 275
Diongjak-gu 9, 200 210 | Nowon-gu .46 1.97
Eunpyeong-gu Bee 205 Seocho-gu o5, 054 5 Bo
Zanghbuk-gu 7165 1,63 | Seodesrmun-gu 5,444 1,92
Gengoions-guy 13,576 2.8 Secnghuk-gu 10,708 2.44
GZangnan-gu TEI85 17.82 | Seongdong-giu 877 2ee
(ZENGEE0-gil 12,475 285 Sonopa-gu o4, D36 RN
Geumcheon-gu 7,560 168 | Yangoheon—gu o.hee 2a7
Zuroegu 10,625 248 | Yecngdeungpo-gu 26,511 5.00
Gweneak-cu b, 262 211 Yongsan-gu 13,601 2.0
GEwanglin-gu 171,000 2.60 oy (L.T4B650
Jongno-gu 24 547 660

saurce: htipi/ftax.seoul.zo. ks
This is why the Seoul metropolitan gowernment has proposed to exchange its

tax hase of the tobacco consumption tax with the azgregate land tax base of
the district to alleviate the fiscal disparity among districts. This issue will he

dizcuzsed in detai]l on the next section.

Recommendation

The heated debate on the proposal made by the Seou]l metropolitan
government has been going on among 25 districts. The districts that hawve a
large share of the aggregate land tax oppose the exchange of the tax hase,



whereas majority of districts that have a amall share support the proposal.
The districts have a tendency to decide based on their own interests of gaining
more tax revenue rather than the fundamental theory of tax for hasic units of
local gowernment.

There are some positive and negative effects of exchanging the tax base. The
positive effect may be the allewiation of fiscal disparity among districts by
collecting more tax revenue for most districts. Howewer, more tax revenue may
not be collected hecaunse of the social mowvement against smoking. Smoking will
Le strictly prohibited inside public buildings from July of this year. This fact
has already impacted smokers hbehaviors according]ly and the tax collection for
the first gquarter has proved to he mmch ]ess than that of the year hefore.

The tobacco consumption tax rate has stakbilized for Jong time as shown in
Figure 1, It its rate may drop starting from this year due to the prohibition
which wil] he implemented on July. This means that the tota] share of tax
revenues will be smaller and each district may hawve to collect less revenue
than hefore. Then, the majority districts that now support the exchange of tax
Lase may change their position. Therefore, this issue should he considered

more on the fundamental characteristics of tax Lase.
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Figurs 1, Ratse of Tobacco Consumption Tax and Agprepate Land Tasx
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The negative effects for exchanging the tax bLase can be explained by the
regressivity of the tax hurden. The evenly distributed tobacco consumption tax
revenue implies that there is no relationship hetween the consumption of
tobacco and the Jewe] of income in each district. Moreover, it means that the
tobacco consumption tax revenue is not propotional to the Jocal public goods
provided by the district. According to the fundamental tax theory, it is
desirable that the taxes for the hasic unite of Jocal government to hawe an
relationship with the serwvice provided by the local gowvernment. In that sense,
the tobacco consumption tax is not an appropriate tax for the district althongh
it helps to alleviate the figcal digparity in Secul metropolitan area.

Rather than exchanging the tax base, the sharing of the aggregate land tax
Lase hetween the Seoul metropolitan government and the district is proposed
in this paper for the decrease of the current fiscal disparity in Seoul as well
ag for the efficient restructuring of the tax base in general?). The sharing tax
base between government lewels iz wery common nowadays®. The land
property tax iz well-known for the hasic units of local government since it
plavs an important role of signaling the price for the service local government
provided. The aggregate land tax, however, is not a typical land tax, hecanse

of its unigque method of tax collection.

21 more detailed discussion op this issue s in Les, et al.(1569)
3) similar cases can be found in Minpesatalhttp://rin buffalo, edu/gov_report/chapter_

10.htmlland New Jerseyihttp:/fwww hmde state. ni. us/taxshare),



In fact, the ageregate land tay was implemented to solve the serious socia)
proklem of land specnlation in the early 20s. This is why this tax iz imposed
not only on the land hut also on the wealth of a land owner by aggregating all
the Jots he or ghe hasg in a country. Those who are affected mostly happen to
be residents in Gangnam-gn, and Gangnam-gu contributes as it became the
richest Jocal gowernment in Korea. This fact implies that a portion of the
aggregate land tax revenue in Gangnam-gu iz not just by Gangnam-—su's own
effort, but hecause of unigue collecting method of the agsregate land tax
system. In addition, the regional development such az the subway system and
bridzes prowvided Ly the Seou] metropolitan government will attribute more to
the land walue of each district. This iz also another reason why each district
collect more of tax revenue from land. Thns, the rewvenue from the aggregate
land tax can not he claimed hy only one district.

[timately, it is desirable to improve the agsregate land tax as a typical
land tax system for local government, but the recommendation made from this
paper may ke for the short-run as a second choice. Since some parts of the
aggregate land tax rewenue are col]lected hecause of the service provided Ly the
Seoul metropolitan government, it would he desirakle to share the tax hase
with Peoul. Mo one can deny that the Jand walue of each district has a high
correlation with the outcomes of the regional dewelopment Ly the Seoul
metropolitan government.

The shared proportion of the aggregate land tax base would be similar to the
one proposed in the case of Minnesota in 15714). In Minnesota, 40% of the
tax base from the commercial and industrial districts was shared tax hase
with other districts® in order to minimize the fiscal disparity.

V. Conclusions

Fisca)l disparity problems in Seoul metropolitan area hawe heen discussed
among varions groups of people included scholars and practitioners. The
heated debate regarding the proposal is sti]] going on which is an exchange of

the tax hase hetween the tobacco consumption tax and the agsresate Jand tax,

4) zee Metropolitan Fiscal Disparity fct, Miopesota Statutes, 1971, Chapter 473 E.
Simulation for Seoul Metropolitan case is discussed in Leef19G8).
51 see more detailed information in Reschovsky({1980].
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propoged by the Seonl metropolitan gowvernment. Since the share of the tobacco
consumption tax is evenly distributed among 25 districts in comparison to the
aggregate Jand tax rewvenue, it iz reasonable considering that it is only for the
fiacal disparity. MNewertheless, the characteristics of tobacco consumption tax
may not ke favorable for the basic units of local sowernment hecanse of its
regressive tax burden. Moreover, the nonsmoking social movement from this
vear is also not faworable to the local government. Each district is interested
in collecting more tax revenue, whereas the Seounl metropolitan government is
in the process of equalizing the fiscal unbalance.

Therefore, another proposal iz made in this paper introducing the idea of
gharing the aggregate land tax base with the Seou]l metropolitan government
in order to al]lewiate the fisca] disparity as wel]]l as to meet the needs for each
district. This is hecause the agsregate |and tax iz a land tax even though it is
not a typical ]Jand tax like in other countries. Due to itz special method of tax
collection, it is a desirakle helonging to a basic units of local government.
Mevertheless, it can not he claimed that the entire rewenue Lelongs only to
the district hecause of the characteristics of the aggregate land tax and the
externalities of metropolitan area.

Therefore, sharing the aggregate land tax hase bhetween the district and the
Seoul metropolitan government has been proposed instead of exchanging the
tobacco consumption tax with the aggregate land tax. This way, allewiating
the figscal disparity among districts as well as allocating the efficient tax hase

Letween upper and lower levels of government will be established.



[References]

Lee, Younghee. {1998). Tax Sharing of the Land Tax Base. KRILA . {in Korean)

Lea, Younghee. {1999). et al.. The Study on Revenue Sharing between
Metropolitan Gowernment and District. KRILA. {in Korean)

Orfield, Myron. {1997). Metropolitics. The Brookings Hewiew, Vol. 15, Mo, 1,
{winter), http://www. brookings org/oub/review/orf] w197 htm.

Owens, J. {1992} Financing Local Government. Local Government Feonomics in
Therov and Practice, D. King ed.,{Routledge: London).

Reschovsky, A {1980). An Evaluation of Metropolitan frea Tax Base Sharing.
Mational Tax Jowrnal, Vol. ZEGOII, Mo, 1.

Reschovsky, & (1981}, An Fvaluation of Metropolitan Area Tax Base Sharing
Reply. Mational Tax Journal, Waol. 2550V, MNo. 2.

http://rin. buffalo edu/gov_report/chapter 10 htm)

http:/fwww hmde state nj us/taxshars/

http://metro.seon] kr

http://tax.seoul .go kr

MOGAHS, The Sumary of Local Government’s Budget in 2002



