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The Study of the Reassignment National Tax
and Local Tax, of the Credit Assessment System

Sung Sam Koh® : Jun Gon Kim"*

<{Abstract

The fiscal relationship between the central and local governments indicates that the central
government dominates in terms of tax revenues. The allocation of authority and tax bases are
specified in the Local Tax Law, which is established by the central government. Income tax and
consumption taxes, which are considered stable revenue sources and elastic, are assigned to the
central government.

On the other hand, most local taxes correspond to property taxes. This tax assignment creates
fiscal centralization and is considered as a barrier to local autonomy. Regional differences in
economic base and activity, resulting from partial economic development, incur fiscal disparities
among local governments.

In this background, the purpose of this paper is to study the reassignment of tax sources
between national tax and local tax for the expansion of local finance. The results of this study are
as follows; First, the functional distribution and the reallocation of work should be considered to
make the fiscal relationship between the national and local government. Second, the redistribution of
tax bases and fair fiscal burden corresponding to function carried by each level of government
should be considered. Third, the central government should minimize control to help local
governments secure fiscal autonomy. At the same, local governments themselves should be able to
enhance their problem-solving capacity. Thus the tax sources between national tax and local tax
should be reassigned for the expansion of local finance. The alternatives are the introduction of
local consumption tax and local income tax.

The study evaluates the financial analysis system which was introduced by the Ministry of
Government Administration and Home Affairs. The criteria of evaluation are validity and reliability
of analysing Method. The scope of financial analysis and measuring formula of indicators are
reviewed. The method of comparison among local governments in various level is also evaluated.
This article deals with the criteria to select local government to be diagnosed.

This article suggests that the indicators outside the financial structure should be developed such
as performance indicators, and reviewed on the basis of theoretical background. And a couple of
alternatives of reform are also suggested as reform agendas. They are the establishment of
financial diagnosis organization, the solution of time lag between financial analysis and the feedback
of analysed results in the financial management process.

<Key Words> local governments, local taxes, the credit assessment system

* Professor, School of Business, Chung-ang University
** Doctoral Student, Chung-ang University



