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ABSTRACT

A Study on the Determinants of transferring expenditure to public agencies in
Local Public Services:

The purpose of this study is to identify Determinants of transferring
expenditure to public agencies in Local Public Services. The method of
Transferring expenditure to public agencies plays an important role in the
process of supplying public services to local governments, The proportion of
the total expenditure budget continues to increase. Research on
contracting—-out has been actively conducted. However, despite its importance,
research on transferring expenditure to public agencies has not been
sufficiently conducted. Based on this awareness of the problem, this study
reviewed the theoretical, institutional, and cultural background of the reason
for the increase in the size of the local government’s transferring expenditure
to public agencies. The theoretical background is summarized as follows. The
new public management theory was introduced to reduce the function of the
government, and competitive management techniques of the market were
introduced to local governments, and contracting—out has been used as a
major means. However, transaction costs were additionally incurred due to
the characteristics of public services in the process of contracting—out.
Transaction costs incurred in the transaction process exceeded the effect of
reducing production costs obtained through the introduction of private
techniques. Local governments have an incentive to supply services through
affiliated public institutions in order to minimize transaction costs that may
occur in the process of contracting—out. The institutional background is
summarized as follows. The amount and type of services that local
governments must supply continue to increase, but the organizations and

manpower In charge of supplying public services cannot be easily increased
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due to institutional constraints. Therefore, local governments consider external
consignment of the production and supply of public services. At this time,
sufficient institutional restrictions are applied to the contracting-out but the
local government’s transferring expenditure to public agencies is not
sufficiently restricted in advance and after, making it an institutional means
of avoidance for local governments. The cultural background is summarized
as follows. Most developing countries introduced the bureaucracy used by
colonial powers as it was, but the evils of the bureaucracy occurred in the
process of stabilizing society. As an answer to bureaucratic inefficiency,
market management techniques, which were successful in the United States
and some European countries at the time, were introduced but were rapidly
introduced on the condition of financial aid without considering cultural
differences. As a result, the supply of services through public institutions
increases along with the failure of market management techniques. In this
study, a model for private consignment factors, institutional factors, population
change factors, political factors, and financial factors was established to
examine the factors affecting the increase in the size of the local
government’s transferring expenditure to public agencies.

For empirical analysis, data from 16 local governments were collected for 14
years from 2008 to 2021, excluding Sejong City, and panel regression analysis
was conducted on the probability effect model and the fixed effect model. As
a result of empirical analysis, first, the size of the local government’s
transferring expenditure to public agencies had a statistically significant
negative () relationship with the contracting—out. This means that the local
government’s transferring expenditure to public agencies can be considered as
an alternative to contracting—out. Second, the revision of the 'Local Finance
law; and the introduction of the law on the Operation of ILocal
Government-Invested and Contributed Institutions; had a  statistically

significant positive (+) relationship with the size of the local government’s
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transferring expenditure to public agencies. These results mean that
institutional factors can affect the size of the local government’s transferring
expenditure to public agencies. In addition, the interaction variables between
the introduction of the system and the size of contracting—out were not
independent of each other due to the statistically significant negative (-)
relationship with the size of the local government’s transferring expenditure.
This means that institutional factors can affect the alternative relationship
between the local government’s transferring expenditure to public agencies
and contracting—out. Third, in previous studies, the population change, politics,
and financial factors that influenced the decision of local governments to
entrust to the contracting—out were not statistically significant with the size
of the the local government’s transferring expenditure to public agencies. This
means that the increase in the size of the local government’s transferring
expenditure to public agencies is not limited to specific local governments, but
1s a general phenomenon for all local governments. This study presents the
results of an empirical analysis that local governments can select the local
government’s transferring expenditure to public agencies in place of
contracting—-out. Problems that may arise in contracting-out of local
governments may also arise the local government’s transferring expenditure to
public agencies. However, compared to institutional constraints on
contracting—out, institutional constraints on the local government’s transferring
expenditure to public agencies are not sufficient, suggesting that restrictions
on the local government’s transferring expenditure to public agencies should

be strengthened in the future.

KEYWORD : the local government’s transferring expenditure to public

agencies, new public management theory, contracting—out, budget theory,

transaction cost budget theory
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