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Relationship Between Environmental Infra Operating Cost
and Polluter Pay Principles

Heechan Kang*, Sung Won Kang** and Minjoon Kim***

ABSTRACT : In this paper, we tested if the sewage subsidy from Korean Water Management Fund
discourage sewage fee increase by Korean local governments, and consequently hinder water quality
improvement. To examine this counter-incentive effect of Water manage Fund sewage subsidy, we
estimated the effect of sewage subsidy on the ratio of sewage fee revenue to environmental treatment
facilities’ operation cost of local governments in 2009-12, using two-stage least square estimation. We
found that the sewage subsidy has negative effect on the sewage fee revenue to sewage operation cost
ratio. But, the statistical significance of this effect was sensitive to model specification. And the size was

too small to conclude that the counter-incentive effect was economically significant.
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