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The Impact of City-County Consolidation on Rural Development
: Focusing on the Change of City-County Consolidation and Residence Tax

=2l Choi Sujin™*

Abstract

This study estimates growth effect of city-county consolidation employing three econometric models which are based
on different assumptions. In the model based on Granger causality, economic growth effect is significantly derived
from seven years after the city-county consolidation. In the difference-in-difference model, which controls time-invariant
regional specific effect including initial condition, the growth effect is insignificant. However, in the Panel Random
Effect model, which assumes that regional specific effect is random because it has been influenced from city-county
consolidation and other events, the growth effect is highly significant. The time span of the research includes the 1997
financial crisis and a necessity arises to control its different influence on each region. Accordingly, the result of Panel
Random Effect Model is more convincing and I conclude that city-county consolidation significantly encourages rural
development. The analysis also illustrates that the growth is led by physical capital and human capital is insignificant in
rural development and it implies that the government should support labor productivity and education in backward region.
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Figure 1_City—County Consolidation in Korea
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Table 1 _ Definition of Variables

Variables Definition Data Source
Yir Regional Growth per Capita Real Residence Tax =+ Population KOSIS, Annual Local Tax Statistics Report
h,, Huran Capical per Capita Number of Employer in Mjanufacturing Statistics Yearb(-)ok, Report on
Industry + Population Manufacturing Survey
X i X Year-end Balance of Real Tangible Assets Statistics Yearbook, Report on
k;, Physical Capital per Capita . . . .
in Manufacturing Industry + Population Manufacturing Survey
D, Consolidation Dummy - -
IMF The Impact of 1997 Financial Crisis - -
Z, Province Dummy - -
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Table 2 _Result of Model 1

Year 1994 1995 1996 IMF 1998 1999 2000 2001 2002 2003 2004 2005

Parameter | B, By By Bimy B4 Bis B By Big By By 10
Estimates |—1.123%%%—0.979%+K —0,706**¥ —0.730%* —0.0106 | —0.0316| 0.121 0.151 0.225% | 0.368%%* | 0,421 %% | 0.554%**

s.e. 0.103 0.0954 0.104 0.0976 0.103 0.109 0.122 0.124 0.115 0.114 0.119 0.129

Note: 1) Constant is omitted.

2) N=863, Adj Rsquared=0.311, *#p<0.05, ***p<0.0L.
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Table 3 _ Result of Model 2

Log Real Tax per Capita
Variables o )
(1) 2001 (2) 2011
0.140% 0.0
Bl b 357
(0.0798) (0.0845)
s d 0.432%5% 0.964%+x
ime
2 (0.0555) (0.0640)
[33 or —0.0222 0.0796
0.102) (0.107)
0.0173 0.0225
Lal
8, bor (0.0450) (0.0498)
0.121 0.157 %
8 ital
ﬂ() Capit: (0.0341) (0.0383)
_ 0.556%%* 0.430%%*
Gyeonggi-do
(0.102) (0.107)
62T 535 %%
Gangwondo 0.627 0.535
(0.105) 0.112)
429 321 %%
Chungcheongbuk-do 0429 %
(0.118) (0.127)
) 303 296
) Chungcheongnam-do 0.023 o
(0.107) (0.114)
0.165% 0.121
Jeollanam-do )
(0.0992) (0.106)
0.339%% 0.297%#%x*
Gyeongsangbuk-do 339 ¢
(0.0980) 0.105)
0.0862 0.0937
Gyeongsangnam-do (0.104) (0.111)
8 307 8.018%#x
By Constant >
0.178) (0.198)
Observations 307 307
R-squared 0.557 0.726

Note: 1) Jeollabuk-do is omitted owing to collinearity.
2) Standard errors in parentheses.
3) wrE p<0.01, ** p<0.05, * p<0.1.
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Table 4 _Result of Model 3

. Log Real Tax per Capita
Variables (Standarad Errors)
0.434%%
D :
by (0.0218)
—=0.125
IMF
A (0.101)
0.0231
. La
By bor (0.0427)
0.154%%
B Capiral
! i 0.0313)
0.519%**
G i-d
yeonggi-do (0.0363)
0.310%%%
Gai -d
ngwon-do 0.0410)
4]5%5%
Chungcheongbuk-do (2002 61)
ki
1) Chungcheongnam-do (203(2)22 B
—0.202%%%*
llabuk-
Jeollabuk-do (0.0435)
—0.0411
Jeollanam-do
(0.0392)
0.0648%*
Gyeongsangbuk-do 0.0384)
10.66%%**
ﬂo Constant
(0.0803)
Observations 2,765
within = 0.2604
R-squared between = 0.0256
overall = 0.1899

Note: 1) Gyeongsangnam-do is omitted owing to collinearity.

2) Standard errors in parentheses.
3) #kk <001, ** p<0.05, * p<0.1.
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Appendix Figure 1_The Relationship between
City—County GRDP per Capita and Tax per Capita
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Note: Scatter plots are Cities-Counties of Gyeonggi-do and

Gyeongsangbuk-do.
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Appendix Table 1_Result of FE
. Log Real Tax per Capita
Vasiables (Standard Errors)
0.941%%%
al GRDP i
Log Real G per Capita (0.0412)
G —4.540%%*
onstant 0.685)
Observations 949
R-squared 0.359
Number of time 18

Note: 1) Standard errors in parentheses.
2) ##k p<0.01, ¥ p<0.05, * p<0.1.
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