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Analyzing the Causes of Local Fiscal Crisis in Korea
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The paper explores the local fiscal crisis by tracing the trends of local debts

and fiscal dependency of local governments to the central government and
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proposes the causes of the recent local fiscal crisis. The fundamental causes of
the crisis are immanent in local fiscal system with soft budget constraint of
local governments, local taxes not to work as a price of local public goods, and
intergovernmental grants to persue excessive equalization. The crisis is
magnified recently as the central government imposes the financial burdens of
its expansionary fiscal policy against the worldwide economic recession and of
its progressive social welfare policies on the local governments. We analyze
empirically the effects of fiscal variables such as the ratio of social welfare
expenditures to total expenditures, the degree of fiscal autonomy, etc. on local
debts or local deficits by using tobit estimation. The main result is that the
determinants of local fiscal crisis are mostly different in the types of local

governments or the measuring methods of the crisis.

[] Keywords: local fiscal crisis, soft budget constraint, social welfare expenditures,
tobit model
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Age dole el Bu2 2477 Qe ou 2010958 4% 349 AZol ).
AT 2010 A€ 717+ 1 AFaron 20 ) 5o
B 54 dete] WAL 4%2 BAtHo} 2 FAANLYEE e Fu7}

ol gt TFF AA AlEE o &e ASHR ALY L A Az g
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F ook o A AR RE AP RS0 dEe] AR e BuA A g
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- Az 107.0 | 115.4 | 111.9 | 124.9 | 137.5 | 139.8 | 141.0 4.7
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HF(B/A) | 45.6 | 47.1 | 47.2 | 32.9 | 36.2 | 35.7 | 36.3 | 30.2 | 31.7 -
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A0l Abgshe W 2010 24 7)ol FAFAZE, FAG T, AGATY S,
I I

A EAA 2L PAGAR A
% o

WA FEE(2009) = Aol S AT S7Ee A RIT} SobA A AF9 7 el
O o249 APl slae ATH R At o] Z52hd APAH = ReFS A
WA e A 4 Ak whde] wieIw (2009) & AE AR EAte] oEAY H
o] =T E AGAT EPo] Yol & AAlshEd o At AAR =T SerE &
Sl A T e Aovh, & e AR ZHEF AT H o] 255
AT AL S/t Aot =, AAZFH FAHE AGA T g oEYgo] 2= d
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AR o] ARl gt ASEAE A7 AR FR FESte] AAjse EBIEY
(tobit model =+ censored regression model
Aq 7 B2 AT AP EFHG AN HFE o] &skA] FoBRE o|59 AT
T AR TR FE 09 g et F TEUTE ARE AATESE 0914 A
2bglo] gt A AT (OLS: ordinary least squares estimation method)
2 TEUF7L ARty 7Pgsteg HAE (censored) AR EAE wf OLSol <
s < A9 (biased) At 14) wetA] o] AT = EBRFY HFHY P& o] &3

o
s
oo
r
v
rhe
o rR
-4
=
o)
>,
oo
ol
ol
rlr
=]
12 i o

1Q1H(2009), 94L(2011), F712H2011) & AANFE FEHUFE EAske 71E9 A+
S AR FE5A7E 080 2 & gloke AhRe] B nEsA & A
B2 3zt HrlE L vdBA Y (biased and inconsistent) 7FsAlS FAIRTH EE o] &4
£ "sp7] Yt AAT7E AR 0BT & AR DA 9} Al9] ARE o] gl A T
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o] A% ZF(consistent estimator)S T3ttt (Wooldridge, 2008)

AR E-E Al 23 A T2 FEstn A TS Yl T 7] E5 S g8 3
A ()& F93 AAE (F Dol AAT 1A 7t A2 TS FollM B 32
E0] 0ol|A HatEenz OLSEY EBlRY o] A-E & F AUt} F, A-7¢] 57.9%
2 2279 65.2%% mnoﬁ:ﬂmﬂéfﬁﬂaﬂ ekokom] Al-e] 4.4% 2 AA T
47.8%%= ABA Tz o] 8 gloBR F49 tiu] A v)F 52 2 ik
A7t FEHTFY o AFFFS A7) A e ERRT S ARstolok it

EPETIA K| SbRf L84 O/ Z 1Y 7 Q) K| Shrf 204 K| 4
=EEHs Al- YPNEE Al- PR
o -0.057 -0.114" -16.969 " 5.971
o (-1.880) (-2.179) (-2.034) (0.323)
AR = / 0.066 0.241" 24.949' 24.800
7 A AL v (1.451) (3.752) (1.941) (1.166)
PR e -0.022 0.174" 86.938 " 5.132
A= (-0.298) (2.398) (4.283) (0.195)
0.001" -0.001" 0.005 -0.469
AGAR =
(3.821) (-1.750) (0.089) (-2.737)
PALE RS B 0.098" 0.140° - -
24859 (3.125) (1.740) - -
o (o) 0.027 0.017" 8.735 " 7.077"
seale 1o (10.294) (6.173) (17.290) (8.089)
e/ 159 / 92 69 / 45 159 / 17 69 / 33
A BES
F1: scale (0)E QAEA Al Fo] it %?MOM Oolgte 7Me & 7143
20 ()QrE z-BAgelw = fe= A foleE 1%, 5%, 10%9A %«l?}f}% o|n| &
AR FAEAE, AT, ZlHHH‘%L}M *MEXW%: YA F, A A, 2011 AT

o, APGA TR AVARIAE, AAAGE] FEAGG Y AT AR DA AP FA
AR AGARE: PHLAR AL FHolA]

W o] 2 gt} w3t A 7o) ARAR APeGel e {e] ARt Aok BPke A
o tafr= =olakA] X3
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<> HFRE M 84Sl 501

EJTESY WE 2K GDP thH| EESTE
28 &ZF’) &) (=8) MESK HIE (%) | WEER HIE (%)

B IV R Ty R Y T T T oY T [T T T T AT =T
1995 409.7 56.8 15.3 -2.2 -4.7 -0.6 -1.1 -3.9 -30.4
1996 461.0 65 17.4 4.2 -4.1 -0.9 -0.9 -6.5 -23.3
1997 506.3 69.9 18.5 -12.8 -4.5 -2.6 -0.9 -18.3 -24.1
1998 501.0 67.8 17.1 -24.9 -4.6 -5.1 -0.9 -36.7 -26.9
1999 549.0 75.7 18.6 -20.4 -5.3 -3.9 -1.0 -26.9 -28.5
2000 0603.2 92.9 20.4 -6.0 -3.2 -1.0 -0.5 -6.5 -15.9
2001 0651.4 95.8 26.6 -8.2 -3.2 -1.3 -0.5 -8.6 -12.1
2002 720.5 104 31.6 5.1 -3.8 0.7 -0.5 4.9 -11.9
2003 767.1 114.7 33.1 1.0 -2.8 0.1 -0.4 0.9 -8.6

2004 826.9 | 117.8 34.2 -3.6 -3.5 -0.4 -0.4 -3.1 -10.2

2005 865.2 | 127.5 36.0 -6.7 -3.6 -0.8 -0.4 -5.3 | -10.0

2006 908.7 138 41.3 -8.4 -3.9 -0.9 -0.4 -6.1 -9.5
2007 975.0 | 161.5 43.5 6.8 -3.8 0.7 -0.4 4.2 -8.7
2008 | 1,026.5 | 167.3 45.8 | -11.7 -4.7 -1.1 -0.5 -7.0 | -10.3
2009 | 1,065.0 | 164.5 45.1 | -43.2 | -10.1 4.1 -0.9 | -26.3 | 224
2010 | 1,173.3 | 177.7 50.1 | -13.0 -5.5 -1.1 -0.5 -7.3 | -11.0
B - - - - - -1.4 -0.6 -9.5 | -16.5
FE=UA - - - - - 1.7 0.3 11.7 8.0
ol Al - - - - - 1.2 0.4 1.2 0.5
Tl FEET APFAe BRddFAoH ol AFAAY AFE HEe] Adstr] s SHAF
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Ao AWPRAR: BPLAL, AMAYLE, 1%, A0 Fol)






