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Education Finance

7-1 Characteristics of Korean Education Finance

Hello, everyone. Welcome to “The Korean Economy and School Education.” My name
is Go Sun. We will talk about Korean education finance compared to other countries.

Sufficient financial investment is the key to promoting school education. Korea has
invested a part of internal tax revenues in elementary and secondary education
finances. However, the system linked to internal tax burdens the country with a
growing investment in education finance amid the shrinking school-age population.

The level of a country's education finance can be measured by per-capita education
spending or how much is spent per student on school education. Korean formal
education in elementary, middle and high school is «called public education to
differentiate from cram schooling and private tutoring.

In this regard, public education spending refers to the total expenditure for formal
school education. As it is the total amount of money spent on public education, all
kinds of expenditures based on various resources are included in the sum. It involves
not only government tax revenues for each school system but also parents’ tuition
expenses and private-sector contributions.

This table shows the per-student vyearly expenditure for each formal school
education based on the 2020 OECD education indicators. Data are calculated in the
U.S. dollar on a purchasing power parity (PPP) basis. Korea's per-student costs of
elementary and secondary education are way higher than the OECD averages.
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Korea spent 11,702 dollars a year on elementary education, way higher than the
OECD average of 9,090 dollars and the average of 9,269 dollars spent by 23 EU
member states as part of the OECD. Likewise, Korean secondary education spent
13,579 dollars per student annually, exceeding the OECD's 10,547 dollars and the
EU23's 10,786 dollars.

Luxembourg had the highest per-student education cost as per the OECD indicators.
Korean elementary and secondary systems spent way less per student than
Luxembourg.

Unlike elementary and secondary education, higher education in Korea recorded a
smaller expenditure for public education per student than in other countries. The
nation's per-student expenditure for higher school education is 8,400 dollars, lower
than both the OECD's 11,234 dollars and the EU23's 11,339 dollars. Some critics
reference these data to argue that Korean higher education is regrettably underfunded
while the lower-level systems receive excessive investment.

However, there is one thing to note here. As mentioned regarding Korean higher
education, it ranks high globally in terms of higher school enrollment. It even stands
out compared to these European countries. However, all school age children receive
elementary and secondary education in most OECD member states including Korea,
making it easy to compare per-capita education spending.

By contrast, there is a huge gap in the share of people receiving higher education
in their age groups among countries. It requires attention before the numbers are put
in comparison. In some less-developed countries, elementary and secondary education is
not commonly available. They occasionally show a way greater expenditure for formal
school education per student compared to advanced nations. After all, elementary and
secondary education in these countries is exclusive to only the elite.
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Another indicator often used to compare international education finances is
government spending on education expressed as a percentage of gross domestic
product (GDP), meaning the share of total expenditure for formal school education.
Compared to Korea's GDP, 1.5% and 2% are spent on elementary and secondary
education, respectively. The figures are similar to the OECD's average levels of 1.5%
and 1.9%, respectively.

Despite similar levels of investment made relative to GDP among some countries, a
lower rate of school age students compared to the total national population can
translate into a larger per-student expenditure. Israel has the highest rate of 2.5% in
terms of government expenditure for elementary school education compared to its
GDP. New Zealand ranks the highest with 2.7% of its GDP allocated to secondary
education.

Korea's total expenditure for higher education accounts for 1.2% relative to its GDP,
higher than the OECD average of 1% and the EU23 average of 0.9%. In other words,
Korea makes a heavier investment in higher education than in other countries of its
economic size. However, it records a smaller per-capita expenditure due to the larger
number of students.

Let's see the rate of school education spending out of the government's total
expenditure. Korea spends 4.6% and 5.6% of the government's yearly expenditure on
elementary and secondary school students, respectively. Each of them is 1.2%p higher
than the OECD average numbers, and also outweighs the EU23's average.

Although Korea is behind Israel and Chile, it appears to allocate a lot of government
money to elementary and secondary school education. The country's education finance
system requires a share of tax revenues to be used for elementary and secondary
education. We will discuss more details later.
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However, less money is allocated to higher education in the government's yearly
expenditure plan. It only takes up 0.8%, way lower than those for the lower-level
schools, and is even down from the average of 1% of the OECD and the EU23. This is
often used to maintain that Korea is not a large investor in higher education. However,
it should be noted that private education organizations play a huge part in Korean
higher education.

Let's take a closer look at financial data on higher education. Based on the 2020
OECD education indicators, this graph illustrates the percentages of private funds,
government spending and funding transferred to the private sector from the
government such as scholarships.

Countries are listed in descending order of the rate of public-to-private transfers.
Fourth from the left, public-to-private transfers take up 16% of Korea's total higher
education expenditure. It is associated with the expansion of government scholarship
programs alongside half-price tuition plans.

Relatively, Korea's private expenditure, shown in deep red color, is high globally. As
of 2020, private expenditure accounted for 45.7% of the total expenditure for higher
education in Korea. It mainly involves college tuition fees. Korea is among the countries
with the highest rates of private spending in the total expenditure for higher education
along with Britain, Australia and Chile.

By comparison, most European nations show a considerably low rate of private
expenditure for higher education. National and public universities in these countries
provide education to students at an affordable price or free of charge. Here are the
differences. First, Korean private education organizations play a big role in higher
education. Secondly, a higher percentage of Korean students go to college than in
European nations.
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College tuition fees also show how the Korean finance system works in higher
education. Look at the average or normal amount of vyearly tuition for full-time
domestic students in each country. The unit is the U.S. dollar converted on a PPP
basis. The circles indicate yearly tuition for national and public universities, and the
triangles are for private universities.

Korean students or their parents pay a considerable amount of tuition to national
and public universities. Given that these universities are free in many European
countries, private expenditure is too big a burden in Korea.

Likewise, private universities in Korea are way more expensive than in other nations.
As such, Korea has a relatively large private expenditure on higher education.

Next, let me discuss education expenditure for preschoolers. Korea shows a relatively
low share of expenditure for preschool education compared to its GDP. It is only 0.5%,
way below both the OECD and EU23 averages. Korea's per-capita yearly expenditure for
preschool education is 7,547 dollars, considerably lower than those of other countries.

The size of transfers of funds among different governmental levels also
characterizes Korean education finance. The central government contributes to initial
resources, and they are transferred in various forms of distribution for regional and
local governments to manage and execute the funds.

The Korean government grants city and provincial offices of education a given
portion of internal tax revenues, ak.a. local education subsidies. They are used for
elementary and secondary school programs. In turn, the intergovernmental transfer of
finances considerably decreases the central government's share, and thus raises the
portions of local governments.
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Slovakia, Lithuania and Poland have an education finance system similar to that of
Korea. Among them, Korea transfers the largest share of finances from the central to
the local governments.

We have looked at the current status and characteristics of Korean education
finance. Korea is one of the countries with large-scale finances spent on elementary
and secondary education per student. Likewise, a high percentage of government
spending goes to these education systems. Despite the rapidly shrinking population of
school age, the scale of finances allocated to elementary and secondary education is
invariably fixed, not keeping up with the shift.

Korea's per-capita spending on higher education is not so large compared to other
countries. In addition, private expenditure holds a large share of the higher education
system. After all, private schools prevail. Even national and public universities charge
students relatively large tuition.

Many government subsidies are supplied to address issues regarding large private
expenditures. Added to this, the Korean education finance system is characterized by
high enrollment rates for higher education and enrolled undergraduates outnumbering
the school age population.

Lastly, the central government secures finances for elementary and secondary
education and transfers them to the local governments where these financial resources
are put to actual use. Next time, we will discuss the history of the Korean-specific
system for education finance. Thank you.
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7-2 History of the Education Finance System

Hello, everyone. Previously, we looked at the status and characteristics of Korean
education finance. This lecture will talk about the shifts in Korean education finance
made from the Japanese colonial period through until today.

Schools of each level were first designed to be financed by local taxes paid by
residents and tuition fees from students. However, it was not enough for school
education. The government decided to supply them with subsidies.

Many public school finances were allocated to public schools during the Japanese
colonial period. The colonial government ran the Local School Board, an advisory body
to manage school expenses in each district. In large cities, called Bu, the Special
Economy Ministry was founded in December 1930 to run elementary education. Grade
schools for Japanese nationals and those for Korean people were run by the
Department 1 of the Bu Special Economy Ministry and the Department 2 of the Bu
Special Economy Ministry, respectively.

Sources of education finance under Japanese rule included charges, usage fees,
subsidies, donations and property revenues. Local residents paid charges, a form of
local taxes. There were house-rates levied additionally on households. Usage fees were
paid by students and parents in tuition.

Starting from the colonial era, all public schools charged students tuition fees. Even
after liberation, this system was in place until free education was first introduced.
Subsidies were provided by the central government through prefecture authorities.
Donations were provided by local residents to build schools. Added to this, property
revenues were put to use. Education finances covered teachers’' payrolls, school
operating costs and installation costs for new schools under Japanese rule.

32

AR &>
RAT S

wmo S D e

an




%@Métﬂﬂm
£t

Sy

SEOUL NATIONAL UNIVERSITY

ald

\

J

&

gngmt=
T = M

&

M A

After liberation, the U.S. military government enacted the local tax act to ensure
school board expenses were covered by collecting a surtax on household tax. A
considerable share of land tax revenues, as part of national taxes, was still allocated to
elementary education.

As per the Joseon land tax ordinance declared in 1948, 90% of land tax revenues
collected in each Bu, Eup and Myeon area were used for elementary schools. That is,
land tax revenues, although it was a national tax, were returned to local communities
as a subsidy. After the establishment of the Republic of Korea, the government
created an earmarked tax for elementary education. This earmarked tax for elementary
education, a local tax, added a special levy to the existing surtax on household tax.

When the Land Income Tax Law was enacted in 1951, only non-farm households
became subject to the surtax on household tax, which was previously collected as part
of the earmarked tax for elementary education. Farms were subject to the type 1 land
income tax, a national tax paid in kind. Some of its revenues were given to local areas.
However, most distributed revenues were used for compulsory elementary education in
local communities.

In 1958, the government earmarked the education tax. The government removed the
surtax on household tax and the special levy. Instead, it collected 3-15% of property
income, dividend income, business income, labor income, transfer income, miscellaneous
income and corporate retained earnings.

When the tax threshold of the education tax, a national tax, was not exceeded, the
local education tax was separately charged. The local education tax rate was 2% of
labor income and 5% of the rest of the income. After the education tax was abolished
in 1961, it was revived in 1981 and started being collected the following year.
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The Compulsory Education Financial Subsidy Act was introduced in 1958. Around
that time, elementary education was implemented at the level of school districts in
Korea. However, school districts had different levels of finances. Many fell short of
resources for compulsory education. That is where the compulsory education financial
subsidy system came in to supply national funds to each school district to ensure
compulsory education. There were two types of compulsory education financial
subsidies: general and special grants.

General grants cover basic school operating expenses including elementary school
teachers’ payrolls. To calculate general grants, the reference amount of financial
revenues was subtracted from the reference amount of financial demands, which was
determined by the number of students and other factors.

Special grants were designed to handle financial demands not fulfiled by general
grants as well as special demands arising from natural disasters and accidents. Out of
the reference amount of financial demands minus the basic wage, around 30% went to
special grants. Compulsory education financial subsidies were left in force by 1971.
However, they were integrated into the local education subsidy system in the following
year.

In December 1963, the Grants for Local Education Act was enacted to increase
finances to keep up with the expansion of secondary education. The government
granted transfers to make secondary school teachers' payrolls in underfunded cities
and provinces.

The system for grants for local education also consisted of two grant types: general
grants and special grants. General grants were calculated as 40% of admission tax
amounts and 42% of liquor tax amounts of unrefined rice wine and medicinal wine as
of the current year. These grants were provided to cities and provinces to cover a gap
from the reference amount of financial demands of each year.
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Special grants were calculated as 10% of the total amount of general grants, and
distributed in case of any special financial needs. This system was integrated as part
of the Local Education Subsidy Act in 1972.

Enacted in December 1971, the Local Education Subsidy Act integrated the two
financial systems separately run for elementary and secondary school education. With
compulsory education financial subsidies and grants for local education abolished, a
system was first set up to assign a part of internal tax revenues to provide local
education subsidies.

Out of internal tax revenues, 11.8% went to general grants, and special grants were
calculated as 10% of general grants, which thus amounted to 1.18% of internal tax
revenues. With the two grants adding up to 12.98% of internal tax revenues, these
financial resources were distributed to city and provincial authorities to help operate
elementary and secondary education.

However, the Emergency Decree on Economic Stabilization and Growth, a.k.a. “August
3 Special Measure,” was introduced in 1973, just one year after the introduction of the
system. Subsequently, the subsidy rate of 12.98% of internal tax revenues lost its legal
force. The subsidies were also cut down.

A provision was revived in 1982 to allocate 11.8% of internal tax revenues to
general grants. However, special grants were not calculated as a certain share of
internal tax revenues but were earmarked as part of a national budget plan.

The education tax also came back in 1982. At first, it was designed as a temporary
earmarked tax for five years. Afterward, it was extended longer and changed to a
permanent tax. Taxation subjects, originally designed with the establishment of the
education tax, included items subject to separate taxation such as interest income,
dividend income, liquor tax income, tobacco sale income and financial and insurance

revenues.
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When the tobacco consumption tax was introduced as a local tax in 1989, tobacco
sale revenues were excluded from taxation subjects of the education tax. Instead, 30%
of tobacco consumption tax revenues had to be transferred from the general accounts
of Seoul and Metropolitan Cities to special education budget accounts. Education tax
revenues were used as sources of general grants.

The special account for the improvement of the educational environment was
temporarily in place for three years from 1990 to 1992. The aim was to tackle
outdated facilities in elementary, middle, high and special schools and expand teachers’
convenience facilities.

The government used the transfer of education tax revenues from general accounts
to secure 370 billion won vyearly, adding up to 1.11 trillion won for three years. It
helped improve teachers’ rooms and resting facilities, purchase desks and chairs in
classrooms and upgrade school heating systems as well as restrooms. However, the
amount transferred from general accounts was cut back due to the change in the
education finance system around the end of 1990 when the special account was first
put in force. Thus, yearly project costs were fully covered by resources of grants in
1991 and 1992.

As the special account for the improvement of the educational environment gained a
positive response, it was revived in 1996 for the following five years. The program
budgeted 400 billion won in the first year of 1996, after which 700 billion won was
planned yearly for the rest of the period. Sources of the funds came from education
tax revenues, general account transfer amounts and other revenues. The budget was
spent improving school facilities and replacing desks and chairs.
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The Education Tax Act was revised in December 1990. Subsequently, the education
tax was turned from a temporary earmarked tax into a permanent tax. Taxable
subjects included revenues of financial and insurance business entities as well as
amounts of special consumption tax and liquor tax, both of which were part of national
taxes. The education tax was a national tax assessed on national tax amounts and
partly on local taxes. In 1996, the amounts of traffic tax and tobacco consumption tax
became taxable.

In 1991, education tax revenues were included in special accounts for transfer for
local education, being distributed based on the population of each city and province.
Revenues of transfer for local education were reflected in the reference amount of
financial revenues. Thus, subsidies were reduced by the corresponding amount of
transfer for local education. As a result, little difference was made. The system for
transfer for local education was removed in 2004. Afterwards, education tax amounts
were integrated into general grants.

In 2001, the education tax, previously added to local taxes, was changed to the
local education tax. Revenues of the new tax were used for local education finances in
the form of legal subsidies from each Metropolitan City and province to their regional
education offices.

The local education subsidy system was adjusted according to the revision of related
law in December 1990. Education tax revenues were included in the transfer for local
education. Sources of grants were calculated as the sum of 11.8% of internal tax
revenues and salaries of teachers in elementary schools, which are compulsory
educational institutions. General grants were assessed based on ten-elevenths of 11.8%
of internal tax and salaries of teachers in compulsory education institutions.
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The cost sharing of local governments was prescribed by law as well. Costs and
expenses for education and academic sciences in each city and province were covered
by their own special accounts for education.

As for salaries of teachers in public middle and high schools, amounts transferred
from general accounts covered the total sum in Seoul. Half the amount was funded in
Busan. Also, it was stipulated that 30% of tobacco consumption tax, a local tax, was
transferred to special accounts for education in Seoul and Metropolitan Cities. As a
result, the percentage increased to 45% in 1994,

Some changes were made to the local education subsidy system later in 2004 as
well. Salaries of teachers in compulsory educational institutions were excluded from
general grant sources. Instead of removing a system to distribute an increased subsidy
in case of special needs, the government raised subsidy rates applicable to internal tax.

That is, teachers’ salaries and the distribution of increased subsidies were integrated
as part of general grants which are calculated as a certain share of internal tax. As
said before, the system for transfer for local education was abolished. Education tax
revenues became part of the sources of subsidies. Also, a system was scrapped where
a given percentage was transferred to help cover secondary school teachers’ payrolls in
cities and provinces. Instead, the amounts in question were integrated by raising the
rates of transfer amounts of city and province taxes.

Previously, Seoul transferred 100% of secondary school teachers’ salaries from
general accounts. In Busan, 50% was transferred. For Incheon, Daegu, Gwangju,
Daejeon, Ulsan and Gyeonggi Province, the percentage was 10%. Apart from this, all
cities and provinces transferred 3.6% of revenues of city and province tax to the
special accounts for education. Although the transfer system for secondary school
teachers' salaries was removed, the transfer rate from city and province taxes was
increased to 10% in Seoul and 5% in Metropolitan Cities and Gyeonggi Province.
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After the 2000s, legal subsidy rates of internal tax constantly increased. From the
establishment of the local education subsidy system until 2000, 11.8% of internal tax
was distributed to local education subsidies. The subsidy rate of 13% increased in
2001 due to the previous year's revised law, making another increase to 19.4% when
teachers’ salaries in compulsory education institutions and increased subsidies were
integrated into general grants in 2005.

In 2008 when subsidies were supplied for tuition fees of kindergartens and
after-school classes in elementary school, the subsidy rate was adjusted upward to
20%. The subsidy rate was increased to 20.27% on the grounds that internal taxes
were reduced because 5% of value-added taxes were shifted to local consumption
taxes in 2010. In 2014, the local consumption tax rate was increased to 11% of
value-added tax. There was a subsequent reduction in internal tax and subsidies.

In 2019, the local consumption tax rate was increased to 15% of value-added tax,
and the subsidy rate for internal tax rose to 20.46%. In 2020, the local consumption
tax rate rose to 21% of the value-added tax. In addition, the rate for firefighting
safety subsidies was increased from 20% to 45% of individual consumption tax
amounts for tobacco. Thus, the subsidy rate for the internal tax was increased to
20.79%.

Private secondary schools play a key role in Korean formal education. That is why
the government gives them a substantial scale of financial support. As entrance
examinations were removed in private middle schools, students were assigned to
schools within their school districts without the division of public and private schools.
This lessened the gap in tuition fees between public and private schools. In response,
the government started helping them cover personnel and operating expenses.
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In 1977, the government first provided private schools with grants to cover the
financial deficiency. Some financial revenues were deducted from financial demands
calculated based on public schools. Likewise, tuition fees in public and private schools
were almost leveled out due to the high school standardization policy.

Added to this, subsidies were also supplied to private schools to cover facility costs.
These subsidies were first provided to private middle schools in 1984. The special
account for the improvement of the educational environment, in place from 1990 to
1992 and from 1996 to 2000, also supported private schools.

We have discussed how the education finance system changed from the Japanese
colonial era up to date. Under Japanese rule, an education finance system was set up
to rely on local taxes, central government subsidies and student-paid tuition fees. After
liberation, the country sought free compulsory education for a wider range of citizens
by removing tuition fees. However, more than local tax revenues were needed.
Afterwards, the Korean education finance system received growing financial support
from the central government.

In 1958, the government implemented compulsory education financial subsidies. Local
education subsidies integrated finances for elementary and secondary schools in 1972.
The legal subsidy rate for internal tax, originally at 11.8%, rose to 20.79% in 2020.

When the division between public and private secondary schools was removed to
allow students to be assigned to schools in each school district, the tuition fees of
private schools became similar to those of public schools. After then, the government
supplied financial support to private schools to address financial deficiencies arising
from shortfalls in financial revenues compared to financial needs. Next time, we will
talk about the current education finance system. Thank you.
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7-3 Current Trends of the Education Finance

Hello, everyone. Previously, we discussed the changes in the Korean education
finance system from the Japanese colonial era up to date. This lecture will look into
the current education finance system in Korea and related issues. Let's start with the
scale of the government's education budget.

The Ministry of Education is in charge of educational affairs in Korea. The education
ministry’s budget trends illustrate how the scale of government education spending has
changed. Korea's education budget grew gradually from around 75 trillion won in 2019.
As of 2022, the main budget is 9 billion won and over 100 trillion won is allocated to
a supplementary budget. As local education subsidies have increased, the scale of the
education budget has also grown.

As discussed previously, the main source of local education subsidies is calculated
based on 20.79% of internal tax revenues. Significant rises in these tax revenues
automatically drove up local education subsidies. Local subsidies, worth 55 trillion won
in 2019, have been increased to 76 trillion won in the 2022 supplementary budget
plan. They occupy three-fourths of the education budget.

Local education subsidies are the main source of the local education finance system.
Korea divides local autonomy and local education autonomy. Likewise, the local finance
and local education systems are separated from each other.

This diagram shows how local education finance works in Korea. Education offices in
cities and provinces are at the helm of local education finance. Revenues of these local
education authorities come from local education subsidies and national fund grants
from the central government.
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Legal transfer amounts to city and provincial education offices are transferred out
from cities and provinces. The amounts from cities and provinces come from local
education taxes, some portions of tobacco consumption tax and city and province
taxes. Cities and provinces run by metropolitan municipalities and other areas such as
cities, counties and districts under basic local governments receive subsidies and grants
from the central government other than their independent revenues. Cities and
provinces provide grants-in-aid for adjustment and subsidies to cities/counties/districts
under their jurisdictions. This flow chart sums up all the details here.

Here is how it works based on the 2022 main budget plan. National income
revenues amounted to 328.6 trillion won. The central government's budget totaled
607.7 trillion won including non-tax revenues and fund revenues. Local education
subsidies are worth 68.9 trillion won including the special account transfer amount of
3.8 trillion won for preschool education support. Other than this, the central
government gave an education subsidy of 700 billion won to autonomous education
authorities.

Local governments base their budget on local tax revenues, non-tax revenues, local
government bonds and conservation revenues as well as government-provided grants
and subsidies. Out of their budget, 15.4 trillion won is a non-legal transfer amount to
local education finance.

Legal amounts of transfer are legally binding. Non-legal amounts of transfer are not
a legal obligation but are allocated to support projects based on local governments'
policy needs or in consultation with related education offices. Education finance support
from local governments or local autonomous authorities serves as subsidies for
education expenses for some schools.
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Local education finance is backed up by not only the central government's local
education subsidies, grants and amounts transferred from local autonomous authorities,
but also their independent revenues. All of this adds up to the total budget of local
education finance. As per the 2022 budget plan, it originally amounted to 82.7 trillion
won.

The rapidly increasing scale of local education finance is led mainly by the increases
in local education subsidies. The blue bars show how local education subsidies have
scaled up. The subsidy was around 40 trillion won from 2013 to 2015. However, it
sharply rose to 60 trillion won between 2016 and 2019. With internal tax revenues cut
down amid the COVID-19 pandemic, the total sum was reduced in 2020. Since then,
internal tax revenues have expanded sharply, making the subsidy add up to 80 trillion
won in 2022.

However, the school age population shrank over the same period. In turn, the level
of local education subsidies per student increased markedly. The orange line shows the
downward trends in students on local education subsidies while the gray one
demonstrates that the per-student amount of local education subsidies has risen
quickly.

Given this, there is a lively discussion about reforming the local education finance
system nationwide. As local education subsidies are in sync with internal tax, there is
little change in the share of local education finance in national finance. After all,
although financial demands and the demographic structure change over time, the size
of local education finance is linked to internal tax revenues, and thus stays almost the
same.
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The total size increases as the economy grows. However, the shrinking school age
population drives up per-capita education support remarkably. It may be good news for
those who intend to start business or increase expenditures in the education sector.
However, it comes across as a big concern for those who argue that national funds
should be distributed efficiently based on needs.

Let's come back to the government's education budget. As of 2022, 84 trillion won
is allocated to education in the main budget plan. Preschool, elementary and secondary
school programs receive 71 trillion won, most of which is covered by local education
subsidies. Around 12 trillion won is spent on higher education. Out of the government's
higher education budget, around 45% is paid for the national scholarship policy. In
other words, the government gives financial support to universities in a way that backs
up students’ payments.

As discussed previously regarding higher education, universities' tuition fees are
regulated with government scholarships provided. Korean universities have kept their
tuition unchanged for more than ten years. The remainder of the higher education
budget is used to operate national universities and other support projects.

Other than preschool, elementary, secondary and higher school education, the rest
of the budget is used for lifelong education, vocational training and general education
affairs. More than half the allocation to lifelong education and vocational training goes
to junior colleges. Around 20% goes to international cooperation projects on education.

As part of the education budget, the portion of social welfare services includes
education benefits out of basic livelihood security and pensions for teachers at private
schools. Each sector has received similar levels of budget support on a yearly basis.
With local education subsidies on the rise, budget expenditures on preschool,
elementary and secondary school education have remarkably increased.
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Taking advantage of sufficient education finances, some attempts have been made
to launch new projects. One example is the Plans for Green-Smart Schools of the
Future. Following an economic downturn due to the COVID-19 pandemic, the
government announced the so-called Korean New Deal. It aimed to increase financial
expenditures for job creation and market revitalization. The Plans for Green-Smart
Schools of the Future is one of the leading education policies in the government's
initiative. This project aims to turn schools into zero-energy, eco-friendly and green
facilities and fuse them into a digitized smart school model to realize future-oriented,
green and smart schools. Part of the plan is to build and renovate school buildings and
facilities. At the forefront of the policy efforts are spatial innovations, green schools,
smart classrooms, and complex school facilities.

The project will build and upgrade 2,126 school buildings from 2021 to 2025 for
five years. National funds cover 30% of the total budget while local education finances
from city and provincial education offices are responsible for the remainder. In the first
year of 2021, 94.3 billion won was invested and the following year's budget amounted
to 519.4 billion won. In 2023, the budget is expected to rise to 801.6 billion won.
Afterward, a yearly budget of 700 billion won in 2024 and 2025 will be used.

We have looked into the Korean education finance system. One of the focal issues
in Korean education finance is the local education subsidy framework reform. Despite
the shrinking school-age population, the scale of local education subsidies on
elementary and secondary education has significantly increased over recent years. That
is because 20.79% of internal tax revenues, regardless of financial needs, are
earmarked as local education subsidies.

If left unaddressed, the current system will drive up local education subsidies

regardless of financial needs for every increase in internal tax. In response, various
options are being discussed to solve this problem reasonably.
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Various efforts are being made to utilize growing education finances in new projects
such as the plans to build green and smart schools. The five-year initiative builds and
upgrades school facilities to realize the green smart school model, based on which the
government intends to create jobs. Whether the project produces desirable outcomes
needs evaluation later.

Out of Korea's higher education budget, 45% is used to fund government
scholarships to cover students’ tuition fees. With scholarships funded by the
government, universities have frozen their tuition fees for more than a decade. Next
time, we will take a look at local education autonomy in Korea. Thank you.
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7-4 Local Education Autonomy

Hello, everyone. Previously, we discussed the recent trends in Korean education
finance. We will talk about the Korean system of local education autonomy.

The Ministry of Education is part of the Korean government. With the U.S.
military-run government in Korea established in 1946, the Ministry of Culture and
Education was first founded to handle not only education but also cultural and art
affairs.

Even after the Republic of Korea was established on July 17, 1948, the ministry
remained part of the government's agencies. On December 26, 1990, it was reinvented
as the Ministry of Education. With cultural, art and sports affairs assigned to other
agencies, it took the helm of education, academic and human resource development
areas.

It was changed to the Ministry of Education & Human Resources Development in
2001, which was turned into the Ministry of Education, Science and Technology in
2008. The Ministry of Education as we know it today was founded in 2013. The
Minister of Education doubles as the Deputy Prime Minister. The dual job of the
Minister of Education as the Deputy Prime Minister was in place from 2001 to 2008.
Since 2014, the Ministry of Education has also served as the Deputy Prime Minister up
to date.

Korean local education autonomy dates back to the 1950s. School districts were
divided into cities and counties. Each school district and province had its education
committees. Launched in 1952, it was suspended when the May 16 coup occurred in
1961.
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Education committees fulfilled different responsibilities depending on at which level
they were installed. Education committees in provinces served as advisory bodies to
governors, and provincial councils only handled decision-making concerning education
affairs. A provincial education committee consisted of one member from each
city/county education committee and three nominated by governors. The chairman of
the committee was voted out of its members.

City education committees served as a collegial executive body with no authority
over decision-making provided. Special Metropolitan Cities worked in the same way as
the cities. Only city councils were in charge of decision-making processes. Ten city
council members were selected to be part of the city education committee while
mayors became the ex officio member as well as the chairman of the committee.

County-level education committees independently made decisions. Each Eup and
Myeon council selected one committee member. Every county, city and province had its
superintendent of education. The education committees recommended a superintendent
candidate and the President nominated him or her. Members of the education
committee were not allowed to double as the superintendent of education.

With related law revised in 1962, the education committee system stayed intact but
the position of the superintendent was removed. Education committees were introduced
in Special Metropolitan Cities, provinces, cities and counties. Only local councils could
make decisions. However, with local government systems suspended, local councils did
not exist in effect. Thus, decision-making processes were integrated into interior
administration and handled by provincial governors or the Ministry of Home Affairs.

With the Education Act renewed in December 1963, the local education autonomy

system was revived by law. The system was run in metropolitan units of cities and
provinces, governing not only elementary but also secondary education.
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Each city and province installed education committees, which served as a collegial
executive body. In addition, heads of local governments and superintendents became
the ex officio members, making for seven committee members. However, as local
councils were not set up, five members were nominated by the Minister of Culture and
Education.

The superintendent worked as the secretary general of the education committee,
and was recommended by the corresponding committee and nominated by the
President. With the system left before 1988, the government devised a new scheme to
handle education autonomy at the level of basic and metropolitan units. However, the
execution of the system was delayed for some time. It was newly changed with local
autonomy and local education autonomy back in force in 1991.

In March 1991, the Local Education Autonomy Act was enacted to bring local
education autonomy back to life. The system was run in metropolitan units of cities
and provinces with education committees and the superintendent of education revived.
Education committees were commissioned decision-making bodies. City/county/district
councils recommended education committee members, and city and provincial councils
handled the nomination process.

Elected by the education committee, the superintendent of education served as an
executive agent for the corresponding committee. With local education autonomy in
place at the city or province level, education and academic sciences affairs started
being handled by cities and provinces. Also, education offices were set up as sub-level
administrative agencies in each city, county and district.
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Enacted in 1997, the Education Autonomy Act brought changes to the system.
Members of the board of education were selected by the electoral college of city and
provincial education committees. The electoral college was elected by school governance
committees or recommended by school teachers' organizations in cities and provinces.
The superintendent of education was also voted by the electoral college for
superintendent. In 2000, the law was revised to stipulate that all members of school
governance committees constitute the electoral college.

With the Local Education Autonomy Act revised in December 2006, it was stipulated
that superintendents of education shall be elected by a direct vote of residents. The
first superintendent elections took place at different times by region due to the
discrepancies in the incumbent superintendents’ terms. As a result, the first
superintendent election was held in Busan on February 14, 2007. However, it only
recorded a voter turnout of 15.3%. Since then, low voter turnouts have been
considered one of the critical issues. Since 2010, superintendents of education have
been voted as well in the simultaneous local elections.

The revised law in 2006 turned the city and provincial education committees into
education standing committees in city and provincial councils. As per law, city and
provincial council members shall occupy half the committee with the other half taken
up by members of the board of education selected by residents. In the 2010 local
elections, members of the board of education were also selected by a vote of
residents.

However, the system for residents to directly vote these members, a sunset
provision, was abolished. As per the Special Act on the Establishment of Jeju Special
Self-governing Province and the Development of Free International City, members of
the board of education are selected by residents of Jeju Province. However, with the
revision of the law made in 2022, the system is set to be removed in 2026.
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It is pointed out that the current education autonomy system faces some issues.
One of the critical issues is that even considerable authority over the finances of local
education authorities does not hold them responsible for financial obligations.

Despite the decreasing school-age population, local education subsidies have
increased due to the link to internal tax revenues, giving greater authority over
finances to city and provincial education offices under the superintendent of education.
It is questionable whether their increasing financial authority, with financial duties
absent, can be exerted in a way that produces desirable outcomes in the public
interest.

Also, people raise concerns over whether autonomy is granted at the level of cities
and provinces and whether it can fulfill the original goals of the local autonomy
system. The local education autonomy system operated at the level of metropolitan
areas may not be an optimal way of realizing autonomy at the educational forefronts
as well as implementing region-specific policies. That is why individual schools are
supposed to gain more autonomy and powers, but there is much inaction on related
changes.

A large portion of the school budget is earmarked for specific projects, limiting
schools’ autonomy. These projects are run by the Ministry of Education or city and
provincial education offices. Critics argue that these expenses should be cut down and
schools need more leeway to execute financial plans.

Added to this, there are constant concerns over the division between local
autonomy and local education autonomy. It takes close cooperation with local
governments to maximize the capabilities of the local education autonomy system.
Local governments’ proper support is also required. Also, Korean education offices with
no authority over financial revenues should cooperate closely with local municipalities in
charge of financial revenues.
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However, the current system does not appear to allow them to cooperate closely.
That is why experts point out that the system should be upgraded to make sure they
cooperate systematically.

We have briefly looked at how the Korean local education autonomy developed. The
elementary education system, in particular, was designed to emulate the American
model and autonomously operate at the school district level even from the Japanese
colonial era. However, with a lack of financial capacity and the mistrust of autonomy
combined, the local education autonomy system, which was temporarily in place in the
1950s, was suspended from the 1960s until the 1990s.

The local education autonomy system was brought back to life in 1991, and
superintendents started being voted directly by residents in 2007. Throughout the
period, the country has formed the system as we know it today. Nevertheless, there
are concerns over financial authority not accompanied by financial duties; lack of
autonomy in individual schools; the effectiveness of autonomous units and levels; and
the relationship between local autonomy and local education autonomy.

Let me wrap up the seventh section on “The Korean Economy and School
Education.” Throughout this session, we talked about Korea's education finance system.
The Korea-specific system separates the procurement and execution of finances.
Another characteristic is that a certain portion of internal tax revenues is distributed to
local education authorities to cover elementary and secondary education expenses.

The link to internal tax causes fiscal rigidity and the school age population has
declined. Thus, it is pointed out that the education finance system should be reformed.
Additionally, superintendents of education are selected by a vote of residents in the
education autonomy system in Korea. Likewise, it is said that the current system of
local education autonomy requires reform in various aspects. Next time, we will discuss
the Korean education system and women. Thank you.
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