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This study conducted an empirical analysis of the decision-making behavior

of local governments in the Local Allocation Tax (LAT) transfer system and the effect of fiscal
adjustment of the central government on the decision-making behavior based on the game turn and
dynamic model of theoretical analysis.

A dynamic panel analysis focusing on the relationship between local bond issuance behavior and LAT
transfer shows that the budget constraints are softened, however the prefectural opportunistic
behavior is not confirmed.

A two-way causal relationship between local tax and LAT transfer was confirmed from a panel
autoregressive model analysis focusing on the relationship between local bond issuance, total
expenditure, local tax revenue and LAT transfer.
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