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Abstract

A Study on the Impact of
Social Investment Welfare
Expenditure on Fiscal

Soundness

Focusing on Seoul autonomous district

Jeemin Shin
Master of Public Administration
The Graduate School of Public Administration

Seoul National University

This study tried to empirically analyze whether social investment
expenditure can have a significant effect on the soundness of local
finances. Recently, the scale of public welfare expenditure is rapidly
increasing due to populist welfare promises along with COVID-19,
raising concerns about financial deterioration. In particular, as the
proportion of inflexible expenditure that is difficult to reduce once it
increases among welfare items increases, restructuring of welfare
expenditure i1s necessary. Korea’s public social welfare expenditure

ratio is still on the low side among OECD countries, but the rate of
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increase 1s very fast, so it is necessary to prepare for financial
deterioration. The fiscal crisis caused by the increase in welfare
expenditure is also appearing in the local finances. This is because an
aging population and population decline make it difficult for local
governments to secure financial resources and create new financial
demands, and the central government’s welfare programs are leading
to a financial burden on local governments. However, there is an
argument that rather than quantitative adjustment of welfare
expenditure, adjustment of social welfare composition is necessary to
respond to new social risks. In the case of the Nordic countries,
despite their high welfare expenditures, their fiscal soundness was
more stable than that of other countries. Therefore, this study tried
to empirically analyze whether social investment expenditure can have
a significant effect on the soundness of local finances as in the study
at the national level.

Panel analysis using a one-way fixed effect model based on data
from 25 autonomous districts in Seoul from 2011 to 2020 to analyze
the impact of local governments’ social investment expenditure on
fiscal soundness was carried out. The integrated fiscal balance ratio
and the integrated current debt ratio were used as indicators of fiscal
soundness. The expenditures for childcare, family, women, labor,
youth, and job support for the elderly in the social welfare category
were divided by the amount of expenditure for local government. And
the aging rate and population growth rate, per capita local tax burden
and per capita appropriation budget, event/festival expense ratio, and
financial independence were included as control variables.

The results of this study are as follows.

Firstly, it was found that the social investment welfare expenditure

ratio has a significantly positive(+) effect at the 1% significance level
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on the integrated fiscal balance ratio of the autonomous districts of
Seoul. In detail, it was found that expenditures on support for the
underprivileged, childcare, families, and women and youth had a
positive effect on integrated fiscal balance ratio at the 1% significance
level, whereas expenditures on labor and jobs for the elderly had no
effect. Second, the social investment welfare expenditure ratio has
significantly negative effect at the 1% significance level on the
integrated current debt ratio of the autonomous districts of Seoul. In
detail, the results showed that while support for the underprivileged
had an effect of reducing the consolidated current debt ratio at the
196 significance level, spending on childcare, family, women and youth
and labor and senior citizens had no effect. Through these analysis
results, it can be seen that, in the case of the autonomous districts of
Seoul, social investment welfare expenditure 1s meaningful in
improving the fiscal soundness represented by the integrated fiscal
balance ratio and the integrated current debt ratio. Therefore, it is
necessary to expand social investment-type welfare policies by
expanding support for the underprivileged and improving active labor
market policies, childcare, and women’s policies, and improve the
soundness of local finances to create a virtuous cycle of sustainable
welfare and finances.

Meanwhile, in this study, there are limits becuase the scope was
limited to the autonomous districts of Seoul, and education-related
indicators were not included in social investment welfare expenditure
as an independent variable. Moreover it is not possible to analyze the
policy form of social investment welfare expenditure in detail, so it is

necessary to conduct research by supplementing this in the future.

keywords : Social investment welfare expenditure, social
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investment state, local finance, fiscal soundness, panel analysis,
one-way fixed effect model
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