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Abstract 

It was not until June 1995 that residents directly elected their chief executives and 

councilors in Korea. However, ever now Korea has a single law system regulated by the central 

government. With this as background, this paper focuses on intergovernmental fiscal relation-

ship, and investigates effects of transfers on economic development. It could be claimed that 

transfers play an important role in economic development through local capital expenditure. 

The paper shows this on the basis of correlations between industrial structures and main items 

of local governments. 
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I
 
I n trod uction 

Korea has three-tier government structure: central government, upper-level and lower-

level local governments. The upper-level local governments consist of Seoul Special Metropoli-

tan City (tukbyul-shi), 6 metropolitan cities (kwangyuk-shis), and 9 provinces (dos). The 

lower-level local governments are composed of 72 cities (shis), 91 counties (kuns), and 69 

autonomous districts aachi-kus). In sum, there are 16 units in the upper-level, and 232 units 

in the lower-Ievel local governments.l 

* This paper is based on the report of International Symposium on Decentralization and Economic Develop-
ment in Asian Countries held at Hitotsubashi University on 7-8 January 2000. I thank professor Eiji Tajika, 
Shigeru Ino, Shinji Yamashige, Motohiro Sato, and other participants for their helpful discussions. Also, I appreci-

ate valuable comments from an anonymous referee. This research is supported by Grant-in-Aid for Encourage-
ment of Young Scientists, Japan Society for the Promotion of Science. 

i Note that, however, the structure of administrative units is somewhat different from those of local govern-

ments. Administrative structures consist of four or five-tier hierarchies. In general, four-tier structures are ordi-

nary: central government, upper-level local government, Iower-level local government, and Dong/Eup/Myun. 
Dongs are under autonomous districts in Seoul and other metropolitan cities, and Eups/Myuns are under counties 
in provinces and some metropolitan cities. However, in order to implement efficient administration, cities with a 

population of 500,000 or more in provinces have administrative districts, under which there also exist Dongs. This 
makes the administrative structure five-tier. 
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　　　Inman　and　Rubinfeld（1996）suggest　that　it　is　necessary　to　consider　political　institutions

to　implement　policy　agenda。Like　other　countries，the　central　govemment　in　Korea　handles

nationwide　a丘airs　that　local　govemments　may　not　control．Local　govemments　mainly　deal

with　a任airs　restricted　to　their　own　regions．The　scope　of　aEairs　or　activities　of　local

govemment　are　prescribed　on　Article　g　of　Local　Autonomy　Act。2

　　　Korea，however，has　a　historical　background　of　a　goveming　structure　with　centralized

authoritarian　rule．Even　now　Korea　has　a　single　law　system　regulated　by　the　central

govemment，which　causes　the　miformity　in　the　strata　of　local　administration．In　relation　to

this　background，the　meaning　of　decentralization　is　not　well　de6ned。Also　there　is　dimculty　in

developing　the　regions　with　diversity．It　was　not　unti127June　l995that　residents（iirectly

elected　local　public　omcers　such　as　chief　executives　and　councilors．3This　means　that　local

autonomy　does　not　have　long　history　in　Korea，

　　　It　would　be　meaningful　to　investigate　the　intergovemmental　nscal　relationship　and　the

e仔ects　of　transfers　under　the　system　of　separate　of　central　and　local　govemments　at　present、

Though　Korea　has　a　separate　system　between　central　and　local　govemments，revenues　and

expenditures　are　concentrated　on　central　govemment．As　a　result，the　transfers　from　central

govemment　play　an　important　role　in　the　economic　development．Furthermore，local　nnance

in　Korea　has　a　characteristic　in　that　local　education丘nance　is　indepen（lently　operated　with

ordinary　local　finance．The　local　education　finance　is　more　dependent　on　the　transfers　from

central　govemment　than　the　ordinary　local　nnance。

　　　Therefore，in　order　to　show　the　intergovemmental　fiscal　relationship　or　the　ef「ects　of

transfers，it　is　required　to　take　account　oftheir　local　educational　nnance　as　welL　Moon（1999）

and　KRILA（1997）explain　the　institutions　of　local　govemment　in　Korea．However，they　deal

with　only　the　ordinary　local　nnance．If　then，one　is　apt　to　be　misunderstood　about　the　total

features　of　local　nnance　and　lntergovemmental　nscal　relationship。Recent　studies　discuss　the

design　for　consolidation　of　both　finances．Park　and　An（1996）describes　the　outline　for　the

consolidation，　and　Kook　（1998）　gives　a　concrete　design　for　the　consolidation　of　local

e（iucation　finance　into　ordinary　local　nnance。However，Park　and　An（1996）and　Kook（1998）

（10not　show　the　effects　of6scal　transfers　on　economic　development．This　paper　focuses　on

intergovemmenta16scal　relationship　and　provides　an　analysis　of　the　e猛ects　of　transfers　by

calculating　correlation　coemcients　between　industrial　structures　and　main　items　of　loca1

90VemmentS・
　　　　Accord重ng　to　the　results，the　elasticity　of　local　capital　expenditure　to　gross　regional

domestic　product　or　GRDP　is　elastic，and　the　share　ofcapital　expenditure　is　the　highest　among

items　o伺ocal　expenditures。In　addition，the　capital　expenditure　has　a　hlgh　correlation　with

transfer　revenues．It　implies　that　transfer　revenues　play　an　important　role　in　regional

development　through　the　capital　expenditure。

　　　　Some　comments　would　be　helpful　for　understanding　local6nance　in　Korea．First，the

consolidation　of　Iocal　education　finance　into　ordinary　local　finance　brings　out　the　result　that

local　govemments　are　more　dependent　on　central　govemment　relative　to　the　case　of　taking

only　the　ordinary　loca16nance　into　account。This　says　that　one　is　apt　to　lay　less　emphasis　on

　2See　Kook（2000）for　more　detaiL

　3A　slmpie　majority　rule　is　apPlied　to　the　election　system　of　pubhc　omcers・The　candidates　who　gain　the

majority　of　votes　become　pub亘ic　omcers　for　four　years，
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the　e∬ects　of　fiscal　transfers　when　only　the　ordimry　local　finance　is　taken　into　consideration，

Secondlyシthough　the　portion　of　non－tax　revenue　apPears　relatively　high　in　ofncial　data　it　needs

to　be　cautious　that　non－tax　revenue　actually　includes　transfers　at　the　form　of　carry－over　not

spent　that　year．The　existence　of　large　amounts　of　carry－over　brings　out　a　big　difference

between　local　revenue　and　local　expenditure．

　　　　This　paper　is　organized　as　follows。Section2traces　intergovemmental　transfer　system、A

brief　explanation　will　be　given　about　the　rules　of　the　transfer　system　and　the　revenue　and

expenditure　structure　by　the　level　oflocal　governments．Section3presents　some　analysis　on　the

correlation　coeHicients　between　main　items　of　local　govemments　and　industrial　structures。

Section4discusses　the　elfects　of　nscal　transfers　on　economic　development。Section50ffers

some　concluding　remarks．

II．加e㎎ove7n肥n’α1鏑cα1Rθ1副on3hψ

1．Central・Locamelationship

　　　　Like　other　countries　the　central　government　in　Korea　has　a　close　relationship　with　local

govemments。Figure　l　shows　the　intergovemmentamscal　relationship　in　Korea。

　　　　Central　govemment　revenue，which　is　equal　to163％of　GDP　in　l997，4is　collected　from

national　taxes　and　non－tax　revenues．Almost　all　revenues　ofthe　central　govemment　depend　on

national　taxes　composed　of　intemal　taxes（7L3％of　total　central　revenues）and　earmarked

taxes（16。4％of　them）．The　fact　that　the　ratio　of　earmarked　taxes　to　total　revenues　of　central

govemment　is　high　is　one　characteristic　ofthe　central　revenue　system　in　Korea．5Both　intemal

taxes　and　earmarked　taxes　are　closely　related　to　the　revenue　of　local　govemment。

　　　　There　are　three　types　of　transfers　in‘ordinary’local　financel6　10cal　shared　tax，local

transfer　tax，and　national　subsides．The　sum　of　these　three　types　of　transfers　to　local

govemment　in　l997is　equal　to22％of　or（1inary　local　finance。Their　shares　in　the　expen（iiture

of　central　revenues　are23。2％：with　local　shared　tax10．5％，local　transfer　tax4．4％，and

national　subsidy8．3％．

　　　　The　local　shared　tax　makes　for　nscal　equalization　and　fiscal　support　for　local　govemment

as　a　general　grant．7The　size　of　local　shared　tax　is　determined　by　l327％of　the　intemal　tax

revenues　of　the　central　govemment．Ten－elevenths　of　it　is　used　for　ordinary　purposes，

one－eleventh　for　special　purposes。However，the　central　govemment　provides　additional　grants

if　the　ordinary　local　shared　tax　is　not　enough　for　the　nscal　needs　of　the　local　govemments，or

if　unexpected　nsc＆1needs　occur　due　to　disasters。The　formula　of　the　ordinary　local　shared　tax

is　calculated　on　the　basis　of　the　di∬erence　between　standard　fiscal　need（SFN）and　standard

丘scal　revenue（SFR），

　4Calculated　from　Eωπoη1ic　S嬬’5∫’c3｝弓εαめooκ1999published　by　Bank　of　Korea，

　5Earmarked　taxes　have　the　items　such　as　transportation　tax，education　tax，and　special　tax　for　rural　develop－

ment，

　61n　Korea，local　education　nnance　is　separate　from　iocal6nance　as　a　special　account．This　is　the　reason　that　I

use　the　term　of‘ordinary’．

　71nstead　or　local　shared　tax　the　tem　of‘local　allocation　tax’is　also　used，for　example，see　Moon（1999）and

5∫αfな∫’‘α’Xeα7δ00κqヂ乙OCα1Gove7n〃1θη∫，
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FIGURE l. FISCAL RELATIONSHIP BETWEEN CENTRAL 
AND LOCAL GOVERNMENT (1997) 

I* t*inion w**, (%) 

Central Government Local Government 
Revenues 73.2( 100) Rev. 69.6( 100) Expen. 50.9( 100) Expenditures 66.4( I OO) 

nl) 100~6 Lq.T. , 100% Tel. T., and 50% EIVL T, refer to 100~6 of the revenue of the liquor tax, 100% of 

that of the telephone tax, and 50% of that of the excessively increased value of land tax, respectively. 

n2) 19/150 of the revenue of the special tax for rural development, which is one of the earmarked taxes, is also 

financed for transfers for local education. 

n3) Local transfer tax Is carried out as a special account. 

n4)Transfers for local education also include 0.7 trillion Won of improvement grants for the educational 

environment. 

Sources: Ministry of Gov. Adm, and Home Aff:airs, Financial Yearbook ofLocal Government 1998. 

Ministry of Education, Statistical Yearbook ofEducation 1998. 

Ministry of Finance and Economy, Tax Summary. or Josegaeyo, 1998. 

Ministry of Finance and Economy, Settled Budget Summary, or Kyulsangaeyo, 1998. 
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Ordinary　Local　Shared　Tax＝Σ，（SEV、一SFR、）α、， （1）

whereαis　an　adjustment　factor。SFN　is　determined　by　taking　accomt　of　unit　cost　and

adjustment　factors　according　to　the　kinds　ofpublic　services．SFR　consists　ofbas重c　revenue　and

adjusted　revenue，Basic　revenue　is　counted　by80％of　estimated　ordinary　local　tax　revenue．

Adjusted　revenue　is　calculated　by　taking　other　revenues　such　as　earmarked　taxes　of　local

govemments　into　consideration．8

　　　　The　local　transfer　tax　was　introduced　in　l991to　support　some　local　govemment　projects：

roa（1－improvement，regiona1（1evelopment，water　quality　improvement，and　adolescent　educa－

tion，This　transfer　tax　is　financed　by　lOO％of　liquor　tax　revenue，100％of　telephone　tax

revenue，50％of　revenue　of　excessively　increased　value　of　land　tax，and19／1500f　revenue　of

special　tax　for　rural　development．The　central　govemment　supervises　whether　the　projects　are

eligible　for　local　transfer　tax。

　　　　National　subsidies　are　conditional　grants　transferred　to　local　govemments　for　specific

purposes．The　Local　Finance　Law，the　Law　on　the　Budgeting　and　Management　of　Subsidies，

and　other　laws　prescribe　specinc　purposes　for　national　subsi（1ies，For　example，these　subsi（1es

are　provided　when　local　govemments　implement　some　administrative　functions　on　behalf　of

the　central　govemment，need　to　promote　local　business，and　carry　out　projects　also　bene6cial

for　the　central　govemment。

　　　　While　Ministry　of　Govemment　Administration　and　Home　A任airs　or　MGAHA　controls

ordinary　local　nnance，the　Ministry　of　Education　controls　the　local　education　nnance　or　the

special　account　for　local　education．Even　so，the　transfer　system　in　local　education五nance　has

almost　the　same　pattem　as　ordinary　local　finance，Financial　grants　for　local　education，

transfers　for　local　education，and　the　supPort　of　national　treasury　in　local　education　finance

correspond　to　local　shared　tax，10cal　transfer　tax，ancl　local　subsidy　in　ordinary　local　finance，

respectively．The　transfers　to　local　education血nance　from　the　central　govemment　are　confined

to　only　upper－level　local　governments：Seoul　special　metropolitan　city，other　metropolitan

cities，and　provinces．In　other　words，the　decentralization　of　local　education　finance　is　not

establishe（i　in　lower－level　local　govemments。Financial　grants　for　local　education　are　general

grants　for　education　whose　purposes　are　not　speci6ed．lL8％of　intemal　taxes　are　transferred

to　this　special　accomt。As　shown　in　Figure1，transfers　for　local　education　are　nnance（l　from

lOO％of　e（lucation　taxg　revenue　for　the　purpose　of　the　improvement　of　education，and　the

improvement　ofthe　welfare　ofteachers．In　spite　ofthe　purposes　ofthe　transfers　for　education，

in　practice，the　special　account　for　local　education　is　in　a　position　that　the　places　for　use　of

these　transfers　are　not　distinguished　from　nnancial　grants　for　local　education．

　8See　Moon（1999）and　KRILA（1997）for　more　detaiL

　g　The　structure　of　the　education　tax　is　much　complicated．Tax　bases　and　tax　rates　of　education　tax　are

composed　of　vanous　items　of　revenue　of　national　and　local　taxes，Its　tax　bases（basic　tax　rate　in　parenthesis）are

gross　receipts　of　banking　and　insurance　business（0．5％），the　amount　or　foIlowing　tax　revenuesl　liquor　tax（10％），

specia置excise　tax　（30％），inhabitant　tax　（10％），registration　tax　（20％），horse　race　tax　（50％），property　tax

（20％），aggregate　land　tax（20％），automobile　tax（30％），tobacco　consumption　tax（40％），and　transportation

tax（15％），See　Ministry　of　Finance　and　Economy，κ01θon㎞α”oη，1999in　detaiL
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TABLE1。　REvENuE　AND　ExPENDITuRE　STRucTuRE　BY　THE　LEvEL　oF
　　　　　　　　　　　　　　　　　　LocAL　GovERNMENTs（1997）

Per　capita（In1000Won） As　percentage　of　Tot田

Revenue Expenditure Revenue Expenditure

Seoul　Special　Metro．City

Autonomous　Districts　in　Seoul

903

219

623

280

13．4
3
．
2

12．6
5
．
7

Metropolitan　Cities

Auto．Dis’ts　in　Metro．Cities

1，044

153

612

249

18．8
2
．
7

15．0
6
．
1

Provinces

Cites

Counties

644

1，146

251

1，034

22，3

26．6

13．0

11．8

30，3

18．5

Tota1 1，145 1，088 100．0 100．0

Upper・level　Local　Govemments 808 429 54．4 39．4

Lower－level　Local　Govemments 677 659 45．6 60，6

SoμκαMGAHA　or　Ministry　of　Govemment　Administration　and　Home　A圧airs，石ηα〃c’α’rθα7わooκヴLocα’

　　　　　（70yeητη？eπf　l998．

　　　　　Moon（1999），

2．　Fisc田Struct皿e　by　the　Level　of　Local　Governments

　　　　Let　us　look　at　the　nscal　structure　by　the　level　of　local　govemments，Table　l　shows　per

capita　total　revenues　and　expenditures，and　the　shares　of　them　by　the　level　of　local　govem－

ments．

　　　　Upper－level　local　govemments　account　for54。4％of　total　revenues　and39。4％of　total

expenditures。This　means　that　in　lower－level　local　govemments　the　shares　of　expenditure　are

higher　than　those　of　revenues　because　there　are　transfers　from　upper－level　local　governments

to　lower－leveL　As　a　result，Table　l　shows　that　the　share　oflower－level　govemment　is60．6％in

total　expenditures　while45。6％in　total　revenues．

　　　　The　sum　of　Seoul’s　and　other　metropolitan　cities’shares　in　total　revenue　accounts　for

32．2％（＝13．4十18．8），which　is　much　higher　than　that　ofthe　provinces，22。3％．At　lower－1evel

local　govemments　the　sum　of　cities’shares　in　total　revenue　is26．6％，which　is　double　of　that

of　counties，13．0％．Table　l　presents　that　all　the　shares　of　expenditure　of　lower－level　local

govemments　are　higher　than　those　of　revenue。In　particular，the　transfers　from　the　province

to　counties　are　noticeable　among　them．Table　l　depicts　that　the　provinces7expenditure　is

l　l．8％，however，their　share　of　total　revenue　is22．3％．In　contrast，the　counties’share　of　total

expen（iiture　is　as　high　as　l85％of　total　expenditure，compared　with13．0％of　total　revenue。

This　illustrates　that　the　counties　are　more　highly　dependent　on　transfer　revenue　than　other

lower－1evel　local　govemments，

　　　　Almost　the　same　th量ngs　mentioned　above　can　be　sai（1with　regard　to　per　capita　revenue

and　expenditure，which　is　shown　the　second　and　third　columns　in　Table　L　The　per　capita　ratio

of　upper－level　local　govemments　to　lower－level　changes　from1：0，84（＝808：677）in　revenue　to

1：1，54（＝429：659）in　expenditure。

　　　　The　per　capita　revenue　and　expenditure，however，show　various　pattems　at　each　level　of

local　govemment．Metropolitan　cities　have　the　highest　per　capita　revenue　among　upper－level

while　cities　and　counties　have　it　among　lower－1eveL　Autonomous　districts　in　metropolitan
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TABLE 2. REVENUES STRUCTURE AMoNG REGIONS (1997) 
(%) 

Share of Each Item to Total Revenue 

Transf er 

Revenue 
Local 

Tax 
Non-Tax 
Revenue 

Local 

Bond 

Ratio of 

Total Revenue 

to GRDP 
Seoul Special Metro. City 9.4 43,7 41.6 5.3 14.3 

Metropolitan Cities 

Pusan 

Taegu 

Inchon 

Kwangiu 

TaeJon 

Ulsan 

20.4 

18.7 

17.6 

23.7 

27.5 

28.2 

35.6 

27.7 

30.2 

24.9 

29.6 

21.1 

29.5 

25.7 

45, l 

43,9 

39.9 

41,3 

44.6 

37,0 

37,8 

6.8 

7.2 

17.7 

5.5 

6.8 

5.4 

0.8 

19.3 

26. 1 

17.6 

26.0 

19.7 

Provinces 

Kyonggi 

Kangwon 
Chungbuk 

Chungnam 

Chonbuk 

Chonnam 

Kyongbuk 

Kyongnam 
Cheju 

47.8 

18.8 

47.4 

44.2 

49.7 

48.3 

55.6 

50.6 

40.2 

40.4 

14.3 

28.1 

12.5 

15.3 

15.1 

12.1 

9.5 

17.0 

18.0 

16.0 

34.2 

48.8 

37.0 

37.4 

31.3 

36.8 

32.2 

29.0 

38.4 

27.0 

3.7 

4.2 
3
.
 
1
 

3.0 

3.9 

2.9 

2.7 

3.4 

3.4 

16.6 

20.2 

37.6 

22.5 

23.4 

32.5 

26.9 

20.6 

13.3 

32.6 

Total 30.9 24.4 39.6 5.l 20.3 

Note.' Ulsan became metropolitan city in 1997. 

Sources: Ministry of Gov. Adm. and Home Affairs, Financial Yearbook ofLoca/ Government 1998. 

Ministry of Education, Statistical Yearbook ofEducation 1998. 

National Statistica] Office, Gross Regional Domestic Prduct in 1997, 1999. 

Moon (1999) 

cities have small per capita revenue and expenditure. This means that in the case of the 

metropolitan cities revenues are mainly collected and expended from the upper-level local 
governments.lo In the case of the provinces, on the contrary, more revenues are obtained from 

the lower-level local governments. The reason that the sum of per capita revenue or expendi-

ture of metropolitan regions is smaller than that of the provincial regions is because metropoli-

tan regions have much higher populations per km2 than provinces.[l 

III . Correlations between Main Items 

Table 2 shows the revenue structure after consolidation of local education finance into 

ro There are adjustment grants to let metropolitan cities have a tool to equalize the revenue of autonomous 

districts. Metropolitan cities finance them by a certain proportion of the revenues of acquisition tax and registra-

tion tax, and distribute adjustment grants in a way almost identica] to the formula of local shared tax. 

il The population per km2 amounts to 17,007 persons in Seoul, 2,663 in other metropolitan cities on average, 

and 255 in the provinces on average. 
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ordinarylocalnnance．12

　　　　1t　is　presented　in　Table2that　Seoul　special　metropolitan　city　has　the　lowest　transfer

revenue　among　upper－level　local　govemments，equal　to9，4％of　its　total　revenue。It　means　that

Seoul　has　the　highest　ratio　of　the　sum　of　local　tax　revenue　and　non－tax　revenues　among　local

govemments。In　the　case　of　other　metropolitan　cities　transfer　revenues　account　for20％of

total　revenues　while　provinces，except　Kyonggi　Province　surrounding　Seoul，47．8％．In

particular，the　shares　of　local　taxes　are　much　higher　in　metropolitan　cities　than　in　the

provinces．Table2documents　that　the　share　of　local　tax　revenue　is　highest　in　Seou1，next　in

metropolitan　cities，1ast　in　the　provinces。lt　implies　that　transfer　revenues（TR）are　inversely

relate（1with　local　tax　revenues（LT）and　non－tax　revenues（NT）。

　　　　Let　us　make　certain　this　fact　with　a　calculation　of　the　correlation　coe伍cients　between　TR

and　LT，and　between　TRαnd　NT．They　are－0．912，一〇。744，respectively，which　shows

strong　inverse　relationships　between　them．The　inverse　relationship　between　TR　an（1LT　is

stronger　than　that　between　TR　an（l　NT．However，TR　has　a　more　inversely　close　relationship

w壷th　local　revenue（LR），the　sum　of　LT　and　NTl　the　correlation　coeHicient　between　TR　and

LR　is－0，944．This　means　that　transfer　revenue　is　carried　out　on　the　basis　of　the　sum　of　local

tax　and　non－tax　revenues。

　　　　Local　govemments　have　an　important　role　in　social　development　and　economic　develop－

ment．As　presented　in　Figure　l，10cal　govemments　in　Korea　have　a39．3％share　in　social

development，also39．3％in　economic　development　ofordinary　local　expenditure。On　the　same

token　on　revenue　side，it　is　necessary　to　consolidate　the　local　education　expenditure　into

ordinary　local　expenditure　as　an　item　of　education　expenditure，When　the　local　education

expenditure　is　include（1as　one　item　of　the　ordinary　local　expenditure，the　shares　of　these　two

main　items　decrease　to29．8％and30．2％，respectively．The　local　e（lucation　expenditure　in

1997＆ccounts　for25．8％of　total　expenditure＆fter　consolidation。From　this　expenditure

structure　it　can　be　said　that　local　govemments　take　an　important　role　in　education　services　as

welL

　　　　When　the　expenditures　are　classined　by　their　characteristics，the　share　ofcapital　expendi－

ture　in　l997decreases　from54．7％of　ordinary　local　expenditure　to47．8％after　consolidation，

The　reason　that　it　decreases　is　that　personnel　expen（iiture　in　local　education　finance　is　high』3

1n　spite　of　the　decrease　in　capital　expenditure　by　consoli（lation，the　share　of　capital　expenditure

is　still　most　high．Table3presents　the　calculation　results　about　the　ratio　of　total　expenditure，

capital　expenditure，and　transfer　revenue　to　GRDP　after　consolidation，and　industrial

StrUctureS　amOng　regiOnS．

　　　　As　depicted　in　Table3the　ratio　of　total　expenditure　to　gross　regional　domestic　products

（GRDP）is　l7．7％on　average、One　characteristic　in　these　ratios，on　the　whole，is　that

relatively　more　developed　areas　such　as　Seou1，Inchon，and　Kyongnam　account　for　low　ratios

of　total　expenditures　to　GRDI》，Contrary　to　this，relatively　un（lerdeveloped　areas　such　as

Kangwo11，Chungbuk，an（l　Cheju　have　high　ratios・

　　　　Let　us　look　at　the　disparities　among　regions　in　GRDP。Local　govemments’revenue

　12Kook（2000）presents　a　consohdation　formu［a　taking　the　characteristics　of　each　item　of　local　e（1ucation

nnanCe　int（〕aCCOUnt．

　13For　example，the　share　of　personnel　expenditure　in　locai　education6nance　is60．8％in1997，As　a　result，its

share　after　consolidation　increases　from　lO．1％to21．6％．On　the　contrary，the　share　of　capital　expenditure　in

丘ocal　education　finance　is　l9，6％in　1997．
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TABLE 3. RATIO To GRDP AND INDUSTRIAL STRUCTURE AMoNG REGIONS (1997) 
(%) 

Ratio to GRDP of Industrial Structure 

Tota] 

Ex pend. 

Capital 

Ex pend. 
Transfer Primary Secondary Tertiary 

Seoul Special City 13.2 5.8 1.3 0.3 20. l 79.6 

Metro. Cities Pusan 

Taegu 

Inchon 

Kwangju 
Tae jon 

18.2 

23.7 

14.8 

20.5 

20.0 

8.1 

12.5 

6.9 

9.4 

9.3 

3.6 

4.6 

4.2 

7,2 

5,5 

2.3 

l .O 

O
.
 
8
 
5
,
 
l
 

0,7 

26.5 

25.0 

32. 1 

1 1 .8 

21.9 

71.2 

74.0 

67. 1 

83. 1 

77.4 

Provinces Kyonggi 

Kangwon 
Chungbuk 

Chungnam 

Chonbuk 

Chonnam 

Kyongbuk 

Kyongnam 
Cheju 

16.3 

31.5 

19.6 

21.8 

27.8 

23.3 

18.7 

1 2.0 

30.0 

8.8 

15.1 

9.0 

l0.6 

13.1 

10.8 

8.6 

5.5 

l 6.0 

3.8 

17.8 

9.9 

l I .6 

15.7 

15.0 

10.4 

5.3 

13.2 

5,2 

27,0 

12.1 

44.0 

l 7.4 

41.2 

35, l 

7
.
 
l
 

33. l 

30. l 

13.0 

39.2 

13.0 

25.8 

l 1.3 

16.2 

53.7 

3.9 

64.7 

60,0 

48.7 

43.0 

56.8 

47 . 5 

48.7 

39.2 

63.0 

Total 17.7 8.5 6.3 

Source: Ministry of Gov. Adm. and Home Affairs, Financia/ Yearbook ofLocal Government 1998. 

Ministry of Education, Statistical Yearbook ofEducation 1998. 

National Statistical Ofrice, Gross Regional Domestic Prduct in 1997, 1999. 

Moon (1999) 

relative to GRDP is 20.3% on average, which is shown at the end of the last column below 

right in Table 2. On the whole, relatively developed regions such as Seoul and Kyongnam show 

relatively small government size, and underdeveloped areas such as Kwangwon and Chungbuk 

show relatively large size. It may be difficult, however, to make the conclusion that industrial 

structure is closely related to the size of local government. It is because a developed 

metropolitan city such as Taegu has a relatively high ratio of revenue relative to GRDP. 

It is the size of transfer revenues relative to GRDP that is more closely related with the 

industrial structure. Seoul and other metropolitan cities account for very low weights of 

primary industry, and at the same time the share of transfer revenue in GRDP is also very low. 

From the fourth and fifth column in Table 3 we can conjecture that the ratio of transfer 

revenue to GRDP is closely related with the weight of primary industry. This is backed up by 

the result that the correlation coefficient between the ratio of transfers to GRDP and the share 

of primary industry is 0.790. Judging from this value, it can be said that the ratio of transfers 

to GRDP has a strong positive relationship with the weight of primary industry. On the 

contrary, the correlation coefficients between the ratio of transfers to GRDP and the weight 

of secondary, and tertiary industry are - 0.455, and - 0.501 , respectively. This implies that the 

transfers are closely related with industrial structures or regional economic policies. 

The ratio of capital expenditure to GRDP shows very different patterns among regions. 

On the whole, capital expenditure plays an important role in economic development. It can be 

expected that the shares of capital expenditure in less developed areas are relatively high while 
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those in developed areas are relatively low. The correlation coefficients between the ratio of 

capital expenditure to GRDP and the weight of primary, secondary, and tertiary industry are 

0.496, -0.610, and -0.021, respectively. This means that the capital expenditure, as in the 

transfers, has also a positive relationship with primary industry and a negative relationship 

with secondary industry. 

IV. Effects ofFiscal Transfers and Some Comments 

1. Effects on Economic Development 

Before the discussion of the eifects of transfers on economic development let us look at the 

size of local governments relative to the central governments briefly. The sum of revenues of 

both the central and local governments is equal to 27.8~;~o of GDP in 1997 after exclusion of 

the double counting of transfers between both governments. The ratio of local government 

revenue to general (central plus local) government is 65.9% if transfers are included, 42.0% 

if they are excluded. In the case of expenditure the size is smaller than in the case of revenues 

because of the existence of carry-over not executed that year. The expenditure size of the 

general government is equal to 22.8% of GDP. The ratio of the expenditure size of local 

government to general government is 66.1% if transfers are included, 36.9% if they are 

excluded. From these figures it can be claimed that the revenue and expenditure in Korea are 

concentrated on central government. On the other point of view, this means that the transfers 

from central government play an important role to regional economic policy. 

While the national tax revenues in Korea are mainly composed of income and consump-
tion taxes,14 the local tax revenues are heavily reliant upon property taxes. For example, the 

share of property taxes is 80.4% of local tax revenues in 1997,ts In general, the elasticity of 

property tax is not high on account of the difficulty in appreciating property values and in 

counting them into property tax bases. If this characteristic of property taxes is taken into 

consideration, it can be expected that local government revenue would be inelastic for GRDP. 

This can be confirmed by calculating the elasticity of each type of local revenue to GRDP. The 

elasticity of local tax revenue, that of non-tax revenue, and that of the sum of both to GRDP 

are 0.960 (the t-value is 8.78), 0.837 (9.87), and 0.880 (1 1.5), respectively, each of which is 

inelastic.16 Recently, however, Korea has taken efforts to raise the share of revenue of 
consumption taxes or that of income taxes in order to raise the elasticity of local revenue.]' 

How about the efflect of local expenditure on GRDP? Here let us calculate the elasticity 

of GRDP to capital expenditure. This can be obtained by regression of GRDP on capital 
expenditure in the form of log linear. According to an estimation using the consolidation data 

of upper-level local governments, the elasticity of GRDP to capital expenditure in 1997 is I .23 

14 ncome, consumption, and property taxes accounted for 41.3%, 45.7%, and 2% of the national tax revenues 

in 1998, respectively, calculated from the data of the Ministry of Finance and Economy. 

Is Income and consumption taxes account for and 9.5% and 1 1.0% in local tax revenues in 1997, counted from 

the data of MGAHA. 
16 These were estlmated using the method of ordinary least squares with the consolidation data of upper-level 

local governments. 

17 The introduction of tobacco consumption tax as local tax in 1989 was one of such eff;orts. 
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（withご一value　at9．83），which　is　elastic．This　contrasts　with　inelastic　case　of　revenue　structure

mentioned　above．lt　is，I　think，an　interesting　result　that　even　though　local　govemments　are

heavily　dependent　on　the　decisions　of　the　central　govemment　and　have　an　inelastic　structure

in　the　revenue　side，they　have　a　structure　in　which　capital　expen（1iture　causes　GRDP　to

inCreaSe　elaStiCally．

　　　In　the　previous　section，it　was　shown　that　the　ratio　of　transfer　revenue　to　GRDP　had　a

positive　relation　with　the　share　of　primary　industry，and　the　ratio　of　capital　expenditure　ha（l

positive　relations　with　the　share　of　primary　in（1ustry．Therefore，it　can　be　expecte（l　that　the

ratio　of　transfer　revenue　has　a　positive　relation　with　the　ratio　of　capital　expenditure．The

calculation　of　the　correlation　coemcient　between　the　two　brings　out　the　value　of　O．745，which

is　thought　to　be　a　high　value．On　the　basis　of　above　results，it　may　be　said　that　the　transfers

to　local　govemments　are　an　important　factor　in　economic　development　through　the　capital

expenditure。This　can　be　also　interpreted　that　the　immigration　to　metropolitan　cities　was

generated　not　by　local　govemments，own（lecision　but　by　the　control　of　the　central　govern－

ment．The　fact　that　local　public　service　provisions　are　regulated　by　the　central　govemment

makes　it（iimcult　to　adopt　the　concept　of‘voting　with　feet’a　la　Tiebout（1956）、

　　　Explaining　this　in　another　wayシit　implies　that　each　level　of　local　govemment　has　not　had

a　major　roie　in（ieveloping　its　own　region　because　of　a　scarcity　of　its　own　revenues．As　Inman

and　Rubinfelt（1996）suggest，it　might　be　a　problem　that　local　govemments　could　not　have

taken　responsibihty　for　economic　policies　in　their　regions，Remembering　that　the　election

system　for　local　autonomy　starte（1in1995，it　would　be　important　to　build　up　a　scheme　that

local　govemments　in　Korea　take　a　real　responsibility　in　developing　their　regions．

2．SomeCo㎜entsonLoc田Finance

　　　Local　govemments　have　not　only　transfer　revenues　from　the　central　govemment　but　also

their　own　revenue　items：10cal　taxes，non－tax　revenue，and　local　bonds．The　share　of　transfer

revenues　in　the　total　revenue　of　local　govemments　is22、1％．And26．6％シ44．5％，and6．5％of

the　local　govemment　revenues　are　collected　from　local　tax，non－tax　revenue，and　local　bonds，

respectively．When　we　see　these　ngures，one　is　apt　to　judge　that　local　govemments　in　Korea

have　relatively　high　shares　oftheir　own　revenues。It　is　necessary，however，to　be　cautious　about

the　following，

　　　First，10cal　taxes　are　levied　on　the　basis　of　the　Local　Tax　Act　controlled　by　central

govemment。Local　tax　law　that　prescribes　tax　rates　and　tax　bases　is　enacte（i　not　by　local

councils　but　by　National　Assembly．Local　govemments　are　allowed　to　set　their　own　tax　rates

within　given　ranges　on　some　items　of　local　taxesl　resident　tax，automobile　tax，urban　plaming

tax，business　taxシbutchery　tax，and　regional　development　tax。Until　now，however，local

govemments　have　not　change（l　the　certain　range　ofthe　standard　tax　rate　to　raise　their　own　tax

revenues　except　in　a　few　extremely　restricted　cases．The　reason　is　that　these　taxes　have　little

innuence　on　their　revenue．In　addition，the　ratio　of豆ocal　tax　revenues　to　the　sum　of　both

national　and　local　tax　revenues　is　very　low，In　the　mid（11e　of　the1970’s，local　tax　revenues

accounted　for　at　best　about　lO％of　the　sum　of　national　and　local　tax　revenues．Though　the

ratios　have　been　increased，even　in　the　l990’s　they　comprise　only　about20％of　them，we　can

see　how　much　the　local　tax　revenues　are　restricted．

　　　Second，though　the　share　of　non－tax　revenue　is　relatively　high，the　share　of　carry－over　in
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non－tax　revenue　not　spent　that　year　is　very　high，The　existence　of　large　amounts　of　carry－over

is　a　main　reason　that　makes　the　di伍erence　between　revenue　an（1expenditure　of　Iocal

govemments　larger．Generally　non－tax　revenue　is　composed　of　users，fees，charges，and

interest　revenues，etc．，and　so　is　in　the　case　of　Korea．However，non－tax　revenue　in　Korea　has

adistinguishingfeaturethatitincludesalargeportionofcarry－ovemotusedthatyear・For
example，in　case　of　the　general　account　the　share　of　carry－over　is65％of　non－tax　revenue　in

l997．Some　reasons　why　the　carry－over　is　so　high　can　be　thought　of。At　nrst，in　many　cases，

there　occurs　a　situation　that　local　govemments　cannot　make　an　outlay　of　transfer　revenues

that　year．It　is　because　the　central　govemment　transfers　a　large　amount　of　revenues　near　the

end　of　the　year．Secon（11y，10cal　govemments　have　not　inclined　to　estimate　concretely　the　local

revenue　increase　induced　by　policy　changes　such　as　local　tax　refonns・In　Korea，the　central

govemment　usually　makes　decisions　to　increase　local　tax　revenue　unifomly，which　causes

local　govemments　not　to　have　an　incentive　to　estimate　positively　the　e仔ect　on　their　revenue，

This　brings　out　a　result　that　the　settled　account　appears　much　larger　than　budget，which　is

called‘net　annual　surplus7．18The　third　reason　is　politicaL　Korea　had　kept　an　appointment

system　of　local　executives　by　the　central　govemment　before　l995．The　executives　of　local

govemment　have　had　a　tendency　to　implement　a　surplus　budget　because　it　was　more　highly

evaluate（1，and　meant　success　in　their　life，than　a　deficit　budget．Even　under　the　present（lirect

election　system，the　iarge　amount　of　revenues　has　been　carried　over　by　the　innuence　of　past

custom．Judging　from　these　reasons，it　can　be　said　that　non－tax　revenue　actually　inclu（1es

transfer　revenues　of　past　years，It　means　that　the　real　share　of　non－tax　revenue　could　be　much

lower，19in　other　wor（1s，the　real　share　of　transfer　revenue　coul（1be　higher．Therefore，it　is

necessary　to　be　cautious　in　interpreting　the　structure　of　local　govemment　in　Korea，10

　　　　Furthermore，the　ordinary　local丘nance，as　mentioned　in　Section2，does　not　include　local

education　nnance，The　one　is　more　reliant　on　transfer　revenue　than　the　other．From　the　Figure

l　below　right　we　can　see　that　about80％of　revenues　in　local　education　is　transfer　revenues

from　the　central　govemment．Only6．3％of　local　education　revenue　is　transferred　from
ordinary　local　fimnce。The　share　of　its　own　revenue　as　a　special　account　is　at　best　l5，3％．As

a　result，in　or（1er　to　calculate　the　revenues　of　local　govemment　by　consolidating　locaI

education且nanceintoordinarylocal丘nance，2皇itisnecessarytodistributetherevenuesoflocal

education　finance　to　ordinary　local盒nance。

　　　　When　we　take　account　of　both　ordinary　local且nance　and　local　education　nmnce，the

degree　of　the　dependence　of　the　local　govemment　on　central　govemment　becomes　much

higher．It　rises　from22．1％to34．6％in1997．22The　result　is　mainly　caused　by　the　increase　of

local　share｛l　tax．The　share　of　non－tax　revenue　in　total　revenue　decreases　because　non－tax

revenue　from　the　special　account　is　very　low．When　both　nnances　consolidated，the　sum　of

local　tax’s　and　non－tax　revenue’s　shares　becomes64％．The　share　of　local　bonds　shows　lower

at5％after　consolidation．23

　且8This　share　is　very　high．For　example，net　annual　surplus　is392％of　total　carry－over　in　l997。

　19Accordlng　to　the　calculation　of　An（1997），the　real　share　of　non－tax　revenue　reaches　only　about　lO％。

　200n　the　other　hand，central　govemment　interferes　with　the　process　of　the　issuance　of　local　bonds、

　zl　The　amount　of　the　sum　of　both　is　used　in　R⑳rεncθPoc研2e配3／b7β謀4gαSμ2η醒αワ．

　ヱ2The　calculation　formula　in　Figure　l　is（15．4十14，8）／（69．6十14．8－12）．Note　that　the　transfers　from　local

govemment　to　the　special　accQunt　for　local　education　should　be　excluded　from　the　sum　of　both　revenues　to　avoid

double　coullt量ng．

　23However，the　share　of　locahax　revenue　is　almost　unchanged　even　after　consolidation，which　means　the

portion　of：一evenue　of　loca畳taxes　for　education　tax　bases　is　so　high・
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V．　Conc1μ4ingRθη2α灰3

　　　　In　general，the　degree　of　decentralization　would　depen（l　on　whether　local　govemments

have　their　own　power　to　collect　revenues　and　to　spend　expenditures　without　interference　of

central　govemment。It　has　not　been　long　before　that　local　residents　could　directly　elect　their

pubhc　omcers　such　as　chief　executives　and　councilors　in　Korea・Local　elections　for　public

oHicers　were　held　for　upper　and　lower－level　local　govemment　simultaneously　on　June　l995for

the6rst　time．With　this　as　background，even　now　local　govemments　highly　rely　on　transfer

revenues　from　the　central　govemment，
　　　　In　the　case　of　K＝orea　it　is　required　to　note　that：（1）10cal　tax　act　is　prescribed　by　the　central

govemment（National　Assembly），（2）a　large　portion　of　non－tax　revenue　actually　includes　not

only　tax　revenue　and　transfer　revenue　of　past　years，and（3）the　central　govemment　interferes

with　the　process　of　the　issuance　of　local　bondsJudging　from　these，it　can　be　said　that　local

govemments　are　much　con丘ned　in　their　authority　in　collecting　their　own　revenues。Further－

more，in　Korea　local　education　finance　is　separately　operated　from　ordinary　local　finance　as

special　account　whose　revenue　is　heavily　reliant　on　transfer　revenue　from　the　central
　　　　　　　　　　24
govemment・
　　　　This　paper　showed　the　correlations　between　the　main　items　of　local　govemments　and

industrial　structures　using　the　consolidated　data　of　local　educational　finance　into　ordinary

local　finance．Transfer　revenues（TR）are　inversely　related　with　local　revenues（LR）or　the

sum　of　local　tax　revenues　an（1non－tax　revenues．The　correlation　coemcient　between　TR　and

LR　is－0，944，which　means　transfers　are　carried　out　on　the　basis　of　local　governments’own

revenue．
　　　　Local　taxes　in　Korea　are　heavily　reliant　upon　property　taxes　whose　share　in　local　tax

revenues　accounts　for　about80％．The　elasticity　of　local　tax　revenue，that　of　non－tax　revenue，

and　that　of　the　sum　of　both　to　GRDP　are　O．960，0．837，＆nd　O．880，respectively，which　are

inelastic．In　addition，the　ratio　of　tax　revenues　to　the　sum　of　both　national　and　local　tax

revenues　is　at　best　about20％．Thereforeシit　can　be　said　that　the　economic　development　has

contributed　relatively　Iittle　to　the　increase　of　local　tax　revenue．On　the　contrary，the　elasticity

of　GRDP　to　capital　expen〔liture　is1．23．That　is，the　local　govemment　has　an　elastic　structure

in　expenditure　side　while　it　has　an　inelastic　structure　in　revenue　side．

　　　　This　paper　demonstrated　the　e仔ects　of　transfers　on　regional　development　focusing　on

intergovemmental　fiscal　relationship。The　industrial　structure　was　made　use　of　to　investigate

the　relationship　between　decentralization　and　economic　development　According　to　calcula－

tion，the　correlation　coemcient　between　the　ratio　of　transfer　revenue　to　GRDP　and　the　share

of　primary　industry　is　O。790。On　the　contrary，the　correlation　coe伍cients　with　secondary，and

tertiary　industry　are－0。455，and－0。501，respectlvely。From　this　result　it　would　be　certain

that　transfers　were　an　important　factor　for　regional　economic　development．The　correlation

coemcient　between　the　ratio　of　capital　expenditure　and　transfer　revenue　to　GRDP　shows　the

value　of　O．745，which　is　a　high　value．Consequently，it　can　be　sai（l　that　the　transfers　to　local

govemments　have　an　important　role　in　regional（1evelopment　through　the　capital　expenditure。

　24About80％of　revenues　of　Iocal　education6nance　in　l997depends　on　transfer　revenues　from　central

govemment・
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As well known, Tiebout (1956) says that there appears 'voting with feet' by the 
differences of the public services that local governments provide. In Korea, however, the 

immigration of people to metropolitan or other cities was generated by the regional policy 

under the infiuence of the central government. This means that it would be difbcult to adopt 

the concept of Tiebout's voting with feet in Korea. 

This paper has focused on fiscal transfers determined by the central government. As the 

decentralization proceeds, however, Iocal governments tend to have their own power in 

making decisions on their own revenues and expenditures responsive to the decision of central 

government. If then, the method or result proposed in this paper will also be changed because 

it is necessary to take the responsive functions of both national and local governments into 

account. 
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