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ABSTRACT

Now that fiscal soundness is increasingly important influenced by the euro
area fiscal crisis, early budget execution has been under the spotlight as a tool
for economy control, other than typical expansionary method, such as
supplementary budget. Basically, early budget execution is a fiscal policy
instrument that reponses to economic fluctuations through modifying the
inter—temporal allocation of fiscal expenditure within budget, without affecting
fiscal soundness., This study empirically examines how effective the inter—
temporal reallocation of fiscal expenditure is in economy control. Using Korea's
Consolidated Fiscal data, the size of inter—temporal reallocation of fiscal
expenditure is defined as changes of fiscal expenditure for one year excluding
seasonal factors and used to explain real economic growth rate, a dependent
variable, The result shows that the macroeconomic effect of the inter—temporal
reallocation turns out meaningful in general, though some policy time lag
exists, Meanwhile, a simulation using macroeconomic model finds that overall
effect on economic growth is not large because increase in fiscal expenditure
allocation at a certain point of time is canceled by the opposite direction within
the same fiscal year., However, the inter—temporal reallocation is found to
reduce volatility of key macroeconomic variables so as to contribute to partially
stabilizing macroeconomy. In particular, such effect of economic stabilization
seems to be highly apparent at the time of financial crisis, but not very

noticeable in normal economic cycle,
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[Figure 1] The Size of Consolidated Budget Expenditure and Its Components
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(Table 1) Supplementary Budget in Korea

Year (bilic')srzzsvon) Source of finance Date
1994 1 348 Farming and fishing villages special tax 7.14
1995 1 1,893 Revenue increase in 1995 1.7
1996 1 861 Revenue increase in 1996 and unused budget in 1995 1,12
1997 1 ABT?2 Revenue decrease in 1997 1.5
oo 1 A1363 Revenue decrease in 1998dizggszlddmonal revenue from SOE 3 25

2 13,894 Treasury bill issuance and surplus of BOK in 1997 9.2
1999 1 809 Surplus of BOK in 1998 4. 27

2 2,738 Revenue increase in 1999 and unused budget in 1998 8. 11
2000 1 2,262 Unused budget and surplus of BOK in 1999 10. 13
2001 1 5,056 Unused budget and surplus of BOK in 2000 9.3

2 1,644 Unused interest payment 1.5
2002 1 4143 Unused budget in 2001 and revenue from SOE (KT) disposal 9. 13
2003 1 4,478 Unused budget in 2002 7. 15

2 3,000 Treasury bill issuance 10. 24
2004 1 2,451 Treasury bill issuance and unused budget in 2003 7. 15
2005 1 4,856 Treasury bill issuance and revenue adjustment 11. 16
2006 1 2,155 Treasury bill issuance and unused budget in 2005 8. 29
2008 1 4,569 Unused budget in 2007 9. 18
2009 1 28,400 Unused budget in 2008 and surplus of fund 4. 29

Hop FAFCRE, AFEA0] Z71E ARE e R o|RolfS dlEste] 7
TRE Z7IEE et & Z71d ASARZEE olF AlAsII olE fleii= |
A Z7o| Faf Amo] ol A FJEYrle ulelsl Way) Qg Eiloa=
e (20122) ] ol 7I4bstel 7o) el Aol APHPEY
goksieh, Ade] AAES A7194d & oE 7HA 2ol ofsf &8 o] WSt
=l ol S F70] WAE Aol upkrRA|o]7] wizolth, wEkA s
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d =

i

Qy7h maEckn B wo] o Aus Ao Busdrh 1w A £4e
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S AAISIIEL? [Figure 210 el vle} gol, 8718 GDP ] AgAE Futs 5
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[Figure 2] Consolidated Budget Expenditure and Supplementary Budget

(trilion won) (% of GDP)
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[Figure 3] Timing Manipulation of Fiscal Expenditure (% against Consolidated Government
Expenditure & Net Lending)
(%)
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[Figure 4] Timing Manipulation of Fiscal Expenditure by Type (% against Consolidated
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(Table 2) Empirical Results Using Timing Manipulation of Fiscal Expenditure

(1) () (3) (4) (5)
o 0.724*** 0.733*** 0.804*** 0.580* 0.619*
(3.086) (3.263) (3.967) (1.994) (2.488)
app 0.346*** 0.343*** 0.373*** 0.410%* 0.422%%*
it (4.218) (4.053) (3.615) (3.456) (2.922)
GDP, -0.087 -0.040
2 (-0.762) (~0.296)
o 0.027 0018 0.015 0.109+ 0.103+
Lt 0.721) (0.391) (0.345) (1.452) (1.458)
e —0.067 -0.073 0.008 ~0.000
Lt (-0.702) (-0.753) (0.094) (~0.004)
o 0.136* 0.131*
12 (1.717) (1.874)
o 0.075+ 0.066
P (1.652) (1.282)

Note: Numbers in parentheses are t—values, *** ** *

Data: 1994, 1Q ~ 2010. 4Q.

indicate significant levels at 1%, 5%, and 10% respectively.

A710471g Sz o s ) ol AR B3} AN TR Slulgt B4
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B2 35t A vEbETh iRk, A
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o= 15% FYeEoA BAZCR &
: Aol A& AEAE F7PF AE GDP AdEC] vA|
£ 3e 2o BYshA eyttt Bxa 9 Aol A&Eo] B4 710 AA A
A& 1.0% s F7ieke A g 2719 244 GDP 4FES 0.1%p A= 37t
B AJsote AR Uehgon, 287] o]$o® vttt Aro] AE GDP AdE AL
AL Sl A= wotu Qi) AREX|EY] Aol i %7101] 217 GDP &S
0.05%p A= S7HAFeH 227 B 387] o|Fok 0.07%p F=o] A& Alrax
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(Table 3) Empirical Results Using Timing Manipulation of Current Expenditure

(1) (2) (3) (4) (5)
o 0,725+ 0,731+ 0.796*+* 0.611** 0,667+
(3.125) (3.297) (3.919) (2.149) (2.722)
P 0.346™* 0,344 0.37 1%+* 0.396™* 0.414%*
! (4.379) (4.244) (3.831) (3.537) (3.053)
-0.079 —0.061
GDP, - .
2 (-0.697) (-0.431)
o 0.029 0.022 0.020 0.103 0.095
2.t (0.627) (0.405) (0.363) (1.273) (1.273)
e -0.058 -0,064 0.001 -0.013
261 (-0.601) (~0.647) (0.009) (~0.118)
e 0.124+ 0.117+
2,t—2 (1.512) (1.610)
o 0.049 0.035
S -3 (0.966) (0.568)

Notk: Numbers in parentheses are t-values. *** ** * indicate significant levels at 1%, 5%, and 10% respectively.
Daia: 1994. 1Q ~ 2010. 4Q.

(Table 4) Empirical Results Using Timing Manipulation of Subsidy and Transfer

(1) (2 (3) (4) (5)
c 0.699*** 0,697+ 0.724%* 0.623** 0.641%*
(3.101) (3.017) (3.276) (2.386) (2.665)
cop 0.368*** 0.369%* 0.380%** 0.365™* 0.374%*
o (4.886) (4.704) (4.306) (4.857) (4.061)
-0.033 -0.023
GDP, - .
-2 (-0.313) (~0.195)
I 0.062+ 0.062+ 0.060+ 0.145%* 0.143**
3t (1.640) (1.599) (1.566) (2.235) (2.400)
e ~0.006 ~0,008 0.041 0.038
B.t-1 (-0.163) (-0.216) (0.894) (0.819)
o 0.129* 0.128"*
3.0—2 (1.972) (2.023)
o 0.044 0.042
3.0—3 (0.985) (0.947)

Note: Numbers in parentheses are t-values. *** ** * indicate significant levels at 1%, 5%, and 10% respectively.
Data: 1994, 1Q ~ 2010. 4Q.
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(Table 5) Empirical Results Using Timing Manipulation of Capital Expenditure

(1) (2) (3) (4) (5)
c 0.732%** 0,744 0.809*** 0.626** 0.607**
(3.043) (3.083) (3.615) (2.442) (2.464)
app 0.339%* 0,332 0.358"** 0.376™* 0.370***
et (3.784) (3.382) (3.106) (3.893) (3.356)
GDP -0.079 0.021
2 (=0.793) (0.209)
o 0.006%* -0.004 ~0.005 0.049+ 0.051*
4t (0.207) (-0.173) (=0.243) (1.479) (1.722)
e -0.030 -0.033 0.019 0.021
4t (-0.724) (-0.769) (0.552) (0.535)
i 0.070%* 0.071**
T2 (2.279) (2.464)
e 0.072** 0.074**
L3 (2.385) (2.373)

Note: Numbers in parentheses are t-values. *** ** * indicate significant levels at 1%, 5%, and 10% respectively.
Data: 1994, 1Q ~ 2010. 4Q.
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o Ao =o2RE A 7F AdulE 242 A7)0l felgt F= vAu AR
= IS 4 AT b & doAs AXNAFEE = ARESte], SEuet

o] IAAE W Al o] 244 H 0] A7 HES =0l Hl dutE 7]oskie
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FYsicta 7ok Aot &2 AYAARMY 3=, Auerbach and Gorodnichenko
(2012)9] AtollA] HolE miel o], A7s7IeF A7k 7ol wet vt A el 2
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(Table 6) Fiscal Multiplier of Fiscal Expenditure, 1% of GDP

(Unit: %p)
) . Current
GDP Consumption E ClUlTSiY Qonstructlon CPI account/
investment investment
GDP
1st quarter 0.56 0.54 1.34 0.31 -0.02 -0.21
2nd quarter 0.23 0.56 1.11 0.31 0.01 -0.20
3rd quarter 0.18 0.44 0.89 0.30 0.07 -0.16
4th quarter 0.12 0.29 0.65 0.29 0.10 -0.11
5th quarter 0.08 0.18 0.43 0.27 0.12 -0.08
6th quarter 0.04 0.10 0.23 0.25 0.15 -0.05
7th quarter 0.01 0.04 0.06 0.23 0.16 —-0.03
8th quarter 0.00 0.01 -0.06 0.21 0.17 —0.01
[Figure 5] Effects of Timing Manipulation of Fiscal Spending on GDP
(g—to—q. %) (a—to—q. %)
6.0 15
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[Figure 6] Effects of Timing Manipulation of Fiscal Spending on Consumption

B\ OO _1_ OO
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[Figure 7] Effects of Timing Manipulation of Fiscal Spending on Equipment Investment
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[Figure 8] Effects of Timing Manipulation of Fiscal Spending on Construction Investment
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(Table 7) Coefficient of Mean—Deviation of Macroeconomic Variables

Real GDP Consumption Equipment Construction
investment investment
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[Appendix Figure 1] Basic Components of Macro—econometric Model
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[Appendix Figure 2] Basic Framework of Macro—econometric Model
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log(CP,) = 0.029+0.97510g(CP, _ | ) —0.264log(CP, _,)

(0.41) (0.13) (0.10)
+0.277log( GNVI, 7(G&TX’) )—0.003(CDR, — INF_CPIL)
SRS S T pGpr /100) ) T R, — INF_CPY,
(0.09) (0.00)
R?=0.990 S.E. of regression=0.019
Adj.R*= 0.989 Durbin—Watson stat=2,109

e

(0.21) (0.02)
R?=0.871 S.E. of regression=0.068
Adj.R* = 0.869 Durbin—Watson stat=1.415

® 4uss

log(ZFM;) = —2.516+0.70310g(ZFM, _ )
(0.63) (0.04)

—0.010(CDR, — INF_CPI ,)+1.1461log(CUTIL,)

(0.00) (0.15)
0.0251 (—E‘OAP"
FO0lsl Benp 100
(0.02)
R?=0.942 S.E. of regression=0.052
Adj.R*= 0.939 Durbin—Watson stat=1.129
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log(ZFC}) = 0.415+0.8811og(IFC, _,) —0.003(CDR, — INF_DF )
(0.47) (0.04) (0.00)
+0.1681og( CUTIL, ) +0.00910g( CECAP , ) —0.003SEAS5(2)
el08 t Lulo8 (PGDP/100)"
(0.07) (0.01) (0.01)
+0.007SEAS(3) — 0.00LSEAS(4)
(0.01) (0.01)
R?=0.933 S.E. of regression=0.025
Adj.R?= 0.924 Durbin—Watson stat=1.771
() o2 £te 9ol
® FErE
log(XG,) = —0.17840.79110g(XG, _,)+0.191l0g(XG, _,)
(0.23) (0.11) (0.11)
+0.07710g(REER, ) +0.010 FGDP, +0.032 AFGDF,
(0.05) (0.00) (0.01)
R?=0.997 S.E. of regression=0.032
Adj. R? = 0.997 Durbin—Watson stat=2.12
() o2 s 9ol
® &Y
log(MG,) = —4.39340.502l0g(MG, _ | ) —0.09810g(MG, _,)
(0.66) (0.11) (0.08)
+1.009l0g(GDP,) —0.29910g (REER, )
(0.11) (0.04)
R?=0.991 S.E. of regression=0.037
Adj. R? = 0.991 Durbin—Watson stat=1.384
() o2 e 9|
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GDP,
Cull= 0127+ 1.111CALL, _, —0.164CALL, _, + 14.204log(

t—1
GDP hp ,
(0.19) (0.11)

(0.09) (5.82)
+ 0.537[NF7DFt
(4.56)
R?=0.980 S.E. of regression=0.710
Adj.R? = 0.977 Durbin—Watson stat=1.989
() 2 ke 9ol

C}. o1Z2 0| HHEAl(Phillips curve)

INF_DF=—0.102+0.001DUM98 QL + 0.853 INF_DF ,_, +0.195NF_DF, _,
(0.28) (0.51) (0.08)

(0.11)
+0.027NF_DF, 76 NF_DF, 13.2331og( GDF; )
0.027NF'_ -3 0.076. _ t—4 3.233 0g m
(0.10)

(16.48)
GDF,_,
+ 37.128log(——==————) 4+ 0.006 D(KXOR) + 1.586 SPIKES3 Q1
GDP _hp,
(17.16)

(0.00) (2.80)
+ 3.793SPIKEST Q4 — 2.654SPIKEI0 Q4 — 1.742SPIKEII QL
(2.80) (2.81) (2.92)
+3.146SPIKE99 Q2 + 4.621SPIKE9 Q3
(2.90) (2.86)
R?=0.892 S.E. of regression=2.767
Adj.R? = 0.882 Durbin—Watson stat=1.951
() o2 £ 9|
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{Appendix Table 1) Variable Composition of Macro—econometric Model

\’:‘:rrig;:sf Description of each variable \’:‘:rrig;:sf Description of each variable
CG Real government consumption INF_CPI | CPI inflation rate
CP Real private consumption INF_DF | GDP deflator inflation rate
GE_CU | Current expenditure KOR |Base exchange rate (KRW/USD)
GE_CAP | Capital expenditure MG Real imports of goods
GR_TX |Tax revenue MS Real imports of services
CALL |Call rate PGDP | GDP deflator
CDR |CD interest rate (%) REER |Real Effective Exchange Rate
CUTIL | Manufacturing operation ratio index SEAS | Seasonal dummy
FGDP | Foreign GDP SPIKE | Quarterly dummy
GDP  |Real GDP XGSA | Seasonally adjusted real exports of goods
GNI Gross National Income XSSA | Seasonally adjusted real exports of services
IFC Real construction investment YCB Yield on corporate bonds
IFM Real equipment investment
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