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Abstract of Dissertation

Decentralization in Korednstitutions, Regional Development, and Governance

This dissertation consists of three free standiageps centered around the
common theme of decentralization in Korea: in pattr, the relationship between

institutions, regional development, and governaaod,successful decentralization.

The first paper examines the role of social capitdébrmal institutions and policy
objectives on the introduction of decentralizatinorKorea and attempts to broaden the
understanding of the motivation for decentralizatieyond the traditional economic
rationale of traditional federalism theory, namedly improve the efficiency of
government. In particular, this study examines hofermal institutions, such as civil
society organizations (CSOs), became credible eetnto the Kim and Roh
administrations (1998-2008) for the successful ptiom of decentralization. Close
collaboration between government and CSOs in adwgraecentralization as a reform
priority was distinctive in the sense that it topgkace as a partnership between
government and non-state actors, along with localeghments’ engagement. Further,
CSOs were able to mobilize their informal instibuis and networks to advance formal
institutions such as legislation, rules, and reguts, by bringing political actors on
board for democracy and to support the inceptiomaxfentralization. Their ability to
facilitate this process came from their reputafemrepresenting and pursuing the public
interest and shared values, their knowledge ofigbges, and their organizational skills
acquired over Korea’'s long history of democracy srments. In the absence during the

pre-democracy years of a credible government #qatesented the views of the majority
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of the population, CSOs had emerged as an honestrastworthy agent for change.
They were also able to provide the public with atfokm for collective action for the
country’s future that included decentralizationoa® element. CSOs became a forceful
partner for the successful inception of decentaéilin in Korea, although

decentralization in Korea is still “a work in pregs” with emerging challenges.

The second paper examines the relationship betdesmtralization and regional
disparity in Korea. In particular, the paper exaesinvhether Korea has managed to
successfully decentralize and narrow regional dispa and if not, why disparities
continue to exist despite the intentions of theedéalization efforts in 1995. The
findings suggest that since its inception, decéimtiion in Korea has neither succeeded
in expanding fiscal decentralization nor in redgcimegional disparity. Instead,
differences in per capita gross regional domestclypct (GRDP) between regions have
widened. The degree of fiscal decentralization Heasained low since 1990 with slight
fluctuations during the intervening years, but Hasreased slightly since 1995. Further,
local governments’ fiscal independence has beeadgyedeclining—falling by 13%
from 1990 and 11.5% from 1995—which indicates thatl governments have become
increasingly dependent on intergovernmental trassie meet their expenditure needs.
This is partly explained by local governments begigen increasing responsibilities in
providing social welfare programs since the inaapbf decentralization. This increasing
dependence of local governments on intergovernrhdraasfers to meet centrally
imposed mandates has indirectly weakened localrgavents’ fiscal capacity to invest in
productive sectors. The resulting negative retati@tween fiscal independence and

regional disparity is more significant than theat®ln between decentralization and
viii



regional disparity. The above findings indicate ttlicentralization per se is less
important for regional development than local goweents’ capacity to adequately fund
their activities, including social welfare programas well as the ability of local

governments to invest in development programs.

The third paper investigates the effect of decéim&dion on the quality of
governance in Korea. The introduction of decertedion in 1995 by establishing local
assemblies was intended to expand the authoritjocdl governments through the
election of local officials by popular vote, to dghte administrative tasks from central to
subnational governments, and to increase the sifdozal expenditures in total public
expenditure. The aim of this policy was to rendesr government more accountable and
responsive to the needs and preferences of citizémsever, progress has been mixed.
In this context, the paper examines the impactegkdtralization on two dimensions of
governance measured at the country level from X698013: voice and accountability
and control of corruption, as measured by the Wadd Governance Indicators. The
findings of this study suggest that an increaseeoentralization, fiscal independence,
and GDP per capita tend to improve local governamd¢erms of increased participation
in local elections. Based on the trend of votendut, participation in local elections
when the liberal party is in power tends to be Iotlkan when the conservative party is in
power. This may seem counter-intuitive at first; the long period of dictatorship and its
historical association with the conservative panigy explain this phenomenon, possibly
unique to Korea. Perhaps people are less conceabedt the country’s political
conditions when the liberal party is in power asréhis perceived to be less danger of

losing freedom of speech or freedom to vote. Itnseehat expansion of fiscal
ix



decentralization and local revenue mobilizationoemage participation in local elections,
as residents then have more stake in their lodalraf Moreover, the study’s findings
suggest that political decentralization can pldew role in instituting a vital platform of
contestability of public policies with potentialjyositive effects for people’s welfare at

both the local and national levels.
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Paper One: The Role of Institutions and Political leadership in the Successful
Inception of Decentralization in Korea

1 Introduction

In this first essay | examine the influence of itosional factors and policy
objectives on the introduction of decentralizatioiKorea. Substantial research has been
conducted to measure the impact of decentralizatiomany countries in terms of
economic growth. However, most of these studieat tdecentralization as given, and
tend to overlook the possible influences of théahimotivation for decentralization and
on different types of decentralization outcomeseyftargely ignore how policy reform,
in this case the decision to introduce decentrdina has been influenced by local
conditions such as institutional and social capitather than by efforts to strictly
enhance economic efficiency.

This paper attempts to deepen the understandinipeotole of institutions in
policy reform (in this case, the introduction ofcdatralization) by showing that citizens,
students, activists, labor unions, intellectuadéigious leaders, and opposition politicians
in Korea collectively pursued democracy over sdvdexades and how this fostered
enabling local conditions for a transition from aaothoritarian and centralized to a

democratic and decentralizing governing system.

! Institutions broadly refer to rules and procedutieat structure social interactions by enabling and
constraining individuals’ behavior (North 1990)sfitutions consist of formal and informal instituts.
Formal institutions refer to state-enforced rulashsas laws and regulations, while informal insihis
refer to norms, trust, and networks which conditcitvil society and are shared by society, i.ehatsd
expectations” (Helmke and Levitsky 2006). Socigpitad refers to culture and values that complement
formal institutions in promoting development andyigically considered as independent from suchofact
as formal laws and rules in formulating strategiésinstitution building and economic reforms. This
narrow view tends to limit the policy options cafeied for countries where social capital and formal
institutions are often interchangeable in practind mutually reinforce each other in promoting @snit
development (Landes 1998).



There seems to be a large gap between the motigatind the enabling local
conditions for decentralization (such as institasi@and political leadership) and what are
considered to be the main theoretical argumentavar of decentralization. The main
theoretical argument for decentralization emphasibat it increases overall government
efficiency (Tiebout 1957, Musgrave 1959, Olson 196&tes 1972, Weingast 1995),
because decentralization brings the governmeneclhusthe people to whom it serves:
proximity gives local officials an advantage ovental officials in understanding local
needs and preferences.

Korea’s experience could shed light on the needafbroader understanding of
the motivation for decentralization and how it dam conceptualized, formulated, and
implemented. Decentralization in Korea was conakias part of overall reform, not as
an isolated process of reorganizing governmenpadrticular, Korea’'s experience may
provide useful perspectives on why the successtubduction of decentralization may
require an in-depth understanding of the institwlocapacity of the county concerned,
beyond the structure of government itself. Becagseernment can be only efficient
when government truly represents people who are tbmake right choices based on
information they receive and process. Institutioo@bacity and social capital promote
information flow to citizens.

It is critical to understand how a society enalil#zens to receive and process
information since asymmetric information betweedimary residents and government
officials is a major obstacle for residents to mekeisions (Stiglitz 1998). In this context,
institutional capacity in this paper is definedaasountry’s collective ability to receive

and process information, and its ability to formelastrategies and implement
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decentralization aided by credible leadership.drtipular, this paper focuses on the role
of informal institutions and social capital, such reetworks and their influences on the
introduction of decentralization, as illustratedKyrea.

This paper argues that informal institutions (idohg social capital), and in
particular credible non-governmental actors (eigl society organizations), advanced
formal institutions (e.g. laws, legislations, rylelm addition, civil society organizations’
collaboration with reform-minded political leaddras positively influenced the success
of decentralization, in Korea, at least duringimsoduction. Civil society organizations
(CSOs) were able to utilize their capital for tramsiing formal institutions: to change
the way of governing, and the extent of democrawy @ecentralization. One might ask
how Korea was able to develop effective social tehpind informal institution. That is a
pertinent question for any question of reform aegtedlopment, but is beyond the scope
of this study (although studies show that univetsadic education and literacy are a
prerequisite for development).

The decentralization experience in Korea depadms fthe theoretical federalism
arguments for efficiency gains as the main objectiffdecentralization. Decentralization
in Korea was conceived as a mean to democratizeergasce to meet peoples’
aspirations for direct participation in democraay breaking away from the long military
dictatorship which had ruled for several decadekn(2005, Koo 2007, Bae 2008).
Independence movements inspired by resistancepaméae colonial rule and subsequent
democracy movements against the military dictaiprstntributed to the development of
well-organized and -informed civil society orgartiaas (CSOs). These organizations

were able to translate their ideas into the pubiscourse and foster a policy dialogue
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with political leaders. Thus, decentralization iwr&a should be understood in a broad
historical and institutional context. It is fair émgue that the inception of decentralization
in Korea was largely influenced by political andtitutional factors, rather than having a
strictly economic rationale.

In this sense, Korea’s experience shares siméariwith some of the Eastern
European countries, which decentralized right atter fall of the Soviet Union largely
because of discontent with centralized governingtesys. The World Development
Report 1997 (World Bank 1996) observed that govemisy with centrally-planned
economies were shrinking their market role becaokefailed state interventions.
Development demands an effective state that plafaciitator role in promoting and
complementing the activities of private businessasd individuals rather than
commanding them. As some scholars suggest (Cuazboa, Ahn 2005, Bae 2008),
decentralization in Korea seems to be motivategelsrby political reasons rather than
the economic rationale argued by traditional fell@ratheory which sees it as a way to
improve the efficiency of the public sector throughplementing a more efficient
division of labor between different levels of gowverent.

This introduction is followed in the second sectipna literature review. Section
three reviews various definitions of decentraliaatiSection four provides an overview
of the political dynamics and political leadershiyat contributed to decentralization in
Korea. Section five examines the development cdllacitonomy in Korea. Section six
illustrates the role of CSOs in translating infofamstitutions into formal institutions and
in facilitating the inception of decentralizatidn.particular, the section discusses CSOs’

ability to identify shared values and to gain cbédy from the public, government, and
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political leaders, as well as for setting the dé@dization agenda. Section seven briefly
notes the challenges of decentralization faced tne& as well as its limitations. Section
eight concludes with policy implications.
2 Literature Review

Decentralization has been often proposed as a wayring government
administration closer to the people and to encauithgir participation (de Mello and
Barenstein 2001). The main economic reason for rdesdezation is the prospect of
improving citizens’ welfare through efficiency gair{Tanzi 1995). In other words,
welfare is maximized if each local government caovge a Pareto-efficient level of

output for its constituents, for example throughdfé pricing (Oates 1972, p. 34-35).

Decentralization is also seen as a means of impgothe provision of public
goods and services, as reforming public-servicevelgl has been recognized as a way to
promote development* The argument is that local government is moréiefit in
providing public goods and services tailored towdhneé preferences and tastes of
individual residents, and this can raise welfarlso® (1969) argues for “the principle of
fiscal equivalency”: if a political jurisdiction anbenefit areas overlap, the marginal
benefit of extra services should equal the margowat of production, thus ensuring

optimal provision of public services and elimingtitne free-rider problem.

2 pareto-efficiency refers to a situation when nughtould be done to make at least one person hftter
without hurting someone else.
% See John G. Head (1974) for discussion on publiclg and welfare.
* For discussion on reforming public service delyyerefer to the World Bank publications: World
Development Report (2004); Berlin Workshop Serig804); Annual Bank Conference on Development
Economics-Europe (2005), and Besley and Ghatak3)200
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High expectations from decentralization seem tongpartly from experiences of
failed centralized states and political systéstong pressures for the restructuring of
the public sector are present today, and have befame in countries at differing stages
of economic development. It has been argued tlagnfenting central authority and
introducing more “Tieboutian” intergovernmental qoetition (e.g. “voting with feet”)
can generate a range of benefits including makiogegqiment more efficient and

responsive®

Some scholars have also questioned the effectigenfesentral government in
improving the distribution of income and stabiligithe economy, while advocating a
smaller public sector that gives markets and Igaasdictions more power (Weingast
1995). These arguments have often been put foralardy with support for privatization
to improve the efficiency of the public sector, haligh it is not evident that
decentralization can improve income distributiord anacro managemeftCai and
Treisman (2006) argue that “decentralization is etmmes presented as almost a

functional equivalent of privatization®”

At the same time, experience shows that decerdtadiz has often been

motivated by political expediency (e.g., centravgmment’'s attempts to deal with a

® The World Development Report 1997 (1996) argues trevelopment requires an effective state that
plays a facilitator role in encouraging and compmetmg the activities of private businesses and
individuals versus reducing government to a ministadtate. Governments with both centrally-planned
and mixed economies are shrinking their market beleause of failed state interventions.
® Chareles M. Tiebout (1956) argues that the Musg@amuelson analysis, which is valid for federal
expenditures, need not apply to local expenditures.
" Vito Tanzi, 1996, “Fiscal Federalism and Deceitelon: A Review of Some Efficiency and
Macroeconomic Aspects,” iAnnual World Bank Conference on Development Ecarod895 pp. 296-
315.
8 Cai, Honbin and Daniel Treisman, “Did governmeatehtralization cause China’s economic miracle?”
World Politics Vol. 58, Issue 04, July 2006, pp. 505-536.
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mounting budget deficit) rather than a pure ecoworationale (e.g., efficiency gains,
increase in employment, economic stabilization,itgfjuFor example, an overburdened
central government may try to delegate or passespansibility for the provision and
maintenance of public goods and services to loocgkegqment, but without ensuring
adequate institutional and financial provision. this case, decentralization neither
improves welfare or the quality of life for residemor increases the efficiency of the

public sector.

In this sense, treating the motivation (e.g. edficy gains, fulfilling citizens’
aspiration for democracy or for balanced regiorelatiopment) for decentralization and
local conditions (e.g. types of institutions) asifonmm across countries is likely to
overlook critical factors influencing the decentzation process, at least in the initial
stage. It can also lead to misleading conclusiamsassessing the effects of the
decentralization process. Even if countries deeéné in an attempt to improve the
performance of the public sector (e.g. increasdabenefficiency of government) as part
of public sector reform, implementation may notsoecessful and decentralization may
not necessarily produce the expected outcomes.

For example, a country may not have sufficienttal will or political capital,
or may lack adequate institutional capacity to iempént a planned decentralization, or it
may be too costly to carry out decentralizationefevf a country is successful in
initiating decentralization, it should not be semnan end itself. Decentralization is a
process which evolves depending on political, ea@inpand institutional factors of the

country concerned.



Korea’s experience provides a window of opportumityexamine how informal
institutions such as social capital (e.g. civil istg were instrumental for
decentralization and how civil society cultivatde tgeneral public and gained support
for decentralization as part of a broader goveraartorm initiative rather than only as a
means to secure economic efficiency gains. Analg$isvhether a country fails or
succeeds in improving the performance of governm#mbugh decentralization
regardless of the initial motivation and pre-exigticonditions may not fully capture
policy issues related to decentralization and hjectives.

Social capital generally refers to the institutired relationships of networks,
trust and norms for securing collective action. iHgva wide range of informal
institutions can be instrumental in facilitating operation and participation among
members of society for their shared benefit. Temstourages participation in voluntary
associations whereas lack of trust between indatgllimits the scope of social and
economic exchange. Informal institutions and socaglital, by easing such constraints,
can serve to improve human capital and promote@unanand political activities at the
individual level while contributing to efficient farmation and knowledge exchange at
the organizational level.

Dasgupta and Serageldin (1999) recognize that dheept of social capital has
not been nailed down sufficiently to be useablguantitative research into character of
societies and the literature on social capitalugegdispersed. However, the World Bank,

in broader terms, refers to social capital as tmens and networks that enable collective



action? It has been argued that social capital is critical poverty alleviation and
economic development.

In "Social Capital and Development. The Coming AdghFrancis Fukuyama
(2002) argues that there isn't a uniform definitminsocial capital. He explains it as
"shared norms or values that promote social cotipaeiaFukuyama, pp. 27). He argues
that social capital is a necessary preconditiorstacessful development, while rules of
law and basic political institutions are requiredliuild social capital. He argues that
strong social capital is essential for democracg aconomic growth. He also defines
social capital as any instance in which people ecate for common ends on the basis of
shared informal norms and values.

In his book “The Wealth and Poverty of Nations,”vizhLandes (1998) argues
that social capital -- networks, trust, norms -n amplement formal institutions in
fostering economic advance in countries. Howevaer,the policy arena informal
institutions are often ignored as factors promotexpnomic development and are
typically considered as independent from such facts formal laws and rules when
formulating strategies of institution building aedonomic reforms. This narrow view
tends to limit the policy options considered forforen, when in practice social
capital/informal institutions and formal instituti® often complement and mutually

reinforce each other in promoting economic develepm

9
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James Coleman (1987) argues for the developmengooial capital as an
organizing concept (e.g., trust, norms, behavialtuce) for social science (Dasgupta,
Serageldin 1999). Ostrom (2000) notes that “socsgdital is the shared knowledge,
understanding, norms, rules and expectations giaitérns of interactions that groups of
individuals bring to a recurrent activity...When thigge social dilemmas or collective-
action situations...participants must find ways ofeating mutually reinforcing
expectations and trust to overcome the perverse-gliiotemptations they face.”

In addition, Robert Putnam et al (1993) argue #uaial capital comprises both
objective features of society (e.g. network streef@and subjective social norms, such as
trust, culture and values, and that it is linkedpwlitical participation and effective
governance. The existence of networks, which is aspect of social capital, facilitates
participation in economic, social and politicaligittes. Civic participation in voluntary
associations inculcates the norms of reciprocity romotes the building of mutual trust
and cooperation. These factors then contributeé@tocess of democratization.

At the societal level, social capital and informialstitutions can promote
democratic political systems and economic develogn{®utnam 1993, 2000). An
OECD report (2002) finds that social capital (edvil society) is a common
characteristic shared by Western countries durivar teconomic development. Civil
society organizations (CSOs) can be natural patiera successful market economy
when citizens have the time, education, and ressuie take part in associated activities
and networking. CSOs can reinforce economic devedp by encouraging information

and knowledge flows in a society and by promotiogrl public policies.
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Empirical studies show a positive association ketwhigh levels of social capital
and economic well-being (Naryan and Pritchett 19$0cial capital can determine how
well citizens are able to take advantage of instihal arrangements (e.g. elections, local
referendums, councils). High levels of social capinable citizens to signal their
preferences effectively and enforce officials’ aga@bility (Putman 1993). Although
social capital are slow to develop and can besétaf being captured by government.

Many studies observe that institutional factorsagyeinfluence how a country
develops (Greif 1994, Fukuyama 1995, Feddrerke 198rndes 1998, Dasgupta and
Serageldin 1999, Dunham 2002). This should alsdyappdecentralization, especially in
the early stages of implementation. The implememat(and outcome) of
decentralization is likely affected by local comaliis such as the level of development
which is associated with the institutional, econgnand political environment. North
(1990) also argues that institutions affect thdqrarance of the economy by their effect
on the costs of exchange and production, and thusigie development. North (1990)
defines institutions as the rules of the game so@ety, or humanly devised constraints

that guide human interaction (e.g. rules, netwanksins, values).

World Bank (2001) emphasizes the role of non-marisitutions for the success
of reforms in developing countries. Non-market ilmgibns such as social networks and
participatory organizations affect economic growthstimulating flows of information,
promoting competition, and speeding up the adoptionorms and values functional to
market development. Further, a World Bank studydecentralization (Hofman et al
2000) views participation as a means to succestuentralization. Mechanisms for

citizen participation should be considered a helpfwecondition for successful
11



decentralization. Institutional structures embeddethe national political environment
and developed over a period of time can broadeoryppuities for citizen participation in

the process of decentralization and democratic mavee.

3 Decentralization

When discussing decentralization, it is implicilgsumed that countries have
different levels of government (central, regionals, municipal/local) with different
degrees of decision-making power. Some argue Hudt kevel of government in a federal
system should have independent authority: using deifinition, only a few countries
would be considered to operate with a truly fedexydtem (e.g., the United States,
Canada, Switzerland). Meanwhile, the literaturedenentralization does not uniformly
agree on what decentralization entails althougindieins of decentralization are broadly

coherent, albeit with different emphasés.

According to Wallace E. Oates (1972), there are twear polar forms of
government: complete centralization and total deaépation. Complete centralization
(a unitary form of government) means that, in theemce of other levels of government,
the central government assumes full responsibibtythe economic functions of the
public sector. In contrast, total decentralizatibes in the opposite direction of
centralization on the spectrum of governmental &rand would presumably represent a
state of anarchy. In a highly decentralized systdm, central government would be

almost completely devoid of economic responsibildag a system of small local

10 see alsdttp://wwwl.worldbank.org/publicsector/decentrafiaa/what.htmfor various views on the
topic.
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governments would perform virtually all the econontasks of the public sector.

However, this would be highly unrealistic.

Oates notes that a unitary government has a cothymedvantage in resolving
stabilization and distribution problems (includiegternalities of collective goods), while
a decentralized government has a comparative aalyanin satisfying the varying
preferences of the residents of the different comitires by providing public goods and
services whose benefits are limited to a speciflusst of the population. Based on these
two considerations, Oates argues that federalismbowes the advantages of these two
polar forms and avoids the most serious shortcosnoigeach, and that a federal system
of government is the most promising form for orgamy the public sector in resolving

the economic problems of allocation, distributiand stabilizatiort?

In a federal system, each level of government malexssions concerning the
provision of certain public services in its respextgeographical jurisdiction: in which
“different levels of decision-making do exist, eaolh which determines levels of
provision of particular public services in responsegely to the interests of its
geographical constituency” (Oates 1972, pp. xvi)other wordseach does what it can

do best, rather than attempting to perform allfthmetions of the public sector. Using this

11 Qates interprets Kenneth C. Wheare's definitionfeaferalism: a political system provided by the
constitution that protects the autonomy of differéavels of government as “...the method of divifdin
powers so that the general and regional governnagateach, within a sphere, co-ordinate and indigren
(Oates 1972, pp.16).” A political study of fedésal is concerned with the division and use of powgr
excluding from the federal category a system incltihe power of sub-national governments is exedcis
solely at the convenience of the central governnaeiegation.
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framework, the central concerns are the allocatibmesources and the distribution of

income within an economic system.

By this definition, any fiscal system or governmepdssesses some federal
elements. In that decentralization (fiscal decdiztxtion) has compelling advantages for
some functions, as compared to a complete relianceentralized decision-making. At
the same time, it makes little difference whethenot decision-making at a particular
level of government is based on delegated or domistnally guaranteed authority from
an economists’ point of view, in contrast to theaegption of federalism used in political
science. Thus federalism should be treated ndbsolate but in relative terms, in degrees

rather than in kind.

Prud’homme (1994) suggests a typology that distsiges between three types of
decentralization: administrative, market and spat@dministrative de-concentration is
defined as the transfer of responsibility for plagn management, and the raising and
allocation of financial resources from the cengalernment and its agencies to field
units of government agencies, or to subordinateel$evof government. Market
decentralization with economic liberalization isfided as a process of creating
conditions in which goods and services are providgda market mechanism. Spatial
decentralization is defined as a process of difigisirban population and activities away

from large agglomerations.

Prud’homme notes that administrative decentrabmaitan be subdivided into
three types: de-concentration, delegation, and Idgoa. De-concentration is the

redistribution of decision-making among differeavels within the central government.
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Delegation is the transfer of responsibilities frahe central government to semi-
autonomous organizations not wholly controlled liy tentral government but ultimately
accountable to it. Devolution is the transfer ofvpos from the central government to
sub-national governments. However, this typologgsinot seem to hold always, as the

word “decentralization” is often used as a synorignfdevolution.”*?

Vito Tanzi (1996) describes decentralization withiotbroad categories: de-
concentration and decentralization. De-concenmatimplies only a delegation of
administrative control to sub-national governmentthe administrative hierarchy, while
decentralization represents the genuine possestiadependent decision-making power
by decentralized units. Richard M. Bird and Fraacdéaillancourt (2006) consider three
types of decentralization: de-concentration, ddlegaand devolution. De-concentration
means giving regional or local offices of the cahgjovernment decision-making power
previously held in the central offices in the capitDelegation makes a sub-national
government responsible for carrying out a function which the central government
retains responsibility. Devolution refers to trarsihg responsibilities from the central

government to sub-national governments.

James Manor (1999) considers three types of dedizatiion: de-concentration or
administrative decentralization, fiscal decentiian, and devolution or democratic

decentralizationt®> De-concentration or administrative decentralizatiefers to the

12Rémy Prud’homme (1994, pp. 2).

13 Manor excludes other three types of decentratimatinamely, decentralization by default (when
government institutions become so ineffective, failinfluence lower level arenas), privatizatiomda
delegation (of responsibilities for developmentgyeons or projects to para-statal agencies).
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dispersal of agents formerly at higher levels ofegoment into a lower level arena.
However when de-concentration (even with fiscalet#@lization) occurs in isolation
without simultaneous democratization, it still elegbthe central authority to penetrate
effectively into the lower level arena, without ieasing the influence of interests at the
local level. This could be especially true in deypghg countries. Fiscal decentralization
refers to downward fiscal transfers to lower leyeldich have influence over their
budgets and can make financial decisions. Butalfidecentralization in isolation without
democratization would face the same problems meaticabove (e.g., central control)
although it is less prone to these tendencies thetoncentration. Devolution or
democratization refers to the transfer of resousses power (and tasks) to lower level
authorities which are largely or wholly independehtigher levels of government, and

which are democratic in some way and to some degree

Cai and Treisman illustrate three types of decématzon based on an
examination of common usage: administrative, mallti and fiscal. Administrative
decentralization occurs when subnational agentpamaitted by national authorities to
make certain policy decisions, subject to reviewlitieal decentralization occurs when
either subnational governments have the right t&kemeertain policy decisions not
subject to being overruled by higher levels, orrational officials are chosen by local
residents. Fiscal decentralization implies variforms of fiscal allocation to subnational

governments.

Based on the above definitions of decentralizatithree general types of

decentralization can be summarized: administrafigeal, and political. Administrative
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decentralization takes place when funds are akakctt decentralized units that carry out
their spending activities even if most taxes argedicentrally* In many decentralizing

countries, subnational governments act as agerttseafentral government according to
guidelines imposed by the central government raitien making independent spending

decisions.

Fiscal decentralization exists when sub-nationategoments have decision-
making power, authorized by the constitution ordyislation, to raise revenues (taxes)
and perform spending activitié3Political decentralization occurs when public ciffis
(e.g., governor, mayor, council member) at subemati governments are elected by
secret ballot, and sub-national governments arengimdependent power for decision-
making by constitutional or legislative authoriti€ifn 2008). Table 3.1 summarizes

different types of decentralization and their cletgastics.

4 taly could be considered as an administrativedgehtralized country where local entities raisenals
amount of total revenue but spend a relativelydgvgrtion of total net expenditure (Vito Tanzi 199@.
297).
15 Examples of fiscal decentralization include Argeat Australia, Brazil, Canada, India, Germany,
Nigeria, Switzerland, and the United States (ViemZi 1996, pp. 297).
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Table 3.1: Types of decentralization and their chaacteristics

Type Administrative Fiscal Political

Independent decision{ Independent decision- | Free election in selecting
making by subnational making power by sub- | officials (e.g., mayor,
Characteristics| governments on national government for| council) of subnational
spending activities raising revenues and governments by secret ballots
allocation of financial
resources

In practice, decentralization is often used intargeably with devolution, and
decentralization with delegation. It also should mated that decentralization, in a
theoretical sense (and in an ideal world), requinessimultaneous occurrence of all these
three types of decentralization (administrativecdi, and political) in order to realize the
full potential benefits. However, in the real worldach of these aspects of
decentralization can occur in isolation, or any t@o all) can simultaneously occur to
different degree¥® Thus, decentralization might be better descri@gdn evolutionary
process for allocating administrative, fiscal, oolifcal power to subnational
governments, rather than being defined as thdlfn#nt of these specific featur&sThis
view is also shared by Treisman (2002), who ardhbasit is generally more useful to
consider decentralization as continuous rather tdhashotomous, i.e., a system’s

“centralization” or “decentralization” is a mattefr degree.

16 James Manor (1999).

" For example, in measuring fiscal decentralizatire most widely used indicator is the population
weighted average share of subnational expendinole@enue in the total public sector, as reparietie
Government Finance Statistics (GFS) of the Intéonat Monetary Fund. Although this provides a
breakdown of expenditures by function and econotgjee, it lacks information on the degree of
expenditure autonomy. On the revenue side, GFS dok provide information on whether taxes are
collected through shared taxes, piggy-backed tasedocally determined “own-source” taxes, or what
proportion of intergovernmental transfers is capndil or unconditional (Ebel and Yilmaz 2002). Roy
Bahl (1999) sums up that “fiscal decentralizatiefers to an intergovernmental system where thenbala
of power moves more toward the subnational govermreector than has been the case.”

18



4 Democratization and Its Relationship to Decentratation in Korea
4.1 Toward Democracy

Decentralization in Korea was the fruit of a longuggle for democracy.
Understanding decentralization in Korea necessitate analysis through the lens of
democratic movements and political reforms leadiogdemocracy, and which took
decades in the making. Decentralization in Koreaamseallowing pluralism and
alternative ways of governing, shifting from auftemian and centralization rule to
greater democracy and local autonomy. It has widbsen recognized that
decentralization equates with democratization img&o/Ahn 2002, Park 2006, Bae 2008,
Lee 2008Bae and Kim 201ZKwon 2012).

From the 1950s to the late 1980s, Korea was ruledadihoritarian regimes
backed by the military. This so-called “developnatlictatorship” has been rationalized
in terms of the economic development it generated #r the national security it
provided against the Communist North (Moon 1993nKi996). During the 1980s, anti-
government forces, supported by the “triple soligaof students, workers, and religious
leaders (and which later expanded to include mxt&lials, opposition politicians, and
middle-class citizens) persistently advocated &ndcracy.

The May 18 Kwangju uprising in 1980 against ChuroBtwan’s military regime
represents one of the many painful struggles whitimately lead to the creation of
nation-wide movements. Democracy in Korea begah987 with the formation of the
“June Democracy Movement,” with the participationnaore than one million students

and citizens. The movement about brought the deofideark Chung Hee’s nineteen-
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year dictatorship (1961-1979) and ended of Chun Hea@n’s military regime (1980-
1988)18

Following the “June Democracy Movement,” in 1987hRiaae-woo (the previous
president Chun Doo Hwan’s hand-picked successararhe Korea’s sixth president.
Recognizing that his succession partly escalatedlémocracy movement, Roh accepted
that political reforms would be a necessity for dag his presidency. The reforms
included the Declaration of Political Reforfl,and an amendment to Korea's
Constitution to allow national referendums and direlection of the President with a
single, nonrenewable five-year teffhAs in the past, the President serves as the Head o
the state and the government but with considereddyced power, while the powers of
the legislative and judicial branches were sigatfity expanded. The Constitution also
provides protections from political parties from idge disbanded arbitrarily by
governmental action.

Subsequent popularly elected governments, headetiebywo most prominent
opponents of military rule, Kim Young Sam and KimddJung, implemented a variety of
democratic reforms. The Kim Young Sam governme®98t1998) instituted civilian
supremacy over the military and implemented thesttutional principle of political

neutrality of the military--signaling the emergenad civilian government. The

18 president Cho Kyu-hah served as the 4th presiféforea for one year from 1979 to 1980.

' The Declaration comprised eight aspects: amenddhstitution to provide for the direct electiontbé
president; revise the presidential election lavetsure free candidature and competitive electigramt
amnesty to political prisoners; protect human digand extend the principle of habeas corpus; abdhe
Basic Press Law and restore the freedom of préss)gthen local and educational autonomy; move the
political climate towards dialogue; and achievestabtial social reform.

 The current constitution of the Sixth Republic,isthwas ratified in a national referendum held in
October 1987, has laid out a new institutional fation for representative democracy (for a fult tefxthe
constitution amended on October 29, 1987, seerkilMoon, 2001, pp. 327-352).
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government made an effort to develop a more cotiperaelationship with CSOs by
taking their policy recommendations seriously.

The Law on Local Autonomy was revised in 1990 talelssh local assemblies,
and local elections were held in June 1995. Thdeetiens marked the dawn of
decentralization. Popular elections have becomentbthod to choose governors and
lawmakers at the national, provincial, and locakle of government as Korea made its
transition to democracy. In the December 18, 199@&sigdential election, Korea
established itself as a mature electoral democtacyelecting the most prominent
opposition leader (and subsequent 2000 Nobel F&aze recipient) Kim Dae Jung as its
President.

The Kim Dae Jung government (1998-2003) advanceshodeatization by
expanding economic and civil rights with the essdthent of the Law on Promotion of
Nonprofit Civil Organizations. Under the Kim govemant, the relationship between the
government and CSOs developed to one of mutualezratipn and partnership. For the
first time in Korean history, CSOs were recognizsda “rightful partner” in national
policy formation. This second civilian governmeigcaimproved the welfare of citizens
by greatly expanding the social security system imglude health insurance,
unemployment insurance, pension, and workers’ aotidompensation insurance (Shin
and Lee 2003). New laws were also enacted to gr#izens the right of access to
government information. With these reforms, the dér political system advanced
beyond simple electoral democracy.

In the December 19, 2002 presidential election, Klseean people elected a

human rights lawyer, Roh Moo Hyun: the result aisgroots efforts in raising campaign
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funds and mobilizing voters. His administrationtfiared its cooperation with CSOs by
officially establishing a new position in the Paemt’'s “Blue House” of senior secretary
to the president for civil society, and by recngtiCSO leaders to government posts.
Further, six rounds of parliamentary elections as@abled the people to choose their
representatives to the National Assembly as weklasting governors and legislators
which replaced appointees of the central government

With the commencement of true democracy under time Rae Jung and Roh
Moo Hyun administrations, the “386 Generation,” wlere in their 30s, who went to
universities in the 1980s, and who were born in16&0s, emerged as a driving force in
Korean politics during the 1990s, being well eqegbpvith excellent organizational and
leadership skills acquired during the intense peordcracy struggles of the 1980s.
Korea’s democratic transition in 1987 was the restithese persistent pro-democracy
struggles throughout the 1970s and 1980s.

Subsequently many of the former movement leadecsessfully entered the
mainstream political arena as legislators, paradées, lawyers, judges, policymakers,
and government officials. The share of 386 Genamapioliticians among the members
elected to the National Assembly increased fron3 24.in 1996 to 32.9 % in 2000 and
45.9 percent in 2004 (Kim 2000, Kim and Lim 200Table 4.1 shows the historical
development of democratization and decentralizatiodforea under various government

administrations.
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Table 4.1: Political Developments and Presidentstaf Independence in 1945 (1948 — 2008)

Phase Duration President Political Development

Political repression (the April 19
Uprising in 1960 overthrew the
1st till 3¢ 1948-60 Rhee Syngman | autocratic Regime)

4" 1960-1962 Yun Bo Seon Military coup by Park Chitege

5th till 10" 1963-1979 Park Chung Hee Authoritarian regime bddy military
Authoritarian regime backed by military
following the assassination of Park
11th and 19 | 1980-1988 Chun Doo Hwan | Chung Hee

Military man hand-picked and backed
by Chun Doo Hwan; amended the
Constitution to allow national

13" 1988-1993 Roh Tae Woo referendum and direct elections

14" 1993-1998 Kim Young Sam First civilian Presiden
Power transition from a ruling party to an
opposition party and elected a long tim
15" 1998-2003 Kim Dae Jung symbol of democratization in Korea
"Participatory Government"

Elected aided by grassroots efforts in
16" 2003-2008 Roh Moo Hyun mobilization of voters

[¢%)

Source: Local Government and Public AdministratioKorea (2013)
4.2  Toward Decentralization and Balanced Regional @&nomic Development
President Roh Moo Hyun, the ninth president of Republic of Korea (2003-
2008), adopted policies of decentralization anéreéd regional development as part of
his reforming agenda, so as to reduce regionaladigpand increase competition and
interdependency in the face of globalizatfothe Roh government considered that the
shortcomings of Korean society were partly causeddntrally controlled economic and
political systems.
In addition, several ‘triggering events’ such asramic instability after the 1997

Asian financial crisis, democratic consolidatiomezgence of liberal democratic civilian

% president Roh was deeply interested in decerdtiiz and balanced regional development prior to
taking the Office by establishing a think-tank, tbenter for Local Autonomy in 1993.
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leaders (e.g. Kim and Roh administration from 1898008), and the growth of civil
society supported by this more favorable politieavironment, provided a strong push
for the decentralization movement in the 2000s .

The Presidential Commission for Decentralizatio€®** which later became
the Presidential Committee on Government Innovaaad Decentralization (PCGID)
after Roh’s inauguration, organized conferenceslhesatings with local governments and
CSOs, including the Civic Movement for Decentrdiza (CMD), the largest
organization focused on decentralization, to inocafe their views. Other major CSOs
emphasizing decentralization included the Citize@salition for Economic Justice
(CCEJ) and People’s Solidarity for Participatorynimeracy (PSPD).

Based on inputs from various stakeholders, the Rokernment devised
“roadmaps” for five aspects of reform: administrati decentralization, e-government,
financial and tax, and public personnel. The rogufRCGID 2003) was based on the
principles of “first delegate then complete,” “&caffairs should be dealt with by
residents,” and “functional delegation.” The Spkckct on the Promotion of
Decentralization (SAPD) in 2004 argues for decdmtrdaon and its methods and
principles as the Commission aims to promote ddmmiuby systematically allocating
government affairs between the central and locaégonents.

The passage of SAPD was a product of accumulaitatives for democracy and
local autonomy that had taken place over severedks, together with a push by more
confident local governments for acquiring powertiiut the political leadership of Kim

Dae Jung and Roh Moo Hyun, decentralization invtest would not have succeeded,

2|t was renamed in 1999 from the Special Committe¢he Devolution of Government Affairs.
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given that politicians at the national level andditionally insulated bureaucrats in
central government had long resisted sharing powtr local governments (Bae and
Kim 2012, Kwon 2012). Further without credible soppfrom CSOs and local
governments’ mobilization, decentralization woult/é existed only on paper.
5 Inception of Decentralization and Local Autonomyin Korea
5.1 Structure of the Government

Korea’s government comprises three branches: execiudicial, and legislative.
The executive and judicial branches operate prignat the national level, although
various ministries in the executive branch alsorycasut local functions. Local
governments are semi-autonomous, and contain exeautd legislative bodies of their
own. The judicial branch operates at both the natiand local levels. The Korean
government's structure is determined by the Caritit of the Republic of Korea. This
constitution has been revised several times sisd@st promulgation in 1948 although it
has retained many broad characteristics. Whilecthmtry has always had a presidential
system, the current structure is a semi-presidestiatem consisting of seventeen
administrative divisions and has a unitary govemingEigure 5.1).

Figure 5.1: Structure of the Government

Constitution

Constitutional National Election
Court Commissiol
Legislative Executive i Judicial
Central Government Local Government
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5.2 Local Government Structure

As of July 1, 2012, Korea has a two-tiered localegoment structure: the upper-
level (regional level) local governments are basedndividual provinces, called “Do”,
and metropolitan cities, called “Gwangyeck-si.” Tloever-level (municipal level) local
governments include cities, called “Si” and “Guim’rural counties and districts, or “Gu”
in the metropolitan cities. The total number ofcan@mous bodies is 245, comprising 17
regional governments at the upper-level and 228icipal governments at the lower-
level (Figure 5.2a3

When the Republic of Korea was created in 194@ja established as a unitary
state, with a three-tiered administrative systenal an two-tiered local government
structure. Although elections for mayors and lazalncils were held in the 1950s and in
1960, local democracy was suspended under the rgatiean regimes of Park Chung
Hee and Chun Do Hwan. The Ministry of Home Affairdw Ministry of Security and
Public Administration) appointed the heads of lo@ministrations, who merely
implemented the policies of central government. ratibnal levels of government had
thus been under direct central control until théyeE990s (Hermanns 2009).

The regional governments include Seoul Special dpetiitan city, 6 metropolitan
cities (Busan, Incheon, Daegu, Gwangju, Daejeod,#isan), 1 special autonomous city
(Sejong), and 8 provinces (Gyeonggi, Gangwon, Cangouk, Chungchengnam,
Jeollabuk, Jeollanam, Gyeongsangbuk, and Gyeongaar)gand Jeju Special Self-

governing province. Seoul is the capital of Kor8ajong City, established in July 2012

2 With growing urbanization and consolidation of #ievaunits, these numbers change over time.
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as a special administrative district from parts tife Chungcheongbuk and

Chungcheongnam provinces, is the de facto secopdataity and hosts 9 central

government ministries, related government agerasiesgovernment research institutés.

Jeju Special Self-governing Province also promatesnational investor-friendly areas.

Its two administrative cities are not autonomouscaithe mayors of these cities are
appointed by the Jeju Governor, unlike for othéesi

Figure 5.2a: Structure of Local Government

Total Seoul Special Metropolitan Sejong Spedial Province Jeju Special
17 Mzetr_wulrtan City Autonomouns (8] Self-governing
City [1] l6] City [1) Province [1]
Autonomous Autonomous County City County
District District 5] [74] [80]
[25] [44]

Source: http://www. mopas.go.kr

All of the 245 local governments are classified agonomous bodies with
councils and administrative executives directlyctdd by popular vote. Each lower-level

local government has administrative sub-levels “Eapd Myeon” in rural areas, and

24 Until recently Seoul or the Gwacheon government miem housed most of the central government
agencies, with the exception of a few agenciestéota the Daejeon government complex. Virtually al
administrative functions of South Korea were effeglyy concentrated in Seoul, given that Gwacheoa is
city in Gyeonggi Provincgust outside of Seoul. However, in 2012 it wasided that the majority of
government agencies would relocateSgjong Special Self-Governing City. The aim is tepdrse the
concentration of population and economic activiilesSeoul. It is planned that 36 government agencie
will move there by 2015.
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“Dong” in urban areas (Figure 5.2f)However, the areas and populations of similar
types of local government differ. For example, Angeo, located in Gyeongbuk
Province, has an area 45 times larger than th@&uofsi located in Gyeonggi Province

while Songpa-gu in Seoul is 14 times larger in &whpopulation than Jung-gu, Daegu
Metropolitan City.

Figure 5.2b: Different Tiers of Local Government

Central Governmen

| Province | | Metropolitan City | | Capital City
| | |
L I i e | Autonomous
L Sun, 1 City_ | L Gun, LGu

Eupj | Myon | Dong

| Ri Dongl Myonl | Eup Eu Myo
[ Ri | Ri
| First Tier Local Government

. Second Tier Local Government
An Administrative Unit existing only in largetigis

Sources: Im (2002), Cuachon (2002), OECD (2012)G0DI (2013)

% An individual local government can change its legatus by fulfilling conditions prescribed in thecal
Autonomous Act (LAA). For example, “Gun” (countgan be changed to a “Si” (city) if it meets two
criteria: population exceeds 50,000 and most oftisdiction has become urban cityscape. Citieth wi
more than 500,000 residents can set up adminigralistricts as sub-level administrative organoai
connecting city hall and “Dong” offices. Unlike treutonomous districts, administrative districts are
operated under the administrative heads appoinjeéldcted mayors. On the other hand, a city with
population of more than 1 million can be designats@ metropolitan city, with autonomous distrit@,.”

In reality several cities with population of moreab 1 million have not gained the legal status of
metropolitan city due to their inability to fulfibther conditions (e.g. financial capacity).
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5.3 Local Autonomy

Local autonomy was first established in 1949 asoastitutional principle of
Korea through the enactment of a Local Autonomy L&e&ginning with the First
Republic. The local self-government system wasaihytimplemented in Korea in 1952,
four years after the establishment of the RepubficKkorea on August 15, 1948.
However, it had lasted only for nine years durihg tule of Lee Syngman and the
succeeding administration. Under the authoritaride of Park Chung Hee (1963-79),
local elections were abolished, and the implememtaif local autonomy was postponed
indefinitely until the hypothetical future unificah of the Korean peninsula (Ahn 2008).

For much of the 20th century the constitutionahgiple of local autonomy was
not honored. From 1965 to the June 1995 local ielext local governments were run
more or less directly by provincial governments,iclihwere also run directly by the
national government. In the wake of democratizaiioh987, the Local Autonomy Law
was revised in 1988. Further, the 1990 revised Lécs@onomy Law established local
assemblies of cities, counties, and districts. Thusprinciple the constitution allows
local government to have a degree of autonomy;l Igogernment can engage in any
activities unless laws and regulations specify tise.

The constitution of Korea contains a section faalogovernment. According to
Article 117 of the constitution, “local governmersisall deal with administrative matters
pertaining to the welfare of local residents, manpgoperties, and may enact their own
provisions relating to local autonomy, within theaits of laws and regulations.” Article

118 of the Constitution defines local autonomy ¢oer administrative affairs pertaining
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to the welfare of residents, management of propahd the establishment of local
regulations.

Until the mid-1990s, all government operations weeavily centralized with all
local operations largely fulfilling goals assignleg central government. Representatives
of different ministries coordinated more closelyttwihe central offices in Seoul rather
than with other local representatives of other simes. Consequently local policy
making was a random and discontinuous processeamircy of central government
bureaucrats rather than a planned process of $talaéholders. To this day, this practice
still poses as a major challenge for strengtheluogl autonomy.

Decentralization and local autonomy in Korea hagerbundertaken as part of
nation-wide political reforms accompanied with ches in government, and the transfer
of power from the military and central authoritiesthe people and local governments,
with the first step was the holding of direct elecs to establish local assemblies in 1990
and local elections in June 1995 (Gang 2008). Lecdabnomy has continued to the
present with consecutive local elections. Populect®ns have become the method to
choose governors and lawmakers at the nationalyirmal, and local levels of
government, as Korea made its transition to denegcrehese elections marked the dawn
of decentralization. It completed the creation otdl autonomy in legislative and
executive bodie$>

With the 1995 elections, the mayor’'s standing cleanfrom national public
servant appointed by the center to regional reptatiee elected by residents. With

decentralization local officials are elected byidesnts, unlike before when they were

% Korea does not have an independent judiciary tadlye local level.
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appointed by central government for the upper-léoehl governments and who in turn
appointed the heads of the lower-level local goremts. With this change, prospective
governors and mayors now needed to seek residaiport instead of satisfying her or
his appointer, i.e. central government. As localegaments gain expanded decision
making authority with decentralization, policy wagpected to incorporate local points of
view in achieving policy objectives, depending oonstituents’ specific needs and
preferences. This may include expansion of employmiecrease in social services,
improvement of recreation facilities, protection thle environment, improvement of
safety, and so on.

However, even though Article 9 of the Local AutanoAct (LAA) gives local
government power over functions that are inhereloital in nature, the scope of local
government functions are relatively limited in pree. Local authority is effectively
restricted by the conditional clause of the LAA,igthstates that “Despite the functions
specified in this law, the central government mggreise its own power and control over
any function, if other laws define them as the fiors of the central government.”

Although local autonomy was expanded following 895 local elections by
electing local magistrates and assemblies in edchhe primary and secondary
administrative divisions (province, metropolitansprecial city, and district and the chief
executive of each district); however, deputy exeestare still appointed by the central
government. Officials at lower levels (“eup,” “mygd and “dong,”) are also appointed
by the city or county government. It is these dgmificials who have detailed authority

over most administrative matters. In this sensggllgovernments still have very limited
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policy-making authority; the most that they canislto decide how national policies will
be implemented.

Within this limited scope of local autonomy, thér@ve been changes to improve
local governance. There are new avenues for petoplgarticipate in local decision-
making processes through elections, citizen coasudt committees, civil monitoring
system, citizens’ suggestion boxes, and mayor'shapmor policy, Local governments
have the authority to spend local own revenuesh feitv restrictions” There has been
an increase in the number of civic organizationxesithe late 1990s. The quality of
public service delivery has improved. A revised He&ervice Center Law has been
passed for planning and evaluating regional hesdtivices and which establishes local
health administrations (Choi et al for LOGODI 2013y of December 2011, 3,023
functions had been identified for decentralizatioh,which 1,709 functions had been
decentralized and 1,314 functions were still ingoess (LOGODI 2012).

Measures to ensure accountability and transparemsye also implemented to
prevent corruption, while the presence of a stropgosition party in parliament should
contribute to greater local autonomy and accoulitybin addition, civic organizations
play an important role in ensuring better serviaed accountable local government. The
media also contributes to promoting accountabgityl transparency by informing the

public about local affairs and expanding grassreatgports for local democracy.

" subnational/local government revenues consisiaf-source revenues and “dependent” revenues. Own-
source revenues include local tax and non-tax fegs, charges, etc.) revenues. Dependent revenues
include revenue sharing and categorical grantseRe&x sharing is distributed by the central goventme
based the basic administrative needs in localifResvenue sharing is favored by local governments to
categorical grants since the use of revenue sharingt restricted.
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Despite these positive developments, an “execwtorainated” local government
or mayor-led local politics remain as symbols of ttentral government’s tradition of
appointing local leaders, together with the highareh of employment in central
governments and the continued prevalence of caompProvincial governors, mayors,
and other local officials are frequently intimidatey central government authorities and
the police.For these reasons, the current status of decezattialn is dubbed as “30
percent local autonomy.” In contrast, Park (20@@jues that the constitutional status of
local government in Korea embodies no formal pplecof ultra vires meaning that the
local government has the ability to engage in actwiéies not expressly prohibited by
national laws. However, the formal institutions ceal the actual workings of
intergovernmental relations, where central goveminstill dominates. In other words,
lower level governments are only allowed to engagactivities that central government

has specifically assigned and authorized.

As noted above, local autonomy does not extentedgtdicial branch. It is also
notable that although the constitution gives lgmlernment a general grant of authority,
the law excludes police functions from its purvidwcal government control also does
not yet extend to other areas, including fire prbte and education, which are managed
by independent national agencies. Decentralizatidwocates argue that the pace of
decentralization has been too slow and that localegance still is dominated by
bureaucrats. However, there has been some pblitieasure for widening the scope of

local autonomy.
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5.4  Advancing Decentralization

As argued in the previous sections, decentralinaditd democracy in Korea have
evolved in parallel. The answer to what made thisrm possible can address the central
guestion on how decentralization became a poliegripy and why it was initiated by
government at this particular moment of Korea tmsto

As democratic reforms directly influenced the iric@p of decentralization in
Korea, the primary motivations for decentralizafi@t least in the beginning of the
reform, seem broader than the main objectives cenlealization highlighted in the
theoretical framework of federalism: improving ta#iciency of the public sector and
hence that of local governance (Oates 1972). Nelthd Korea pursued decentralization
as a means of passing the burden of budget definits local governments, which has
motivated some countrié8.

Instead, decentralization in Korea has been drieeaccommodate the political
aspirations of citizens and to lessen imbalancesegional economic development
between Seoul (the capital) and favored regiong.,(€&yeongsang provinces, Busan,
Ulsan) and other lagging regions (e.g., Kangwon @heéolla Provinces). One of the
government’s central concerns was to secure a tmalisnced income distribution and
allocation of economic resources. In this sensditigad factors rather than a pure

economic rationale were the main motivations ford&ds decentralization.

% Bennett notes (1990) that “decentralization immmon theme of policy debates in almost all Western
countries at present.” He observes two streamsectmtralization: (1) purely on government reform,
shifting responsibilities downwards from the certtesubnational levels and (2) shifting respongibg to
non-governmental sectors by increasing market force
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As previous studies suggest (Moon 2003, Kim 200@n K008), Korea's
motivation for decentralization shares similaritigh Eastern Europe in the 1990s.
These countries pursued decentralization as thagtee to the failure of centralized
states to deliver adequate public services. In dbisse, decentralization both in Korea
and in Eastern Europe was largely driven by padalitiorces rather than pure economic
rationale. In addition, the 1997 Asian financialsig accelerated decentralization in
Korea by spurring recognition of the shortcomindgsaccentrally controlled economic
system.

In the late 1980s and the early 1998smocratization became a fundamental
issue for middle class Koreans and citizens indgdntellectuals, workers, and college
students, who demanded democratic reform of psliaad government (Oh, 1999).
Surveys in the mid-1980s showed that more than B@%outh Koreans identified
themselves as members of the “middle class,” whidewage-earning labor force reached
49.5% of the total population (Ahn 1997). Demands direct presidential election by
popular vote and the revival of local autonomy wienportant features of the democracy
movement. The Declaration of Political Reform waade and Korea’s Constitution
amended to allow national referendums and dirextdtiein of the President with a single,

nonrenewable five-year terfi.*°

# The Declaration comprised eight aspects: amenddhestitution to provide for the direct electiontbé
president; revise the presidential election lavetsure free candidature and competitive electigramt
amnesty to political prisoners; protect human digand extend the principle of habeas corpus; abdhe
Basic Press Law and restore the freedom of préss)gthen local and educational autonomy; move the
political climate towards dialogue; and achievestabtial social reform.

% The current constitution of the Sixth Republic,isthwas ratified in a national referendum held in
October 1987, has laid out a new institutional fation for representative democracy (for a fult tefxthe
constitution amended on October 29, 1987, seerkilMoon, 2001, 327-352).
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With these political changes, notable efforts werade from below to push
forward the decentralization agenda. Particularigiar the Kim Dae Jung (1998 — 2003)
and Roh Moo Hyun (2003 — 2008) administrations, @aehensive plans for
decentralization, such as the Law for the Promotib@entral Authorities (LPCA, 1999)
and the Special Law on the Promotion of Decentatibn (SLPD, 2004), were enacted
(Kim and Lim 2007, Bae and Kim 2012).

Laws promoting decentralization resulted in fundatakchanges that signaled
the reduction of the power of existing central ages and political elites. The law
allowed decision-making authority to be transferfredn the center to local levels, and to
abolish special administrative agencies at theeceltecentralization reforms were part
of a broader administrative reform program, whitdoanvolved the reorganization of
central governmental ministries. Table 5.4a illatgs reforms undertaken for advancing
decentralization initiatives under different admstrations since 1988.

Table 5.4a: Reforms for Advancing Decentralization

Reforms Year | Administration
e Amendment of Local Autonomy Law 1988 | Roh Tae-woo (1988-1993)
e Local Election for Councils 1991
Kim Young Sam (1993-
e Political Neutrality of Military 1993 | 1998)
e Local Election for Mayors 1995
e Information Disclosure Act (?) 1998 | Kim Dae Jung (1998-2003)
e Abolishment of the Basic Press Law Official 1998
e Establishment of the Special Committee on the
Devolution ofGovernment Affairs '[] 1999
e Law for the Promotion of Transfer of Central Autitpr| 1999
e Non-Profit Organization Aid Law 2000
e PCD (2002)/ PCGID (“Decentralization Roadmap’) Roh Moo Hyun (2003-2008)
2] 2003

e SAPD (Special Act on Decentralization promotion) 3[] 2004
e Delegation of Central Affairs to Local Government

e Delegation of the Authority of Public Security (Rl
and Creation of Local Police

e Delegation of the Authority of Public education to
Local Governments (Educational Autonomy)

36




e Abolition of Special Administrative Agencies (Local
Offices of Central Ministries)

e Rationalization of National and Local Tax System
(Raising the Rate of Local Allocation Tax)

e Enhancement of Authority of Local Councils
(Strengthening the Authority of Local Legislation)

e Participatory Budgeting Process

e Vote for Ousting Incompetent Local Executives/Rici 2006
e Introduction of Neighborhood Council

Source: Ministry of Security and Public Administaat (formerly Ministry of Government Administration
and Home Affairshttp://www.mospa.go.kr/gpms/view/english/local/liiiajspand information
compiled by the author.

Notes: 1/ It was renamed the Presidential Comonisfir Decentralization
2/ PCD stands for the Presidential Commission fecdhtralization and it became PCGID after

Roh Moo Hyun'’s inauguration.
3/ SAPD stands for the Special Act on the PromotibBecentralization.

6 Civil Society Organization Shimin Sahwe) and Its Roles in
Policy Formulation for Decentralization®!

The window of political opportunity for decentraizon was improved by the
existence of informal institutions such as a wetiamized and informed civil society.
Civil society in Korea embodies informal institut® and social capital that played a
catalytic role in enabling the transition. Furthethe successful inception of
decentralization in Korea was possible due to @& trallaboration between political
leadership and civil societies. But perhaps a nimgortant question is what made this
collaboration possible and how that has becomealityeWhat made this engagement
successful? What made it possible for these nde-siztors to engage in reform? How
effective were the non-state actors in influencittge agenda and process of

decentralization?

3L In Korea, civil society organizations include ngovernmental organizations, non-profit organization
civil organizations, citizen organizations, andiaborganizations, but it has been argued thatil‘snciety
organization” would be most appropriate wordingise (Shin et al 2005).
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This section attempts to address these questiongebyonstrating that civil
society organizations, citizens, students, acsyisbor unions, intellectuals, religious
leaders, and opposition politicians collectivelyrsued democracy over several decades
and fostered enabling local conditions for a tramsi from an authoritarian and
centralized to a democratic and decentralizing gumg system. In this context,
decentralization in Korea should be understood as effort to advance the
democratization of governance rather than simpbyganizing its government structure.
Decentralization meant respecting pluralism andig@pation of ordinary people in local
affairs.

6.1 Civil Society Organizations in Korea

Korea’s civil society largely arose in oppositiam the ruling class, which had
sided with the authoritarian regime instead of ejmgr from the bourgeoisie. Korea’s
civil society, consisting of people’s movements aaitizen movements, pursued
fundamental structural transformations aimed atray®ing economic inequality and
political suppression, while seeking gradual ingittinal reform within the boundaries of
the system. Further, the CSOs demanded enhancedraability, responsiveness, and
effectiveness of government by acting collectivedyachieve the shared goals of its
citizens.

The people’s movement groups, the so called “mupjudong tanché,” mostly
consisting of blue-collar workers, the urban paord students, played a critical role in
facilitating the breakdown of the authoritarianeruh 1987. They pursued fundamental
and structural reforms to address economic inetyub&tween the poor and the ruling

class and to end political oppression. They betliethat rectifying such economic and
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political unfairness was the first step to devehgpa democratic society. Since 1987,
CSOs in Korea have experienced a transformatiorexpanding their activities into
social issues. One notable trend was a prolifanationew citizen movement groups, the
so called “simin undong tandché” or the Korea CdwfcCitizens’ Movements (KCCM)
of thirty-eight organizations was created in 1984aimed to strengthen cooperation
between CSOs for achieving social development.féheation of the KCCM marked a
new era for CSOs (Kim 2003). The initial membersluded organizations promoting
consumer protection, education reform, environmgaatection, rights for the disabled,
religious groups, and economic and social reformfall-known members of the group
included the Citizen’s Coalition of Economic JusticCCEJ) and the Korea Federation
for Environmental Movement (KFEM). Unlike the vau® people’s movements, citizen
movement groups mainly consisted of intellectuadsite-collar workers, professionals,
religious leaders, and middle-class citizens anei@a broad social issues such as anti-
corruption, fair elections, environment, and gendérey were at times criticized for
being too elitist a group, not representing sugiitly the poor or the broader population.
However, Lee (2008) argues that social trust amit @articipation in voluntary
associations played a key role in the process ofodeatic consolidation in Korea, by
engaging social and political activities to imprdfie quality of people’s lives. Voluntary
associations were able to contribute to politicald aeconomic policy making as
democratization transformed the process into am @l public sphere. Korean civil
society organizations were able to facilitate tleefgrmance of the polity by utilizing
their social infrastructure to enhance the demaxrkatiues of citizens and to collaborate

on shared interests (Bae 2008).
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A study on CSO¢Kim 2000) argues thaa unique feature of civil society in Korea
is that its resurrection came before—not duringifder—the democratic transition. Lee
(1993) also indicates that CSOs, such as the Bgmndan (monthly neighborhood
meeting) and the Saemaeul Undong (New Village Mam@jnwhich have existed at the
local level since the 1960s, have also been ingniah in promoting civic participation
and in enhancing local accountability. Even thotlgse neighborhood networks’ mottos
were rather simple: to create a “pleasant commuamty a working environment” and to
organize a healthy society, and to build a “prowtiam,” the organizational and
networking skills acquired are also useful for ssswiented CSO activities.

6.2  The Role of Civil Society Organizations in Promting Decentralization

The active participation of non-state actors erdhlthe successful transition from
a centralized to a decentralized governing sys&east in the initial stages, by building
consensus and providing their expertise and safdougp policies. The existence of
credible non-state actors in the early stages bfypéormation was crucial for building
necessary political capital for decentralizationlthBugh there was a danger that
cooperation might degenerate into dependence gagavernment helps create, organize,
and support civil societies, but also co-opt anati@d them simultaneously.

In Korea, decentralization meant the end of authoanism and of central
government’s absolute control over local governmehbcal autonomy was considered
as a necessary first step toward promoting hungirsiin Korea, as the right of local
autonomy had been denied by authoritarian rulesémeral decades from 1961 to 1995
(Kim 1997). Korean CSOs promoted decentralizatignabguing that balanced and

sustainable national development can best be asthiesth increased local government
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authority. Through strengthening local autonomy,OSShoped to achieve enhanced
accountability, responsiveness, and effectivenegevernment (Kim 2006a and b).

In the process of introducing decentralization, é&rhas sought an active
engagement of non-state actors, such as CSOs amgowernmental organizations
(NGOs). * Policy dialogue was facilitated by government, a@SO policy
recommendations were taken seriously by governnempecially during the Kim Dae
Jung and Roh Moo Hyun administrations, as they eo&ing for ways to promote
balanced regional development and decentralizgtdicies (Joo 2000). The Special Act
on Balanced National Development and the Special okc Construction of the New
Administrative Capital were passed during the Rdmiaistration. Also, it should be
noted that President Kim had been the leading appoedeader against military rule in
Korea and had devoted himself to democracy for mndegades before taking office.
President Roh had been a human rights lawyer aeplylenterested in decentralization
and balanced regional development, and in 1993ktablished a think-tank, the Center
for Local Autonomy. During the Kim Dae Jung (199893) and Roh Moo Hyun (2003-
2008) administrations, two major laws were enadtegromoting decentralization: the
Law for the Promotion of Central Authorities (LPC2999) and the Special Law on the
Promotion of Decentralization (SLPD, 2004), as wasl establishing the Presidential
Commission for Decentralization (1999). These latansferred decision-making
authority from the center to local bodies. The e of the state was reorganized to

delegate more authority and control over resoutecdscal tiers of government (Bae and

32 Hereafter CSOs will refer to both CSOs and NGOs.
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Kim 2012). Table 6.2a describes some of the mawsland initiatives for promoting
decentralization passed during these two liberasi@ential administrations.

Table 6.2a: Major Laws and Initiatives for Decentrdization during the Kim and
Roh Administrations (1998-2008)

Administration Major Laws and Initiatives Focus Areas

Kim Dae-Jung e Law for the Promotion of | ¢ Delegation of Central Affairs to

(1998-2003) Transfer of Central Local Governments
Authorities (1999) e Delegation of the Authority of Public
e Presidential Commission Security (Police) and Creation of
for Decentralization (1999 Local Police
Roh Moo-Hyun | ¢ Decentralization Roadmapgse Delegation of the Authority of Public
(2003-2008) (2003) Education to Local Governments
e Special Law on (educational autonomy)
Decentralization Promotion e  Abolition of Special Administrative
(2004) Agencies (SAA —local offices of

central ministries)
e Rationalization of National and Loca
Tax System (raising the rate of Lodal
Allocation Tax)
e Enhancement of Authority of Local
Councils (strengthening the
Authority of Local Legislation)

Sources: Choi et al for LOGODI (2013); Bae (2009)

Initially, when local elections and institutions mgeintroduced in the 1990s,
decentralization processes were primarily deterchibg negotiations among political
elites at the centre. This initial “top-down” appoh to local autonomy provided little
opportunity for civil society and local stakeholsleio participate in decentralization.
However, the dominance of the political elites ecentralization was reduced in the
aftermath of the Asian financial crisis in 1997. garticular, the power of the central
polity began to decline irrevocably, while socialganizations gained strength and
became politically more influential. At the sammdi, restoration of local elections in

1995 provided a new impetus for local politics gogdernance.
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With this improved political and social environmemtorea had experienced
changes in relations between the state and cigieso Political reforms made it possible
for government and civil societies to have a puwsitielationship, resulting in mutual
empowerment, especially during the Kim and Roh adstrations from 1998 through
2008. Although there was a danger that cooperatigiht degenerate into dependence, as
the government helps create, organize, and sumpoktsocieties, but also co-opt and
control them simultaneously. Korean civil societganizations were able to facilitate the
performance of the polity by utilizing their sociahfrastructure to enhance the
democratic values of citizens and to collaboratsiwared interests.

This positive relation between government and s@ciety was largely based on
the strengthened capability of CSOs, supportednbyeased support for CSOs through
the public joining CSOs and increased public tmsESOs cultivated by a shared agenda
and the common goal of improving of society. Vasawluntary organizations emerged
and fostered political activism through engagingswcial and political activities to
improve the quality of citizens’ lives. Civil sotyeorganizations had become credible
players in economic and political policy makingthe relationship between individual
citizens and their political institutions reinforaeach other during the process of
democracy. At the same time, the democratizing gouent became a somewhat weaker
partner in influencing policy matters, given theexging and more active civil society.
This transformed relations between the state anbsdciety as civil society was allowed
to advance its reform agenda for decentralizatiothe coming years (Bae and Kim

2012).
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Further, government and civil society organizatieas a window of opportunity
to develop a mutually beneficial relationship a trational and local levels. Government
recognized the potential contribution of civil setgi to the improved performance of
policy and democratic governance, including the neivatives of balanced regional
development and decentralization. It was understbatia credible civil society would
improve legitimacy of the political system and zgtns’ respect for the state which, in
turn, would improve the ability of the state to gav, as the social trust of the public
gained through CSOs would promote the efficiencfiom of democratic processes and
encouraged collective action.

In particular, citizen involvement in voluntary asgtions in Korea played a
crucial role in decentralization as they improvadtitutional capacity during the 1990s
and 2000s, following the 1987 democratic moveméoo (et al 2003, Lee 2008). As civil
movements were instrumental in democratic tranmsstim Korea, they also continued to
put pressure on the government and political patbeadvance government reform after
the transition to democracy in 1987 (Kim 2000). Theecess of CSOs in promoting
political reform, including expanding local autongnwas possible due to their strong
institutional capacity, as decentralization wasrapphed as part of their core agenda of
democratization, which included expanding decisiaking authority to subnational
governments.

Further, CSOs were institutionalized and actedectilfely to achieve their shared
goals of increased local autonomy (Bae 2008, Bdekam 2012). Civic organizations at
both national and local levels have played sigaiftcroles in proposing and pushing for

decentralization while the “bottom-up” movement fdecentralization under the Roh
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Moo Hyun administration was well mobilized and ingtonalized, especially at the
agenda-setting stage. Through various channelsdimg direct participation in policy
making processes, CSOs were able to contributeetatroduction of decentralization.
As Korea’s economic growth increased the sizénefrhiddle-class, participation
in voluntary associations by ordinary citizens grasvwell, and CSOs began to gain
influence in policymaking processes for decentadion. The number of civil society
organizations dramatically increased after the 18&mocratic transition. From 1990 to
2000, about 69 percent of CSOs listed during theeguperiod of 1940-2002, were
established. In 2000 alone, over 1700 CSOs werdynawated (Table 6.2b and Figure
6.2a). According to the NGO Times, which has awttathe NGO Directory of Korea
every three years since 1997 and which is publigiyeithe Civic Movement Information
Center, more than 63% of CSOs were establishedeleet990 and 2002. As of 2006,
about 23,000 CSOs were estimated to be active cmaipa 18,266 in 2003 (Table 6.2b

and Figure 6.2aj°

3|t ceased in operation in 2007 while the Civicomhation Center is still in operation as of 2013.
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Table 6.2b: Classification and Year of Establishmenof Civil Society

Established CsO Local Social Environment Arts Knowledge Religious Labor Economy International Total
Year General Autonomy Service And and Affiliated Relation
and
Poverty Culture Education Organization
1940~49 18 0 22 2 3 10 2 6 0 0 6!
1950~59 16 0 159 0 11 1 0 9 0 2 19
1960~69 38 1 89 2 31 6 10 21 1 4 208
1970~79 59 1 58 9 23 4 13 30 0 6 208
1980~89 135 16 265 20 71 32 20 53 0 8 640
1990~99 473 145 488 235 200 59 30 101 4 17 17p2
2000 63 18 70 42 19 2 2 8 0 1 125
2001 60 11 39 31 19 5 3 9 1 0 178
2002 30 16 10 15 14 6 0 10 o] 1 10p
Total 892 208 1200 356 391 125 80 247 6 39 3444

Source:The NGO Timesthe NGO Directory of Korea (2000, 2008)ivic Movement Information Center

Figure 6.2a: Number of Newly Established NGOs
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Source: The NGO Timesthe NGO Directory of Korea 2000, 203); Civic Movement
Information Center.

Further, CSOs truly came to represent all walkbfefin Korea by including the
urban middle class, blue-collar working class, edubllar office workers, intellectuals,

and students among their members (Figure 6.2b).mibdes of the new middle class
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became key cadres of CSOs (Lee 1993). By the 88@4 CSOs had become a credible
voice representing various aspects of society.

Figure 6.2b: CSO Founders by Profession as of 2000
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Source: Sang Mi Chang (2004)

In addition, CSOs with expertise in economic, pcdit and social affairs have
emerged to counter-balance the government’'s pdlcgnation and to communicate
directly to legislators. The Citizens’ Coalitionrfeconomic Justice (CCEJhe People’s
Solidarity for Participatory Democracy (PSPRBhdthe Korea Anti-Pollution Movement
Association (KAPMY*, were three early starters, founded in 1989, 1998, £988,

respectively. CSOs had gained substantial respaet the public by attracting members

It became part of the Friends of the Earth Korédckv was established in 1993 as one consolidated
environmental group of environmental groups in Buys@aegu, Kwangju, Jinju, Masan & Changwon,
Mokpo, Seoul, and Ulsan.
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with strong technical backgrounds and shared ister@ reforming government and in
combating corruption.

CCEJ was established to protect working people femonomic injustice caused
by disparities in unearned incomes such as landhanding, and unequal distribution of
wealth, increasing inequality. The organizationssted of religious leaders, academics,
lawyers, and other professionals. Membership rehabeut 6,000 by 1991, with 10 local
chapters as well. Almost two-thirds of the membessl college education; more than
percent of them had post-graduate training. It begapublish a bimonthly magazine,
calledKyongje JeongyiEconomic Justice) with semi-academic content.

KAPMA’s membership reached 2,000 by 1993, made fupoang professionals
such as medical doctors, academics, lawyers, amdgbsts. The Citizen’s Coalition for
Better Government (CCBG), established in 1997 aitspecialization in administrative
reform, had an operations committee of whom 60queravere academics in the field of
public administration (Namkoong 2007) and who wals® involved in other CSO joint
activities.

The reform-oriented People’s Solidarity for Papatory Democracy (PSPD)
embarked on broad issues including “chaebol,” @mrirent, human rights, labor,
military, unification, and citizen welfare. PSPD’sinovative strategy of suing
government agencies and corporations for infringegndd the rights of consumers,
minorities, taxpayers, and voters produced a sefissiccesses. Its strategies for dealing
with the government and private sectors emerge@ aew paradigm for the CSO

movement in Korea (Joo et al 2003).

48



6.3 CSOs Going Mainstream: Making Decentralization Part of the Policy
Agenda

About a half the members of the Presidential Conemiton Government
Innovation and Decentralization (PCGID) were afiéid with universities and think-
tanks. With their expertise in public policy, thesxre able to articulate relevant issues
and formulate realistic policies. Under Roh Moo Hywadministration, many of these
experts were absorbed into government advisory diises and served as high ranking
government official§® Thus these experts were able to continue to makienpact on
the administration’s initiatives on decentralizatend balanced development.

In addition, CSOs mobilized citizens to advanceatsld interests,” and to address
public issues such as environmental degradatianygiion, gender, and migrant workers
which had been long neglected by the authoritargmmes. They aimed to bring social
change in serving the neglected in society andxpaeding their freedom and power
(Shin et al 2005).

CSOs were particularly interested in creating a smaase, acquiring relevant
expertise in the issues, and advancing the pubterest. As shown by Gallup Korea
(2002), 77% of respondents regarded NGOs as the tnustworthy institutions (Table
6.3a) while Chosun Daily reported (March 25, 20@t the 2003 World Economic
Forum (Table 6.3b) suggested that civic organizativere the most trusted institutions

in Korea (Euiyoung Kim 2009).

% Byung-Joon Kim, an academic with expertise in jmubtministration and local autonomy, served as a
member of the Presidential Transition Committee tredChairman of PCGID (2003-2004), the Head of
Policy Office of the Blue House (2004-2005), ane tice Prime Minister of Education and Human
Resources (2006). A former participant of CCEJ Kgrda branch and the Coalition for Innovating Local
Governments who was an academic with expertisie@entralization, Min-Won Lee, was also appointed
as the Head of PCNBD of Roh administration.
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Table 6.3a: Institutional Trust (2002)

Rank Institution

CSO

Labor Union

Military

United Nations

Religious Community
World Bank

Mass Communication
International Monetary Fund
Educational Community
World Trade Organization
Medical Community
Police

Conglomerates
Multinational Corporations
Judicial Community

16 | National Government

17 | National Assembly
Source: Euiyoung Kim (2009) based on Korea Gallupz&ys in July 2002.
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Table 6.3b: Institutional Trust (2003)

Rank Institution

1 CSOs/NGOs

2 Academia

3 Medical Community

4 TV Broadcasting

5 Military

6 Supreme Court

7 Religious Community

7 Educational Community
9 Conglomerates

10 Newspaper Organizatior|s
11 Labor Union

12 Local Government

13 Blue House

14 National Government
15 National Assembly

Source: Chosun Daily (March 25, 2003) based on tMadonomic Forum figures
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During the authoritarian regimes, CSOs were magdyncerned with political
democracy and were led by students. Later CSOsnbegaxpand their activities to a
wider range of issues including economic justiaayuption and transparency, gender,
urban problems, local autonomy, basic rights, $osglfare, information and science,
and green growth (antipollution, environmental pobibn, antinuclear, peace). These
issues encompassed areas of concern relevantigiysas a whole rather than seeking
narrow benefits for members of the organizatiomguFeé 6.3a shows the increasing
number of new CSOs and NGOs formed after 1990, wimicreasingly began to address
these diverse issues.

Figure 6.3a: Level of Civil Society Organizations Wth General and Diverse Focuses
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Source: The NGO Times 200Bhe 2003 Directory of Korean NGQs
Civic Movement Information Centewww.kngo.or.kr

CSOs also diversified their activities to issuetatesl to local autonomy as
political reforms were progressing. CCEJ estabtisthe Committee of Local Autonomy

and hired experts to investigate asymmetrical egfdcal relations, and disseminated
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their findings through conferences such as “Exlahitfor Local Government Reform”
since October 2000. CCEJ concentrated on intergavental relations while PSPD
formed the Regional Solidarity for Participatorydab Autonomy to focus on citizen
participation, checks and balances of governmerut edectoral mobilization.

With growing trust of the public and armed with hatcal expertise in various
areas of governance, CSOs mounted their effortaidogovernment in their reform
initiatives on decentralization. One of the maj@@> in Korea, the Citizen’s Coalition
for Economic Justice (CCEJ), supported expandeal letonomy through allowing and
enabling residents to choose their own mayors agdlative councils and blocking
unjust interference by central government officialthey identified key areas for
reducing obstacles to local autonomy: the cenwdlipudicial system, a bureaucracy
accustomed to the authoritarian system and whislstesl decentralization; national
politicians with little knowledge of local autononand local politicians who represent
vested interests; citizens who lack understandihglemocracy; unbalanced regional

development; and low local financial capacity.

CSOs also invested in social education to nurteraatratic leaders to strengthen
local democracy, and to expand citizen participatin the local political process.
Citizens’ increased awareness of local autonomytlaeid aspiration for democracy were
essential for sustainable local governance. CS@gipated in drafting and presenting
new regulations designed to improve governmentsparency regarding financial
matters (e.g. Administration Audit Request Ordirgnto enable citizens to directly

request administrative audits, and the Ordinanc&siablishment of Autonomous Local
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Depositories which would make publicly available fbrocess of government selection

of financial institutions responsible for tax caflien.

Grassroots networks were created to monitor lodaliaistrations and legislative
councils. For example, the CCEJ Special Commitbeddcal Autonomy, comprised of
administration, finance, management, law, and plgnning experts, sought to foster
sound local autonomous development. It made consr@ntases and published articles
on local autonomy, drafted ordinances, and offengaert advice on council operations
and policy activities. The committee also advisedincil members on methods for
evaluating the status and role of local and rediamancils, and ways to improve

communications between various stakeholders dota level (CCEJ 2003).

The Citizen’s Coalition for Better Government (CCB®as also involved in
innovating government by organizing monthly foruamsl issuing reports on government
reform. A substantial number of newly establishe@Q¢$/CSOs after 1990 began to
focus on local autonomy (Figure 6.3b). This newdreoincided with two local elections

to select local councils and officials.
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Figure 6.3b: Number of Newly Established Civil So@ty Organizations
Engaqing in Local Autonomy

250

200 I/
150

100 / =] ocal Autonomy
50 J
0 T T T T T T T T 1
0 D
O S B SRS AP S B
N HEEN N S

Source: The NGO Times The 2003 Directory of Korean NGQO<ivic Movement
Information Centerwww.kngo.or.kr

Since November 2000, the locally based Civic Mowveirfer Decentralization
(CMD) has focused on decentralization issues, athosome point out there was
insufficient cooperation between CSOs in Seoul ianthe regions, as seen in the failure
to provide training to local CSOs. CMD mobilizedc#éd elites and CSOs in regional
cities to influence bills related to decentraliratiand balanced regional development
through two main channels: grass-roots mobilizatioh CSOs and influencing
policymaking (Table 6.3c). In 2001, CMD held a yatif about 3,000 people consisting
of academics, journalists, professionals, entregarenfrom regional cities and announced
“the National Intellectuals’ Declaration for Decrlization” in front of the National

Assembly Yonhap NewsSeptember 3, 2001).
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Table 6.3c: Civil Society Organizations in Provincg

Cit
ang Number of CSOs | Cities with branches of
CCEJ, CFE, YMCA,

County| <10 | 10-30 >30 | YWCA,
Gyeonggi-do 31 23 5 3 14
Ganwon-do 18 15 3 7
Chungchong buk-do 11 10 1 3
Chungchong nam-do 15 13 2 7
Jeollabuk-do 14 10 2 2 6
Jeollanam-do 22 19 3 7
Gyeongsang buk-do 23 18 5 7
Gyeongsang nam-do 20 17 3 11
Jeju-do 4 3 1 2
Total 158| 128 23 7 64

Source: Ahn (2002) and Cuachon (2002)
Notes: CCEJ (Coalition for Economic Justice); GEBalition for Environment)

CMD’s working groups came up with their own “degatization promotion bill”
and “national balanced development bill” in an #fféeo improve the July 2003
government drafted bills. They argued for ana@ased share of civil servants, the fiscal
capacity of subnational government, and the redoatif economic unbalance between
the capital region and the rest of the country. CMBo focused on influencing
policymaking through taking advantage of politieaknts. Right before the 2002 election,
it invited three major presidential candidates, lldee-Chang, Roh Moo-Hyun, and
Kwon Young-Gil, and managed to obtain their campaigledge to pursue
decentralization if elected. CMD also lobbied Na#ib Assembly members to support
decentralization. This movement from below helpleift $he process of decentralization
reform from top-down and elite-led to a wide pougded movement. CMD adequately
insured that local concerns were represented ahatienal platform and incorporated

into the reform agenda. The “conceptual ideas taredtralization” became a reality as
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decentralization and balanced development had edess a key policy agenda,
reflecting the CSOs’ role as a forceful partner ggvernment in policymaking on
decentralization.
7 Challenges and Limitations

Despite the CSOs’ success in facilitating the iticepof decentralization as part
of reform along with democratization, they alsoefdienitations. As reform is inherently
political, it largely depends on the will of pot#l leaders including legislators and
president. CSOs’ ability to advance decentralizatio only feasible as long as the
government is receptive to their views and is wglto incorporate their technical advice
into further devolving government. As shown throogt this paper, the successful role
of CSOs in introducing decentralization was madssjide because of the favorable
political environment facilitated by the Kim and IRoAdministrations. Both
administrations were interested in expanding laastibonomy and promoting balanced
regional development as part of their commitmentrdfiorm. Unless there is strong
political leadership at the top, it will be diffitito change the behavior and practice of
the existing central bureaucracy and to devolvegrdw the subnational level. The recent
two consecutive conservative governments have nigilie progress towards local
autonomy while their attitude toward CSOs has beestile and government financial
support for CSOs has ceased. A recent study (Y8)Xlbws that under the Lee Myung-
bak administration, many of the commissions that flagilitated communication between
government officials and civil society leaders undee Roh administration were

abolished. CSOs’ contribution to reform, includitng advancement of decentralization,
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is only feasible when the political leadership éaptive to reform and is willing to
engage with non-state actors in policy-making.

The development of decentralization shows limitagiand “path dependency” as
Korea has largely focused on political and admiatste aspects of decentralization
without realistic consideration of fiscal and itgtional capacity at the local level.
Further, weak political institutions at the local/¢él are bound to produce inexperienced
local leaders without much technical expertise elevant issues. They tend to be less
than equal partners in policy formulation and innpéatation. It is especially challenging
to advance decentralization across the nation as&loas long been divided by political
ideology and inherent disparities between regions.

Decentralization advocates argue that the pacesoérdralization has been too
slow and that local governance still is dominatgdbreaucrats. Local autonomy is only
partially practiced as “bureaucracy-dominated” log@vernment follow top-down
approaches practiced over many decades, whichilisastepted as normal practice.
Decentralization in Korea reflects rather functiodelegation from central government
to subnational governments instead of devolutiameRplained earlier, the current status
of decentralization is incomplete and has been ddlds “30 percent local autonomy.”
Thus far, Korea’'s local autonomy as practiced toslaguld be seen more as delegation
rather than fully-fledged decentralization to logas. It seems that this “first delegate
then complete” approach has become frozen, anddtaadvanced much in recent years.
An “executive-dominated” local government or strangyor--weak council leads policy
making at the local level, with incomplete indepemce. The high share of employment

in central governments and frequent intimidatiooctl officials by central government
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authorities and the police are other obstaclesdal lautonomy, even though in principle
local government has the ability to engage in actwiéies not expressly prohibited by
national laws. But, as mentioned earlier, localegament responsibility does not extend
to the judicial branch, police functions, fire protion, and education. The last two
functions are still managed by independent nati@againcies. The local government has
no direct control over the provision of educatiors@rvices within its geographic

boundaries.

8 Conclusion and Policy Implications

Through examining Korea’s decentralization expergerhis paper has attempted
to shed light on the broader understanding of thé&vation for decentralization beyond
the economic rationale of traditional federalisnedty: improving the efficiency of
government. Korea has pursued decentralizatioraesop expanding democracy and of
achieving balanced regional development after séwacades of military dictatorship
along with a centrally controlled governing systddecentralization in Korea had been
initiated as part of a broader reform of politieadd economic systems. Dictatorial and
central political systems were considered to hil@danced regional development.

In particular, this study has examined how infornmatitutions, such as civil
society organizations (CSOs) became a crediblengarto the Kim and Roh
administrations (1998-2008) for the successful ptica of decentralization in Korea. As
related studies indicate (Kang 2001, Koo 2007, Ba@9, Kim 2009, Bae and Kim 2012),
the close collaboration between government and Gs@dvancing decentralization as a
reform priority was distinctive in the sense thdtad taken place in partnership between

government and non-state actors, along with looaeghments’ engagement. In doing so,
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local institutions and social capital, supported fayorable political leadership during
Kim, Dae Jung and Roh, Moo Hyun administrationsyehalayed a critical role in
facilitating the inception of decentralization.

More importantly, Korea’'s CSOs were able to mokilikeir informal institutions
and networks for advancing formal institutions sashegislation, rules, and regulations,
by bringing political actors on board for democraamyd to support the inception of
decentralization. Their ability to facilitate thisocess came because of their reputation
for representing and pursuing the public interest shared values, their knowledge of
the issues, and their organizational skills acquiozer through the long history of
democracy movements. In the absence of a credibleergment representing the
majority of the population, CSOs had emerged ati@rest and trustworthy agent for
change. They were also able to provide the pubilic aplatform for collective action for
the country’s future that included decentralizatashone element. CSOs had become a
forceful partner for the successful inception ofcelgralization in Korea although
decentralization in Korea is still “a work in pregs” with emerging challenges.

Looking forward, CSOs’ contribution to the successdecentralization shows
limitations despite their initial success in tramsfing Korea’s government. The
sustainable advance of decentralization may reqtive internal realization of
bureaucracy as well as political leadership. Atshee time, any policy reform is also
likely to be sensitive to the forces of globalipatias Korea had to retract its fiscal
decentralization in part in response to the deloblems caused by the two major

financial crises, the 1997 Asian Financial Crisid $he 2008 Global Financial Crisis.
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Figure 1: Promoting Decentralization
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e Introduce autonomous system
o Reform special local administrative agencies

Figure 2: Intergovernmental Relations: Support andSupervision of Local Government By

Central Government

e The central government institutionalizes local goneent systems and
guarantees or restricts local government’s funetioy the law

e The central government may advise, recommend, idegan affairs of
the local government (Financial support also abéeln

e The head of central administrative agencies supesviaffairs which

are entrusted to the head of local government
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Appendix 2

Figure 1: Map of Korea

Source: http://hufsiss.files.wordpress.com/2013/07/jin_woclkoi internetversion-120410-
ec99b8eab5adeca780ebb0a9eab3b5ebacb4ec9b90-
ec9881lebach8eab3b5ed86b5eab590ec9eacech59cecBkettiBa0.pdf
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Paper Two: Decentralization and Regional Disparityin Korea
1 Introduction

Decentralization in Korea was pursued by the gawert in 1995 as a vehicle for
meeting deepening people’s aspiration for democraeg mitigating long-standing
regional disparities between Seoul (the capitat) &avored regions (e.g., Gyeongsang
provinces, Busan, Ulsan) and other lagging regi¢ag. Kangwon and Cheolla
Provinces). More balanced distribution of income aflocation of economic resources
were major concerns of the government. While thed gbdecentralization in Korea was
to reduce regional disparity, it may have not sadeel in achieving decentralization in
terms of local share of expenditure and reduciregumlity. Korea’'s decentralization
experience illuminates the complex interplay betwegergovernmental relations in a
rapidly changing global economy and fiscal consteasuch as procyclical local finances
and pre-existing conditions (e.g. path-dependeatthe subnational level.

This paper aims to deepen our understanding of rih&ionships between
decentralization and regional disparity in Korea.plarticular, this research examines
whether Korea has managed to successfully deceetr@hd narrow regional disparities
and if not, why they continue to exist despite ithtentions of decentralization efforts in
1995. The findings suggest that since its incepitmoh995 decentralization in Korea has
neither succeeded in expanding fiscal decentraizator reducing regional disparity.
Instead, differences in per capita GRDP betweeiomsghave widened. First, the degree
of fiscal decentralization has remained low sin@80Lwith slight fluctuations during the
intervening years, but decreasing slightly since519 Second, the fiscal independence

ratios of local governments, measuredhesshare of local tax revenues and local non-tax
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income (e.g. fees, charges) in total revenues,vamndh indicates a local government's
ability to finance its operationdjave been declining. Further, insufficient researc
channeled through intergovernmental transfer feestment in lagging regions and weak
capacity of local government in formulating and lempenting development policies
formed obstacles for reducing regional income iadityy in addition to limited authority
for decision making at the subnational level. Alg® long biased regional development
policies adopted during military regimes, along hwihe colonization by Japan and
Korea’s division, may have a long lasting impactregional disparity.

Through in-depth analysis of one country, Kore& $study seeks to contribute to
a better understanding on how public policy forisegl development is shaped by
country’s political, historical, and institutionalonstraints and how the process of
decentralization is bounded by pre-existing condsi in terms of local capacity and
policy choice at the subnational level and emergingllenges a country faces. Further,
this study will enhance the understanding of regliodisparity associated with
decentralization in recent years after 2003 whemtievious two studies (Kim et al 2003,
Moon 2003) on the subject were conducted. Sinea thhat other factors might have
influenced widening regional disparity as Korea lexperienced a couple of major
external shocks, i.e. the 1997 Asian financialiered the 2008 global financial crisis
and local governments’ increasingly fiscal consiisi

This introduction is followed by a literature rewign the next section. Section
three provides an overview of regional developmenKorea. Section four presents
decentralization of Korea in historical and pobficontext. Section five examines fiscal

decentralization in terms of revenue and expenglitalong with fiscal capacity of local
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governments. Section six overviews the trends oD8Rnd population change of the 16
regions from 1985 to 2011. Section seven presemtodology and results of the
analysis. The last section concludes with policglioations.

2 Literature Review

Increasing regional disparity has been identifisdoae of the major concerns
regarding the consequences of decentralization tdu¢he variation of fiscal and
institutional capacity between local governmentke Traditional theoretical approach
suggests that decentralization reduces the liketihof redistribution among regions,
increasing regional economic disparities (Stigl®@57;, Musgrave 1959; Oates 1968,
1972; Brown and Oates 1987; Prud‘homme 1995). (Q&82) argues that subnational
governments inherently lack suitable redistributiy@licy instruments. Central
government is better equipped through intergovemaie transfer in achieving
redistributive objectives (Musgrave 1959).

In addition, based on the traditional theory ofcdis federalism, subnational
governments are usually given a limited tax bash 1 property tax, taxes on vehicles,
and user charges and fees. These limited sourfcesvenue impose difficulties on
subnational governments in financing necessaryipwarvices. For example, in most
cases property tax is not sufficient to meet maprial expenditures; in addition, it can
be costly and difficult to administef To make fiscal decentralization viable,
subnational taxes should satisfy two main crite(: they should provide sufficient

revenue for the autonomous fiscal units, at leastte wealthiest subnational; and (2)

* Bell and Bowman (2005) explore a way to extend llpcaperty taxation into communal lands in rural
South Africa.
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good subnational taxes should impose fiscal respiihg at the margin on subnational
governments by allowing them to establish their dax rates with respect to at least

some major taxes (Richard Bird 2006).

On the other hand, recent contributions arguefibedl decentralization works as
a commitment device, possibly exerting oppositeaff (Weingast 1995, McKinnon
1995 & 1997, Qian and Weingast 1997, Bahlal. 2002, Gil Canaletat al 2004).
Meanwhile, Rodriguez-Pose and Ezcurra (2010) oleseivat decentralization may affect
more- and less-developed regions of a country reiffiy since the capacity of local
government to allocate and utilize resources mansy.v&ome studies indicate that
economic growth increases regional inequality temain point before later declinifig.

Hence, decentralization experience shows that¢hefiis of decentralization can
easily be undermined by potential costs such agasing indebtedness, high deficits,
and procyclical finances of subnational governmemd regional disparities (Wolman
1994; Prud’homme 1994, 1996; Tanzi 1996; Rodderkelaad, and Litvack 2005;
Bardhan and Mookherjee 2005; Tommasi 2006). Prudihe (1994, 1996) argues that
decentralized redistribution is likely to lead tiffetent treatment of similar individuals in

a country. For example, jurisdictions with highgar capita income would be able to

37 According to neoclassical convergence theory, freeket forces narrow economic disparities among
regions due to labor mobility, capital mobility,catechnology transfer while convergent economiaagino

is expected to be associated with economic ref8umthere is a qualification in the theory, whialggests
that in the early stage of economic developmente gmowth might be dominant. A concentration of
population is conducive to economic developmentr@E995) while agglomeration economies in large
metropolitan areas reduce the necessary costdrakiructure and promote the productive efficiendy
resources use (Krugman 1991, 1997, 1998; Quigl@@R@hus economic growth begins first and faster a
concentrated poles, then spreads outward to pedplaeas. In this sense, regional inequality is a
consequence of the pole growth process as some gmav faster and achieve greater economic
development (Song et al 2000).
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provide higher levels of public services than thegéh lower per capita income.
Residents in wealthier jurisdictions could evenldaed at lower tax rates for higher
levels of public services than those in poor juosdns.

Further, East Asian countries face major challengedecentralization although
their decentralization experience has not resultedhe macroeconomic instability
associated with Latin America. These include wemlarfcial and human resources
capacity, difficulties in determining a sound assmgnt of functions among different
levels of government, and concerns for the sufficedlocation of own-source revenues
to subnational governments to ensure the adequatgasipn of services (White and
Smoke 2005). Moreover, political fragmentation cosbmper the promotion of regional
economic performance and worsen the disparitiesinvitt. For example, local
metropolitan governments compete with each othdoe@aions for employers so as to
improve their tax base. This need not increaseatigregate level of employment in
metropolitan areas, it merely redistributes emplegtn Local governments have
incentives to exclude high cost residents ande&tetant to invest in improving the skills
of the poor.

Fragmentation tends to encourage a “beggar thyhheid policy (Wolman H. et
al 1992). Therefore equity between localities amtiviiduals should be a concern when
considering decentralization. In many developiogntries where income distributions
between jurisdictions and individuals are skewegllity and fairness should be an
important consideration in designing decentralaati

Empirical works show conflicting evidence. Tuis 989 for China identify a

negative relationship between fiscal decentralimaind regional disparity. Some other
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studies (Rodriguez-Pose and Gill 2004, Gil Canaéttal 2004, Ezcurra and Pascual
2008, Lessmann 2009) find that regional inequaltigcreases as decentralization
increases in Organization of Economic Co-operatint Development (OECD) countries.
A study on Korea (Kim et al 2003) was inconclusive.

On the other hand Bonet (2006) for Columbia findpasitive relationship
between decentralization and regional disparitydrticular, China (Shi 1996, Song et al
2000, Kanbur and Zhang 2005, Qiao et al 2008) kasreenced regional disparity in
terms of income and public service provision. Reglo disparity between
coastal/industrial and hinterland/lagging regioresrén widened in terms of GDP per
capita and public service provision since fiscatedgralization has been implemented.
One of the reasons is the difference in public iserprovision between rich and poor
regions due to a difference in the fiscal capatityraise revenues and insufficient
balancing through horizontal intergovernmental ¢fan

Development theories also indicate that economigeldpment is “path-
dependent” due to pre-existing conditions sucmastutions (Acemoglu et al 2002). In
the case of persistent regional disparity, pathreddpnce might be a relevant factor in
spite of Korea’'s concerted efforts to promote bedahregional development through
decentralization (and the assumption that expahaesl autonomy will strengthen the
capacity of local government). Expanded autonomy mat be sufficient to promote
economic growth especially in lagging regions, afgrmance is still in part bounded by

what has happened in the past.
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3 Regional Policy and Disparity in Korea

Historical context provides insights for understagdregional development in
Korea on: what has happened? Why? and how? lisiab control by Japan and the
subsequent division into the North and the Sougkitably affected regional and national
economic development. During the colonial rule aialocalized Korea's industry for the
supply of primary goods to Japan in an effort tonpote Japan’s war efforts without any
consideration of balanced regional policy. Japaiused on extractive industries in the
North while concentrating on agriculture in the 8ou

Until the end of World War Il (Japan’s surrender) 1945, the structure of the
Korean economy had been dominated by two sectatsactive industries in the North
and agricultural production in the South. When kogained independence in 1945, it
was left with an unbalanced economic structure. ddwer, division of the peninsula
brought a peculiar economy to the two Koreas: thatlswas left without any heavy and
manufacturing industries, without even a fertilifactory as well as no source of power
(Figure 3.1 and 3.2).

Figure 3.1: Map of Korea Eigure 3.2: Map of South Korea by Region
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Note: Sednttp://www.citypopulation.de/php/southkorea-
admin.phpfor detailed display of different levels of
administrative district.

As the South was pulling out of the civil war, centration of economic activity
in Seoul had rapidly been taking place even indhdy 1960s as it was dubbed that
“Seoul is Korea.” Although the national economyswgrowing at around 9% a year,
there was wide regional disparity between the twagomurban centers (Seoul, Pusan)
and the rest of the country, especially with the poorest western provinces and the
mountainous Kangwon-do.

In 1968, Seoul and Pusan shared 24.7% and 9.1%atdnal output while
Gyongsangbuk province shared 12.6%. The populadlmare of Seoul, Pusan, and
Gyongsangbuk-do were 17%, 6% and 10%, respectivdlythese places experienced
population increases (45.6% in Seoul and 31.5%usaR) while provinces in the western
regions (Jellabuk-do, Jeollanam-do,) experiencetedses in populations between 1966
and 1970. In 1968, per capita gross income in Seasl 84,775 won and that of Pusan
was 86,920 won while those of Jeonbuk and Jeonnara 87,304 won and 31,924 won,
respectively (Renaud 1974).

As outlined in a 10-Year Physical Development Fianthe period 1971-1981
(coinciding with the third and the fourth natiorfale-year plans), balanced regional
development was not a priority for Korea’s economévelopment. Regional planning
outlined in 1968 under the Plan was defined agptbblem of orderly land use in terms

of: (1) effectiveness of national defense, (2) nstyy of land use, (3) establishment of
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regional order, (4) optimum distribution of soctslerhead capital, and (5) effective use,
development and conservation of resour€es.

Regional policy was focused on efficient use ofdligone of three factors of
production: labor, land, capital) as Korea was rfgcthe scarcity of capital and low
skilled labor. Land was taken the only viable aetlable resource which could be
utilized for advancing economic development.

By the early 1970s, the government began to engetutee flow of private capital
out of the main centers to regions in need of dgwaknt and also the movement of
public funds to these areas by broadening the fafrfindustrial Estate Program$” in
October, 1971. The packages added negative comdrdimit plant expansions and new
capital investment in Seoul including several lawse incorporated into the 10-Year
Land Use Plan finalized in September 1971. Thisllggackage consisted of: (1) the
decentralization of industrial plants from Seoud &yeonggi-do to other development
areas; (2) environmental protection; (3) balan@gdonal development; and (4) pollution
abatement and the elimination of regional dispaoyydispersing 6,000 out of 20,000
plants to other provinces.

The 1984 Capital Metropolitan Regional Planning Aatther restricted the
building or expanding of population-concentratiragifities in the region of Seoul and
Gyeonggi-do while dispersing central governmerd@lities to various regions. But, this

kind of restriction policy has not been effectiver fdeveloping other regions, only

% The Ministry of Construction, Republic of Kore@uidelines for National Physical Pladune 1969
(Korean version was published in 1968), pp. 3.
% These included assistance in the form of infrastme facilities, subsidies, preferential loans aax
breaks. One of the examples is Ulsan industrialptera

77



beneficial to adjacent areas such as Chungcheavinpes. By the end of 2001, 46.7%
of total population, 47.8% of total national incam&% of all manufacturing companies,
and 45.3% of all service firms were in the capiggion, which includes Seoul, Incheon,
and Gyeonggi-do (Feridun et al 200%).
4 Decentralization in Kored™ *?

It is viewed that Korea’s decentralization beganJune 1995 with the
popular vote of mayors although the election farremls was held in 1991 (Gang 2008).
It completed local autonomy in legislative and exa@ bodies'® With the 1995 election,
mayor’s standing changed from national public seinappointed by center to regional
representative elected by residents. With deakrdition local officials are elected by
residents unlike appointed by central governmenthe upper-level local governments
and subsequently they appointed the heads of therievel local governments. Korea
has a two-tier local government structure: the uvipeel (regional level) local
governments are based on individual provincesedalDo” and metropolitan cities,

called “Gwangyeck-si.” The lower-level (municipadvkl) local governments include

cities, called “Si,” and “Gun,” in rural countiesnc districts, and “Gu” in the

“0The Capital area is colored in yellow in the map.

1 See Section 3 of Paper 1 for a detailed discussiorarious definitions of decentralization and Kim
(2008).

“2 Dates argues that economists might be interestadich “different levels of decision-making do i
each of which determines levels of provision oftigatar public services in response largely to the
interests of its geographical constituency” (Odt8%2, pp. xvi). Thus, economists’ central conceare
the allocation of resources and the distributioingbme within an economic system. By this deifimit
any fiscal system at least possesses some federakemts. In that decentralization has compelling
advantages for some functions over a completenadian centralized decision-making. Thus, in Oates
view it makes little difference to the economistettrer or not decision-making at a particular leokl
government is based on delegated or constitutipigiranteed authority, in contrast to the conoeptif
federalism in political science. Thus federaligmowd be treated not in absolute but in relativentg in
degrees rather than in kind.

3 Korea does not have an independent judiciary tadlye local level.
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metropolitan cities. As of Julyl, 2012 the totalmbher of autonomous bodies is 245,
comprising 17 regional governments at the uppestieand 228 municipal governments
at the lower-level.

The regional governments include Seoul Special dpetiitan city, 6 metropolitan
cities (Busan, Incheon, Daegu, Gwangju, Daejeod,#isan), 1 special autonomous city
(Sejong), and 8 provinces (Gyeonggi, Gangwon, Cangouk, Chungchengnam,
Jeollabuk, Jeollanam, Gyeongsangbuk, and Gyeongaar)gand Jeju Speical Self-
governing province (Figure 4.1). Seoul is the @f Korea and Sejong City opened
July 2012 and was designated for hosting 9 cergmalernment ministries, related
government agencies and government research testituJeju Speical self-governing
Province is treated for promoting international dstor-friendly areas. Its two
administrative cities are not autonomous sincanhgrs of these cities are appointed by
Jeju Governor unlike other cities. However, thisdst does not treat Sejong city as an

independent regional government since it was astadd only in 2012, thus focuses on

16 regions.
Figure 4.1: Structure of Local Government

Total Seoul Special Metropolitan Sejong Spedial Province Jeju Spedial
[17] Metropolitan City Autonomouns [8] Self-goveming

City [1] 6] City [1) Provinee [1]

Autonomous Altonomous County City County
District District 51 [74] [80]
{25] [44]

Source: http://www. mopas.go.kr
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With this change, prospective governors and mayovs needed to seek residents’
support instead of satisfying her or his appointer,central government. A study (Gang
2008) on mayors’ performance indicates that theilawlity of resources, party
affiliation, the level of mayor’s education, andanization ratios influence policy choice
of elected officials in gaining higher level of i@snts’ political support. For example,
local governments with low urbanization ratios tetad pursue more development-
oriented policy while local governments with highbanization ratios pursued welfare-
oriented policy.

Until the mid-1990s, all government operations weeavily centralized with all
local operations largely dependent upon goals msdigby central government.
Representatives of different ministries more clpsslordinated with the central offices
in Seoul rather than with other local represengstiof other ministries. Such a situation
was not conducive for strengthening the local cépat organize for economic
development. Consequently regional developmentr@dom and discontinuous process
at the mercy of central government bureaucratserathan a continuous process of
structural growth. In these days, this practicesidl a major challenge for local
government.

As local governments gain expanded decision makeaghority with
decentralization, regional development policy wagpeeted to incorporate local
government’s points of view in achieving its deyeient objectives depending on its
constituents’ specific needs and preferences. Thay include the expansion of
employment, the increase in per capita income, avgment of income distribution, the

expansion of citizens’ welfare, protection of eowment, improvement of safety. As
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central government in Korea considered balancembmaleconomic development as a
national development priority, it was anticipatdthtt decentralization would reduce
regional imbalance by reversing the economic pedidiaken during the authoritarian
regimes which neglected the western regions, nadeyllabuk-do and Jeonllanam-do.
Historically these regions had opposed the authraait regimes. It should be noted that
decentralization and democracy in Korea were ewvbineparallel. It was expected that
decentralization, giving more autonomy to subnatia@overnments, regional imbalance
might be reduced as experienced in some of OEQIhtdes (Lessmann 2012) and
increase Korea’'s competitiveness. Though two corsceelated to balanced regional
development were raised: (1) whether national dutpould negatively affected by
approaches taken to reduce regional disparity ahavilether market mechanisms were
sufficient to address regional disparity.
5 Fiscal Decentralization

The Inception of decentralization in Korea was édygmotivated by political
democratization (Ahn 2002, Bae 2008, Bae and Kimi220and solidified with the
restoration of mayoral and governor election in8.98 an effort for strengthening local
autonomy, fiscal decentralization along with théitpal decentralization was introduced
to expand the fiscal capacity of local governmewntreducing horizontal imbalance
between local governments and vertical fiscal imbeé between central and local
governments. Intergovernmental fiscal transfersehasen the main instrument used for

narrowing the imbalancé?

“ Local government expenditure is financed by loealenues and intergovernmental transfers. Local
revenues consist of tax and non-tax revenues.goternmental transfers (“dependent revenues”) cs@pr
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These intergovernmental transfers, called “dependewmenues,” have two
streams: revenue sharing and categorical grantsileWhvenue sharing provides
unlimited use to local government, categorical nesss are earmarked for specific uses
authorized by central government. The other soafaevenues by local governments is
their own sources raised through taxes and norstéxg. fees, surcharges). Local taxes
(Figure 5.1) consist of both provincial taxes anty @and county taxes. These taxes
include acquisition tax (e.g. real estate, vehjolessels, aircrafts, heavy equipment, golf,
health club, and condominium memberships), autol@otax, business place tax,
community facility tax (e.g. sewage facilities,efiservices), inhabitant tax (a surtax on
income tax and corporation tax plus a flat ratedaxcapital), local education tax, local

development tax, local income tax, registratioerise tax, and various property takes.

tax sharing and categorical grants. Local governsmean spend their own source revenues without
restriction as they have the authority to levy lotex. Revenue sharing is distributed by the céntra
government based on local governments’ need to theebasic administrative responsibilities in their
jurisdictions. Revenue sharing is the most favdaed of intergovernmental transfer as it does rmieh
restrictions to its use unlike categorical grants.

* See also http://www.nts.go.kr/eng/ for the NatloFex Service Korea.
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Figure 5.1: Local Taxes

Local Taxes

Provinces Cities,

| General Special Purposd

Counties

uonisinbay
asuaolT ® uonensibay
juswWUrel Uy % ainsia
sales
uoneonpg [es07
(ssauisng % [enpiAipul) [enuapISaY
aWwooU| [e207
Auadoud
ETRIVETN
analehi) » 022eqOL

JawdojaAaQ % S92IN0SaYy [einfeN

Sourcehttp://tax.jeonnam.go.kr’/home/tax/information/bratiax01/tax01 07/page.wscms

These local own funds are not restricted by cemoalernment authorization in
how they are used, althoudpral tax rates and tax bases are determined bgdhtal
government. The Local Tax Act defines the tax basesstandard tax rates for 11 out of
16 local taxes while local governments and courzals legally adjust rates as much as
50% above or below the standard rate. In practamgl governments do not exercise
their own power to change tax rate because of dhiggal risk of losing electiong-igure
5.2 presents the flow of local revenues consistimgn source revenues and

intergovernmental transfers.
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Figure 5.2: Typoloqy of Local Revenues
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Source: Local Government Officials Developmentitate. 2013.
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Fiscal decentralization is used as a proxy for d&abzation in this paper, and
the subnational share of total public expenditarthe most commonly used indicator for

measuring fiscal decentralizatiéhLocal and total expenditures are compiled fromadat

“® Hiscal decentralization is known to be difficult neeasure. Common indicators used to measure fiscal
decentralization include the shares of sub-ceirirgéneral government expenditure and revenue. Menye
these indicators have been criticized as too sstiplito fully capture the different degrees of &isc
decentralization. They do not take into account di@yensions of fiscal decentralization, such asathiéity

to set the tax base and tax rates, and the lot¢hbity for spending and borrowing decisions. Aeaet
study (OECD and KIPF 2013) notes that these measuften provide an imprecise or even misleading
picture of intergovernmental fiscal frameworks,discretion over the budget is a central aspectsoaf
autonomy. Despite these limitations, most empirataldies on measuring fiscal decentralization waly
datasets from the Government Finance Statisticgbvek (GFS), published by International Monetary
Fund, which constructs the shares of sub-centrabmnent in general government expenditure and
revenue. Although the sub-central share of revedaénition suffers from the fact that revenue
arrangements in many countries include tax shariitdp, or without in-equalization, it is also arguttht

the share of subnational governments in total éaemues may better reflect fiscal decentralizatiam the
share of subnational governments in total publjgeexiitures. But, this study uses the share of didmzd
governments in total public expenditures to meadiseal decentralization in Korea, since efforts to
decentralizerevenue generation and collection have been lessiipent than attempts to decentralize
spending responsibilities to subnational governsi@mtKorea. In this context, this study considdratt
government expenditure indicators of decentraliwatshould be a good indicator of Korea's fiscal
decentralization.
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on the Government Finance Statistics of the Intevnal Monetary Fund, the Ministry of

Strategy and Finance, Korea, and Local Governmeen(Bystend’

First, a preliminary analysis of the trend of fisdacentralization for the period of
1990-2011 is undertaken to observe changes inl fisttagovernmental relations before
and after following the inception of decentralipatin 1995 Initially, the analysis was
attempted to have the starting year of 1985, laafafidata on local government are only
available from 1990.The following main indicatoree @xamined: local revenue as a
percentage of GDP by level of government and exjpamrdas a percentage of GDP by
level of government. In addition, the fiscal indegence ratio of local government is
presented to assess the fiscal capacity of locakrgoment from 1997.The ratio
represents the share of local tax revenues antinocatax income (e.g. fees, charges) to
total revenues, and indicates a local governmaiility to finance its operationgt is
argued that decentralization increases the fisgaddn of local government by imposing
central mandates without providing sufficient reses and local autonomy to raise
necessary revenue.

According to KIPF (2008) and MOSF (2013), local oswmurce of revenues in

terms of amount raised through taxes have beedilstéacreasing from W6.37 trillion

" Central government expenditure data are compiledsingg data from GFS CD-ROM (various years)
and MOSF,

https://www.digitalbrain.go.kr/kor/view/statis/statis03 01 01.jsp?fscl yy=2009&code=DB01030101&
x=28&y=7

Local government expenditure data are based on K2B68, 2012) and Local Finance Open System
http://lofin.mopas.go.kr/lofin_stat/settle/gyumdéBSumup_TO1(InOutPresent).jsp

“8 These periods are chosen since data on grossiaégiomestic product are currently available frd#83

to 2011 (Korea Statistical information System Hitkmsis.kr/nsieng/view/stat10.do; Statistics Korea
http://kostat.go.kr/portal/english/index.action)
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(3.4% of GDP)in 1990 to W52.3 trillion 4.2% of GDP)in 2011, increased by 0.8
percent of GDP. On the other hand, central revéraseincreased from W26.85 trillion
(14.4% of GDP) to W192.4 trillion (16% of GDP) ftitre same period, an increase in the
share of 1.6 percent of GDP (Figure 5.3a and b@amhile local revenue has increased
more than central revenue in relative terms whale burdens for central and local

governments both have increased (Figure 5.4).

Figure 5.3a: Central Tax to GDP (%) Figure 5.3b: Local Tax to GDP (%)
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Source: Kim (2013), Korea Institute for Public Fice, based on data from the Bank of Korea and the
Ministry of Security and Public Administration.
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Figure 5.4: Increases in Local and Central Taxes
(since 1990)
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Source: KIPF (2008) MOSF (2013).
Notes:
Local education taxes are levied at the provind&alel for ensuring the

necessary budget for improving educational qualitend earmarked for
educational purpose only. Local education taxesnateaccounted into local
revenue since local governments have no directralonter the provision of
educational services within its geographic bourata(Park 2006). These taxes
are directly credited to a special agency for loealucation and local
governments do not have any authority how thesdsfame allocated and spent.
Thus, local governments do not consider them &s theenue in practice. For
example, official documents in Korea (e.g. Tabl2: Gomposition of National
Spending, pp. 72, LOGODI 2013) often present thliferent kinds of budget:
central government, local government, and local catlan. Based on a
consultation with staff at the Korea Institute afbic Finance in April 2014, it
was confirmed that there is an effort to integrdte funds into local
governments’ authority.

However, local expenditure has been growing at siefapace compared to
revenues. As indicated in the analysis of localdisndependence ratios for the period of
1997-2013 (Table 5.2), local governments incredgimggpend on intergovernmental
transfers for their programs. Although local owssaerces including local taxes have

been increasing by broadening tax bases and ramiog fees and charges, those
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increases are not sufficient enough to cover thdeming gap between their own
resources and expenditure needs.

Hence, fiscal independence of local governmenriglelisplays uneven levels of
fiscal capacity between regions. Seoul has beafradst full fiscal capacity while those
of lagging regions, such as Kangwon-do, Jeollabmladd Cheollanam-do, have been
hovering at about 20-30%. Cities tend to have ddridevel of fiscal capacity than
provinces; the average fiscal independence ofscitages been around 70 to 60% while that
of provinces has been about 30% (Table 5.1 and'5t®)wever, none of these sixteen
local governments, even Seoul, has managed to wapghe fiscal capacity measured by
fiscal independence indicator estimated from 199201 1(Figure 5.5).

Table 5.1: Fiscal Independence of Local Government&o)
(1990-1996)

Year 1990 1991| 1992| 1993 1994| 1995| 1996
Country 65 66.4 69.6 68 63.9 63.5 62.2
Metropolitan 98.7 98.3 98.5 98.6 98.1 97.3 98
Provinces 45.1 49 51.7 46.8 46.7 43.1
Cities 69.2 71.5 74.7 70.3 63.6 53.7 53.4

Table 5.2: Fiscal Independence of Local Governmeii$o)
(1997-2013)

Year 97 98 99 00 01 02 03 04 0 0 o7 gs 9 10 n1 12 13
Whole Country 63 63 60 59 58 55 56 57 5 54 54 94 4 b2 b2 552

Seoul 98 99 88 95 95 95 96 94 9 of oL g8 2 6 B0 9m4

Busan 87 88 81 78 69 66 75 74 7 7 6B q0 8 b8 b6 57 57
Daegu 80 78 70 75 72 65 76| 73 74 71 6@ 40 5 b6 b3 53 52
Incheon 80 78 70 75 72 65 75 74 7! 6! 0 11 4 yo 69 71 67
Gwangju 68 68 61 62 60 57 63| 60 6 5 54 93 48 8 w7 47 45
Daejeon 68 82 77 72 70 69 74 74 7 7 R g6 9 b6 67 58 58
Ulsan 86 1 73 75 71 61 72 7q 7 6 68 10 8 7 69 71 71
Gyeonggi-do 79 81 72 69 71 70 78] 79 7 7% I3 16 6 /3 72 73 72

“9 Due to limited data availability for the period 890 - 1996, Table 5.1 shows only aggregatedlfisca
independence ratios. Table 5.2 contains the disagtgd ratios from 1997- 2011.
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Gangwon-do 31 36 26 30 26 22 27| 29 2, 2y 28 28 8 p7 R8 27 27

Chungcheongbuk-
do 36 36 31 30 28 26 31 31 3 31 3B 34 3 B4 B3 34 34
Chungcheongnam-
do 28 31 27 27 24 22 30) 31 3 3b 3 38 7 7 B5 36 36
Jeollabuk-do 23 22 21 23 19 18 26| 24 2! 24 i 23 4 P5 R4 26 26
Jeollanam-do 17 20 19 16 15 14 21 21 2 2| 20 1 9 P1 p1 21 22

Gyeongsangbuk-do 30 31 29 29 25 23 29 29 3l 28 20 29 8 P9 P8 28 28

Gyeongsangnam-do | 45 38 34 36 31 30 37| 39 3 39 39 39 9 13 U3 43 42

Jeju-do 30 31 30 31 31 30 37| 34 3 34 26 26 5 P6 RS 29 31
81 81 74 76 73 68 76 75 74 71 69 67 65 63 63 64 63

Cities including

Seoul
Cities excluding 78 79 72 73 69 64 72 71 7 68 6p 63 0 59 59 60 58
Seoul
36 36 32 (32| 30| 28| 35 |3 | 36|35 | 3|3 | 34| 3| 34 35 35
All provinces

Source: Ministry of Security and Public Administoat of Korea: Local Finance Open System
(http://lofin.mopas.go.kr/lofin_finan/InfoDetail.jSidx=58&finan_idx=3&type=title&word=&pg=
1)

Note: 1/Ratios for 2013 were based on estimations.
2/ Data for the period of 1990-1997 are only avdddor whole country.

Figure 5.5: Fiscal Independence of Local Government
(%)
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As pointed out in recent studies (LOGODI 2013, KIPGO8 and 2012), one
possible explanation is a common problem facedobgllgovernments in many middle
and high income countries their expenditure resipditees have been expanding faster

than increases in their own revenues with decemdtadn. While more responsibilities
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are delegated to the local governments, a compatabél of fiscal resources has yet to
follow (Kim 2012). KRIL (2011) identifies that unhded and under-funded central
mandates cause increasing fiscal burdens on lasadrgments. Their fiscal burden for
matching grant requirement with central governngmaints had substantially increased
during the period of 2005-201614& et al 2012Kim 2012; Table 5.3).

Table 5.3: Share of Local Government for Condition&lntergovernmental Transfer
(%)

2004| 2005| 2006| 2007| 2008| 2009| 2010| 2011 | 2012

Intergovernmental
Transfer 66 67 70 65 65 64 63 62 61
Matching Grant
Requirement of
Local Government

34 33 30 35 35 36 37 38 39

Source: Kim (2012) and LOGODI (2013) based on2B&1 Budget Summary of Local Governments.

Local governments in Korea have become the maimigecs of social welfare
programs in their jurisdictions after decentrali@at In 2005, central government
transferred 67 social welfare programs to local egoment. Social programs have
increasingly been financed out of local budget. iAdicated in Table 5.4, local
governments spend almost 50% of their own resoungdbe program in 2010 and these

programs now accounts for over 20% of the totahllexpenditure as of 2011 (LOGODI

2013).
Table 5.4: Share of Social Welfare Program
(%)
2002| 2007| 2008| 2009 2010 2011
Local Own Source 30 43.6 47.3
Total Local Government
Expenditure 18 19 20| 20.02

Source: Kim (2012) and LOGODI (2013) based on2t#1 Budget Summary of
Local Governments.
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KRIL (2011) also reports that local expendituresmtial welfare programs had
increased by 27% per annum on average while teeanues (including local taxes, fees,
and educational taxes) had increased only abo@ #@m 2005 to 2010. This contrasts
to a reduction of expenditure on economic develogniemm 62% of the total local
expenditure in 1995 to 20% of the local expenditure2007 (Kim 2012). Table 5.5
shows the local expenditure of social programshiees increasingly on average by 35%
per annum while that of central government has leeeasingly on average by 20% for
the period 2006-2012. Meanwhile, wealthy regiomsltes spend more money per capita
on social welfare programs than lagging regions ¢Kw2005). As the Korea’s aging
population has been growing fast, financing thegmms will increasingly pose a major

challenge to local government.

Table 5.5: Social Welfare Program Expenditure by Leel of Government
(in trillions of Korean won, %)

Annual
2006| 2007| 2008| 2009| 2010| 2011| 2012]| Increase (%)
Central Transfer, 6.04 7.82| 11.16| 13.02| 14.11| 15.5| 14.7 20
Local
Expenditure 215 2.85| 5.07| 6.15 6.2 6.7 7.4 35

Source: Kim (2012, pp. 109), LOGODI (2013, pp. 16@sed on th2011 Budget Summary of
Local Governments

Further, the fiscal burden of local governments haen increasing to match
increases in conditional intergovernmental trarssfe€entral government has increased
the transfer by 2.6 times from 2004 to 2012 whiteal government matching
expenditure has risen by 3.4 times for the saméogegiKim 2012). Further, local
governments’ fiscal capacity is quite limited asdbgovernment taxes in Korea heavily

depend on transactions on property and land valugtiOGODI 2013). In recent years
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after the 2008 financial crisis along with tightegilending practices, demands for
housing have been declining as speculations onifgpusarkets lost their appeal as an
alternative investment portfolio.

Next, fiscal decentralization commonly measured the share of local
expenditure to the total expenditure is examitiethe result shows that both local and
central government expenditures in 2005 constant mave increased since 1990 (Figure
5.6). However, local expenditure compared to céngsaenditure in relative terms
measured by the local share of expenditure disptaxed trends. In particular, the local
share of expenditure experienced a sharp fall @718s central government tried to
manage the 1997 Asian financial crisis caused loytdbrm debts. Although the share
managed to recover somewhat a couple of years lateas stayed between 35% and

36% of the total expenditure (Figure 5.7).

0 These figures represent “direct expenditure” byustthg for double counting which follows the
International Monetary Fund (IMF) Government Finan&tatics (GFS) procedures in calculating
decentralization ratios based on outlay, thus tmeight be discrepancies between some of the figures
internally used by Korean agencies and the GFSdiyalthough the trend is not affected. Sources: IM
GFS CD-ROM (various years), the Ministry of Stogteand Finance(MOSF); the Korea Institute of
Public Finance (2012), Local Finance Open System
(http://lofin.mopas.go.kr/lofin_finan/InfoDetail.jSidx=58&finan_idx=3&type=title&word=&pg=1

), Local 2003-201 K| * =X &+ A] A 4 2} &=, 2013 LOGODI, and Digital Budget and Accounting
System
(https://www.digitalbrain.go.kr/kor/view/statis/siQ3_01_01.jsp?fscl_yy=2009&code=DB01030101&x=
28&y=7)
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Figure 5.6: Expenditure by Level of Government: 190-2011
(in billions of Won)
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ROM (various years) and MOSF,
https://www.digitalbrain.go.kr/kor/view/statis/stg03 01 01.jsp?fscl_yy=2009&code
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Local government expenditure data are based on K2B88, 2012) and Local Finance
Open System
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Figure 5.7: Local Government Share of Expenditure%o)
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6 Population and Gross Regional Domestic Product

This section overviews gross domestic regional pcod GDRP) for sixteen
regions, nine provinces and seven major citieprésented. This overview provides the
trends of GRDP of the 16 regions from 1985 to 28ibhg with population changes. In
addition the trend of population share is examisiede changes in population share are
likely to affect regional disparity. Studies on i@tpl development in Korea (Kim et al
2003, Moon 2003, Kim 2012) indicate that econontracture, level of infrastructure
provision, relative size of population, and globation may have impact on regional
development. Empirical studies also suggest thatvkedge economy is influenced by
agglomeration which promotes knowledge exchangdsspillover effects between firms
(Krugman 1991, Fujita and Thisse 1996, Fujita et9%9). Population share is used as a
proxy for agglomeration economy.
Population

An analysis on population changes reveals thabauoding areas of Seoul have
experienced a population explosion over the lasy@drs. In 2001, the population of
Gyeonggi-do reached to the same level of Seoubg2D03, it began to exceed Seoul’s
population.In particular, Gyeonggi-do’s population share hasrbomore than doubled
from 11.5% in 1985 to 23.7% in 2011, while Seoulsre has decreased from 24% to
20.3% for the same period. Ulsan and Incheon ads@ Islightly increased their shares.
For Ulsan, the small share figure may be misleadimgn that its population has almost
been doubled from 680,000 in 1985 to 1.1 million2@11. Changes in population
suggest that a few regions have gained in the sbfapmpulation at the expense of a

majority of regions whose shares of population hdedined.
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Although one of the balanced development policiespleyed by Korean
government has been population control in the ahpégion, the regional policy to
disperse the population to other regions from Seoly succeeded to push it from the
jurisdiction of Seoul to its sounding areas suclGasnggi-do and Incheon, to a certain
extent to Chungcheongbuk-do. On the other handivwtbevestern regions (Cheollabuk-
do and Cheollanam-do) and Kangwon-do have alltlest population. Figure 6.1 shows

the population trends from 1985 to 2011 for sixtesgions.
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Figure 6.1: Trend of Population of Seven Major Cites and Nine Provinces
(in millions, 1985-2011)
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Source: National Statistical Office of the Repulifdorea (web) (1992, 1997, 2002, 2007):
http://www.google.com/webhp?nord=1#nord=1&q=natlestatistical+office+of+the+r

epublict+of+koresa
National Statistical Office of the Republic of KaréDariusz Gierczak 2011);

Citypopulation fttp://www.citypopulation.de/KoreaSouth-Mun.html)

As shown in Figure 6.2, the distribution of popidathas become more uneven
by concentrating in a few regions, especially ie thcinity of Seoul, the so called
“capital region” which includes Seoul, Incheon, d@geonggi-do accounting for almost
half of the total population. Its population shaes increased from 45% in 1995 to 49%

in 2010 (Table 6.1).
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Table 6.1: Population Share by Capital Region
(%)

1985

1990 1995 2000 2005 2010

39

43 45 46 48 49

Figure 6.2: Share of Population by Region
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Although Seoul still has the largest population siignin Korea, the population
density of Gyonggi-do has significantly increaseahf little more than 400 per square
km in 1985 to almost 1200 per square km in 2011illAstrated above, the policy of de-
concentration of Seoul by developing residentiaaarin the vicinity of Gyonggi-do
(Bundang, llsan and Pyongchon) has largely infledngopulation growth by attracting

migrants from Seoul and other regions. The poputatiensity of these three cities would
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be much higher than the average density of Gyeedggas a whole. One noticeable
trend is that the population density of all citfegcept Busan) has increased, while most
provinces have lost population as urbanizationeiases. It indicates that metropolitan
regions attract migrants from provinces. Figure &8l 6.4 illustrate the trend of
population density of the nine provinces and 7 meiies in Korea from 1985 to 20F1.

Figure 6.3: Trends for Population Density of Nine [Rovinces
(1985-2011)
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®L " Provinces include: Chungcheongbuk-do (Ch'urigdpuk-do), Chungcheongnam-do

(Ch'ungchdngnam-do), Gangwon-do (Kangmdo), Gyeonggi-do (Kynggi-do), Gyeongsangbuk-do
(Kyongsangpuk-do), Gyeongsangnam-do {HRgsangnam-do), Jeju-do (Cheju-do), Jeollabuk-do
(Chollapuk-do), and Jeollanam-do (&llanam-do).

98



Figure 6.4: Trend for Population Density of Seven Mjor Cities
(1985-2011)
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Gross Domestic Product

In terms of gross domestic product (GDP), Koreadras/n almost six-fold since
1985 (Figure 6.5} The share of GDP by capital region, comprisinguselncheon and
Gyeonggi-do, accounting about 49% of the NationaPGn 2011 increased by 5%, from
43.6% in 1985 (Table 6.2 and Figure 6.6). In paféig gross regional domestic product
(GRDP) of Kyeonggi-do substantially contributedthe increase of the capital region’s
share by expanding its share from 15.3% to 22%ndutfie same period while that of
Seoul had shrunk from about 28% to 22%. Two neighigo provinces,
Chungcheongbuk-do and Chungcheongnam-do togethee l@so experienced a

noticeable increase in their GDP share from 6.7%0td% (Figure 6.7, 6.8, and 6.9).

2 Data for Gwangju and Daejeon are available fror@718nd 1989 respectively and data for Ulsan are
available from 1998 because the city was estallishe an independent city separating from
Gyeongsangnam-do first in 1998.
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Figure 6.5: Trend of National GDP
(in 2005 constant trillions of won)
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Table 6.2: GDP Share by Capital Region

Year 1985 1993 1997 1998 1999 2005 2011

Share (%) 46 49.2 47.6 46.71 47. 48.2 49

Note: Capital region comprises Seoul, Incheon,@peonggi-do.

Figure 6.6: Share of GDP by Capital Region
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Figure 6.7: Trend of GRDP of Major Cities and Provinces
(in 2005 constant trillions of won)
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Figure 6.8: Trend of GDP Share of Major Cities andProvinces
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On the other hand, the GDP share of the westeinnggGwangju, Cheollabuk-
do and Cheollanam-do together, has declined fror2%1in 1985 to 9.6% in 2011.
Another lagging region, Kangwon-do saw its tiny rehaf GDP further shrinking from
3% to 2.5%. In 2011, its per capita GDP is estadat/18.4 million while that of Ulsan
and Seoul are W42.2 million and W24.6 million, resfvely. The trend of GDP share
between regions indicates that regional policiegeduce disparity have not worked
effectively. Policies to reduce the concentratibe@nomic activities in Seoul have been
effective only within the jurisdiction while induwy their substantial growth in its
neighboring areas of the capital region, notice@ble few cities of Gyeonggi-do (Figure

6.9)>3

Figure 6.9: Share of GDP by Major Cities and Provices

1985 2011
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7 Methodology and Analysis

The existing literature broadly defines regionadpdirity as differences in the
level of development and standards of living betweegions>* In measuring regional
disparity, two basic indicators are used: unemplentrand per capita incomeOther
measures indicating disparity include public expeemd for social services per capita, the
type of industry and its growth or decline, the lguaof the environment, and public
services per capita across different regions &uajitd Hu 2001, B 2003, Cervone 2005,
Kim et al 2003, Moon 2003, Bonet 2006, Lessmann22@oerl and Seiferling 20).3
For the purpose of this study, per capita GDP wdlused as a proxy for per capita
income in measuring regional disparity.

As in many other decentralizing countries, revemgeaaeration and collection
efforts have been less prominent than decentrglizpending responsibilities to
subnational governments in Korea. In this contetkis analysis considers that
government expenditure indicators of decentralratshould accurately reflect the
impact of Korea’s fiscal decentralization. Thuse thubnational share of government
expenditures is used as the measure of fiscal tredieation to examine the impact on

regional income disparity.

> OECD (2002, 2003) defines regional disparity dégferes between economic performance and welfare
between regions.
%5 Previous studies have used various methods toureealisparities between regions. Some have used
personal income or personal disposable income wdthers used PCGDP (Suares-Villa & Roura 1993,
Hansen 1995, Beramendi 2003, Akai and Sakata 2@05).might be a better measure from a general
welfare perspective since it reflects the effortdomal and central governments to redistributeoine
among regions. PCGDP might be a better measuterims of regional economic development since it
measures productivity and thus better reflects lével of economic development across regions (see
Chakravorty 1996 for a detailed review of measdrgpatial disparity).
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PCGRDP (used for measuring the level of develop)rienised as the dependent
variable and measures of decentralization as tependent variable for the first tier of
subnational government, i.e. nine provinces andajonmmetropolitan areas from 1990 to
2011°° Based on this framework, the analysis is conduttetkst either a positive or

negative relationship between decentralizationragénal disparities.

The econometric model used by Bonet (2006) fornmeanequality in Columbia
is adapted to estimate the effects of the Koreanafi decentralization on regional

disparities:

DPi,t = po+p1FDit Huit (1)

Where DPI,t is regional disparity measured as Vadlo

DPi,t = |PCGRDR 1]
IPCGNDR | @)

and PCGRDR is the regional per capita GDP, and PCGNIBRhe national per capita
GDP. With this measure, a panel data approach aptad for estimation, in which
corresponds to regions (= 1, 2, ..., 16nine provinces and 7 major metropolitan areas
from 1990 to 2011pnd t corresponds to years of analysis (990, 1986, ...., 201F)
The total number of observation is 352 for sixtesgions from 1990 through 2011. This
measure of inequality is based on the conceptlative PCGDP.

In a situation of complete equality, the region&GRDP should be equal to

Korea’s national average for all regions in a giyear (DR = 1). This implies that the

*® The period of the analysis spans from 1990 to 2Dktead of the starting year of 1985 due to
unavailability of data for local expenditure prtor1990 although PCGDP is available from 1985.
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inequality measure is the difference or distanoenfthe relative share to the completely
equal sharé®

For regions with an initial relative PCGRDP gredtean one, a decrease in their
share indicates that fiscal decentralization l¢ada more equitable regional condition,
while an increase means greater inequality. Onother hand, inequality increases if
regions, with an initial relative share of lessrthane, experience decreases in their
shares. The larger the distance in “absolute térnims,higher the inequality is in regional
income after decentralization. Then D is estimated as twenty two weighted average
disparity indexes by population share for each jeen 1990 to 2011.
Dt =X;2, DP; PS; /16 3)
WherePS,; ; is the population share of regiofor the given year t.

FDt is a measure of fiscal decentralization in Karegeart (1990... 2011§°
Since the 1995 decentralization efforts, Korea &i@smpted to gradually increase the
allocation of expenditures to local governments dglegating functions to local
governments a similar decentralization policy vitie case of Colombia as discussed by
Bonet (2006). In addition, recent empirical stud{®geingast and Qian 1997, Moon

2003, Bonet 2006, Lessmann 2012, Goerl and SeifeBlD13) suggest that other factors

8 GRDPI (gross regional income inequality): the absolalue of the difference between the relativareh
of GDP and 1, where the relative share of GDPesr#tio of the share of GDP to the share of pomuiat
(Qiao et al 2002, pp. 25)

*9 This measure of income inequality could be intratlito run the panel data model at the regional.leve
Aggregating the measure for each region by year,cam® obtain an estimate of the national income
inequality. This aggregated measure follows a tr@imdlar to the traditional measures of inequaditieich

as Theil index, Gini coefficient, or Sigma convarge. To compare, the correlation coefficient betwee
this measure and those measures can be condudsiriible.

%0 Decentralization ratios for each region are ntitested due to limited data availability at theicegl
level.
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such as variation in population share (i.e., C\p@bulation share), degree of local fiscal
independence (i.e., local own resources to locdhbts), and degree of the openness of
economy influence regional income inequalitfhe openness of economy or
globalization, measured by the value of trade (irhpad export) for goods and services
over GDP, on regional disparity is examined.

The degree of globalization of the Korean economy imcreased from 1990 to
2011in terms of traded goods and services to GDOineB(2006) finds that regional
disparity in Columbia is positively related to tealiberalization. In the face of financial
sector meltdown, Korea drastically liberalizedat®nomy starting with the financial and
service sectors ignited from the 1997 Asian finahairisis. It is thus to attempt to
examine whether a degree of trade liberalizationsed by external shocks, such as
financial crises affected regional disparity. Thgpulation share and globalization are
integrated into the model as control variatifeBurther, the redistricting of Ulsan in 1997
was considered by including a dummy variable (kefo, after = 1) in the model.

Since data on decentralization, fiscal local inaejemce, degree of the openness
of economy are only available for country as a whabt for individual region, national
disparity index figures (Dfrom equation 3) are used to estimate the effdct o
decentralization on regional disparity between 1880 2011. Model (1) is rewritten to

integrate four control variables:

Dt =fo+ p1FDt +fo Flt + p3GTt + f4PS+DS +Uk (4)

®1 Other possible factors include economic strucgiiven that Korea has increasingly become a knoveedg
high-tech-oriented economy and infrastructure mmiovi. Due to a limited scope of this study, thesgdrs
are not considered.
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WhereFDr is a measure of fiscal decentralization measuyelddal share of total public
sector expenditure; Fis a degree of local fiscal independence measoyetthe ratio of
own revenues to local expenditure; (G globalization or a degree of the openness of
economy measured by the value of traded (exporirapdrt) goods and service to GDP;
PS is population share (in this case CV of populasbare); D&is a dummy variable of
redistricting Ulsan as a separate upper-level lgmlernment (i.e., region) in 1997
(where 0 = before and 1=after) amds disturbance.
Analysis

First, changes in regional disparity before anderafthe inception of
decentralization is examined by conducting a sinaplalysis of estimating coefficient of
variation (CV - the ratio of the standard deviattorthe mean expressed as a percentage)
and the ratio of the maximum to the minimum as asuee of regional divergence for
1985 and 201F? For instance, if the value of CV for per capitasy domestic product
(PCGDP) in 1995 was 20% and that in 2011 was 2%%n it suggests that regional
disparity has widened since decentralization. It,f&€V for per capita gross regional
domestic product (PCGRDP) in Korea has substaytiatireased from 0.23 in 1985 to
0.38 in 2011 reflecting that the standard deviabdrPCGRDP increased in size by a
further 15 percentage points from its average (earggesting an increase in variation
of PCGRDP among regions (Table 7.1).

The ratio of the maximum to the minimum of PCGRIDP Sixteen regions also

confirms widened regional disparity by increasihg tatio from 1.98 in 1985 to 3.35 in

%2 For instance, if the value of CV for PCGRDP in 598as 10% and that in 2011 was 15%, then it
suggests that regional disparity has widened siecentralization
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2011. In particular, regional disparity widenedrstg in 1997 based on CV data and the
ratio of the maximum to the minimum (Figures 7.8ince the inception of
decentralization in 1995, regional disparity hag@éased by 80% in terms of CV and 70%
in terms of the ratio of the maximum to the minimatthough it does say nothing about
whether there is a positive or negative relationsl@tween decentralization and regional
disparity. However, it is clear that regional digpain Korea has widened from 1995 to
2011 based on these two measurements. Table 7 rhammes the results of the analysis
on CV and the ratio of the maximum to the minimumd &igure 7.1 shows their trentfs.

Table 7.1: Summary of Per Capita Gross Regional Dosastic Product (PCGRDP)
Statistical Analysis
(in 2005 constant won)

Median Average SD CVv Maximum Minimum Max to Min
1985 5442580 5736422 1320481 0.23 8087384 4088569 98 1
1986 6359097 6656813 1465419 0.22 9177086 4625639 98 1
1987 6526484 7081349 1586007 0.22 1025597 4994370 2.05
1988 7067941 7771775 1740389 0.22 11513761 5656363 2.04
1989 7781801 8159800 1583911 0.19 12228242 6012068 2.03
1990 8427959 8764069 1746956 0.20 13427918 6402021 2.10
1991 8793472 9538287 1964030 0.21 14994528 7085644 2.12
1992 9869185 10172309 2061275 0.20 15829290 7624337 2.08
1993 10266868 10608194 2084568 0.20 15965439 87192 1.99
1994 10775553 11531727 2439471 0.21 17970441 86940 2.07
1995 11773234 12395211 2574431 0.21 19089640 9@886¢ 1.97
1996 12728228 13234945 2955904 0.22 21040945 182518 2.05
1997 13291711 13764393 3300280 0.24 22230894 103082 2.16
1998 11395886 12781487 4742442 0.37 28415757 9@7982 3.13
1999 12247353 13922946 5244459 0.38 31339072 937617 3.27
2000 13015651 14888148 5503135 0.37 33065750 188661 3.22
2001 13277213 15323674 5383161 0.35 32625401 108815 3.17
2002 14346814 16557908 6184555 0.37 36569317 167323 341
2003 15024758 17213485 6175450 0.36 365662176 188583 3.34
2004 15247117 1781875( 6440788 0.36 37321622 182445 3.32
2005 15727209 1836278( 6719986 0.37 38466440 133209 3.40
2006 16652726 19147153 6878428 0.36 39120520 183285 3.31
2007 17553128 20174361 7246419 0.36 40688655 174343 3.27

83 Appendix 2: Figure 2 shows the coefficient of a#idn for 15 regions by integrating Ulsan into
Gyeongsangnam-do
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2008 17838243 20508235 7461507 0.36 40942850 136705 3.23
2009 17769854 20608718 7454699 0.36 39558371 1286301 3.26
2010 19391711 22004664 8137906 0.37 42425358 1314835 3.22
2011 19971908 22702155 8612101 0.38 45168342 134727 3.35

Figure 7.1: CV and Maximum to Minimum of PCGRDP
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Between 1985 and 2011, PCGDP of Korea has incresissuost six-fold to 22.3
million from about 5.8 million (2005 constant pr&jeBut the high economic growth has
not evenly benefited people across regions. In 2ZBCIGRDP in Ulsan was the highest at
almost 45 million won in 2005 constant prices (add8%$ 63,000 in 2014 current prices)
followed by Chungcheongnam-do of 36.7 million warn2005 constant prices. Although
Ulsan is a relatively new city established in 13#ing separated from Kyungsangnam-
do, it was developed as an industrial district hagigHyundai Motor, Hyundai Heavy
Industries which is the world’'s largest ship buildéSK Energy, and others.
Chungcheongnam-do is a home of research institetaploying highly educated
scientists and researchers as well. The PCGRDRbkesk two regions have rapidly
grown apart from the rest of the country.

One noticeable fact is that no city’s PCGRDP ishkigthan the PCNGDP except

Ulsan and Seoul while three provinces, those off@bhongnam-do, Kyungsangnam-do,
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and Cheollanam-do have higher PCGRDPs which hawreased in recent years. This
underlines a skewed distribution of PCGRDP andoreagi productivity between regions.

Although Gyeonggi-do has substantially increassgdpulation size and PCGRDP, the
average per capita GRDP is still slightly lowerrttiae national average which indicates
that the rate of migration might have exceededake of GRDP growth (Figure 7.2).

Figure 7.2: Per Capita Gross Regional Domestic Praitt by Reqgion: 1985-2011/
(in 2005 constant millions of won)
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Source: Statistics Korea, http://kosis.kr/eng/databasela_001000.jsp?listid=Z

Notes: 1/ Population Data from 1985 to 2004 and 020are downloaded from
http://kosis.kr/eng/database/database_ 001000 $sip2irhttp:// and data for years between
are estimated based on estimated CGIRs.
2/ established ca 1997 as a metropolitan city.

As mentioned above, the income disparity betwegions has widened since
1985 base orhe coefficient of variation (CV) of PCGRDP and th&o of the maximum
to the minimum. Further, the result of the weighte@rage disparity (WAD) analysis

confirms the same trend by increasing from 0.041985 to 0.055 in 2011 (Table 7.2
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and Figure 7.3f* This indicates that regional disparity based ba &nalyses of
PCGRDP and weighted average disparity has widemeg 4985 and got worsen after
the 1997 Asian financial crisis and the redistnigtUlsan in 1997 and it has continued
the upward trend.

Based on the analysis of weighted average dispaational disparity of Korea
has certainly increased since the inception of mkeakzation by increasing from 0.032 in
1995 to 0.055 in 2011 (Table 7.2). In particular PCGRDP of lagging regions has
relatively weakened while the capital region hame population and GDP as well as
improving PCGRDP. This increasing concentrationecbnomic activity and higher
income in Seoul, its surrounding areas, and a feayomindustrial and knowledge
intensive-oriented cities has persisted. As notedhe section of regional development,
this trend can be partly explained by patterns ritdek from the long period of highly
centralized political and economic systems priodézentralizationin spite of a main
goal of decentralization was to grant the politiGad fiscal autonomy to local
governments to promote balanced regional developm€ontrarily, the result is
worsening for regional disparity since the inceptaf decentralization. It seems that
reducing regional disparity still remains as onéhef difficult challenges faced by Korea

(Figure 7.3).

% This is weighted by population share, i.e., tharstof the region’s total population in the country
% The weighted average disparity had decreased tm@®3 in 1993 from 0.041 in 1985 and begun an
upward trend starting in 1994.

111



Table 7.2: Population-Weighted Average Disparities
(1985-2011)

Year 1985| 1986| 1987| 1988 | 1989| 1990| 1991| 1992| 1993

Disparity index 0.043 0.039 0.037 0.087 0.031 0.032.031| 0.030 0.030
1994 | 1995| 1996| 1997 | 1998| 1999| 2000| 2001| 2002

Year

0.032| 0.032| 0.033 0.049 0.030 0.050 0.049 0.p49 510/0
Disparity index

2003 | 2004| 2005 2006| 2007| 2008| 2009| 2010| 2011
Year

0.052| 0.054f 0.054 0.058 0.0%4 0.055 0.055 00555500

Disparity index

Figure 7.3: Reqgional Disparity in Korea
(1985-2011)
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Next, the analysis of coefficients of variablepissented (Table 7.3). There is a
negative relationship between decentralizationlaadl fiscal independence and regional
disparity while there is a positive relationshigvieen openness, CV of population share,
and redistricting and regional disparity. The t¢he coefficients for each independent
variable, i.e. decentralization, local fiscal indadence, openness, CV of population
share, and redistricting of Ulsan in 1997, indicadkatively large effects are having on

dependent variable, regional disparity. The 199¥stacting of Ulsan has the greatest
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effect on regional disparity as shown in Figure that disparity jumped from 0.033 in

1996 to 0.049 in 1997 although the upward trendcleasinued since then.

Table 7.3: Correlation Coefficients between Varialgs

Disparity | Decentralizatio | Local Fisca Degree of the CV of Populatior | Redigricting

Independence| Openness of Economy Share Ulsan
Ratio

Disparity 1.0000

Decentralizatio 0.720: 1.000(

Local Fiscal -0.887: 0.720:¢ 1.000(

Independence Ratig

Degree of the 0.7961 -0.5606 -0.8192 1.0000

Openness of

Economy

CV of Populatior 0.7504 -0.5295 -0.8860 0.873¢ 1.000(

Share

Redistricting Ulsa 0.980¢ -0.698% -0.803: 0.699: 0.6197 1.000(

Figue 7.4: Relationships between Variable Pairs
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In addition, autocorrelationheteroskedascity, and multicollinearity tests were
conducted. Results show the absence of serial @uebation problems (confirmed by
Durbin-Watson statistics and tBeeusch—Godfrey test; see Appendix 3: Table 1)yels
as no heteroskedascity problem associated with the dafifferences
between conventional and robust standard errors narer in the two regressions

(Appendix 3: Table 2). However, there are multicaarity problems in that fiscal
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independence and the CV of population share vasabte highly correlated based on
testing the correlation matrix of coefficients atiee variance inflation factor (VIF).
Eliminating the variable CV of population share Wbuemove the multicollinearity
problems by reducing all VIFs of the explanatoryiafales to less than 5, with a mean vif
of 3.58 (Appendix 3: Table 3, 4a, and 4b). Thusrtiwlel by transforming into natural

logs is revised tdndisparity = a +Infdectt+ InBafisindp + InB2openesst+ Bsredist+ Ut. ...

.(5)

Table 7.4: Results of Regression
VARIABLES OLS Model
Decentralization Ratio -0.0230

(0.135)
Fiscal Independence Ratio -0.466***

(0.104)
Degree of the Openness of 0.100**
Economy

(0.0378)
Redistricting Ulsan 0.395%**

(0.0162)
Constant -4.076%**

(0.180)
Observations 22
F( 4, 17) 807.87
Prob > F 0.0000
R-squared 0.995
Adj R-squared 0.9935
Root MSE .01953

Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1

Estimating equation (5) shows the following (Tablel): First, the F-test is
statistically significant (Prob > F = 0.0000), comfing that the model is statistically
significant. Second, the adjusted R-squared dd3b9means that approximately 99% of
the variance of disparity is accounted for by thedel, with the explanatory variables,
decentralization, fiscal independence of local goneent, openness, and redistricting.
The t-tests for fiscal independence, opennessretistricting are -4.49. 2.69, and 24.43,

respectively and are statistically significant, meg that the regression coefficients for
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fiscal independence, openness, and redistrictiagi@nificantly different from zero and
reject the null hypothes®. The coefficients for fiscal independence, opennessi
redistricting are approximately -0.466, 0.10, an89@ respectively, meaning that for a
one percent increase in local fiscal independemee,would expect a 0.47 percent
decrease in disparity; for a one percent increasthe openness of the economy, we
would expect a 0.1 percent increase in disparitidihg all the other independent
variables constant; and we would expect a 0.4 perrerease in disparity with the
redistricting of Ulsan in 1997, holding all the ethexplanatory variables constant.

On the other hand, the t-test for decentralizaiqoals -0.17 and is statistically
not significant, meaning that the regression cosdfits for decentralization may not be
significantly different from zero. The coefficiefdr decentralization is -0.23, means that
a one percent increase in decentralization wouddl I®® a 0.23 percent decrease in
disparity, holding all the other independent vaeabconstant. At a 95% confidence
level, fiscal independence has a significant nggaeffect on disparity while the
openness of the economy and redistricting have sitip® effect on disparity.
Decentralization may have a weak negative effectisparity.

8 Conclusion and Policy Implications

This study has examined the impact of decentrabizadn regional disparity, as

measured by per capita GRDP. The local share oéredfure is used as a proxy for

decentralization. The model of this study incluf@sr control variables: the degree of

% The t statistic is the coefficient divided by #&andard error. The standard error is an estimatheo
standard deviation of the coefficient, the amouraries across cases. It can be thought of asasume of
the precision with which the regression coefficienimeasured. If a coefficient is large comparedtdo
standard error, then it is probably different from
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local fiscal independence, the degree of opennfegge@conomy, and a dummy variable
of redistricting of Ulsan. The findings of this diusuggest that since its inception in
1995 decentralization in Korea has not succeedeéeduacing regional disparity. Instead,
differences in per capita GRDP between regions mastened. First, the degree of fiscal
decentralization has remained low, averaging aroB6& since 1990 with slight
fluctuations during the intervening years, but éasing slightly since 1995. Second, this
decline in the decentralization ratio may have {peedy affected regional disparity.

Further, local governments’ fiscal independence Iesn steadily declining—
falling by 13% from 1990 and 11.5% from 1995—whinticates that local governments
have become increasingly dependent on intergovartahdransfers to meet their
expenditure needs. As discussed in section fiwal lgovernments have taken increasing
responsibilities in providing social welfare progrs since the inception of
decentralization. This increasing dependencea#llgovernments on intergovernmental
transfers to meet centrally imposed mandates liaeotly weakened local governments’
fiscal capacity to invest in productive sectors. hisT finding shows that fiscal
independence is negatively related to regionalatispwhich suggests that the negative
relation between fiscal independence and regiorspladty is more significant than the
relation between decentralization and regionalatisp

The above findings provide valuable insights in enstanding decentralization
and its impact on regional disparity. These indicditat decentralization per se is less
important for regional development than local goweents’ capacity to adequately fund
their activities, including social welfare programas well as the ability of local

governments to invest in development programs.rebent years, the share of local
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expenditure on economic development has been degliopposite to the trend of the
share of local expenditure on social programs asnéxed in section five. This also
highlights the importance of local governments’hauity in allocating resources and the
design of intergovernmental transfer conducivddoal economic development.

As local governments in Korea presently are quitétéd in their fiscal capacity
to allocate resources necessary for regional dpusdat, reductions in regional disparity
are unlikely if fiscal decentralization and fisaalependence continue to decline. The
findings suggest that since the 1995 inception etedtralization in Korea, the
weakening fiscal independence of local governmalusg with the increasing openness
of the economy have contributed to widening redianeome disparity. Further, the
1997 redistricting of Ulsan sharply raised regiodigiparity from 1996 to 1997, but the
upward trend has continued since.

Meanwhile the study’s findings suggest that fiste¢entralization has a marginal
effect on regional disparity, as the null hypotlseg®t the impact of this variable is zero
cannot be rejected (low t-tests, high p-valueshoalgh the coefficient of decentralization
suggests a negative relationship to regional digparBut decentralization has been
unsuccessful measured in terms of the local shdreexpenditure. One possible
explanation of this failure might be explained bg two major financial crises (e.g. the
1997 Asian Financial Crisis and the 2008 GlobakRaial Crisis) since studies suggest
that countries tend to adopt recentralization pedicto control debt problems in the
aftermath of major financial crises. Thus, theswricial crises may have indirectly
widened regional disparity through reduced fiscakeahtralization and local fiscal

capacity, to the extent that the crisis had a emegative impact on lagging regions. On
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the other hand, regional disparity may have nartbwehigh-income regions suffered
more than low-income regions. High-income regionsrevmore industrialized and
urbanized, had larger shares of financial servicer@ll as having more open economies,
which may have made them suffer a more severe infifman external shocks such as the
1997 Asian Financial crisis.

It might be beneficial to repeat the study a fevargelater once more data is
available to obtain a better understanding of tects of decentralization on regional
disparity as the experience of other OECD counsiggyests that decentralization tends
to decrease regional disparity. Likewise the fgdi of this study does not support that
changes in population share has a significant efiacregional disparity. Other studies
suggest that migration reduces the economic graitbending regions. One possible
explanation of the lack of significance of changeghe population share is that the
population shares of Korea’s lagging regions ferstudy period were small to start with.

This study raises the policy issue of whether,east in the short term, vertical
transfers should be increased to relieve the fiscatlen of local governments so that
they can meet increasing mandates from the celiteentral government channeled
adequate financial resources to local governmemtdetiver social welfare programs,
local governments would then be able to reorieertrtbwn resources to development
priorities, and policy choices (welfare vs. investit) by first tier local governments
would be able to narrow regional disparity.

Some of the empirical studies indicate that lomditvith low fiscal capacity tend
to allocate a small share of public expendituresrfieestment, as an increasing portion of

their budget must be spent on unfunded mandatesalladated for meeting local
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matching grant requirements of conditional interyovnental transfer. The same model
can be applied to estimate the extent of regiorsladity associated with decentralization
in terms of the investment share of expendituresiuiynational governments. Another
policy option may include broadening tax basesatlocal level as this study confirms
that subnational governments’ finance is procytlibtarecent years, local governments
have had difficulties to raise necessary revenues freal estate transactions (which
account for a large fraction of local revenues)dose of the slump in the Korean real
estate market.

In addition, this study could be expanded to exantime effect of insufficient
equitable horizontal intergovernmental transfergpraventing the reduction of regional
disparity. The evidence shows widening gaps infibeal independence capacities of
metropolitan cities, cities, and provinces. As Komgrbanizes and its agglomeration
becomes more skewed, differences in fiscal capaditypcal governments is likely to

widen in the future and thus regional disparitliksly to increase.
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Appendix 1

Table 1: Local Government Share of Expenditure (%)

Year| 1990| 1991| 1992| 1993| 1994| 1995| 1996| 1997| 1998| 1999| 2000
% 36 38 39 39 38 37 38 39 35 35 34
Year | 2001 | 2002| 2003| 2004| 2005| 2006| 2007| 2008| 2009| 2010| 2011
% 35| 36 35 34 35 35 35 35 36 36 35
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Appendix 2

Figure 1: Per Capita GRDP by Integrating Ulsan intoGyeongsangnam-do: 1985-201*1
(in 2005 constant millions of won)
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Notes: */ The city of Ulsan is integrated into thmvince of Gyeongsangnam-do in order to test the

effect of Ulsan’s separation from the province @97 on regional disparity (the total number of
region is 15 instead of 16).

Figure 2: Coefficients of Variation by Integrating Ulsan into Gyeongsangnam-do
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Appendix 3

Table 1: Autocorrelation Tests

estat dwatson
Dur bi n- Wat son d-statistic( 6, 22) = 1.615041
estat bgodfrey, |ags(1)

Breusch- Godfrey LM test for autocorrelation

I ags(p) chi 2 df Prob > chi2

1 0.629 1 0. 4278

HO: no serial correlation

Table 2: TestingHeteroskedascity

Robust regression Number of obs = 22
F( 5, 16) = 502.92

Prob > F = 0.0000

I ndi sparity Coef . Std. Err. t P>t [95% Conf. Interval]
| ndect -.0535412 . 1573604 -0.34 0.738 -.3871303 .2800479

I nfisindp -. 3025996 . 1812236 -1.67 0.114 -. 6867766 . 0815773

| nopenness . 0690512 . 0536807 1.29 0.217 -. 0447467 . 1828492

| npop . 4113062 . 3969154 1.04 0. 315 -.4301168 1.252729

dunmy . 4075874 . 020725 19. 67 0. 000 . 3636524 . 4515224

_cons -3.877532 . 2748861 -14.11 0. 000 -4.460265 -3.2948

Table 3: Corelation Matrix of Coefficients of Regress Model

e(V) dect fisindp openness pop redist~t _cons
dect 1. 0000
fisindp -0.4253 1.0000
openness 0.0751 -0.1558 1.0000
pop -0.2536 0.7392  -0.6343 1.0000
redistrict 0. 1577 0.5503  -0.3728 0. 4238 1.0000
_cons 0.0164 -0.8123 0. 4473 -0.9288 -0.5811 1.0000
Table 4.a: Variance Inflation Factor Table 4.b: Variance Inflation Factor
(with population variable) (without population variable)
Variabl e VIF UVIF Variable VIF UVIF
fisindp 11,31 0.088418 fisindp 5.13 0.194913
pop 9.43  0.106050 redistrict 3.15 0. 317546
openness 5.23  0.191198 openness 3.13 0. 319908
redistrict 3.84  0.260500 dect 2.30 0.434758
dect 2.46  0.406806
Mean VIF 3.43
Mean VIF 6.45
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Paper Three: Decentralization and Governance in Koga
1 Introduction

This paper investigates the effect of decentrabnabn the quality of governance
in Korea. Most studies on decentralization and gosece tend to focus on a linear
relationship between decentralization and gover@amcl they stop short from examining
underlying factors. This country focused study aitas deepen and broaden the
understanding of governance that results from dealeration by looking more closely at
the local environment.

The introduction of decentralization in Korea in959by establishing local
assemblies was intended to increase local autondfoyea sought to expand the
authority of local governments through the electadnlocal officials by popular vote,
delegate administrative tasks from central to stibnal governments, and increase the
share of local expenditures in total public expaméi The aim was to make government
more accountable and responsive to the needs afetgmces of citizens.

However, progress has been mixed. Although freepapailar elections of local
officials have become well established, the padsihated election of local officials
hampers the selection of independent candidatesdlzas qualifications and who are best
placed to serve local interests. In addition, theleglation of administrative
responsibilities from the center to local levels eeen slow and insubstantial; central
control over local governments in policy formatiand implementation is still widely
practiced, and the continued traditional vertiedhtionship has not been conducive for

strengthening horizontal inter-departmental coation at the local level. The traditional
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bureaucracy reporting system from local to centéhiw the same department and
ministry has continued remains prevalent.

At the same time, the share of local governmenteedjpure in total public
expenditure has not increased as intended. The s$taw remained at about the same
level since the introduction of decentralizatiomfmsome fluctuations for the intervening
years, and has been declining slightly in receatrgjealthough the absolute amount of
local expenditure has substantially increased sl®85. Further, the fiscal independence
of subnational government in terms of the ratio afn resources to total local
expenditure has been declining, meaning that Igoaernments have increasingly been
dependent on intergovernmental transfers for tsg@nding needs. In recent years, local
governments have increasingly taken the major respiity in providing social welfare
services to their residents as Korea expands tmlsservices (KIPF 2008 and 2012,
OECD 2012a, LOGODI 2014).

Given this mixed progress on the outcomes of deakrdtion, this article
attempts to shed light on changes in governaneethe traditions and institutions by
which authority in a country is exercised, in Kosgace introducing decentralization in
1995°% In particular, this paper examines how decentitin in terms of political (local
elections), fiscal, and administrative factors hadluenced governance. Has
decentralization allowed active citizen participatinto the governing system at the local
level? For example, changes in subnational finanemay have influenced citizens’
behavior and their participation in local policyet®@on making (including through

increased turnout for elections). What other cboting factors (e.g. GDP per capita,

87 http://info.worldbank.org/governance/wgi/index.asp
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access to information/e-government, freedom ofpttess) may have helped or hampered
better governance? What are the limits and chaderfgced by Korea in delivering
accountable and transparent governance?

This introduction is followed in the next sectioy & literature review. Section
three provides an overview of different aspectdexfentralization in Korea, focusing on
political and fiscal elements. Section four defirg@vernance and explains various
indicators used to measure governance such as Wdddsovernance Indicators (WGI),
Transparency International Corruption Perceptiodex (CPI), and the Freedom of the
Press Index prepared by Freedom House. Sectiorpfegents methodology and results
of the analysis at the country level. Section siamines local governance in terms of
political participation in local elections measut@gvoter turnout rates. The last section
concludes with policy implications.

2 Literature Review

Why does governance matter? One reason is thaing8tgutions by which
authority is exercised and public resources areageth are a major determinant of
economic developmenf® Strengthening governance, or the accountability of
governments, thus is a key objective of reform paiogs and decentralization has been a
major policy experiment in many countries (TreisnZ8©0a, de Mello and Barenstein
2001, Bardhan 2002). According to Faguet (201148, theory of decentralization and

public accountability can be traced to Mill (188 Montesquieu (1748} Rousseau

% The World Development Report 1997 (World Bank) agthat development requires an effective state
that plays a facilitator role in encouraging andnptementing the activities of private businessed an
individuals.

% Considerations on Representative Government
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(1762Y* and Tocqueville (1835 and 186%)Their works highlight the importance of the
optimal size and structure of governing arrangesémt would best serve the interests

of citizens.

Advancing this theory, Wallis E. Oates (1988) amgytigat decentralization can
make government more responsive to local needgdipring levels of consumption to
the preferences of smaller, more homogeneous dgro@ps) when tastes are
heterogeneous across jurisdictions. Oates (19729)Mews government as having two
broad functions: redistribution and resource alioce Local governments may have a
comparative advantage over central government @ dhocation of resources for

achieving an increased level of satisfaction fealmeeds.

Oates also argues that local government is moieiezft in providing public
goods and services tailored to the preferencestastds of individual residents due to
asymmetric information stemming from better locabwledge, improved accountability
from electoral power, and increased checks ancthbesaof governmentiebout (1956)
made a similar argument: that inter-jurisdictiosampetition for governing the public
sector based on the assumption of local governsmeasponsiveness to “local needs”
and “preferences of citizens,” as well as full Ganobility would lead to better supply
of public goods.

On the other hand, Albert Hirschman (1970) concaes accountability

through “voice” as well as “exit” and introducesotee” and “exit” into the development

°The Spirit of Laws
" The Social Contract Or Principles of Political Rigidu contrat social ou Principes du droit politique
"2 Democracy in America
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lexicon. He argues that the emphasis on voiceaanduntability rests on a natural logic:
governments, that pay little attention to citizexeds due to citizens’ “inability to voice”
them or sanction governments that ignore them,lese likely to pursue policies that
improve social welfare. A recent study (Keefer 208lso identifies that a root cause of
slow and inequitable economic growth and a definal@racteristic of most poor
countries stem from governance failures.

However, decentralization has been seen by a \aitger of advocates as a way to
increase the efficiency and enhance the accouityabilgovernment, i.e. improving the
governance of the public sector. These potentiaéfits have engendered an enthusiasm
for decentralization in both developing and devebtbgountries. Developing countries
are turning to decentralization to escape fromtithyes of ineffective public sectors, while
developed countries look for effective tools torgamize the government in order to
efficiently provide public services in the “postieze state” era (Bennett 1990; World
Bank 1997; Bird and Vaillancourt 2006).

It has been argued that accountability of the mgubkctor will be improved
through decentralization by introducing competitibetween jurisdictions: “market-
preserving” or “market-enhancing” federalism (Weasg1995, Qian and Weingast 1996

and 1997, Qian and Roland 1998 and 2086Jhus, “market-preserving” federalism

1t has been argued that fragmenting central authoend introducing more “Tieboutian”

intergovernmental competition (e.g. “voting withef® can generate a range of benefits includingingk
government more efficient and responsive. Some @udsts and political scientists also have questione
the effectiveness of central government in imprgvihe distribution of income and stabilizing the
economy, while advocating a smaller public sectpglving markets and local jurisdictions more power
These arguments have been put forward along wiphbati for privatization to improve the efficiency o
the public sector, although it is not evident tthatentralization can improve income distributiod amacro
management. Cai and Treisman (2006) argue thatefdesdization is sometimes presented as almost a
functional equivalent of privatization.”
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promotes economic growth by addressing incentiablpms that might undermine the
commitment of central and local governments to maskyle reform. According to this
approach, local governments are being disciplingdtie market to make efficient
decisions regarding infrastructure, developmentsiliss and so on, because local
governments are likely to be driven to enhancer teedbnomic standing vis-a-vis other
jurisdictions. Ineffective local officials wouldebvoted out from office because taxpayers
will express their disapproval in their votes.

Thus, decentralization is a way to make governmere responsive and efficient
so as to foster development while consolidating @=acy through active citizen
participation in policy decision-making. Qian anceMbast (1997) and Qian and Roland
(1998) argue that decentralization of authority angkrjurisdictional competition in
China have acted as commitment devices on the gfathe central or provincial
government to provide market incentives, both tpesitive” incentive of rewarding
economic success at the local level and the “negjatncentive of being punished for
economic failure. These studies draw on the expeeieof local village enterprises,
considered to be the engine of growth in Chinaa asajor example of the outcome of a
successful “market-preserving federalism.”

It is also argued that by devolving authority frdmgher to lower levels of
government elected by local constituencies, deakraition would change the incentives
that local authorities work within, and thus thbehavior. Under centralization, local
officials are not elected by local citizens buthet “appointed” by higher-level
authorities. In this case, accountability for the@rformance is upwards to higher-levels,

which have influence over their broader profesdigmaspects (Riker 1964). Thus,
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accountability would not run downwards to the @tig who rely on local public goods
and services for their daily activities. Consedlyenocal officials would be more
motivated to respond upwards to central governnrdrities while they are less
inclined to respond to local citizens’ needs: srompwards and weak downward

incentives.

Through electoral systems, decentralization is ssp@ to re-orient these
incentives so that local officials serve residenesds instead of higher-level authorities’
wishes since local officials’ career prospectsiaréhe hands of the citizens they serve.
Thus the effect of decentralization is to strengthlee accountability of those who
produce public goods and services for those whswoe them, citizens. Ineffective
local officials would be voted out from their offidbecause the taxpayers will express
their preferences in their votes. Thus, decentaibn is a way to make government more
responsive and efficient so as to foster developmérile consolidating democracy

through active citizen participation in policy dgioin-making.

Through citizens’ voice and participation in loggdvernance, local government
can be more accountable, responsible and respottsisizens’ needs and preferences.
Thus by enabling better citizens’ engagement caprone the access and quality of
service delivery. Local government is directly rasgible for service delivery and its
outcomes as the emphasis on decentralized govetrandrdecision-making at the local
level has increased. With decentralization, muaidiies, districts and regions are being
given extended powers to control resources andiceedelivery that were once the

domain of central government. The belief is thabhding government to the local level
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brings it “closer to the people” and increases ofyputies for citizen participation. The

main dimension driving the accountability agendddaselopment effectiveness.

On the other hand, others argue that decentralizaes not efficiently work as
prescribed in theory in allocating resources betwddferent levels of government
(Prud’homme 1994 1996, Mookherjee and Bardhan 2B@ddhan 2002, Bardhan and
Mookherjee 2005). Bardhan (2002) points out thatTiebout theory of perfect mobility
in reality is less likely to occur as even in aistcthat is relatively mobile (such as the
United States), poor residents tend to move lesadam jurisdictions than wealthier
residents. . In addition, resource allocation tetul®e skewed toward special interest
groups such as the wealthier portion of the loaguytation who are able to exchange
favors with local officials when local governmerst mot empowered to represent the

majority of its citizens.

Further, there is no way to adequately represemteats’ wishes and award and
to penalize public officials in the absence of frekections, and real political
accountability. At the same time, there is no gote@ that locally elected officials will
fulfill their obligation to satisfy the revealedgderence. Incentive systems are such that
the officials may satisfy a number of influentiaégple in business and political
communities (“local elites”) instead of their catsncy in order to be re-elected if
reelection depends largely on the influence ofllteaders and interest groups rather than
on the local performance of public services, assitally takes longer than the election

cycle to produce tangible benefits with policy ches
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Thus “local capture” can easily undermine the bésedf decentralization by
incurring new costs (e.g. poor subnational tax embibn, distortionary subnational
taxation, inefficient provision of local public sees). In Argentina, the national
government heavily depends on provincial governamsl congressmen tend to see their
provincial party leaders as the prime clients. Rroel party leaders decide who they
send and for how long to the National Congress. dfiect of this intergovernmental
political dynamic makes national legislators acdabte to provincial leaders, instead of
residents (Tommasi 2006, Nicolini et al 2002, Araiaet al 2012).

Experience also shows that local elections arenaftetated by personal loyalties
or political party loyalties. Even if taxpayers gdbased on their preferences, it is often
the case that voters have limited access to relewaformation (“asymmetric
information”) and often limited capacity to digdbe information (see Sappington and
Stiglitz 1987 for asymmetric information; Downs T9%or voting in democracies.
Devarajanet al (2007) show that the “missing link” between citizeand local
government officials in the provision of public gees is due to the lack of

enforceability of local officials’ accountability.

A cross-country study by Treisman (2002) finds tbatruption is perceived as
more widespread in federal governments. At the same, others (Davoodi and Zou

1998, Tanzi 1996, Zhang and Zou 1998, Bardhan 2@jlfield 2006) find that

" Downs (1957) argues that the economic theory @émocracy suggests that democracy is an imperfect
political system as the government is chiefly matidd to maximize the most votes instead of maxingizi
the social welfare of society. This imposes cantims challenges to governments and citizens aBki® a
what degree we can collectively ensure a relatiegjyal society where the will of people and thelipub
interest are represented relative to the propomibthe population and not relative to the endowian
resources, to help ensure economic and politiedllg.
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decentralization tends to promote rent seekingudtity-maximizing behaviors by local
officials that is potentially harmful and which mastow growth. Bardhan and
Mookherjee (2005) note that experience on decerdtadn points to the effects of
corruption at the local level although there iscooclusive evidence whether centralized
or decentralized government creates higher co#dteceto corruption. Several studies
warn that corruption is costly in terms of allogatiefficiency and production efficiency.
For example, bribes and kickbacks from supplieraild/dead to an oversupply of
services. At the same time, productive efficien@uld be undermined when cost-saving

technologies and policies are not adopted.

3 Decentralization in Korea®

In general, decentralization refers to the dispep$alecision-making authority
from central government to subnational (regionald alocal) governments by
strengthening local capacity. As a result, it igpduob that the quality of the system of
governance might be improved. Decentralization ¢@lso be expected to contribute to
key elements of good governance, such as expangeaple's opportunities for
participation in local affairs and enhancing goveemt responsiveness, transparency, and

accountability (UNDP 1999).

In Korea, a local autonomy law was enacted in 194@ the local self-
government system was initially implemented in 1962r years after the establishment
of the Republic of Korea on August 15, 1948. Howevieis lasted for only nine years

during the rule of Lee Syngman and the succeedingrastration of Yun Bo Sun (1960-

> See section 2 for detailed discussion on vari@dsitions of decentralization.
137



62). Under the authoritarian rule of Park Chung H&863-79), local elections were
abolished, and the implementation of local autonerag postponed indefinitely until the
hypothetical future unification of the Korean pesuta (Ahn 2008).

For much of the 20th century the constitutionahgiple of local autonomy was
not honored. From 1965 to the June 1995 local ielext local governments were run
more or less directly by provincial governments,jclhin turn were run directly by the
national government. In view of its special impade as the country’s capital, Seoul was
controlled by the Office of the Prime Minister atid mayor of Seoul was appointed by
the President. Provincial administrations and spegities reported to the Department of
Local Affairs of the Ministry of Home Affairs (Misitry of Security and Public
Administration as of 2014). Likewise, heads of otlaministrative divisions were
recommended by the Minister of Home Affairs for $tdential approval. Mayors of
cities and county chiefs at lower levels of locavgrnment were recommended by the
provincial governor for appointment by the presideéteads of towns were named by
county chiefs; heads of wards by mayors; and \allelgiefs by heads of townships.

In 1985, the system of proportionality was usedhe National Assembly, by
giving the majority of the at-large seats, two-dlsir to the party that came in first. This
arrangement disproportionately favored the govemimgarty, with its traditional
advantages of incumbency. In the 1985 general ietex;t the government party won
more than 53 percent of the seats in the legigatuith a little over 35 percent of the
popular vote. In contrast, the second-placed pavityy roughly 29 percent of the votes,

received just over 24 percent of the seats afeeatHarge seats were distributed.

138



In the wake of democratization in 1987, the Locatghomy Law was revised in
1988. Further, the 1990 revised Local Autonomy Lestablished local assemblies of
cities, counties, and districts. Thus, in princitile constitution allows local government
to have a degree of autonomy: local governmentecaage in any activities unless laws
and regulations specify otherwise. According tdicdde 117 of the constitution, “local
governments shall deal with administrative matteestaining to the welfare of local
residents, manage properties, and may enact their grovisions relating to local
autonomy, within the limits of laws and regulatidnérticle 118 of the Constitution
defines local autonomy to cover administrative igdfgpertaining to the welfare of
residents, management of property, and the edtaidist of local regulations. With local
elections for council in 1991 and for mayors in 89®cal autonomy was re-established
and put into practice. Table 3.1 and Figure 3.stoter turnouts for local elections in
Korea since 1995.

Table 3. 1: Voter Turnout Rates for Local Electiondn Korea (%)

Year 1995 1998 2002 2006 | 2010 2014
Voting
Rates 68.4 52.7 48.8 51.6 54.5 56.8

Source: Korea National Election Commissibttp://www.nec.go.kr/portal/main.do
Note: Local elections have been held every fourgemce 1995, except in 1998.
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Figure 3.1: Voter Turnout Rates in Local Elections:Korea (%)
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Along with political decentralization, fiscal dedgalization was instituted to
expand the fiscal authority of local governmentvadl as improving the capacity of local
government by reducing the horizontal imbalancevbeh local governments and the
vertical fiscal imbalance between central and stibnal governments. The extent of
fiscal decentralization, commonly measured by thares of local expenditure to total
expenditure, experienced a sharp fall in 1997 asr@legovernment tried to manage the
1997 Asian financial crisis caused by the inabitdyrollover short-term debt. Although
the share managed to recover somewhat a coupleans yater, it has stayed between

35% and 36% of total expenditure (Figure 3%2).

® These figures represent “direct expenditure” byusiiijg for double counting which follows the
International Monetary Fund (IMF) Government FinanStatics (GFS) procedures in calculating
decentralization ratios based on outlay, thus tmeight be discrepancies between some of the figures
internally used by Korean agencies and the GFSdigalthough the trend is not affected. Sources$: IM
GFS CD-ROM (various years), the Ministry of Stepteand FinancgMOSF); the Korea Institute of
Public Finance (2012), Local Finance Open System
(http://lofin.mopas.go.kr/lofin_finan/InfoDetail.j8jdx=58&finan_idx=3&type=title&word=&pg=1

), Local 2003-2011 Fiscal Independence of SubnatiGovernment, 2013 LOGODI, and Digital Budget
and Accounting System

(https://www.digitalbrain.go.kr/kor/view/statis/sts03 01 01.jsp?fscl_yy=2009&code=DB01030101&x=

28&y=7)
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Figure 3.2: Fiscal Decentralization Ratios in Koredrom 1995 to 2011
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Sources: IMF GFS CD-ROM (various years), Ministfystrategy and Finance, Korea (MOSF);
the Korea Institute of Public Finance (2012), Ld€mlance Open System

(http://lofin.mopas.go.kr/lofin_finan/InfoDetail.jsp?idx=58&finan_idx=3&type=title&word=&p
g=1)

Local 2003-2011 Fiscal Independence of SubnatiGmalernment, 2013 LOGODI, and Digital
Budget and Accounting System

(https://www.digitalbrain.go.kr/kor/view/statis/sisd3 01 01.jsp?fscl yy=2009&code=DB010
30101&x=28&y=17)

At the same time, local expenditure has been gmwatra faster pace compared to
revenues. This declining fiscal capacity of local/grnments relative to their increasing
fiscal needs is reflected in the behavior of lots¢al independence ratios since 1995.
The local fiscal independence ratio (LFIRS) is defi as the share of local tax and local
non-tax revenues to total revenues (including gaeernmental transfers) and is used to
assess the fiscal capacity of local governmefEIRs indicate thatocal governments
increasingly depend on intergovernmental transfersheir expenditure needs (Figure
3.3). Although local own resources including lodakes have been increasing by
broadening tax bases and raising more fees ande$ahose increases are not sufficient

enough to cover the widening gap between their msources and expenditure needs.
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Figure 3.3: Fiscal Independence Ratios of Local Gevnment (%0)*
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Source: Ministry of Security and Public Administoat of Korea: Local

Finance Open System
http://lofin.mopas.go.kr/lofin_finan/InfoDetail.jsp?idx=58&finan_idx=3&type-=title
&word=&pg=1

Note: */ Data for the period of 1990-1997 are oalilable for whole

country and ratios for 2013 were based on estimstio

Local governments in Korea seem to share a sinplablem with local
governments in many high and middle income countribat their expenditure
responsibilities have been expanding faster thareases in their own revenues
(LOGODI 2013, KIPF 2008 and 2012). In addition, moesponsibilities are delegated to
the local governments with decentralization, budoanparable level of fiscal resources
has not been allocated (Kim 2012)ndosing central mandates without providing
sufficient resources and/or local autonomy to raseessary revenue is likely to increase
the fiscal burden of local government

In particular, local governments in Korea have Ipeeahe main providers of
social programs in their jurisdictions after decalation, while these programs have
increasingly been financed out of local budget.dl@overnments finance almost 50% of

these programs in 2010 and these programs nowaictmr over 20% of the total local
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expenditure as of 2011 (LOGODI 2013, Figure 3/4)This trend contrasts to the
reduction in expenditure on economic developmennf62% of total local expenditure
in 1995 to 20% of the local expenditure in 2007n(k2012). Local expenditure on social
programs has been increasing on average by 35%amparm while that of central
government has been increasing on average by 20%dqeriod 2006-2012 (Table 3.2
and Figure 3.5). KRIL (2011) identifies that unfeiidand under-funded central mandates
are the major sources of the increasing fiscal éuh local governments.

Figure 3.4: Social Program’s Share of Total Local Ependiture
(%)
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Table 3.2: Social Welfare Program Expenditure by Leel of Government
(in trillions of Korean won)

Annual
Increase
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 (%)

Central Transfer 6.04 7.82 11.16 13.02 14.411 15.54.7 1 20

Local Expenditurel  2.15 2.85 5.0Y 6.15 6.2 67 74 5 3
Source: Kim (2012, pp. 109), LOGODI (2013, pp. 1b8¥ed on th2011 Budget
Summary of Local Governments.

""KRIL (2011) also reports that local expendituresogial welfare programs had increased by 27% per
annum on average.
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Figure 3.5: Social Welfare Program Expenditure by level of Government
(in trillions of Korean won)
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At the same time, the fiscal burden of local goweents has been increasing to
match increases in conditional intergovernmentaindfers (Table 3.3). Central
government has increased transfers by 2.6 times f204 to 2012 while local
government matching expenditure has risen by ghédifor the same period (Kim 2012).
Further, local governments’ fiscal capacity is guitnited as local government taxes in
Korea heavily depend on transactions on propertyl@md valuation (LOGODI 2013). In
recent years, property demand has been muted aslaj@n on housing markets lost its
appeal as an investment, along with tighteningilengractices after the 2008 financial
crisis.

Table 3.3: National and Local Government Shares dfonditional
Intergovernmental Transfer (%)

2004 2005 2006 2007 2008 2004 201D 2011 20012

Intergovernmental
Transfer 66 67 70 65 65 64 63 62 61
Matching Grant
Requirement of Local
Government 34 33 30 35 35 36 37 38 39

Source: Kim (2012) and LOGODI (2013) based on2b&1 Budget Summary of Local Governments.
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4 Defining and Measuring Governance

Although there is no single definition of governanegreed among scholars or
institutions, governance consists of the traditiand institutions by which authority in a
country is exercise® This includes: (i) the process by which governmeare selected,
monitored, and replaced; (ii) the capacity of tl@aynment to effectively formulate and
implement sound policies; and (iii) the respectitizens and the state for the institutions
that govern economic and social interactions antbeaq.

According to the World Bank(1991) “governance (as opposed to ‘good’
governance) can be defined as the rule of thesutgpically within a given set of rules.”
and entails thenanner in which power is exercised in the managérmt@ country's
economic and social resources for developmeRtrther, the World Bank’s 2002 World
Development Report: Building Institutions for Matkg2001) offers the definition of
governance as “rules, enforcement mechanisms, @ashiaations.” Some consider “thin”
versus “thick” definitions of governance, where tbemer focuses on whether existing
rules and laws are enforced, while the latter hgit$ the justice of the content of the
rules and laws.

It is argued that development management extengsnbethe technically sound
and requires the adequate capacity of public sectmragement supported by institutions,

for example, transparent laws and rules, in ordetdiver development results. Further,

'8 Seehttp://info.worldbank.org/governance/wgi/index.asp

" Governance, in general, has three distinct aspe¢s the form of political regime
(parliamentary/presidential, military/civilian, d&aritarian/democratic); (i) the processes by which
authority is exercised in the management of a gglsneconomic and social resources; and (iii) the
capacity of governments to design, formulate, amglément policies, and, in general, to discharge
government functions. The first aspect clearlysfalutside the Bank's mandate. The Bank's focus is,
therefore, on the second and third aspects.
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corruption is harmful for economic and social depehent (Mauro 1995) and only
government can provide two kinds of public goodses that make markets efficient and
corrective interventions where there are “markdurfas” (McLean, 1987: 19-21). Thus,
the quality of governance matters for developméiecaveness.

In order to promote development effectiveness,sitcrucial to foster good
governance. Good governance has typically beaciated with democracy, civil rights,
transparency, the rule of law, and efficient pulskcvice delivery although development
organizations emphasize different aspects of gae® UNDP describes that
governance is “...among other things participatorgngparent, and accountable. It is
also effective and equitable. And it promotes thke rof law.”° OECD defines that
governance “encompasses the role of public autesiih establishing the environment in
which economic operators function and in deterngritre distribution of benefits as well
as the relationship between the ruler and the filled

The World Bank (1994) articulates that good goveceais “...epitomized by
predictable and open policy making; a bureaucradyuied with a professional ethos; an
executive arm of government accountable for itsoast and a strong civil society
participating in public affairs; and all behavingder the rule of law.” The United
Nations Development Programme (UNDP) notes thatot>governance is, among other
things, participatory, transparent and accountdbig.also effective and equitable. And it

promotes the rule of law. Good governance ensurasolitical, social and economic

8 UNDP.Governance and the Post-2015 Development Framework,
http://www.undp.org/content/undp/en/home/libraryp@gemocratic-governance/dg-
publications/governance-and-the-post-2015-develapintemework/

81 \www.oecd.org/dac/
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priorities are based on broad consensus in soaralythat the voices of the poorest and
the most vulnerable are heard in decision-makingr dkie allocation of development
resources®

The World Bank (1997) highlights three key mechansisfor ensuring good
governance: internal rules and restraints (e.gvil gervice and budgeting rules,
independence of the judiciary and the central bamiernal accounting and auditing
systems); voice and partnership (e.g., public-peivdeliberation councils, service
delivery surveys to solicit client feedback); anoimpetition (e.g., competitive social
service delivery, private sector participationnfrastructure).

In measuring the quality of governance, one ofrtiast widely used indicators
for measuring governance is the Worldwide Goveraaindicators (WGI) which have

been constructed by the World Bank (httewiv.govindicators.orj since 1996 8

These indicators cover six dimensions of governammsering over 200 countries since
1996: (i) voice and accountability, (ii) politicalstability and absence of
violence/terrorism, (iii) government effectivene@s) regulatory quality, (v) rule of law,

and (vi) control of corruption (Table 4.1). In priple, these indicators provide

8 http://magnet.undp.org/

8 The Worldwide Governance Indicators were publiskedry other year between 1996 and 2002 and since
2002 they have been released annually.

8 Other sources of governance data include: CrossiBosurveys of Firms (Global Competitiveness
Survey, World Business Environment Survey, Worldrpetitiveness Yearbook, Business Environment
and Enterprise Performance Survey (BEEPS)); Craasiy Surveys of Individuals (Gallup International
Voice of the People, Latinobarometro, Afrobarometésianbarometer); Expert Assessments from
Commercial Risk Rating Agencies (DRI, PRS, EIU, WadWarkets Online, Merchant International Group,
IJET Travel Consultancy, PERC); Expert Assessmédrim NGOs, Think Tanks (Reports Without
Borders, Heritage Foundation, Freedom House, Argriagtrnational, Bertelsmann Foundation, Columbia
University, International Research and Exchanger@oand Transparency International); and Expert
Assessments from Governments, Multilaterals (W8dahk's Country Policy and Institutional Assessment
(CPIA), EBRD, AfDB, ADB, State Dept. of U.S., Gldbédntegrity Index, Human Rights Report,
Trafficking in Persons Report).
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information about broad concepts of governancéeatcountry level. For example, trust
in the police reflects the rule of law; freedompoéss enforces voice and accountability;
and bureaucratic quality enhances government efeswss”

Table 4.1: Six Dimensions of Governance

1| Voice and Accountability

2[[Political Stability and Absence of Violen

.
(0]

5 Government Effectiveness

4] Regulatory Quality

Rule of Law

5|
6|

Control of Corruption
Sources: Kaufmann et al (2010), httgww.govindicators.org

However, these governance indicators are “perceptinlike the decentralization
indicators which are based on standard public iraaggregates. In other words,
governance indicators use the information colletiedugh polls of experts, commercial
and political risk assessment reports, and busiaedsmarket confidence survey. They
reflect the “subjective” perception of the citizgnand/or the business community of
different aspects of governance in a given coufdey Mello and Barenstein 2001). In
addition, Kaufmann et al (2010) caution that the dimensions of governance are not
necessarily independent of one another. For exarbplter accountability mechanisms

could lead to less corruption or more effective ggoment can provide a better

% Another indicator often used for measuring therdegf corruption is the International Country Risk
Guide (ICRG) which is available for the post-1982ripd produced by Political Risk Services (PRS;
www.prsgroup.com For example, the ICRG corruption index measuhesdegree to which special or
illegal payment are expected and demanded at \&aléwels of government within each country
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regulatory environment. Respect for the rule of keould lead to fairer processes for
selecting and replacing governments and less abugelblic office for private gain.
Given these possible inter-relationships, the smethsions of governance tend to be
positively correlated within countries and measgiiimdividual aspects of governance is
not clear cut.

Despite this subjective nature of the indicatorgl anherent difficulties in
measuring the quality of governance, the WGI prewtoss-country comparisons and
comparison over time, based on several hundredhlas obtained from 31 different data
sources in order to capture governance percepbata sources include political and
business risk rating agencies to non-governmentdnizations, international financial
institutions, public sector organizations, and khianks (Kaufmann et al 2010).

The other indicator commonly used is the Transparemternational (TI)
Corruption Perceptions Index (CPI). The CPI rankantries/territories based on how
corrupt their public sector is perceived to be.dEfines corruption as the abuse of
entrusted power for private gain, applying to bibih public and private sectors. The CPI
focuses on corruption in the public sector, or @ption which involves public officials,
civil servants or politicians. The data sourcedude information on bribery of public
officials, kickbacks in public procurement, and eantlement of public funds. It probes
the strength and effectiveness of anti-corruptibores in the public sector covering both
the administrative and political aspects of conuptlt is a composite index calculated
using a single score for each country, drawn frogombination of polls, drawing on
corruption-related data collected by a varietyradtitutions including experts living and

working in the countries.
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However, some have questioned whether aggregatiéchtors, such as CPI and
Control of Corruption, are free from measuremenbresince the sources are not
independent due to their inter-correlation (Kna€l0& You 2012). These composite
indexes of “perceived” corruption may be less t@d&athan objective measures such as
the number of convictions for corruption per thaudsaublic officials, although this latter
measure may represent more the effectiveness ojutheiary than the prevalence of
corruption. On the other hand, a very corrupt counbuld have very few convictions
since the judges might be corrupt or the statecaiénian.

5 Methodology and Analysis

This section tests the effect of decentralizationtlee quality of governance in
Korea. The most commonly used indicator for measufiscal decentralization, the
subnational share of expenditures available inGbgernment Finance Statistics of the
International Monetary Fund, is used as a proxy decentralization. The related
literature also shows that the quality of govermame affected by how subnational
expenditures are financed. In Korea as in manyraileeentralizing countries, revenue
generation and collection efforts have been lessnprent than the decentralization of
spending responsibilities to subnational governsiem this context, this analysis
considers that government expenditure indicatorslexfentralization should correctly
reflect the impact of Korea's fiscal decentralinati Thus, the subnational share of
government expenditures is used as the measurscaf tlecentralization to examine the

impact on governance.

WGls will be used for measuring the quality of gaance since these have been

widely used by researchers and development p@utits. Advantages of these indicators
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include that their validity has been tested to mime measurement errors by using
several source®.Further, the availability of data since 1996 isther advantage for this
research since the indicators have been compilexl y@ar after the inception of
decentralization in Korea.

This paper focuses on two dimensions of WGIs teestigate the quality of
governance associated with decentralization: (iIgev@and accountability and (ii) control
of corruption. These two dimensions of governanaeehbeen prominently discussed in
the literature concerning governance (Treisman BOO@ Mello and Barenstein 2001,
Bardhan 2002, You 2009, Trautvetter 2010, Fagu&flp0As noted by Kaufmann et al
(2010), the initial analysis of WGI for Korea indies that the six dimensions of
governance have fluctuated in a similar patternr die period of 1996-2012 (Figure
5.1). This suggests that one dimension of govemdmas likely affected the other
dimensions of governance due to their inter-coti@ia or that all measures reflect a
deeper underlying trend. Hence, voice and accoiityadnd control of corruption may
well reflect the overall trend of governance in Barassociated with the 1995 inception
of decentralization, which was in part triggeredthg rise of democratic movements. On
the other hand, political stability is greatly ininced by the unique political and security
circumstances of Korea as a divided country, and t&ss related to decentralization.

Methodology

The association between fiscal decentralizationgmernance can be estimated
by regressing the time-series of two of the aboestioned governance indicators on a

measure of fiscal decentralization with and withoartitrol variables.

8 http://www.govindicators.org
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The simplest equation to be estimated is:

Ll 5T N PPN ¢

The association between fiscal decentralizationgomgrnance can be estimated
by using the ordinary least square (OLS) methoderelc denotes a governance
indicator witht = (1996, 1997...., 2013pt is decentralization ratio angt is an error
term. Equation (1) will be estimated separatelydach governance indicator. The basic
hypothesis to be tested is whetfief 0 in equation (157

GDP per capita in 2005 constant terms can be inted as a control variable.
The rationale for the use of the control varialslghat wealthier societies tend to have
higher scores in governance indicators and tenflale better institutions. WGI by
income group also supports this argument (Appe8efigure 1)

Gt =0+ BDt+ PLCtF Utee vt e e e ens (2)

Equation (2) will be estimated separately for egokernance indicator, to see
whether parameter estimatespothange, and whether the control variable is Sicamit.
The model can be expanded by introducing otherrabmariables (e.g. e-government,
human development, freedom of press, regime asrangu O=conservative government
and l=liberal government) to test whether any §icamt changes will occur in the
parameter estimates di. Studies show that income, knowledge, and access t

information affect accountability and the level adrruption De Mello and Barenstein

8’Empirical studies on whether decentralization imvemthe quality of government have shown mixed
results. The effects of decentralization on thelijuaf governance could be hard to isolate as tsieyuld
differ depending on the level of development, ttegs of decentralization, and the structure of eoon
and politics in the country concerned.

8 Some scholars argue that the Human Developmeak]mtkveloped by the United Nations Development
Programme Http://hdr.undp.org/en/content/table-2-human-dewalent-index-trends-1980-2013)is a
better indicator than per capita GDP of a countisi®l of development. See Annex 2 for HDI for Kare
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2001, Bardhan 2002, Beasly et al 2002, You 2009ué&&a2011). In addition, Korea’s
political environment has historically been closedgsociated with the type of
government, i.e. conservative repressive, liberaremopen. In this context, type of
regime may be a relevant variable for the qualityavernance.

Model (2) can be rewritten to include five contvakiables:
Gt =a + Dt + BiFIRt+ B2GDPPC H33EGOW + DRt + Ut......cvviviiiieieenn e 3)
Where Gt is the quality of governance;tDs decentralization ratioFIR: is fiscal
independence rati@DPPG is GDP per capita; EGQVs e-government index; DS a
dummy variable of regime (where O = conservative &n liberal) andit is disturbance.
This model is used for two dimensions of governaiigevoice and accountability and
(ii) control of corruption.

Analysis

In conducting this research, an initial analysi€aesiducted to observe trends of
different dimensions of governance. This is followey a statistical analysis of
correlations between governance as the dependeablaand decentralization as the
independent variable will be conducted. First, geanin the quality of governance over
the period of 1996 - 2012 are examined. From 18980tL2, perceptions in both voice
and accountability and control of corruption hargroved from 0.62 to 0.69 and from
0.27 to 0.47, respectively (Table 5.1 and Figuflg.3dowever, both indicators peaked in
2005 two years after President Roh Moo Hyun todicef(his term was from 2003

through 2007).
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Table 5.1: Six Dimensions of Worldwide Governancendicators: Korea
(1996-2012)

Voice and
Accountability | 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 65.9] 64.9 649 688 673 702 712 §7.87.8| 68.3| 687 69.2 69.0 69

Governance
Score
(-2.51t0 +2.5) 062 | 054 | 056 | 070 | 0.66 | 069 | 0.71 | 064 | 0.66 | 0.62 | 0.69 | 0.73 | 0.70 | 0.69

Number of
Sources 6.0 6.0 7.0 9.0 9|0 9.0 10.0 1p.0 12.0 1218.0| 13.0/ 14.0 13.¢

Political
Stability and
Absence of
Violence/
Terrorism 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 63.00 601 582 48/1 505 611 611 5883.0| 57.9| 58.3 55.1 55.f 51

Governance
Score
(-2.5t0 +2.5) 0.52 | 042 | 030 | 0.17 | 0.21 | 040 | 045 | 038 | 053 | 040 | 038 | 0.29 | 0.28 | 0.17

Number of
Sources 4.0 4. 5.0 6.0 6|0 7.0 1.0 8.0 B.0 8.0 8.38.0 9.0 9.0

Government
Effectiveness 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 73.2 64.4 76.1 795 78\5 80.0 8.4 82.84.5 81.6 82.3 84.7 86.8 84

Governance
Score
(-2.5t0 +2.5) 0.63 0.33 0.70 0.89 0.93 0.94 1.02 1.05 1.23 1.05 1.11 1.22 1.26 1.20

Number of
Sources 5.0 6.( 6.0 7.0 710 7.0 1.0 D.0 9.0 9.0 9..0 9.0 9.0

Regulatory
Quality 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 66.2| 61.8 701 750 735 730 726 72.886| 73.3] 75.1 79.0 79.6 77

Governance
Score
(-2.5t0 +2.5) 0.48 | 0.31 | 0.59 08| 075 | 081 | 082 | 075 | 092 | 072 | 0.84 | 094 | 0.99 | 0.89

Number of
Sources 6.0 7. 7.0 8.0 8|0 8.0 8.0 D.0 9.0 9.0 9.8.0| 10.0| 10.0

Rule of Law 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 68.9] 72.7 73.6 770 7312 784 8l.3 71.827| 76.4| 815 81.1 816 79

Governance
Score
(-2.51t0 +2.5) 0.75 0.73 083 091 0.8 091 0/97.840 1.02| 0.85 0.9§ 099 102 O.

Number of
Sources 7 g 9 1( 10 10 10 12 12 2 13 13 14

Control of
Corruption 1996 | 1998 | 2000 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Percentile Rank
(0 to 100) 64.9 65.4 64.9 69.8 717 63.9 70.7 65.42.8 68.0 71.3 69.1 70.1 70

Governance
Score
(-2.5t0 +2.5) 027 | 034 | 025 | 047 | 048 | 034 | 059 | 028 | 052 | 037 | 0.48 | 040 | 0.46 | 0.47

Number of
Sources 6.0 7.( 7.0 7.0 8|0 9.0 9.0 11.0 11.0 1112.0 | 12.0f 13.0 12.(

Source: Worldwide Governance Indicators, variousye
http://info.worldbank.org/governance/wgi/index.agmports
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Figure 5.1: Six Dimensions of WGI: Korea
(score ranges: -2.5 to +2.5)
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As mentioned above, Kaufmann et al (2010) note ithatoving one dimension
of governance might also positively affect othenensions of governance, i.e., improved
accountability of government is likely to lead &s$ corruption as well more effective
government. In other words, different dimensions gaivernance tend to fluctuate
together. This seems also apply to both dimensibig®vernance in Korea. Meanwhile,
the CPI shows a trend of gradual improvement owee except for a dip after the Asian
financial crisis in 1997 (Figure 5.2). This trenairecides with the trend of Korea’s GDP
per capita (Appendix 4. Figure 2). When comparihg WGI and the CPI, the two
indicators tend to show different statuses of adlimig corruption (Figure 5.3). The two
variables are weakly correlated since the coraatatcoefficient between the two

variables is 0.2768.
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Although they both intend to measure the perceptwincontrolling corruption,
“the abuse of public power for private gain,” at tational level, CPI relate corruption to
receiving money or valuable assets, as well azasas in power and status. Meanwhile
WGI relate to both corruption and the “capture” states by elites and private
interests.® This is partly due to the fact that these indicaitose different sources to

construct these indicators and they are both “stilg perception” indicators.

Figure 5.2: Corruption Perceptions Index of Korea
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Source: Transparency International’s CorruptiorcBetions Index
http://www.transparency.org/

8 See Malito (2014) for detailed discussion.
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Table 5.2: Worldwide Governance Indicators’ Control of Corruption and

Corruption Perceptions Index

1996

1998

2000

2002

2003

2004

2005

2006

2007

2008

2009

2010

2011

2012

WGI
Control of
Corruptio
n

0.3

0.3

0.3

0.5

0.5

0.3

0.6

0.3

0.5

0.4

0.5

0.4

0.5

CPI Score

5.20

4.20

4.00

4.50 4.30

4.50

5.0

5.10

5.10

5.60 .50 5

5.40

5.40

5.60

Another indicator often used in related studiethes freedom of the press index
(FPI) conducted by Freedom House. FPI is an answaky of media independence in
197 countries and territories and the index assebgedegree of print, broadcast, and
internet freedom in every country in the world, lgnag the events of each calendar year.
Country narratives examine the legal environmenttie media, political pressures that
influence reporting, and economic factors that @ffeccess to information. The score
ranges from 0 to 100, where free (F): 0-30; pdrée (PF): 31-60; not free (NF): 61-100;

an increase in score means less freedom of the.pfesea’s FPI has been declining

Sources: Worldwide Governance Indicators
http://info.worldbank.org/governance/wgi/index.agmports
Corruption Perceptions Indehttp://www.transparency.org/

Figure 5.3: Trends of WGI's Control of Corruption and CPI
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since 1995 reflecting that the freedom of pressbeen deteriorating; especially it has
been only partially free in the last few yearsg(Fe 5.4 and Appendix 5: Table 1).

Figure 5.4: Freedom of the Press Index for Korea

35

30 1~

25

20

15

10
5

0||||||||||||||||||

O I QO O X O & S v
OO "V QAN N
DDA AR A A A ADAD

== Press Freedom

Source: Freedom of the Press Index, Freedom House
http://www.freedomhouse.org/report-types/freedomsp#.VBIFO _IdWSo

In contrast, Korea’'s GDP per capita has managédctease from US$12,518 in
1996 to US$23,301 in 2013 in 2005 constant pricespite of the two major financial
crises, the 1997 Asian financial crisis and the&@bbal financial crisis, although it
took 2-3 years to recover from each shock (Tal8¢ 5.

Table 5.3: GDP per capita: Korea
(in 2005 constant US$)

Year 1996 | 1997 1998 1999 200 2001 200p 20p3 2Q04
GDP per
capita (in
2005 US$) | 12518 | 11505 7607 9778 11292 10681 121p0 13460 15082

Year 2005 | 2006 2007 2008 2009 2010 2011 20012 2013
GDP per
capita (in 17531 | 19691 21632 19161 17041 20562 22451 22708 0333
2005 US$)

Source: Bank of Korea, Economic Statistics System.
http://ecos.bok.or.kr/flex/EasySearch.jsp
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Figure 5.5: GDP per capita: Korea
(in 2005 constant US$)
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At the same time, e-government may have affecte@ds quality of governance
by enhancing transparency of government activitigkinson and Castro (2008, pp. 137)
note that information technology enhances the tgualf governance by improving
accountability, effectiveness, and transparencgasernment. Also, enhancing citizens’
access to information increases their knowledggaMernment programs and enables
citizens to hold government officials accountalderea is an exceptional case. It has
been ranked®*lamong 193 countries worldwide since 2010, up fa@hin 2003 (Figure
5.5 and Appendix 1: Table 1 and Figure 1).

Figure 5.5: E-Government Development Index
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Source: United Nations Public Administration Coyritudies
http://unpan3.un.org/egovkb/en-us/Data/Country+imfation/id/138-Republic-
of-Korea
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Voice and Accountability

The voice and accountability dimension of govermacaptures perceptions of the
extent to which a country's citizens are able wdi@pate in selecting their government,
as well as freedom of expression and associatidnadnee media. Various data sources
are used to construct this measure in the Worldwddeernance Indicators (WGI) and
voice accountability dimension of governance is oheix dimensions of governance
WGI. Unlike GDP per capita, human development indnd e-government, the voice
and accountability dimension of governance in Kdraa only slightly improved over the
period 1966-2012 from 0.6 in 1996 to 0.69 in 2044t (of a range from -2.5 to 2.5) and
ranks only in the 70th percentile out of 100 in 2Gfom the 66th percentile in 1996.
Meanwhile GDP per capita is estimated at US$ 22j@GB05 constant prices and HDI
ranks as 15in the world with 0.9 out of 1 as the rank has ewup by 5 ranks from 30
in 2008.

Next, the analysis of the correlation coefficierlistween the variables is
presented for the period of 1996-2013 (Table 5iduré 5.6). Decentralization, fiscal
independence and voice and accountability are ivefyatcorrelated, while there is a
positive relationship between GDP per capita, eegowient, and type of regime and

voice and accountabilifyf’

A two-year time-lag (in reality 1 year and a fevomths due to the timing of survey) for the dummy
variable of regime since it takes at least 1 yearthtange the perception of how government polibagse
been working in society.
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Table 5.4: Correlation Coefficients between Varialgs

Voice and Fiscal Local Fiscal | GDP E- Type of
Accountability | Decentralization| Independenceg Per Government| Government
Ratio Ratio Capita in Power
Voice and Accountability| 1.0000
Fiscal Decentralization -0.0867 1.0000
Ratio
Local Fiscal -0.7347 0.4869 1.0000
Independence Ratio
GDP Per Capita 0.7088 -0.3342 -0.8715 1.00Q00
E-Government 0.7466 -0.5357 -0.8988 0.916 1.0000
Type of Government in 0.1527 -0.3326 -0.1654 -0.054 0.0903 1.0000
Power

Figue 5.6: Relationships between Variable Pairs
(1996-2013)
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Durbin-Watson statistics and the Breusch-Godfreyakeorrelationagrange
multiplier (LM) test show no presence of serial correlationhef residualAppendix 5:
Table 2). However there is multicollinearity betwethe GDPPC and E-government

variables, thus the E-government variable was rem@appendix 5: Table 3).
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Table 5.5: Results of Regression for Voice and Acagptability

VARIABLES OLS Model
GDP per capita 0.123
(0.106)
Fiscal Decentralization Ratio 0.972*
(0.518)
Fiscal Independence Ratio -0.797
(0.565)
Type of Government in Power 0.0419
(0.0340)
Constant -1.908
(3.053)
Observations 18
F( 4, 13) 7.09
Prob > | 0.003(
R-squared 0.686
Adj R-squared 0.5889
Root MSE 0.6718

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

Estimating the equation for voice and accountabditnension of governancby
transforming the model into natural logsGt = o + BINFDRt + BalnFIRt+ B2InGDPPG +
DR:+ u, shows the following (Table 5.5}:

First, the F-test is statistically significant ¢Br> F = 0.003), confirming that the model
is statistically significant.  Second, the adjdstR-squared of 0.5889 means that
approximately 59% of the variance of voice and aotability is accounted for by the
model, with the explanatory variables, decentréibra local fiscal independence, GDP
per capita, and type of regime. The t-test for daedization 1.88 and is statistically

significant, meaning that the regression coefficifam decentralization is significantly

. Note that the model uses natural logarithms, stheecoefficients on the natural-log variables ban
directly interpreted as proportional relationshipéith a coefficient of 0.05, a 1 percent increaseXi
results in 0.05 percent increase in Y. Thus thdfictent gives the elasticity.
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different from zero and reject the null hypothesisp = 0.% The coefficients for
decentralization is approximately 0.972, meaningt tfor a one percent increase in
decentralization, we would expect a 0.97% incréas®ice and accountability indicator,
holding all the other independent variables coristan

On the other hand, the t-tests for GDP per cajotal fiscal independence and
regime equal 1.17, -1.41 and 1.23, respectivelysatistically not significant, meaning
that the regression coefficients for GDP per capiteal fiscal independence and regime
may not be significantly different from zero. Theefficients for GDP per capita, local
fiscal independence and regime are approximatdl¥3).-0.796 and 0.041, respectively,
meaning that for one percent increase in GDP pgitagawould expect a 0.12 percent
increase in voice and accountability; one perceateiase in local fiscal independence,
would expect a 0.8 percent decreased in voice acduatability; and one percent
increase in liberal government in power would iase a 0.04% in voice and
accountability, holding all the other independerdriables constant. At the 95%
confidence level, decentralization has a significaositive effect on voice and

accountability.

Control of Corruption
The control of corruption dimension of governanesdsd on WGI has improved
only slightly, rising from the 65th percentile i896 to the 70th percentile in 2012 while

its score has increased from 0.3 to 0.5 for theespeniod with a peak of 0.6 in 2005. In

9 The t statistic is the coefficient divided by #&andard error. The standard error is an estimatheo
standard deviation of the coefficient, the amouraries across cases. It can be thought of asasume of
the precision with which the regression coefficienimeasured. If a coefficient is large comparedtdo
standard error, then it is probably different from
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comparison with economic, development and techmocdbgndicators as shown before,
namely GDP per capita, , and e-government, theatguel governance by measuring the
WGI control of corruption indicator Korea has ratperformed poorly.

Table 5.6: Correlation Coefficients between Varialgs

Control of Fiscal Local Fiscal GDP Per Capital Type of
Corruption Decentralization| Independence Ratio Government in
Ratio Power

Control of Corruption 1.0000

Fiscal Decentralization -0.2799 1.0000

Ratio

Local Fiscal -0.6161 0.4869 1.0000

Independence Ratio

GDP Per Capita 0.5459 -0.3342 -0.8715 1.0000

Type of Government in 0.1610 -0.3326 -0.1654 -0.0548 1.0000

Power

Figue 5.7: Relationships between Variable Pairs
(1996-2013)
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The analysis of coefficients of variables basedequnation (4) below shows the
following: There is a negative relationship betwedecentralization and fiscal
independence and control of corruption while thiere positive relationship between
GDP per capita, and liberal government in power ematrol of corruption(Table 5.6,

Figure 5.7).
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Table 5.7: Results of Regression for Control of Couption

VARIABLES OLS Model
GDP per capita -0.0466
(0.358)
Fiscal Decentralization Ratio 0.497
(1.753)
Fiscal Independence Ratio -2.758
(1.912)
Type of Government in Power 0.0272
(0.115)
Constant 8.808
(10.33)
Observations 18
F( 4, 13) 2.43
Prob > | 0.110¢
R-squared 0.418
Adj R-squared 0.2385
Root MSE 0.22735

Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1

Estimating equation for the control of corruptioimeénsion of governanckby
transforming into natural logs is revised kGt = o + BINFDRt+ BiInFIRt+ B2InGDPPG
+ DRt + ut, shows the following (Table 5.75:
First, the F-test is not statistically significgRrob > F = 0.11), confirming that the model
is not statistically significant. Second, the a&td R-squared of 0.238 means that
approximately 24% of the variance of control of raption is accounted for by the
model, with the explanatory variables, decentrélira local fiscal independence, GDP
per capita, and type of regime

The t-tests for fiscal decentralization, local isthndependence, GDP per capita,

and regime equal to 0.28, -1.44, -0.13, and 0.2dpectively and are statistically not

% Durbin-Watson statistics and the Breusch-Godfrilytest show no presence of serial correlation ef th
residual, as well as no presencemfiticollinearity between the explanatory variabesed on the
variance inflation factor analysis (Appendix 5-Ta@dl and 5).

165



significant, meaning that the regression coeffitsdar fiscal decentralization, local fiscal
independence, GDP per capita, and regime may neigbéicantly different from zero.
The coefficient for fiscal decentralization, lod@ical independence, GDP per capita, and
regime are approximately 0.5, -2.76, -0.468, art¥ @, respectively, meaning that for
one percent increase in fiscal decentralizationldxedal government in power, we would
expect a 0.56% and 0.27% increase in control aiption, while one percent increase in
GDPPC and local fiscal independence, we would exgpex76% and 0.47% decrease in
control of corruption, holding all the other indepent variables constant.

Based on this analysis, it is difficult to conclutiat any of these variables would
have significant effects on control of corruptiamridg the period of 1996-2013. Further,
variables employedlo not provide sufficient explanatory power in exping the
perception for control of corruptionthis partly stems from the built-in difficulty to
measure the perception of corruption and its imblial causes instead of the actual
number of incidents reported for corruption. In i&dd, the inherent nature of the
political and economic environment in Korea maygéy influence the perception for
control of corruption. For example, Korea'’s longthry of collusion between legislators
of the ruling party (conservative except from 19682007), government officials and

conglomerates, so called “chaeb8t.Although it is beyond the scope of this paper,

% According to Gallup World, 80% of the people sye® in Korea viewed government corruption as a
widespread problem in 2012. In Korea, the peroagtiof government corruption reached new heights in
2012 after the revelation of major corruption sedsdinvolving some of the countries' top officials.
http://www.gallup.com/poll/165476/government-coriop-viewed-pervasive-worldwide.aspx
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examining the effect of the chaebols’ share ofdb@nomy on corruption might warrant a
follow-up study.

This section has examined the effect of decenatdim on voice and
accountability and on corruption at the countryelevihe next section considers the
effect of decentralization on the quality of goweamne at the local level.

6 Local Governance

Local governance is broadly defined as the fornmatand execution of
collective action at the local level involving ldcgovernments, networks, and
community organizations. A broader concept of l@gmvernance has been emerging as
globalization and the information revolution entao the relations of various institutions
influencing local governance (Rodes 1997, Baile§a Dollery and Wallis 2001). Good
local governance entails to be accountable (taleess), responsive (i.e., consistent with
residents’ preferences), and responsible for effic{i.e., working better but costing less,)

delivery of services.

Meanwhile local government broadly refers to spedifstitutions or entities
created by national constitutions, by state camsdims, by ordinary legislation of a
higher level of central government, by provincial state legislation, or by executive
order to deliver a range of specified serviced tgeagraphically delineated area (Shah

and Shah 2006). Good local government is suppasguidatect the liberty of residents
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and creates space for democratic participatioraaiifating outcomes that improve the

welfare of the residents.

Methodology

In measuring local governance (UNDP 2009), foumia/orks are often used: (1)
International IDEA Democracy at the Local Levelpmesentative democracy (equality,
equity) and participatory democracy (opennessnésis, transparency, responsiveness,
accountability); (2) Good Governance for Local Depeent by UNDP -
GOFORGOLD: representation, participation, accoutitgbtransparency, effectiveness,
security, and equity; (3) Local Governance Barom@i&B): effectiveness, transparency
and rule of law, accountability, participation acigii engagement, and equity; (4) UN-
HABITAT Urban Governance Index: effectiveness, &gui participation, and
accountability.

To examine the quality of local governance, thisesch focuses on the
participation dimension of governance as partiogpais treated as a key indicator for
measuring local governance in these four framewakksa proxy for participation, local
election turnout rates for Korea since 1995 (carcséd by the Ministry of Home Affairs,
Korea) are used. To examine the quality of localegoance, statistical analysis is

performed to test correlations between local edectates as the dependent variable and

% In most federations, local governments are treagedxtensions of state governments and a subczdinat
tier in a multi-tiered systemln a few instance, as in Brazil, they are equakrmas with higher-level
governments, “cooperative federalismahd in Switzerland, local governments are the nwminrce of
sovereignty and have greater constitutional sigaifce than the federal government. State govermment
federal countries assume varying degrees of oudrsifyservice delivery depending on the constitdio
and legal status of local governments. In citiks,assignment of service delivery to local governts or
metropolitan/regional governments is based on denation of several factors: economies of scale and
scope, economic cost-benefit spillovers (e.g. emvitental effects), and budgetary choice.
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the subnational share of expenditures as the imdigpe variable. Equation (1) will be
used by replacing @vith local election rates as follows:

Lt 00 BDt F Ut ce ettt et et e e e et e e e et e e e e Q)
where L denotes local governance measured by voter turredes witht = (1996,
1997,...., 2014)ptis decentralization ratio and is an error term. The basic hypothesis
to be tested is whethfr£ O in equation (1).

An earlier study on fiscal decentralization and emance (de Mello and
Barenstein 2001) suggests that governance is affeby fiscal decentralization. In
addition, the higher the share in total subnatioraknues of nontax revenues, grants,
and transfers from higher levels of government, strenger the association between
decentralization and governance. Further a closgcimbetween local expenditures and
revenue mobilization is likely to improve accounli&p (Ter-Minassian 1997, de Mello
1999 and 2000). In order to examine whether theesapplies to Korea, additional
analysis will be conducted. Equation (1) can bdtamias follows:

Lt =0+ BDt+ PrFltt Ut oo (2)
Where FI denotes the share of own revenues in sofahational expenditures, i.e., the
local fiscal independence ratio representing tseafi capacity of local government as
explained in section 3° The estimation of equation (2) may indicate thiatiee
importance of the two parameters to local goveraaas measured in terms of local
participation. Equation (2) will be estimated sepely to see whether parameter

estimates off and 1 would change. The model can be expanded by intiroguather

% Instead of using total subnational revenues, tst#dnational expenditure figures are used (total
expenditure = subnational revenues + other reveimgkgling grants, inter-government transfers, 8p o
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control variables (e.g. voice and accountabilitgntcol of corruption, regime) to test
whether any significant changes will occur in pagten estimates ¢f andp;.

Model (2) is rewritten to integrate four controliadbles:
Lt = o + BDt+ B1Flt + p2GDPPG+ BaVandA: + BaCoG + BsRt + Ut.....oevvveeinevnnennnes 3
Where L is the quality of local governance as measureddgr turnout rates for local
elections;Dt is fiscal decentralization; Fis fiscal independence; GDPPG GDP per
capita; VandAis voice and accountability; Ce@ control of corruption; Ris dummy
variable regime (0 = conservative party in power liberal party in power) andt is
disturbancé’
Analysis

The trend of voter turnout rates (VTR) since 19%%ves that the first local
election was quite successful with a VTR of abo@#o6in 1995 and still maintained a
reasonable rate of low 50% in 1998, but had dedlohering the 2000s when the liberal
party was in power from 1998 to 2007 and the VTRsenb3%, 49%, 52%, and 55% for
the local elections held in 1998, 2002, 2006, a@ti02respectively® The latest local
election held in June 2014 shows increased paatiop in local election with a VTR of

57%, still less than that of the 1995 election, lngher than that of 2010.

" The closeness of the election (i.e., the percémbte garnered by the winner minus the percentaté
garnered by the runner-up) is not used as an exiganvariable in the model. Some political science
articles find that voter turnout is spuriously @ated to election closeness (Cox 1988). Othearpaters
may influence voter turnout include the importanféhe election, the cost of voting, and the accyraf
pre-election information sources such as opinidisgdyatt 2012).
8 Although local elections focus on local affairgréa’s national politics greatly influences locgation’
results and they also represent a vote of confiel@nthe party in power at center.
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Figure 6.1: Voter Turnout Rates, Fiscal Decentraliation Ratios,

and Fiscal Independence Ratiosf Local Government
(1995-2014)
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Source: Korea National Election Commissidnitp://www.nec.go.kr/portal/main.do
Notes: FDRs stand for fiscal decentralization satitefined as the subnational share of

total public expenditure (the Government Financati§ics of the International Monetary
Fund); FIRs stand for fiscal independence ratiefindd aghe share of local tax revenues
and local non-tax income to total revenues, anttates a local government's ability

to finance its operations.

Table 6.1: Correlation Coefficients between Varialds

Voter Fiscal Local Fiscal | GDP Voice and Control of | Type of
Turnout | Decentralization | Independence Per Accountability | Corruption | Government
Ratio Ratio Capita in Power

Voter Turnout 1.0000

Fiscal 0.7917 | 1.0000

Decentralization

Ratio

Fiscal Independence| 0.4766 1.0000

Ratio

GDP Per Capita 0.1478 1.0000

Control of Corruption

Voice and -0.2257 | 0.4869 1.0000 1.0000

Accountability

Control of Corruption| -0.4385 -0.3342 -0.8715 100D 1.0000

Type of Government | -0.6122 | -0.3326 -0.1654 - 1.0000 1.0000

in Power 0.0548
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Figue 6.2: Relationships between Variable Pairs
(1996-2013)
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The analysis of correlation coefficients shows fbléowing: there is a positive
relationship between decentralization and fiscalependence and voter turnout rates
while there is a negative relationship between GiePcapita, voice and accountability,
control of corruption, and regime and voter turniées (Table 6.1and Figure 6.2).

Table 6.2: Results of Regression for Local Governae (Voter Turnout Rates)

VARIABLES OLS Model
Fiscal Decentralization Ratio 1.344%**
(0.336)
Fiscal Independence Rat 0.766°
(0.352)
GDP per capita 0.203***
(0.0643)
Voice and Accountability -0.0792
(0.180)
Control of Corruptio -0.091¢
(0.0533)
Type of Government in Power -0.0687***
(0.0205)
Constant -5.038%**
(1.868)
Observations 18
F( 6, 11) 16.81
Prob > F 0.0001
R-squared 0.902
Adj R-squared 0.8481
Root MSE 0.03806

Standard errors in parentheses
** n<0.01, ** p<0.05, * p<0.1
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Estimating the equation for local governance dinensof governance, by
transforming into natural logs is revised tott = a +In BDt+ InB1Flt + INB2GDPPG +
InBaVandA + InBaCoG + BsR: + Uy, shows the following (Table 6.2f:First, the F-test is
statistically significant (Prob > F = 0.000), confing that the model is statistically
significant. Second, the adjusted R-squared of®@eans that approximately 85% of
the variance of voter turnout rates is accountedofothe model, with the explanatory
variables, decentralization, fiscal independenceDPG per capita, voice and
accountability, control of corruption, and typerefjime. The t-tests for decentralization,
fiscal independence, GDP per capita, control ofugron, and regime are 4.0 and 2.18,
3.16, -1.73, and -3.35, respectively and are s$i@lly significant, meaning that the
regression coefficients for decentralization, fisndependence, GDP per capita, control
of corruption, and regime are significantly diffetefrom zero and reject the null
hypothesis'® The coefficients for decentralization, fiscal ipdadence, GDP per capita,
control of corruption, and regime are approximat&lg4, 0.77, 0.2, -0.09 and -0.07,
respectively, meaning that for a one percent irsgea decentralization, fiscal
independence, and GDP per capita, we would exp&@&%, 0.8%, and 0.2% increase in
local governance, respectively while a one perasrease in control of corruption and
when liberal government in power, we would exped.4% and 0.07% decrease in local

governance, respectively, holding all the otheepehdent variables constant.

% Durbin-Watson statistics and the Breusch-Godfrdytest show no presence of serial correlation ef th
residual,as well as no presence dafulticollinearity between the explanatory variableased on the
variance inflation factor (vif) analysis (AppendixTable 6 and 7).
10 The t statistic is the coefficient divided by #gndard error. The standard error is an estimiatheo
standard deviation of the coefficient, the amouraries across cases. It can be thought of asasume of
the precision with which the regression coefficiemimeasured. If a coefficient is large comparedtdo
standard error, then it is probably different from
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On the other hand, the t-tests for voice and adednility equal to -0.44 and is not
statistically significant, meaning that the regress coefficients for voice and
accountability may not be significantly differembin zero. The coefficient for voice and
accountability is approximately -0.08, meaning tfaata one percent increase in voice
and accountability, we would expect a 0.08 perdectease in local governance, holding
all the other independent variables constant.

At the 95% confidence level, decentralization, disindependence of local
government, and GDP per capita have a significasitige effect on local governance, in
this case voter turnout rates in local electiorKorea, while control of corruption and
type of regime have a negative effect on local gosece. These results suggest that
local elections can play an important role in emiag the quality of local governance
through checks and balances given that peopletgipation in local election is likely to
increase as they perceive that control of corruptieclines. Further, greater
decentralization and fiscal independence of loaalegnment would likely encourage
greater participation in local election.

7 Conclusion and Policy Implications

This study has examined the impact of decentratizain the two dimensions of
governance at the country level from 1996 to 2Q@/Mb8ce and accountability and control
of corruption, as measured by the Worldwide Goveeceandicators. The local share of
expenditure is used as a proxy for decentralizatibhe models of voice and
accountability and control of corruption includdgee control variables: local fiscal

independence, GDP per capita, and a dummy varfablthe type of regime in power.
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The findings of this study suggest that an incraasdecentralization would positively
affect the voice and accountability dimension ofgmance at the country level.

Based on the findings of this study, GDP per capitauld neither improve the
voice and accountability dimension or the contifot@ruption dimension of governance
in Korea as some studies suggest. This resultadicts some empirical studies that the
perception of control of corruption increases, &PGer capita increases (de Mello and
Bernstein 2001). But the 2007 World Bank study adteat growth may increase with
corruption in the large East Asian newly indusizialy economies such as China,
Indonesia, Korea, Thailand, and Japan shown irstirdy by Rock and Bonnett (2004).
This suggests that a higher GDP per capita itselflavnot necessarily improve voice and
accountability and controlling corruption dimensomf governance, unless other
contributing factors improve. As indicated in sactfive, the freedom of the press index
has been declining in the last few years in sgitgsong GDP per capita in Korea.

This study also has examined the participation dsimn of local governance.
The voter turnout rate is used as a proxy for pigdtion in local elections; the local
share of expenditure in total expenditures is wsed proxy for decentralization; and the
share of local revenues in total local expenditisassed for the degree of fiscal capacity
of local government. The model estimates two pataredor decentralization and local
revenue mobilization. The model of local governanududes four control variables:
GDP per capita, voice and accountability, contfaiaruption and a dummy variable for
the type of regime in power.

The findings of this study suggest that an increiaselecentralization, fiscal

independence, and GDP per capita would positivégcalocal governance in terms of
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increased participation in local elections whileiacrease in control of corruption and
having a liberal party in power at the center wondgjatively affect local governance.
Based on the trend of voter turnout, participatioiocal elections when the liberal party
is in power tends to be lower than when the coradem party is in power. This seems
counter-intuitive at first, but the long period dittatorship and its historical association
with the conservative party may explain this pheaoan, possibly unique to Korea.
Perhaps people are less concerned about the csupwitical conditions when the
liberal party is in power as there is perceivedb&less danger of losing freedom of
speech or freedom to vote, and the risk of increaseruption by a powerful few may be
perceived to be less. It seems that expansiorscélfidecentralization and local revenue
mobilization would encourage participation in loadections, as residents then have
more stakes in their local affairs.

The degree of fiscal decentralization has remaiftegdsince 1995, with slight
fluctuations during the intervening years. But, kbeal fiscal independence ratio (LFIR)
has been steadily declining, from 64% in 1995 whHeoentralization was introduced to
52% in 2012. As mentioned in section three, thesidris partly due to increasing fiscal
burdens imposed by central government although les@nue mobilization ratios have
been increasing by more than those of central gowent. As in many decentralizing
countries, unfunded mandates have been increasalgding social welfare programs
and matching requirements for conditional intergoweental transfers since the
inception of decentralization in 1995.

The study’s findings provide insights that politidecentralization can play a key

role in instituting a vital platform of contestabjl of public policies with potentially
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positive effects on the public welfare of peoplehbat the local and national levels.
Another important finding is that e-government cagnificantly enhance governance
both at the local and country levels. It may bequerito Korea, the most connected
society in the world, where most households hawess to the internet. Although e-
government is not directly associated with decdmtiion, it is found to positively
influence the voice and accountability dimensiontlué quality of governance at the
country level and more so than other variables,nweplacing GDPPC as an explanatory
variable (Appendix 1: Tablel). This means that asc® information would promote
accountability and transparency.

Further, the findings of this study open up otheraa for future study. What are
the effects of various policies implemented atlteal level and how effective are these
in enhancing other dimensions of governance, sscgozernment effectiveness? Can
local governance influence the dynamics of integgomnental relations in administrative
and fiscal aspects and policy agenda setting ahatienal level? Given a long tradition
of bureaucrat-dominated and vertical-oriented jrast of governing, decentralization
may not be fully effective in Korea for some tinhe.addition Korea’'s young democratic
and decentralized system of governance still hagaw to improve to fully reap the

benefit of its achievements in GDP per capita, huaevelopment and e-government.
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Appendix 1

Table 1: WGI Control of Corruption Percentile Rank and UNPAC E-Government Score
(selected countries)

Country Australia Austria Brazil Canada Chile Ching Denmark Finland France Germany Greecel India
Control of
Corruption
(0 to 100) 95.7 88.5 56.46 95.22 91. 39.p 100 94.1 o] 9B.8 .2 91 34.9
UNPACS
E-
Governme
nt Score 0.91 0.79 0.60 0.84] 0.71 0.5p 0.92 0.85 0.89 0{79 714 0.38
Indonesia Ireland Italy Japan Kenyp Korea Mexico| Netherlands New Zealand Norway Philippines
Country
Control of 28.7 90.4 57.9 90.4 12.4 70.8 4216 967 99.5 98.6 359
Corruption
(0 to 100)
UNPACS
E- 0.45 0.78 0.76 0.89 0.3§ 0.9 0.7 0.9 0.86 0{84 .48 Q
Governme
nt Score
Slove United United
Portugal Singapore| nia South Africa Spain Sweden| Thailand| Turkey Kingdom States Viet Nam
Country
Control of 785 971 746 536 81 99 461 632 913 895 435,
Corruption
(0 to 100)
UNPACS 0.650
E- 0.69 0.9076 5 0.4869 0.84 0.84] 0.44 0.54 0.97 0.7 0.47
Governme
nt Score
Figure 1: WGI Control of Corruption Percentile Rank and UNPAC E-Government Score
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Appendix 2

Korea’s human development index (HDI), which measarerage achievement in three
basic dimensions of human development, a long adlthy life, knowledge, and a
decent standard of living, has been steadily imipigpgince 1980 (Table X). This upward
trend was neither greatly affected by the 1997 Mdinancial crisis nor by the 2008
global financial crisis although GDP per capita exgnced a decline with both crises
(Figure X).

Table 1: Human Development Index (HDI) Trends of Koea: 1980-2013

HDI Country HDI HDI HDI HDI HDI HDI HDI HDI HDI HDI HDI Average Average Average

rank 1980 1990 2000 2005 2008 2010 2011 2012 2013 rank rank Annual HDI HDI annual HDI
2012 change growth (%) annual growth (%)
2008- 1980-1990 growth 2000-2013
2013a (%)
1990-
2000
15 Koree 0.62¢ 0.7 0.81¢ 0.85¢ 0.87¢ 0.882 0.88¢ 0.88¢ 0.891 b6 5} 1.52 1.14 0.6%
31

Sources: United Nations Development Programme, Hubevelopment Reports,
http://hdr.undp.org/en/content/table-2-human-dgwelent-index-trends-1980-2013

Figure 1: Trends of HDI and GDP per capita of Korea 1996-2013
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HDI growth (%)
2000-2013

0.2¢

0.2¢

0.27

0.3t

0.2¢

0.51

0.32

0.31

0.9z

0.37

0.32

0.0¢

0.32

0.28

0.7«

0.6¢

0.2¢

0.3¢

0.3t

0.41

http://hdr.undp.org/en/content/table-2-human-dgwelent-index-trends-1980-2013

Note:

A positive value indicates an improvement in rank.
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Appendix 3

Figure 1: Control of Corruption by Income and Regian

Worldwide Governance Indicators o
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Appendix 4

Figure 1: Six Dimensions of Worldwide Governance Idicators
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The inner, thicker blue line shows the selected country's percentile rank on each of the six aggregate govemance indicators.

The outer, thinner red lines show the indicate margins of error,

Source: Kaufmann D., A. Kraay, and M. Mastruzzi {2010, The Worldwide Governance Indicators: Methodology and Anafytical Issues
The Worldwide Governance Indicators are available at: www.qovindicators.org
Note: The Worldwide Governance indicators (WG are g research dataset summanzm the views on the gquality of governance provided by a large number

I,

of enferpriss, citizen and expart survey dents in i { and

trigs. Thess dafa are gathersd from & number of survey institutes,

think tanks, non-governmental organizations, intemational organizations, ana private sector firms. The WG do not reflect the official views of the World
EBank its Executive Directors, or the countries they represent. The WGI are not used by the World Bank Group fo allocate resources.
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Figure 2: CPl and PCGDP(in 2005 Constant US$)

25,000.00

20,000.00

15,000.00

10,000.00

5,000.00

0.00

U ow o N Y W w s w W o
DO 0O O O O 0O O 0O O O o d
OO 0O O O O 0O O O O O O O
=1 N N N N N N NN NN

2011

201z

201z

6.00
5.00

4.00

3.00———per Capita GDP

= CP| (Max. 10)
2.00

1.00

0.00

192




Appendix 5

Table 1: Freedom of Press Index for Korea

Press
Freedom
Edition 1996 1997 1998 1999 2000 2001 2002 2003 4200 2005
Year(s)
Covered 1995 1996 1997 1998 1999 2000 2001 2002 3200 2004
Korea 22 | F| 25| F 28 | F| 28 | F| 27 F| 27 | F| 30 F 29 F 29 | F| 29
Press
Freedom
Edition 2006 2007 2008 2009 2010 2011 2012 2013 4201
Year(s)
Covered 2005 2006 2007 2008 2009 2010 2011 2012 3201
30 | F 30 F| 30 | F| 30 F| 30 F| 30 F| 32 PF | 31 PF | 32 PF
Korea
Table 2 Autocorrelation Tests
(Voice and Accountability)
Dur bi n- Wat son d-statistic( 5, 18) = 1.485351

estat bgodfrey, lags(1)

Breusch- Godfrey LM test for autocorrelation

I ags(p) chi 2 df Prob > chi2

1 0.917 1 0.3383

HO: no serial correlation

Table 3: Variance Inflation Factor
(Voice and Accountability)

vi f
Vari abl e VI F 1/ VIF
fir 5.69 0.175879
gdppc 5.06 0.197645
fdr 1.45 0.690147
regi me 1.31 0.764887
Mean VI F 3.38
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Table 4: Autocorrelation Test
(Control of Corruption)

Dur bi n-Wat son d-statistic( 5, 18) = 3.182495

. estat bgodfrey, lags(1)

Breusch- Godfrey LM test for autocorrelation

I ags(p) chi 2 df Prob > chi2

1 6.575 1 0.0103

HO: no serial correlation

Table 5: Variance Inflation Factor
(Control of Corruption)

Covif
Variabl e VI F 1/VIF
fir 5.69 0.175879
gdppc 5.06 0. 197645
fdr 1.45 0.690147
regi me 1.31 0.764887
Mean VIF 3.38
Table 6 Autocorrelation Test
(Voter Turnout Rates)
Dur bi n- Wat son d-statistic( 8, 18) = 1.83399

. estat bgodfrey, lags(1l)

Breusch- Godfrey LM test for autocorrelation

I ags(p) chi 2 df Prob > chi2

1 0. 006 1 0.9378

HO: no serial correlation

Table 7: Variance Inflation Factor
(Voter Turnout Rates)

.ovif

Vari abl e VI F 1/ VIF
fir 6.91 0.144723
gdppc 5. 36 0. 186637
vanda 3.99 0. 250398
coc 2.15 0. 465696
fdr 1.99 0. 502397
regi me 1.42 0.702607

Mean VI F 3. 64
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Table 8: Regression Results of Voice and Accountability

(with e-government)

regress Invand Infdr Infir |Inegovt reginme
Sour ce SS df Ms Nunber of obs = 18
F( 4, 13) = 10. 07
Model . 141081646 4 .035270411 Prob > F = 0.0006
Resi dual . 045510943 13 .003500842 R- squar ed = 0.7561
Adj R-squared = 0.6810
Tot al . 186592589 17 .010976035 Root MSE = .05917
I nvanda Coef . Std. Err. t P>| t] [95% Conf. Interval]
I nfdr 1.486315 . 4710939 3.16 0. 008 . 4685786 2.504052
Infir -.3402272 . 5013555 -0.68 0. 509 -1.42334 . 7428855
I negovt . 6247019 . 2660928 2.35 0. 035 . 0498434 1.19956
regine . 0442763 . 0298805 1.48 0.162 -.0202767 . 1088292
_cons -4.242071 2.691365 -1.58 0. 139 -10. 05641 1.572269
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Appendix 6

Figure 1: 2014 Local Election of Korea

W MxelE W MERREEE W 2IE

Note: Blue areas were won by liberal party candislat
and red areas were won by conservative party catetid
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“Table 1: 2014 Local Election Results by Region

Region Voter Turnout Elected Officials’ Party
Rate (%) Affiliation
(Blue = liberal; Red = conservative)
Seoul 55.5 ——
Gwangju 57.9 EEEEE—
Daegu 560 ==
Daejeon 50.1 I
Busan 50.9 —
Ulsan 65.5 I —
Incheon 50.3 ——
Gangwon-do 49.7 —
Geyonggi-do 50.4 —
Geyongsangnam-do 58.9 I
Geyeongsanbuk-do 77.9 I
Jeolanam-do 78.0 —
Jeolabuk-do 69.2 —
Chungcheongnam-do 51.8 I
Chuncheonbuk-do 49.8 EEEEE—
Jeju-do 60.3 E—
Sejong City 57.8 I —
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