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Recent administrations in Korea have greatly emphasized the importance of 
decentralization and autonomous local governments. However, numerous efforts on 
decentralization have not been accompanied by adequate level of fiscal decentralization. 
Some critiques have long claimed that local governments are not equipped with enough 
financial independence or autonomy to deliver preferred services. Some others have 
challenged this claim, accusing local governments on potential waste of financial 
resources and local administration capacities, with no significant improvement in public 
service performance. 
This research analyzes fiscal decentralization in terms of taxation and expenditure. It 
empirically investigates whether decentralized taxation and decentralized expenditure 
affect public service performance in Korean local governments. Based on an assortment of 
data on local government finance and public service performance, the analysis shows that 
decentralized taxation and decentralized expenditure have positive effects on a local 
government performance when either one of them was included in the model. In contrast, 
in the research model that included both variables, the effect of decentralized taxation on 
the government performance was not statistically significant. Meanwhile, the positive 
effect of decentralized expenditure was statistically significant. Results show that 
decentralized expenditure does not necessarily hinder local government performance, 
contrary to many concerns. 
It is advised that administrations in Korea emphasize decentralized expenditure more 
than decentralized taxation. Decentralized expenditure does not hinder local government 
performance, and thus the government should continue to promote it to resolve 
imbalances across local governments. 

I. Introduction 

More than three decades have passed since Korea 
adopted the local governance system. The first resident 
election of local council took place in 1991. How much has 
Korean local governance grown since then? According to 
J. Lee (2002), the catchphrase local government should be 
granted with decision-making, tax-collecting (tax-levying) 
rights and human resources was popular during decentral-
ization movements decades ago. Decision-making rights 
meant delegation of authority, while tax-collecting rights 
signified financial decentralization and human resources 
emphasized local authority over arranging local govern-
ment organization and human resource. For the past 20 

years there have been efforts to delegate central govern-
ment affairs and to promote autonomous organization and 
personnel in local governments. However, not much has 
been done with fiscal decentralization. Without fiscal de-
centralization, local governance would be incomplete. Del-
egation without autonomous financial resources will only 
burden local governments. Aside from the recent local con-
sumption tax reform, it seems that the Moon Jae-in admin-
istration does not intend to make any further substantial at-
tempts to achieve fiscal decentralization. 

Then why is fiscal decentralization not happening? 
There are contesting views on fiscal decentralization. While 
most local governments ask for more fiscal independence 
and autonomy, some critiques accuse local governments of 
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potential waste of financial resources with no significant 
improvement in public service performance (J. Kim, 2007, 
pp. 69–70; Weingeist, 2009, p. 285). Could it be perhaps 
there is no alternative to ideologies of balanced growth and 
financial equity? Fiscal decentralization consists of two 
components: decentralized taxation and decentralized ex-
penditure. Decentralized taxation secures autonomy of a 
local government conditional with local accountability. On 
the other hand, decentralized expenditure guarantees au-
tonomy and sufficiency of expenditure unconditional with 
how much cost a local government can afford on its own. 

In the past, the Korean government promoted an eco-
nomic growth model based on low-cost manual labor. Low-
cost production was possible partly due to population con-
centration in the Seoul metropolitan area and the 
consequent abundant supply of labor. Thus, migration to 
Seoul from all over the nation was not deemed a serious 
problem back in the 1960s-1970s. Since then, economic dis-
parity between metropolitan areas and suburban areas have 
severely worsened, widening the gap in population, capital, 
and housing prices. These gaps resulted in imbalanced tax-
ation among local governments. 

Consequently, decision makers chose to increase finan-
cial resources dedicated to local government expenditures 
rather than delegating national tax revenue to local govern-
ment tax revenue. The main purpose was to mitigate local 
government financial imbalances, based on a national con-
sensus on local equality (J. Lee, 2002). What could we ex-
pect if a significant local delegation of national tax revenue 
takes place? As of now, although new tax items and dele-
gation take place, most taxes are collected from the Seoul 
metropolitan area, resulting in an exacerbated financial dis-
parity between the Seoul metropolitan area and suburban 
areas. In contrast, there are greater demands of per capita 
local government expenditures in rural areas mainly due to 
greater proportion of low-income seniors in the population. 
Under this tax environment it is challenging to adhere to 
the law of settlement and accountability in taxation (tax 
revenue)-expenditure. This is the reason Korean decentral-
ization policy have emphasized decentralized expenditure 
more than decentralized taxation (Jung, 2011). 

If fiscal decentralization were to emphasize more of fis-
cal autonomy of a local government than delegation of tax 
revenues and fiscal authority, would there be an alternative 
policy? In terms of tax revenue, demand for balanced 
growth and fiscal equity may deter further fiscal decentral-
ization. On the other hand, fiscal decentralization that fo-
cuses on fiscal expenditure could bring forth a variety of 
solutions. However, one could hardly expect improvement 
in public service performance and efficient resource alloca-
tion without the local government being accountable for its 
own revenues and expenditure. It is natural to consider a 
fiscal policy efficient when local governments are responsi-
ble for collecting their own local tax and non-tax revenues. 
Then, we must investigate whether this natural doubt has 
been empirically tested: Are local public services better in 

local governments with the law of self-financing (account-
ability)? Are they better when local governments are en-
dowed with sufficiency and decision-making authority over 
the use of financial resources? If the level of tax decentral-
ization is the same in different local governments, do de-
centralized expenditure account for better public service? 
In contrast, under the same degree of decentralized expen-
diture, would local governments with higher decentralized 
taxation provide better public service? 

This research analyzes fiscal decentralization in terms 
of autonomous taxation (decentralized taxation) and au-
tonomous fiscal expenditure (decentralized expenditure). It 
aims at an empirical investigation on whether fiscal decen-
tralization affects public service performance. Most previ-
ous studies have not associated fiscal decentralization and 
local government performance directly, especially not in 
terms of individual public services. Aside from its focus on 
fiscal decentralization and local government service perfor-
mance, this study may also be distinguished by its com-
parative investigation of local governments within a single 
country’s policy context. It is more convenient to detect 
the true effects of fiscal decentralization in within-country 
analysis than in cross-country analysis. Main analysis is 
based on a combination of quantitative data on local gov-
ernment finance and qualitative data on public service per-
formance. 

II. Theoretical Background 
1. Local Government Finance in the Korean 
Context 

1) Administrative district system 

Korean local governments are categorized into special 
city, special autonomous city, metropolitan cities, do 
(province), special self-governing province, si (city), gun 
(county) and gu (district; municipal government). Seoul, 
which is the capital of Korea, is a special city. Metropolitan 
cities consist of Busan, Daegu, Incheon, Gwangju, Daejeon 
and Ulsan. There is one special autonomous city: Sejong. 
There are 8 do’s: Gyeonggi-do, Gangwon-do, Chungcheong-
buk-do, Chungcheongnam-do, Jeollabuk-do, Jeollanam-do, 
Gyeongsangbuk-do and Gyeongsangnam-do. There also is 
one special self-governing province, Jeju. Si, gun and gu’s 
are part of province. There are gu’s in special cities and met-
ropolitan cities, and in some cases there are guns in some 
metropolitan cities1. While there are other administrative 
districts that belong to lower hierarchies of the system, 
such as eup, myeon and dong, they are usually not consid-
ered as level of analysis in most local government studies in 
Korea. This is because administrative heads of these lower-
level systems are not elected but appointed. However, eup, 
myeon and dong are considered preliminary means of pub-
lic service delivery, and a few studies have recently empha-
sized their importance. Figure 1 below shows different types 
of administrative local governments in Korea. Numbers in 

Some guns exist in metropolitan cities as a result of integration of urban-suburban regions. 1 
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Table 1. Structure of local government revenue in Korea. 

Chapter Section Clause Subclause 

Local tax revenue Local tax General tax 9 subclauses 

Earmarked tax 2 subclauses 

Revenue from the previous fiscal year 1 subclause 

Local non-tax revenue Regular non-tax revenue Rental income, fees, and other charges 27 subclauses 

Temporary non-tax 
revenue 

Revenue from sales of assets, 
transfers, and payments by beneficiary 

29 subclauses 

Local grant Local grant Local grant 4 subclauses 

Local adjusting grant Autonomous-gu 
adjusting grant 

Autonomous-gu adjusting grant 2 subclauses 

Si and gun adjusting 
grant 

Si and gun adjusting grant 2 subclauses 

Local subsidy Central government 
subsidy 

Central government subsidy 3 subclauses 

Metropolitan/Provincial 
government subsidy 

Metropolitan/Provincial government 
subsidy 

Metropolitan/Provincial 
government subsidy 

Local government bond Domestic loans Loans 8 subclauses 

Loans from abroad Loans from abroad Loans from abroad 

Complementary 
revenue & Internal 

transfers 

Complementary 
revenue 

Leftovers and carryovers 9 subclauses 

Internal transfers Transfers and deposits 9 subclauses 

SOURCE: Structure of local government revenue (in Korean). Local Finance Integrated Open System. Accessed on March 10th, 2021. From https://lofin.mois.go.kr/portal/baeoom/bbs-
Baeoom01.do?url=bbsBaeoom11 

Figure 1. Types of administrative districts in Korea. 
SOURCE: National Geography Information Institute. (2019). The National Atlas of Korea. Accessed March 10th, 2021. From nationalatlas.ngiigo.kr/us/index.php. Modified by 
the author. 

parentheses represent numbers of respective types of local 
governments. 

2) Local government revenue system 

Before beginning discussions on measurement of fiscal 
decentralization, it is important to briefly investigate the 
structure of Korean local government revenue system. Rev-
enue structure of local government is presented in Table 1. 
Items in this table will be referenced numerous times in the 
later sections of this paper. Some are more important than 

others because they are part of significant indices that will 
be used as major variables in the research model. 

2. Fiscal Decentralization Performance and 
Measurement 

1) Conceptualization (Definition) of fiscal 
decentralization 

Fiscal decentralization may be defined by various con-
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ceptualizations. Scholars often analyze different cases, 
which often leads to a variety of definitions as scholars 
moderate the concept for their analysis. Most studies that 
involve comparative analysis on fiscal decentralization of-
ten define fiscal decentralization by referring to the pro-
portion of local government tax revenue in the national 
tax revenue. They emphasize the relationship between cen-
tral government and local governments. This perspective 
defines fiscal decentralization as a delegation of taxation 
and expenditure authorities and operations from the higher 
government to lower government (Ha & Moon, 2013). 

On the other hand, some define fiscal decentralization 
as a degree of fiscal autonomy. This definition may apply 
to comparative studies on local governments. Cha (2011) 
describes fiscal decentralization as “local government’s au-
thority to acquire financial resources independently and use 
them autonomously, without interference or control by the 
central government.” Strictly speaking this is rather a de-
finition of fiscal autonomy, which is a result of fiscal de-
centralization. However, in most comparative studies on lo-
cal governments, the term fiscal decentralization is preferred 
over fiscal autonomy. This study will also follow the preva-
lent term to minimize confusion. 

While decentralized taxation focuses on increasing fiscal 
accountability of a local government based on its self-deter-
mined taxation, decentralized expenditure emphasizes in-
creasing autonomy on financial resources that may be ex-
pended at local government’s autonomy. In other words, 
decentralized taxation means a delegation of national tax 
sources to local tax revenue; and decentralized fiscal expen-
diture means an expansion of local subsidies and grants. 
However, increasing national government subsidies comes 
at the cost of autonomous expenditure plan of a local gov-
ernment. It would not be considered as an effective means 
of enhancing fiscal decentralization. 

2) Effects of fiscal decentralization 

Researchers from various academic backgrounds have 
conducted studies on the effect of fiscal decentralization. 
Tiebout (1956), famous for his introduction of the phrase 
“voting by feet”, discovered an improvement of quality and 
quantity of local government public service under fiscal de-
centralization. Oates (1972) suggested that fiscal decentral-
ization promotes efficient allocation of resources, thereby 
causing an increase of social welfare and economic growth. 
Oates (1993) later classifies efficiency of fiscal decentraliza-
tion into allocative efficiency and productive efficiency. Al-
locative efficiency is an idea that a local government that 
is physically close to residents is more likely to meet their 
preferences than a government that is not as close (Hayek, 
1945; Musgrave, 1969; Sow & Razafimahefa, 2015, p. 3; 
Tiebout, 1956). Productive efficiency points out that local 
governments that understand distinct characteristics of 
their regions and reflect heterogeneity across jurisdictions 
can produce and supply better public goods at a lower cost 
(Kwon, 2011, p. 162). Oates’s studies have influenced nu-
merous succeeding researchers, leading to major emphasis 
on the effect of fiscal efficiency on economic growth. 

Most prevalent in this area are studies on the economic 
efficiency of local finance and an increase of accountability 

as a product of fiscal decentralization (Bahl & Linn, 1992, 
pp. 59–75; Cha, 2011; Dabla-Norris & Wade, 2002, pp. 
4–12; De Mello, 2000, pp. 3–30; Ebel & Yilmaz, 2002; Shah 
et al., 1994, p. 44). Other studies have analyzed the effect of 
fiscal decentralization on fiscal integrity (soundness) (Jung, 
2011) and the effect of fiscal decentralization on mitigation 
of corruption and promotion of transparency (Bird & Vail-
lancourt, 1998; A. Kim, 2018; Moon & Bok, 2009; Treisman, 
2000, pp. 399–457; Weingeist, 2009, pp. 1–31). 

In addition, different researchers have also explored the 
effect on economic growth (B. Choi & Jeong, 2001; J. Choi, 
2015; Ha & Moon, 2013; Hong, 2013; Im & Cho, 2008; Koo, 
2015), the effect on national competitiveness (Ha & Moon, 
2013), and the effect of decentralization on the employment 
of young adults (J. Lee & Lim, 2018). 

3) Measuring fiscal decentralization 

Previous studies have either measured fiscal decentral-
ization as 1) the proportion of local government tax revenue 
and expenditure in the national tax revenue and govern-
ment expenditure, or 2) the proportion of local tax and non-
tax revenues and autonomous fiscal resources in the lo-
cal government gross tax revenue and gross expenditure, 
respectively. Most comparative studies on different coun-
tries have focused on the national-local difference in gov-
ernment tax revenues and expenditures, by measuring the 
proportion of local government tax revenue and expendi-
ture in the gross national government tax revenue and ex-
penditure. In contrast, studies on difference between local 
governments on the level of fiscal decentralization (in most 
cases, studies on fiscal autonomy) have measured fiscal de-
centralization as the proportion of local tax and non-tax 
revenues in the gross local government tax revenue (decen-
tralized taxation) and the proportion of autonomous fiscal 
resources in the gross local government expenditure (de-
centralized expenditure). 

Specifically, Koo (2015) compares different countries on 
their levels of fiscal decentralization and economic growths. 
In Koo’s study, fiscal decentralization is measured in two 
aspects: decentralized taxation and decentralized expendi-
ture. Decentralized taxation is conceptualized as the pro-
portion of gross local government revenue in the gross na-
tional government revenue, while decentralized 
expenditure is the proportion of gross local government ex-
penditure in the gross national government expenditure, 
respectively. Variables used in these conceptualizations all 
originate from the International Monetary Fund (IMF)'s 
Government Finance Statistics (GFS). Ha & Moon (2013)'s 
study on fiscal decentralization and national competitive-
ness also measures decentralized taxation as the proportion 
of local tax and non-tax revenues in the gross national tax 
revenue and the proportion of local tax and non-tax rev-
enues in the gross amount of local government revenue. 
Decentralized expenditure is measured as the proportion of 
local government expenditure in the gross government ex-
penditure. Including Koo’s and Ha et al.'s studies, quite a 
few studies have adopted indices from IMF’s GFS and OECD 
indicators (Akai & Sakata, 2002; Davoodi & Zou, 1998). 

On the other hand, Cha (2011)'s research on Korean local 
governments defines decentralized taxation as proportions 
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Equation 1. Financial Independence Ratio and Financial Autonomy Ratio. 

Financial Independence Ratio (FIR) 
* local tax revenue excludes local education tax revenue 

Financial Autonomy Ratio (FAR) 
* local grants also include local adjusting grants that are intended to adjust for local government fiscal inequity 

of a local government’s local tax and subsidy revenue in 
the gross annual settlement of tax revenue. J. Choi (2015) 
in his comparative study on Korean local governments in-
troduces two distinct indices on decentralized taxation and 
decentralized expenditure. Fiscal decentralization index in 
terms of taxation is measured as the proportion of local 
tax revenue out of the sum of national government transfer 
and local tax revenue. In terms of expenditure, it is mea-
sured as the proportion of the local government expendi-
ture out of the gross amount of government expenditure 
in the local area. Moon & Bok (2009) conceptualizes fiscal 
decentralization as the proportion of autonomous financial 
resources out of total fiscal expenditure of a local govern-
ment. In addition, Jung (2011) considers per capita local tax 
revenue and per capita grant and subsidy revenue as a key 
indicator of fiscal decentralization. Cha (2011)'s fiscal de-
centralization index consists of the proportion of self-ob-
tained local tax revenue in the gross annual settlement of 
local tax revenue, proportion of local grant in the gross lo-
cal tax revenue, proportion of local grant in the gross local 
tax revenue, proportion of costs of local government’s own 
projects in the gross local government expenditure. J. Lee 
& Lim (2018) analyzes the effect of decentralized taxation 
on young adult employment, by considering Financial Inde-
pendence Ratio and Financial Autonomy Ratio as key vari-
ables. 

As we have seen in previous studies on fiscal decentral-
ization, varying measurement and conceptualization are 
mostly due to differing levels of analysis: cross-country or 
local government comparison. Strictly, fiscal decentraliza-
tion is the level of delegation of fiscal authority from central 
government to local governments. It is therefore more ap-
propriate to conduct a country-level analysis. However, 
some downsides of country-level analysis include, but are 
not limited to, the dearth of country-level samples and a 
variety of political, economic, and cultural environment of 
countries. Universal analysis of different countries’ fiscal 
decentralization may not always be a viable option. As an 
alternative, most studies focus on the varying indepen-
dence and autonomy of local governments, an aspect of lo-
cal government fiscal decentralization. Decentralized taxa-
tion and decentralized expenditure may result in different 
effects over different local governments. For instance, 
Yong-in-Si with a relatively high Financial Independence 
Ratio is considered highly fiscally decentralized. In con-
trast, Yangyang-Gun, a county government but with a rela-
tively low Financial Independence Ratio, is considered not 
as highly fiscally decentralized. Such conceptualization 
does not strictly abide by the popular definition of fiscal de-

centralization, but it does provide some insights on the fact 
that it is more convenient to control exogenous factors in 
comparative studies on local governments than on different 
countries. 

This study will investigate effects of fiscal decentraliza-
tion on local governments’ public service performances. 
Cross-country comparisons are less likely to be equipped 
with contextual differences on each country’s public service 
delivery, thus making it inconvenient to detect the true ef-
fects of fiscal decentralization. This study will instead com-
pare local governments in Korea, of which their policy con-
texts are more likely to be identical to each other’s. It will 
analyze local tax revenue (excluding local government 
grants) and non-tax revenue (Financial Independence Ra-
tio) as a proportion of general accounting tax revenue in 
terms of decentralized taxation. In terms of decentralized 
expenditure, it will analyze proportions of local tax revenue 
and autonomous fiscal resources in general accounting tax 
revenue. 

3. Local Government Performance 

It is challenging to accurately define performance of a lo-
cal government because varying perspectives exist. Park & 
Kim (2000) defines local government performance as “the 
ultimate effect of core local government public services on 
residents’ welfare.” Ko (2013) categorizes (local) govern-
ment performance as internal management effectiveness, 
outputs and outcomes, and accountability on citizens (res-
idents). Most studies in the past have emphasized a local 
government’s capacity on internal management. Govern-
ment performance may be represented by either objective 
evaluation on suppliers’ side or subjective evaluation on 
customers’ side (Song, 2003). While objective evaluation in 
the suppliers’ perspective is usually based on official pub-
lic data that is likely to assure objectivity of the evaluation, 
performances that are easily quantifiable add to major 
drawbacks including failure to account for equity, respon-
siveness, or quality of service (H. Lee & Kim, 2014). Citizen 
perspectives on and evaluation of local government perfor-
mance have become increasingly important. If citizens are 
at the center of our attention, their subjective and qual-
itative evaluations on public service are considered per-
formance of a local government (Ho & Coates, 2004). Ad-
vantages of subjective evaluation by citizens include 
differentiation between citizens’ priorities and bureaucrats’ 
priorities in terms of providing and benefiting from public 
services, and an ability to measure responsiveness to cit-
izens’ demands, consequently (Han, 2009). On the other 
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hand, there are also disadvantages of subjective evaluation. 
Measurement errors are commonly brought up by those 
who are against subjective evaluation (T. Kim, 2003). These 
errors may occur because objective outputs of public service 
are not significantly correlated with subjective perfor-
mances (Brown & Coulter, 1983; Higgins, 2005; Stipak, 
1979). Citizens also do not have complete and accurate in-
formation about public service when they are asked to eval-
uate performance (Boyne, 2003; Kelly & Swindell, 2002). 
Their self-identified roles as customers or partners of gov-
ernment may also affect expectation towards and satisfac-
tion in public services (H. Choi & Lee, 2020). Despite poten-
tial concerns regarding the subjectivity, citizens’ evaluation 
may provide essential information in the decision-making 
processes of different levels of government (Poister & 
Henry, 1994). G. Lee (2004) suggests citizen evaluation to 
include both customers who have directly experienced par-
ticular public service but also others that have no such ex-
perience. Pollitt (1988) also points out that citizen percep-
tion is essential to evaluating quality and effectiveness of 
public service because the ultimate goal of such service 
is to improve welfare of citizens. Recent examples of this 
perspective include, but are not limited to, H. Lee & Kim 
(2014) and H. Lee & Lee (2014). These studies have con-
sidered individual performances on public transportation, 
recreational parks, and sanitation as a local government’s 
performance. 

It is easier to measure a local government performance 
than to measure a central government performance because 
of several aspects of the former: local governments’ ho-
mogenous tasks come with a large comparison pool, repeti-
tive and standardized daily work, are based on benefit prin-
ciple, are highly accessible by customers (citizens), and 
there are relatively small window between the time of ser-
vice delivery and citizen evaluation (Pollitt et al., 1994). On 
the other hand, there are measurement difficulties due to 
local governments’ intangible public goods and monopo-
lized service provision as well as unclear causal relations. 
Therefore, local government performance is measured by 
either internal management capacity of a government or 
citizen satisfaction rate. Internal management capacity is 
essentially a government capacity to use financial and hu-
man resources (input) to produce public service output, as-
suming high internal management capacity brings high 
public service quality. In contrast, citizen satisfaction on lo-
cal government public service emphasizes service outcome 
over output. Satisfaction rates on individual services com-
pared to expectation are often used because overall satis-
faction rates are prone to subjective perspectives on gov-
ernment and expected service quality in general. H. Lee & 
Kim (2014) and H. Lee & Lee (2014) both measure citizen 
satisfaction rate compared to expected service level and sat-
isfaction rate on individual public services, each of which is 
based on subjective perceptions of citizens on local govern-
ment performances. 

In this study, local government performance is measured 
by subjective perceptions of citizens, both performances on 
individual services and overall performance. The main 
analysis is on the effect of fiscal decentralization on indi-
vidual public service performance and overall satisfaction 
rates. 

4. Fiscal Decentralization and Local Government 
Performance 

Most previous studies have not associated fiscal decen-
tralization and local government performance directly. 
Most of them have investigated promotion of efficiency, 
economic growth, promotion of transparency and account-
ability due to fiscal decentralization, but not much on an in-
dividual public service perspective. 

How does fiscal decentralization affect local government 
public service performance? First of all, in terms of de-
centralized taxation, high level of fiscal decentralization is 
likely to cause a government’s attention on citizens’ de-
mands, who pay taxes to a government. This will in the end 
promote efficient allocation of resources and enhanced per-
formance. A local government may encounter tax boycotts 
by citizens as in the case of California’s Proposition 13, so 
it will try its best to deliver efficient public service to them. 
However, proportion of local tax revenue in the gross na-
tional tax revenue is not as big as it is in the U.S., thus alle-
viating local governments’ accountability with self-financed 
revenues. 

Second, in terms of decentralized expenditure, unlike lo-
cal governments with government subsidy that has a pre-
specified purpose of expenditure, those with more inde-
pendent local tax and non-tax revenues are likely to be 
responsive to citizens’ needs. These local governments will 
try to provide public services preferred by their citizens, 
which will lead them to focus on improving service per-
formance, quality and quantity. In other words, public ser-
vices that are universally provided by the central govern-
ment may not be able to fully consider local-specific 
characteristics and local residents’ needs. In contrast, those 
with more autonomous fiscal resources, local tax and non-
tax revenues are more likely to satisfy the needs and pref-
erences of residents and local-specific characteristics with 
their expenditure and public service performance. 

Then which would have a greater effect on local gov-
ernment performance—decentralized taxation or decentral-
ized expenditure? In countries like Korea where the level 
of independence over taxation is relatively low, decentral-
ized taxation would be expected to have a smaller effect on 
government performance than decentralized expenditure. 
Firstly, local governments in Korea operate by expending 
national tax that is granted to each local government ac-
cording to its financial status, with the addition of local tax 
that is collected based on the decentralized local taxation 
system universally applied in Korea. Despite the same tax 
items and tax rates, local governments have varying tax-
ation capacities and environments (e.g. business-friendly 
decision making, urban planning and natural endowment/
resources, preference of residents) along with different ex-
penses. Therefore, it is meaningful to compare the impact 
of decentralized taxation on performance of different local 
government entities. 

Following research hypotheses are derived from discus-
sions above. 

• Hypothesis 1. Decentralized taxation is positively re-
lated with local government performance. 

• Hypothesis 2. Decentralized fiscal expenditure is pos-
itively related with local government performance. 
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III. Research Methods 
1. Research Model 

Figure 2 demonstrates the research model of this study. 
The purpose of this research model is to investigate the 
effect of fiscal decentralization on local government per-
formance. Fiscal decentralization is measured by Financial 
Independence Ratio and Financial Autonomy Ratio, while 
local government performance consists of individual public 
service performance and overall citizen public service sat-
isfaction rates. A variety of factors may affect local gov-
ernment performance. Among them is no fixed set of fiscal 
decentralization control variables that are known to affect 
government performance; there have not been a lot of pre-
vious studies regarding the matter. This study controls for 
fiscal size, fiscal soundness and local-specific variables, 
each of which could affect local government performance. 
Individual perceptions are controlled by subjective happi-
ness of citizens. To sum up, this study controls for local gov-
ernment fiscal size represented by following variables: gross 
local government expenditure and per capita fiscal scale of 
a local government. It controls for fiscal soundness repre-
sented by net size of debt, local government fiscal balance2, 
local government (Si, Gun and Gu), number of public offi-
cials, population, proportion of senior population and gross 
regional domestic product (GRDP). Lastly, subjective level 
of happiness is controlled for. 

2. Data and Methodology 

The dataset used in this study originate from three dif-
ferent sources. First, data for local government performance 
are sourced from Korean Local Government Public Admin-
istration Service Satisfaction Survey conducted in 2015 and 
2016 by the Center for Survey Research (CSR) in the Gradu-
ate School of Public Administration, Seoul National Univer-
sity. In October 2015, survey was targeted at resident satis-
faction rates on public administrative services provided by 
Si and Gun local governments. In October 2016, survey was 
targeted at autonomous Gu (district) local governments and 
Si and Gun local governments in Gyeonggi-do (province). 
For both years the survey agent Matrix Corporation dialed 
to samples of respondents that had been distributed based 
on residing areas, gender and age of population (primarily 
categorized by residing areas and then extracted propor-
tional to gender and age). The valid sample sums up to 
41,910 for both years; 19,760 in 2015 and 22,150 in 2016. 

Second, data for subjective levels of happiness are 
sourced from the Integrated Survey on the Role of Govern-
ment and Quality of Life conducted in 2013 by the Center 
for Survey Research (CSR). Gallup Korea was an agent of the 
survey project; it surveyed adult residents of 230 Si, Gun 
and autonomous Gu for 23 days from January 29th, 2013 and 

Figure 2. Research model. 

30 days from October 31st, 2013. 21,050 respondents are 
among the samples that have been quota-sampled by resid-
ing areas, gender and age. At least 100 respondents have 
been sampled for each local government. 

Lastly, fiscal decentralization variables and other control 
variables have been sourced from Local Finance Integrated 
Open System and Information on My Local Government. 
Level of analysis is city, county and municipal governments, 
which are Si, Gun and Gu. 

3. Variables 

1）Independent Variables 

Fiscal decentralization is the independent variable of 
this study. As discussed earlier in the measurement of fiscal 
decentralization, operational definition of fiscal decentral-
ization is often the proportions of local tax and non-tax 
revenues and autonomous financial resources in the gross 
tax revenue and gross fiscal expenditure, respectively. This 
study analyzes two aspects of fiscal decentralization and 
their effect on local government performance: decentral-
ized taxation and decentralized expenditure. For these two 
aspects, Financial Independence Ratio and Financial Au-
tonomy Ratio are used, respectively. Both of these variables 
are from Local Finance Open System’s annual settlement 
data. 

Financial Independence Ratio is the proportion of local 
tax revenue (excluding local education tax) and non-tax 
revenue in the general accounting tax revenues. Financial 
Autonomy Ratio is the proportion of local government fi-
nancial resources that local government is authorized to 
plan and execute budget on, which consist of local tax and 
non-tax revenues and autonomous financial resources in 
general accounting tax revenue. The main reason previous 
studies do not include Financial Independence Ratio and 
Financial Autonomy Ratio is that balance carried over and 

• Hypothesis 3. Decentralized fiscal expenditure has a 
greater positive effect on local government perfor-
mance than decentralized taxation does. 

Local government fiscal balance = (regular tax and non-tax revenues + capital gains) – (expenditure + net debt) 2 
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Table 2. Indicators on survey. 

Indicators Asked in the survey 

Disaster Prevention and 
Management 

1) Prevention and management of flood, heavy snow (snow removal), and other disasters; rescue 
support 

Health and Medical Service 2) Operation of public health centers and management of public and private clinics and hospitals; 
general matters on public health 

Childcare 3) Operation and management of childcare (daycare) facilities and childcare aids 

Rural Development 4) Subsidies and technical support on farms and fisheries 

Road Maintenance and 
Expansion 

5) Maintenance, linkages and expansion of roads 

Public Transportation 6) Public bus system, taxi and other public transportation system 

Sanitation 7) Waste management and street sanitation 

Economy 8) Business attraction, job creation, small business support, etc. 

Tourism 9) Development of local festivals, tourist attraction and tourism programs 

Culture 10) Operation and expansion of cultural, sports and park facilities 

Residential Development 11) Redevelopment and residential area improvements (Si and Gun) 

Education 12) Education environment and facilities for middle and high schools 

Senior Citizens 13) Operation of senior citizen community facilities and senior employment support program 

Public Order 14) Crime prevention and neighborhood patrol 

transfers are included in non-tax revenue of a local govern-
ment, causing a major disparity with the actual non-tax rev-
enue. From 2014 tax revenue accounts have been revised to 
exclude leftovers, carryovers, transfers and deposits. There-
fore Financial Independence Ratio has become a more ac-
curate representation of a local government’s self-reliant 
fiscal operations, and Financial Autonomy Ratio better por-
trays the proportion of self-reliant planned and executable 
financial source of revenues. This study adopts post-2014 
revision of tax accounting in Korean local governments. 

Figure 3 illustrates changes of Financial Independence 
Ratio and Financial Autonomy Ratio over 2010-2018. Both 
Financial Independence Ratio and Financial Autonomy Ra-
tio have fallen after the non-tax revenue revision in 2014 
and no significant change is observed. However, 65.1% of 
local governments (158 out of 243) has Financial Indepen-
dence Ratio less than 30%. This shows that decentralized 
taxation in local government has not advanced well. In con-
trast, Financial Autonomy Ratio that represents decentral-
ized expenditure ranges from 65% to 66%, meaning that lo-
cal governments depend on local government grants. Local 
government grants are granted by the central government 
with no pre-specified purposes; as they are part of general 
accounting resources, local governments have autonomy to 
spend them at their will. One of the drawbacks of local gov-
ernment grants is that they are synchronized with national 
tax, which makes them sensitive to business cycles. Thus, 
local government grants do not guarantee a stable financial 
operation of a local government. 

2) Dependent Variables 

Satisfaction rates on 14 individual public services have 
been obtained on a 10-point Likert scale. Respondents were 
asked to answer to “How much are you satisfied with the 
following public service provided by the local government 

(Si or Gun) of your residence?” If they were very satisfied, 
they were to give 10 points; if they were very unsatisfied, 
they were to give 0 point. In addition, overall satisfaction 
rates have been obtained through a question “Including all 
individual services you have marked satisfaction rates on, 
how much are you satisfied with the overall public service 
provided by the local government of your residence?” Table 
2 presents the 14 individual public services in the survey. 

As mentioned previously, satisfaction rates on local gov-
ernment services are operationalized as a variable of local 
government performance. We assume that satisfaction rates 
on individual services are more likely to be a proximate 
measurement of citizens’ perceptions on government per-
formance than overall satisfaction rates on local govern-
ments are. Averages of overall satisfaction rates and indi-
vidual service satisfaction rates have both been included in 
the research model; averages of overall satisfaction rates 
are operationalized as citizens’ satisfaction, while averages 
of individual service satisfaction rates are local government 
performances. 

Table 3 shows the top 15 local district governments for 
government public service performance, which is the de-
pendent variable of this study. Gwacheon-si has the highest 
average satisfaction rates of 14 public services, and these 
results are generally consistent with objective measures of 
local government performance. 

3) Control Variables 

Control variables of this study include local government 
gross expenditure and per capita fiscal scale of a local gov-
ernment, both of which represent the size of local gov-
ernment finance. Both variables are sourced from Local Fi-
nance Open System as of year 2015. Also included as control 
variables are net debt and local government fiscal balance, 
which represent fiscal soundness of a local government. Lo-
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Table 3. Public service satisfaction scores of top 15 local district governments. 

Rank Local district government 
Average satisfaction rates 

of 14 public services 
(Dependent variable) 

1 Gwacheon-si, Gyeonggi-do 7.055 

2 Songpa-gu, Seoul 6.976 

3 Gunpo-si, Gyeonggi-do 6.898 

4 Seongnam-si, Gyeonggi-do 6.890 

5 Suseong-gu, Daegu 6.885 

6 Seocho-gu, Seoul 6.884 

7 Mungyeong-si, Gyeongsangbuk-do 6.861 

8 Yanggu-gun, Gangwon-do 6.806 

9 Mapo-gu, Seoul 6.771 

10 Goryeong-gun, Gyeongsangbuk-do 6.768 

11 Hampyeong-gun, Jeollanam-do 6.759 

12 Jongno-gu, Seoul 6.752 

13 Yangcheon-gu, Seoul 6.751 

14 Uiwang-si, Gyeonggi-do 6.746 

15 Gangnam-gu, Seoul 6.743 

Figure 3. Changes of Financial Independence Ratio and Financial Autonomy Ratio, Years 2010-2018. 

cal government (si, gun, gu), number of public officials, pop-
ulation, proportion of senior citizens, gross regional do-
mestic product and subjective level of happiness also 
comprise of control variables. Subjective level of happiness 
was collected in 2013, and all other control variables are as 
of 2015. 

IV. Results 
1. Descriptive Statistics 

Presented below in Tables 4 and 5 is descriptive statistics 
of variables included in the research model. Local govern-
ment performance averages at 6.4 out of 10, ranging from 
5.9 to 7.0. Financial Independence Ratio averages at 20%, 
with a minimum of 4.29% and maximum of 56.41%. Finan-
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Table 4. Descriptive statistics (1). 

Variables Obs. Mean Std.Dev Min Max 

Local government performance 228 6.462654 .1929253 5.979 7.055 

Financial Independence Ratio 228 20.07811 12.00964 4.29 56.41 

Financial Autonomy Ratio 228 52.12075 9.251212 27.36 74.4 

Gross expenditure 228 579116.8 450181.4 141248 3936621 

Net debt 228 4210.921 18773.19 -26807 232508 

Local government fiscal balance 228 -8.463465 4.371207 -31.05 -1.99 

Si 228 .3289474 .4708646 0 1 

Gu 228 .3026316 .4604079 0 1 

ln(grdp) 227 15.06939 1.126748 12.2721 17.39006 

Number of public officials 228 911.4518 606.8277 339 6296 

Population 228 226005.9 219900.4 10153 1184624 

Per capita fiscal scale 228 4.682876 3.351297 .8948315 14.97597 

Proportion of senior citizens 228 18.22939 7.776859 6.4 36.6 

Subjective level of happiness 228 3.666155 .121197 3.237224 4.020115 

Table 5. Descriptive statistics (2), Citizen satisfaction rates on individual local government services. 

Variables Obs. Mean Std.Dev Min Max 

Disaster prevention and management 228 6.260575 0.331066 4.914 7.216 

Health and medical service 228 6.840382 0.271819 5.856 7.527 

Childcare 228 5.915785 0.201801 5.473 6.594 

Rural development 130 5.858246 0.256093 5.338 6.563 

Road maintenance and expansion 228 6.809395 0.439215 5.462 7.751 

Public transportation 228 7.009461 0.403841 6.086 7.921 

Sanitation 228 7.313579 0.316091 6.361 8.115 

Economy 228 5.578956 0.377614 4.756 6.809 

Tourism 130 6.0707 0.355739 5.273 7.078 

Culture 228 6.478925 0.310367 5.644 7.299 

Residential development 130 6.213715 0.341368 5.28 6.985 

Education 228 6.397811 0.296533 5.542 7.074 

Senior citizens 228 6.490197 0.374707 5.793 7.521 

Public order 228 6.516899 0.332614 5.628 7.443 

Parks 98 6.813878 0.353816 5.94 7.71 

Overall satisfaction rates 228 6.951307 0.344657 6.172 7.901 

cial Autonomy Ratio averages at 52%, with a minimum of 
27% and maximum of 74%. 

Table 5 illustrates local government performance (cit-
izens’ satisfaction rates) on individual service areas. The 
lowest performance on average was observed in economy, 
which averaged at 5.57 out of 10. Rural development and 
childcare were the areas next lowest in service performance. 
The highest performance was observed in sanitation, which 
averaged at 7.31, and public transportation at 7.0. 

Figures 4 and 5 below depict correlations among vari-
ables included in the research model. High correlations can 

be observed between number of public officials and pop-
ulation. Financial Autonomy Ratio and Financial Indepen-
dence Ratio have a correlation of 0.272, and the highest cor-
relation of 0.866 was observed between number of public 
officials and gross expenditure. It is conventional to remove 
either number of public officials or population from the 
model if they were key variables of interest, we have decided 
to keep them as control variables in the model. 

2. Regression Analysis: Overall performance 

Table 6 contains regression results on the two models 

Fiscal Decentralization and Local Government Performance: Decentralized Taxation and Expenditure in Korean Local Governments

Journal of Policy Studies 10



Table 6. Regression results on average individual service performance and overall citizen satisfaction. 

Performance (Average of individual services) Overall satisfaction 

Model 1 Model 2 Model 3 Std. Coeff Coeff. Std. Coeff. 

Financial Independence Ratio 
0.006*** 
(0.002) 

0.002 
(0.002) 

0.140 
0.004 

(0.004) 
0.138 

Financial Autonomy Ratio 
0.008*** 
(0.002) 

0.007** 
(0.003) 

0.331 
0.001 

(0.004) 
0.038 

Gross expenditure 
-0.000*** 
(0.000) 

-0.000*** 
(0.000) 

-0.000*** 
(0.000) 

-0.553 
-0.000 

(0.000) 
-0.064 

Net debt 
0.000 
(0.000) 

0.000 
(0.000) 

-0.000 
(0.000) 

-0.101 
-0.000** 

(0.000) 
-0.122 

Local government fiscal balance 
-0.006** 
(0.003) 

-0.007** 
(0.003) 

-0.006** 
(0.003) 

-0.138 
0.000 

(0.005) 
0.000 

Si 
-0.015 
(0.045) 

-0.012 
(0.045) 

-0.012 
(0.045) 

-0.029 
-0.002 

(0.071) 
-0.003 

Gu 
0.039 
(0.061) 

0.144** 
(0.069) 

0.129* 
(0.071) 

0.310 
-0.008 

(0.112) 
-0.011 

ln(GRDP) 
-0.098*** 
(0.028) 

-0.092 *** 
(0.026) 

-0.100*** 
(0.027) 

-0.583 
0.022 

(0.043) 
0.073 

Number of public officials 
0.000*** 
(0.000) 

0.000** 
(0.000) 

0.000** 
(0.000) 

0.478 
-0.000 

(0.000) 
-0.060 

Population 
0.000 
(0.000) 

0.000* 
(0.000) 

0.000 
(0.000) 

0.301 
0.000 

(0.000) 
0.246 

Per capita fiscal scale 
-0.007 
(0.010) 

-0.013 
(0.010) 

-0.012 
(0.010) 

-0.208 
0.034** 
(0.015) 

0.327 

Proportion of senior citizens 
0.003 
(0.004) 

0.002 
(0.003) 

0.003 
(0.004) 

0.129 
0.024*** 

(0.006) 
0.547 

Subjective level of happiness 
0.237** 
(0.103) 

0.194 * 
(0.103) 

0.199* 
(0.103) 

0.125 
0.398** 
(0.163) 

0.140 

N 227 227 

R-squared 0.231 0.400 

Adj R-squared 0.184 0.363 

F-value 4.91*** 10.90*** 

Constant 
6.784*** 
(0.562) 

6.535*** 
0.545 

6.656*** 
0.558 

4.393*** 
0.883 

note: .01 - ***; .05 - **; .1 - *; 

that contain individual service performances and overall 
satisfaction rates as dependent variables, respectively. The 
research model with individual service performance (satis-
faction rates) also includes Financial Independence Ratio 
and Financial Autonomy Ratio as independent variables. 

In the model with overall satisfaction rates as a depen-
dent variable, the causal relationship between the fiscal de-
centralization variable and the dependent variable was not 
statistically significant. The overall satisfaction rates was 
negatively related with net debt and positively related with 
per capita fiscal scales of local governments, proportion of 
senior citizens and subjective level of happiness. In con-
trast, the average of individual service satisfaction rates 
(performance), a dependent variable in the other model, 
was found to be in statistically significant relationships 
with fiscal decentralization variables. In models 1 and 2, 
the dependent variable and Financial Independence Ratio 
and Financial Autonomy Ratio (fiscal decentralization vari-
ables) were in positive relationships. However, in the model 

Figure 4. Correlation matrix of variables (1). 

3 where both Financial Independence Ratio and Financial 
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Autonomy Ratio were included as variables(?), the causal 
relationship between the dependent variable and Financial 
Independence Ratio was no longer statistically significant. 
Financial Autonomy Ratio was still in a statistically signif-
icant relationship with the average individual service satis-
faction rate. 

The gross expenditure was in a negative relationship 
with the fiscal decentralization performance, while local 
government fiscal balance was in a negative relationship 
when the local government fiscal balance had a lower pro-
portion of deficits. 

Next, in models 2 and 3, gu regions have shown better 
performance than gun regions (reference dummy variable). 
Larger gross regional domestic product was related with 
lower performance rate, and this is because GRDP causes an 
increase in Financial Independence Ratio and fiscal demand 
in the region at the same time. Under the same Financial In-
dependence Ratio, an increase in GRDP lowered the perfor-
mance of a local government. The number of public officials 
was in a positive relationship with local government perfor-
mance; because population was controlled in the research 
model, an increase in the number of public officials cause 
an improvement in local government performances (mea-
sured by satisfaction rates on public services) at the same 
population size. In contrast, only in the model 2 was the 
population in a statistically significant yet low positive re-
lationship with local government performance. The subjec-
tive level of happiness was in a positive relationship with 
performance, and this seems to be in concordance with sub-
jective characteristics of perception surveys. 

Figure 5. Correlation matrix of variables (2). 

3. Regression Analysis: Individual public service 
performances 

In this part, the effect of fiscal decentralization on local 
government performances of 14 individual public services. 
Regression results on Tables 7 and 8 show that Financial 
Independence Ratio is in a statistically significant relation-
ship with performance of a local government’s public order 
services. Financial Autonomy Ratio was in a statistically 
significant positive relationship with disaster prevention, 
health and medical services, rural development, public 
transportation, culture, tourism, public order and park ser-
vices. We can assume that these results are due to greater 
decentralized taxation and a local government’s greater in-
vestment in these services. 
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Table 7. Regression results on individual service performance (1). 

Disaster Prev. Health and Medical Childcare Rural Devel. Road Mgmt. Transport Sanitation Economy 

Financial Independence Ratio 
-0.003 

(0.003) 
-0.002 

(0.003) 
0.002 

(0.003) 
-0.002 

(0.006) 
-0.004 

(0.004) 
0.005 

(0.004) 
-0.001 

(0.004) 
-0.001 

(0.004) 

Financial Autonomy Ratio 
0.011*** 

(0.004) 
0.007* 

(0.004) 
0.003 

(0.003) 
0.013** 
(0.005) 

0.006 
(0.005) 

0.009* 
(0.005) 

0.006 
(0.005) 

0.005 
(0.005) 

Gross expenditure 
-0.000*** 

(0.000) 
-0.000*** 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 
-0.000*** 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 

Net debt 
-0.000 

(0.000) 
-0.000 

(0.000) 
0.000 

(0.000) 
-0.000 

(0.000) 
-0.000* 
(0.000) 

-0.000** 
(0.000) 

-0.000 
(0.000) 

-0.000 
(0.000) 

Local government fiscal balance 
-0.006 

(0.005) 
-0.000 

(0.004) 
-0.002 

(0.003) 
0.001 

(0.006) 
0.000 

(0.005) 
-0.007 

(0.005) 
-0.006 

(0.005) 
-0.007 

(0.005) 

Si 
0.103 

(0.069) 
-0.036 

(0.063) 
0.001 

(0.051) 
-0.180*** 

(0.068) 
-0.051 

(0.076) 
0.120 

(0.081) 
0.192** 
(0.075) 

-0.225*** 
(0.081) 

Gu 
0.074 

(0.109) 
0.129 

(0.100) 
0.053 

(0.081) 
-0.178 

(0.120) 
0.525*** 

(0.129) 
0.231* 

(0.118) 
-0.362*** 

(0.129) 

ln(GRDP) 
-0.068 

(0.042) 
-0.119*** 

(0.039) 
-0.055* 
(0.031) 

-0.047 
(0.052) 

-0.040 
(0.046) 

-0.216*** 
(0.050) 

-0.069 
(0.046) 

0.097* 
(0.050) 

Number of public officials 
0.000* 

(0.000) 
0.000** 
(0.000) 

0.000 
(0.000) 

0.000* 
(0.000) 

0.000* 
(0.000) 

0.001*** 
(0.000) 

0.000 
(0.000) 

0.000 
(0.000) 

Population 
0.000 

(0.000) 
0.000 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 
0.000 

(0.000) 
0.000** 
(0.000) 

-0.000 
(0.000) 

Per capita fiscal scale 
0.013 

(0.015) 
-0.031** 

(0.014) 
-0.000 

(0.011) 
-0.022 

(0.015) 
0.033** 
(0.017) 

-0.047*** 
(0.018) 

0.032** 
(0.016) 

0.028 
(0.018) 

Proportion of senior citizens 
0.011** 
(0.006) 

0.006 
(0.005) 

0.002 
(0.004) 

-0.003 
(0.006) 

0.010 
(0.006) 

0.015** 
(0.007) 

0.010* 
(0.006) 

-0.003 
(0.007) 

Subjective level of happiness 
0.473*** 

(0.159) 
0.066 

(0.145) 
0.052 

(0.118) 
-0.038 

(0.198) 
0.538*** 

(0.175) 
0.139 

(0.188) 
0.176 

(0.172) 
0.242 

(0.188) 

Constant 
4.578*** 

(0.862) 
7.917*** 

(0.788) 
6.276*** 

(0.638) 
6.220*** 

(1.033) 
4.842*** 

(0.950) 
8.594*** 

(1.018) 
6.828*** 

(0.932) 
3.068*** 

(1.018) 

N 227 227 227 130 227 227 227 227 

R-squared 0.3820 0.1854 0.0765 0.1776 0.5649 0.4066 0.2059 0.3323 

Adj R-squared 0.3443 0.1357 0.0202 0.0932 0.5384 0.3703 0.1575 0.2916 

F-value 10.13*** 3.73*** 1.36 2.11** 21.27*** 11.22*** 4.25*** 8.16*** 
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Table 8. Regression results on individual service performance (2). 

Tourism Culture Residential Education Senior Public order Parks 

Financial Independence Ratio 
-0.002 

(0.008) 
-0.001 

(0.004) 
-0.006 

(0.008) 
-0.000 

(0.003) 
0.000 

(0.004) 
0.011*** 

(0.003) 
0.000 

(0.006) 

Financial Autonomy Ratio 
0.002 

(0.008) 
0.010** 
(0.005) 

-0.003 
(0.008) 

-0.000 
(0.004) 

0.007 
(0.005) 

0.008* 
(0.004) 

0.017** 
(0.008) 

Gross expenditure 
0.000 

(0.000) 
-0.000*** 

(0.000) 
-0.000 

(0.000) 
-0.000 

(0.000) 
-0.000** 

(0.000) 
-0.000*** 

(0.000) 
-0.000* 
(0.000) 

Net debt 
-0.000 

(0.000) 
-0.000* 
(0.000) 

-0.000 
(0.000) 

-0.000 
(0.000) 

-0.000 
(0.000) 

0.000 
(0.000) 

-0.000** 
(0.000) 

Local government fiscal balance 
0.006 

(0.009) 
-0.009* 
(0.005) 

0.010 
(0.009) 

-0.007 
(0.005) 

-0.003 
(0.006) 

-0.007 
(0.005) 

-0.011 
(0.009) 

Si 
-0.136 

(0.099) 
0.064 

(0.075) 
-0.140 

(0.095) 
-0.019 

(0.070) 
-0.232*** 

(0.086) 
0.041 

(0.070) 
-0.246 

(0.210) 

Gu 
0.106 

(0.119) 
-0.022 

(0.110) 
-0.264* 
(0.136) 

0.410*** 
(0.110) 

ln(GRDP) 
-0.054 

(0.076) 
-0.105** 

(0.046) 
-0.029 

(0.072) 
-0.110** 

(0.043) 
-0.142*** 

(0.052) 
-0.151*** 

(0.043) 
-0.157 

(0.099) 

Number of public officials 
0.000 

(0.000) 
0.000* 

(0.000) 
0.000* 

(0.000) 
0.000 

(0.000) 
0.000*** 

(0.000) 
0.000 

(0.000) 
0.000 

(0.000) 

Population 
-0.000 

(0.000) 
0.000 

(0.000) 
-0.000 

(0.000) 
0.000 

(0.000) 
-0.000* 
(0.000) 

0.000** 
(0.000) 

0.000* 
(0.000) 

Per capita fiscal scale 
-0.027 

(0.022) 
-0.017 

(0.016) 
-0.011 

(0.021) 
-0.019 

(0.015) 
-0.034* 
(0.019) 

-0.024 
(0.015) 

0.045 
(0.095) 

Proportion of senior citizens 
-0.005 

(0.009) 
-0.003 

(0.006) 
-0.019** 

(0.009) 
-0.015*** 

(0.006) 
-0.002 

(0.007) 
0.014** 
(0.006) 

-0.037* 
(0.019) 

Subjective level of happiness 
0.376 

(0.290) 
0.364** 
(0.173) 

0.147 
(0.277) 

0.212 
(0.161) 

0.177 
(0.198) 

0.154 
(0.161) 

-0.347 
(0.294) 

Constant 
5.694*** 

(1.516) 
6.144*** 

(0.937) 
6.851*** 

(1.448) 
7.531*** 

(0.872) 
7.837*** 

(1.071) 
7.211*** 

(0.871) 
9.816*** 

(2.034) 

N 130 227 130 227 227 227 97 

R-squared 0.0819 0.1606 0.0899 0.2096 0.2515 0.3747 0.3386 

Adj R-squared -0.0123 0.1093 -0.0035 0.1614 0.2058 0.3365 0.2441 

F-value 0.87 3.13*** 0.96 4.35*** 5.51*** 9.82*** 3.58*** 
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V. Conclusion 

Does fiscal decentralization improve local government 
performance? Korea’s greater emphasis on decentralized 
expenditure than on decentralized taxation deterred fiscal 
accountability of local governments. There have been con-
cerns on potential waste of financial resources and local 
government administration capacities, with no substantial 
improvement in performance. Unlike most prior studies, 
this study associates fiscal decentralization and local gov-
ernment performance directly, particularly in terms of in-
dividual public services. Aside from its focus on fiscal de-
centralization and local government service performance, 
this study can also be distinguished by its comparative in-
vestigation of local governments within a single country’s 
policy context. It is more convenient to detect the true ef-
fects of fiscal decentralization in within-country analysis 
than in cross-country analysis. In addition, this study also 
separates fiscal decentralization into decentralized taxation 
and decentralized expenditure for more detailed analysis of 
fiscal decentralization and its impact on local government 
performance. Based on survey on citizen satisfaction rates 
from si, gun, and gu level local governments, the results of 
this study, at least in some respect, answer the question. 

Our analysis shows that both Financial Independence 
Ratio, which represents decentralized taxation and Finan-
cial Autonomy Ratio, which represents decentralized ex-
penditure, have positive effects on a local government per-
formance. Interestingly, in the research model that 
included both variables, the effect of decentralized taxation 
on the government performance was not statistically sig-
nificant. Meanwhile, the positive effect of decentralized ex-
penditure was statistically significant. Results show that 
decentralized expenditure does not necessarily hinder local 
government performance, unlike many concerns. 

Development gaps between Seoul metropolitan area and 
non-capital areas, and gaps between smaller si, gun and gu 
level local governments have intensified due to earlier im-
balanced growth strategy by the Korean government. Tax 
sources have thus been unevenly distributed, causing po-
tential imbalances among regions as decentralized taxation 
becomes more common. Therefore, despite widespread de-
mand for decentralization, measures for fiscal decentraliza-
tion have not been adopted immediately. There have been 
numerous concerns on decentralized expenditure; people 
claim probable inefficiency in a local government’s fiscal 
operations that lack accountability. According to the analy-
sis from this study, that is not necessarily true. Korean local 
governments do not have authority to decide on tax items 
for their local tax revenues; every local government shares 
the universal local tax items. There may be slight differ-
ences in flexible tax rates or regional resource and infra-
structure taxes. In general, citizens do not differentiate lo-
cal tax from national tax. Local tax commonly has different 
tax items and tax rates over different local governments 
in most other countries, but this is not the case in Korea. 
Citizens are not able to compare which local government 
levies less tax or more tax. Under this homogenous local tax 
structure, decentralized taxation does not guarantee the ac-
countability of local governments. 

It is advised that Korea emphasize decentralized expen-

diture more than decentralized taxation. Decentralized ex-
penditure does not hinder local government performance, 
and thus Korean government should continue to promote it 
to resolve imbalances across local governments. 

Local government grant has been fixed at 19.24% of the 
national tax since more than 14 years ago. It is important 
to increase the proportion of local government grant in the 
national tax. In addition, regarding allocation of local gov-
ernment grants, there are criticisms that polices do not re-
gard recent population changes across local governments 
(H. Lee & Seong, 2019). Local government grants should be 
distributed according to population size of a local govern-
ment, and it is also important to identify any redundancies 
granted to gun regions with decreasing population. Lastly, 
it is advised that the proportion of local government grants 
in the national tax should be fixed for si, gun and gu regions, 
respectively. 

This study has examined the relationship between fiscal 
decentralization and local government performance with 
Korean local government data. Preliminary level local gov-
ernments were primarily considered in the analysis because 
they have a greater variety (more than 200 compared to 
17) than local governments of higher levels (metropolitan 
cities and provinces). Moreover, it is appropriate to refrain 
from comparing different levels of governments (prelimi-
nary level - si/gun/gu - and metropolitan cities/provinces 
altogether). In addition, whether the analysis is also ap-
plicable in other countries may be determined only after 
extensive cross-country comparative studies of local gov-
ernment fiscal decentralization and local government per-
formance. Universal and general implications regarding our 
findings are contingent on the availability of universal mea-
sures of local government performance (both quantitative 
and qualitative). As of now, it is not convenient to measure 
and directly compare performances of different local gov-
ernments around the world. The primary reason is that dif-
ferent countries have different decentralization system and 
consequently, public service provided by local governments 
vary across the world. In addition, expectations from cit-
izens may also vary, making satisfaction rates difficult to 
compare in different countries. This manuscript has thus 
focused on Korean local governments, that are based on 
the universal national taxation and decentralization system 
yet with diverse spending structures. However, we expect 
that our implications may provide insights for further re-
search that deals with local governments in different coun-
tries, by comparing them both nationally and internation-
ally. We expect further research on administrative and fiscal 
decentralization system in different countries will enable us 
to conduct analysis that accounts for different systems and 
consequently, obtain generalizable results. 
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Correlation matrix. 

Performance 
Financial 
Independence 
Ratio 

Financial 
Autonomy 
Ratio 

Gross 
expenditure 

Net 
debt 

Local 
Government 
Fiscal 
Balance 

Si Gu ln(GRDP) 

Number 
of 
Public 
Officials 

Population 

Per 
capita 
fiscal 
scale 

Proportion 
of senior 
citizens 

Subjective 
level of 
happiness 

Performance 1.000 

Financial 
Independence 
Ratio 

0.077 1.000 

Financial 
Autonomy 
Ratio 

0.044 0.272 1.000 

Gross 
expenditure 

-0.138 0.504 0.313 1.000 

Net debt -0.093 0.291 0.215 0.302 1.000 

Local 
government 
fiscal balance 

-0.111 -0.220 -0.324 -0.194 -0.040 1.000 

Si -0.127 0.405 0.458 0.513 0.222 -0.193 1.000 

Gu 0.147 0.173 -0.735 -0.255 -0.115 0.252 -0.464 1.000 

ln(GRDP) -0.043 0.762 -0.099 0.535 0.219 0.002 0.315 0.430 1.000 

Number of 
public 
officials 

-0.002 0.589 0.152 0.866 0.280 -0.071 0.437 0.046 0.724 1.000 

Population 0.031 0.653 -0.094 0.716 0.296 -0.007 0.292 0.299 0.799 0.877 1.000 

Per capita 
fiscal scale 

-0.041 -0.605 0.384 -0.221 -0.076 -0.125 -0.209 -0.643 -0.812 -0.464 -0.647 1.000 

Proportion of 
senior 
citizens 

-0.005 -0.740 0.147 -0.354 -0.140 0.011 -0.341 -0.437 -0.798 -0.492 -0.676 0.838 1.000 

Subjective 
level of 
happiness 

0.107 0.146 0.207 0.159 0.042 -0.157 0.030 -0.113 0.049 0.061 0.072 0.048 -0.109 1.000 

Fiscal Decentralization and Local Government Performance: Decentralized Taxation and Expenditure in Korean Local Governments

Journal of Policy Studies 20


	I. Introduction
	II. Theoretical Background
	1. Local Government Finance in the Korean Context
	1) Administrative district system
	2) Local government revenue system

	2. Fiscal Decentralization Performance and Measurement
	1) Conceptualization (Definition) of fiscal decentralization
	2) Effects of fiscal decentralization
	3) Measuring fiscal decentralization

	3. Local Government Performance
	4. Fiscal Decentralization and Local Government Performance

	III. Research Methods
	1. Research Model
	2. Data and Methodology
	3. Variables
	1）Independent Variables
	2) Dependent Variables
	3) Control Variables


	IV. Results
	1. Descriptive Statistics
	2. Regression Analysis: Overall performance
	3. Regression Analysis: Individual public service performances

	V. Conclusion
	Acknowledgements

	References
	Appendix


