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Abstract

Paradox of Fiscal Decentralization Reform in Korea

Lee, Jae Eun

This paper focuses on the paradoxical phenomena in the fiscal decentralization
reform in Korea.

Korean system of local autonomy, disrupted by the military coup in 1961,
was restored in 1991, when voters began to directly elect the local councils.
But the intergovernmental relations in Korea are still criticized as centralized
with devolution of some administrative functions, especially on the fiscal
relations aspects.

Soon after the restoration, local communities demanded the decentralization
reform in intergovernmental relations including the fiscal system. And President
Roh Moo-hyun commenced the decentralizing process of intergovernmental
relations in 2003 with the innovation of central government, which is succeeded
by every president after Roh to the President Moon Jae-in in different degrees
of concerns.

On the results of analyzing the fiscal decentralization policy in the every
presidential adminstration from 2002 to 2022: The more the central government
try to enhance the fiscal capacity of local governments, the more the
degree of dependency on the central government has deepened including
the central intervention mechanism to the local public finance, rather than
improving the fiscal autonomy and accountability.

The discrepancy in the tax revenue raising capability among the regions
is the main factor distorting the redesigning of the local tax system
between central and local government. For example, when introducing the
local consumption tax in 2010, basic principles of local taxation has been

dismissed. Local consumption tax revenue is distributed by the formula on
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the basis of a differential weighting of consumer’s expenditure by regions.
Thus the ratio of outward local tax revenue to the total tax revenue has
increased without tax autonomy and fiscal efficiency & accountability. An
outward appearance is consumption tax, but actually it is just another
fiscal equalization fund distributed by the central authorities. Despite the
fiscal decentralization policy during the last 20 years the degree of fiscal
autonomy has consistently decreased because of the rapid expansion of the
specific subsidies by central (including provincial) authorities. I call this

phenomenon the paradox of decentralization policy.

Keywords: fiscal decentralization, local income tax, local consumption
tax, specific subsidy, local autonomy on expenditure an

revenue, fiscal gap



