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Restructuring Local Allocation Tax System

and Inter-regional Redistribution of Local Revenue

—Effect on Inter-regional Redistribution of Local Revenue through
“Common Fund System”™—

Hirobumi Akagi, Hideo Inagaki, Shigenori Kamata, Toru Mori

In this paper we measure the effect on inter-regional redistribution of local revenue through the
existing Local Allocation Tax system by employing the inequality measure developed by M. A, King,
which can measure not only vertical inequality but also horizontal inequality of a change in distribution of
per capita revenue of local governments. Using King's measure, we also measure the re-distributional
effect resulted from “Common Fund System” we have designed, in which each local government contri-
butes a part of its local tax revenue to the Common Fund and receive an equitable subsidy in per capita
term from the Fund. Based on the result of the laboratory experiment implemented to see how much of
contribution is chosen by each local government under the Common Fund system with talk among them,
we have shown that the Common Fund system is of superior performance to the existing Local Allocation

Tax system in reducing both vertical and horizontal inequality in distribution of per capita local revenue.



