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Abstract
A Study on the Influence of

Financial Factors on the

Performance Evaluation Results

: Focusing on Local Public Enterprises Evaluated
by the Ministry of Public Administration and
Security from 2012 to 2016

Kyungmin Yoo
The Graduate School of Public Administration
Master of Public Policy

Seoul National University

The purpose of this study is to explore the effect of financial factors
on the results of local public enterprises’ performance evaluation. An
issue of fairness and equity of performance evaluation system of local
public enterprises remains problematic as it is not clear whether the
performance evaluation score is determined by external factors rather
than organizations’  efforts to improve performance. In 2017,

performance evaluation scores of local public enterprises were generally
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proportional to the financial capacity of local governments where local
public enterprises were located. Also, in the process of establishing
local public enterprises, local governments finance local public
enterprises with a different amount of funds in accordance with their
financial capacity. According to the Local Public Enterprises Act, local
governments have a wide range of authority to control and support
local public enterprises financially. In this context, it is plausible that
performance evaluation scores are greatly affected by the financial
status of local governments where local public enterprises are located.
This study thus aims to carry out empirical analysis to test whether the
financial status of local governments affects the performance evaluation

results of local public enterprises.

Using panel data covering 156 local public enterprises that are
subject to 16 regional local governments and 96 Dbasic local
governments evaluated by the Ministry of Public Administration and
Security from 2012 to 2016, the relationship between financial factors
and performance evaluation scores will be examined. For methodology,
the panel regression analysis using one-way random effect model is
employed. Financial factors consist of local tax per capita, fiscal
self-reliance ratio, and debt ratio of local governments. Control
variables include organization sizes, types of an organization, a year
when the organization was established, and the level of the local

government.
The results of this study are as follows.

Firstly, debt ratio has a significantly negative effect on performance

evaluation results. Second, fiscal self-reliance ratio has a significantly
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positive effect on performance evaluation results. Third, local tax per
capita has no significant effect on performance evaluation results.
These results partially prove that financial factors of local governments
work as environmental factors that affect performance evaluation
scores of local public enterprises. However, the results show that local
tax per capita is not statistically significant, whereas fiscal self-reliance
ratio and debt ratio are statistically significant, and this suggests that
fiscal sustainability and discretionary spending which can be connected
to financial support play more crucial role in receiving higher scores in
performance evaluation than income level of local governments. As
financial factors are not considered in the current performance
evaluation system, thus factors such as debt ratio and fiscal
self-reliance ratio need to be considered in the performance indicators
and rating grades process. For instance, the current performance
indicator which only measures debt ratio of the organization could be
replaced with the ratio of debt ratio of the organization to that of the
local government. In addition, this study highlights an importance of
grading groups within the sub-groups after classifying evaluated
organizations into sub-groups according to the average fiscal

self-reliance ratio.

Fourth, as regards with control variables, total assets, an year when
the organization was established, type2, and the level of the local
government have a significantly positive effect on performance
evaluation results. However, typel has no significant effect on
performance evaluation results. The results indicate that it is necessary
to reflect the level of total assets of organizations on performance

indicators such as the ratio of operating revenue to total assets and
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business revenue to total assets. Also, it is highly suggested that
workshops for all local public enterprises be held regularly to share
some knowledge and strategies of organizations which have long
history. In addition, classifying local public enterprises subject to basic
local governments into the same group with those subject to regional
local governments should be avoided, meaning that they have to be
moved in the separate group. The results that local government
agencies receive higher scores than local government-managed
enterprises are related to the fact that the percentage of performance
indicators measuring profitability and productivity of local government
agencies are lower than that of local government-managed enterprises
and performance indicators of local government agencies mainly consist
of indicators measuring publicness rather than profitability and

productivity.

Based on policy implications regarding research findings, we can
identify and control the external environmental factors which cannot be
improved by organizations’ efforts. It is also crucial to improve
performance evaluation system continuously to make performance
evaluation system which can better measure management improvement
efforts and business performance accurately. This will enable
performance evaluation system to give local public enterprises
appropriate rewards or penalties based on these results. Despite these
findings, the study still has some limitations including short time series,
excluding local public enterprises evaluated by metropolitan cities and
provinces, and the possibility of the existence of other financial factors
which can cause omitted variable bias. Further studies that mitigate

these issues should be followed in the future.
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