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Abstract

I . Background and Purpose

[ ] Under the law of public finance, mandatory spending and the
optional must be reported separately from the management
plan of public finance in 2012. The criterion of the mandatory

spending, however, is not clear enough.

[ ] In a situation where the financial deficit has exacerbated, a
measure to curtail spending is a primary need in order to
achieve a balanced finance. To this end, a fiscal discipline, a

legal regulation pertaining to fiscal management, is required.

[ ] Especially because the mandatory spending is an expenditure,
the execution of which is required for the government, it could
be an element of risk for the soundness of public finance

when 1t were abused without sufficient caution.

[ ] In this context, this report is devoted to examine the involve-
ment in the law of public finance of the concept, the status
of mandatory spending, and then to demonstrate how to build
a desirable mechanism for the management and control of
mandatory spending so that the sustainability of public finance

is obtained.



II. Summary of Content

[ ] Mandatory spending constitutes of the “interest expense” and
the “expenditure the execution of which is provided by the
legislation and whose amount is determined by legislation or
by regulation. In 2011, this expense was 46.8% of total ex-
penditure. (144 trillion 876 billion 1 hundred million won)

[] It is necessary to consider the PAYGO rules system as a con-
trol mechanism in the legislation on the mandatory spending.
The institution of the preliminary consideration of appropria-
teness should be improved for the proper management of existing

enterprises of mandatory spending.

[ ] PAYGO rule means to ensure, “when proposing a new legis-
lation which includes an increase in legal expenditure or de-
crease in tax revenue, a corresponding legislation which in-
creases tax revenue or decreases other legal expenditures must be

simultaneously imposed to offset its impact on financial balance”

O PAYGO is known to have played a central role as part of the
U.S. fiscal discipline or rule, amidst the dynamic changes between
surplus and deficit, within a relatively short period of time since

the late 1980s.

O Having been through extreme fiscal deficit until the late 1980s, the
U.S. government concentrated efforts to secure the national fiscal

soundness. Chief among these efforts, the Budget Enforcement Act



formed the PAYGO principle in mandatory spending, and set spen-

ding caps in descretionary spending

[ ] To improve the management of mandatory spending enterprises,
the application of the concept of ‘the enterprises of simple
transmission of resource’ should be limited for those whose
examination of the program results is not useful because of the
fact that his put in effect means systematically its completion

of the program objective

Ill. Expected Outcomes

[ ] By analyzing the concepts of ‘mandatory spending’ and ‘des-
cretionary spending’, the specific criteria and the implication of
mandatory spending in the law of public finance, establish the

base scientification and objectification of the national budget.

[ ] By analyzing the possibility of adoption of the PAYGO rules
on the legislation of the mandatory spending, this is to set a
normative foundation on which policies will be made as a
prompt response for medium/long term fiscal soundness secure-

ment in Korea.

» Key Words : national finance law, revenue and spending balance
(PAYGO)rules, revenue and spending balance, finan-
cial deficit, mandatory spending, Budget Enforce-
ment Act, preliminary consideration of appropria-

teness, spending on welfare
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glo] ool w2} 2AHY. AFA=L FdLE7F 94k (bud-
get authority)S A& D3]] FoAgtozH X527 vjd 4
1271 Al &5 <1 ¥ (appropriations acts)oll ]3] ZAA %= A ZFo|t}. o]z}
A= YFAEY dFolAR 7T 2 QB A A7) #4
Ho] Fagk x[=ol7] wEe M= FiEske] ALl

a4, A= wd AE9dE Y A= 3 #ARle]l +=d
AD3s) 9] 442 Hif(authorizing legislation)ol] 23] AAHEH+= A=
ojt}t. 93] AA(CBO)AIM = Y FAl=S tha¥ o] -&3skal St
A Zo] Aol me} B YA Z(entitlement), =] A4 (net interest), H]
B A Z(non entitlement)® TE-SHC}. 20 2 = AF3] H %Y (Social
Security), =919 5 X & (Medicare), =455 9 5 K 3 (Medicaid), 37
A (Offsetting Receipts), 7]E}A| & (Other Spending) 2.2 &3+

W A FA = id MESUES Agske dal - S Est
ol317} Fofdt= A=Akl o3 F&EF} T HajA = A=s 2
sty AFA =S AA W (Defense)?t H] = (Non defense) .2 -4
"ot A4 o2 a-Hk(defense), 1l-&(transportation), = H 3 ¢ (national
parks), ' 3 (law enforcement), A+ T-F(disaster relief), 3l <] 2 (for-
eign aid) 5 o= v} T)

nloro] o FX &3 AFAES FEetAl H ool SFAIE] Al
AR ZAHE £ ANl ROl TAGCIE 47
A5 WAe7] ekl o F-A|Eo] e A= “pay-as-you-go Rule”=
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A2 o RAFe o9

3l A= A =3 (spending cap)E A A3t T AlSHA T
AEREs A ARl dibsd A Eedl da o4 @ (Bud-

get Enforcement Act)o|A] A3t AFstlo g aRHo2 A= U3
= ol ZHste dakaghE vl E = glah T AEI A FA =0
ek A A Apolellm Etekal v FAE A A EFO] AAHH
T 7l A el oA A A=l oste] FEE T
= & AEY3s] 23 BE Al (accounts)ol] thale] A=
(discretionary), }.“&*|= (appropriated entitlements), 2]-(mandatories)®] A
FHo 2 FFoFaL Art. A FF(discretionary) 0.2 EFHH A HA| =0
™ X 2] Z(appropriated entitlements)©] L} 2] F-(mandatories) =

oA Zoll et A H o8 EREHA E=
HETHoz2 oA4F21 Y 3] (Budget committee)ol] 4] o 42 2] QH(Budget Re-
solution)o] oJH X|&=2 qfAsl=1fol] wel AAHET mEba] w]=ro]
N A= AFAE 7o AL 1 AAo] #wdH A=

o] 3] o293, OMB, CBO)ZF] gHelo ol&f Aajzlt= 7 ojth

—_ Y

Mo
J
flo A

T

ook

no o] FAE fEE 2010 7o R oF 1293 de=E, ol&
AT FARAZCF 3% 4319 Fl) F 55%cl AFEhs P
olt}, 93] oAk (CBO)Y 1} 2011 AAEE oY AESHFRE A

T/ ARAE A YUE FA —’FE‘}(PAYGO)E]E% o5-3atolis vk o)A

°] PAYGO TZolt}. PAYGO T2 dAHdaHBEA) SAE & Zo=, 9it

Aol el E=H S AE] A ZH (sequestration) EatE F3l AT HS A4

shazt stoich @, QS s FHe] AW PAYGO £H & HER £839

=Hl SNEAl ol9le] oloAly] HAE Fa ZbsE ASgstlMnt ofAdskgi.
PAYGO 32 1990d FA w4 AAAAE sjaxsh=d =LA 7]ofstslont o]
T ArsgE %’42} I AEs wiAskE SEWe AAsIY 20029 FAEY
g 3o wEw WEY PAYGOZF 2EH L A HATE el uhel, Qubnt
A= Oé?“'é]ﬂ Ao 2011 AP A= A of, vi=AEgH
PAYGO F=Zof ¥k A7, =A<, 2010 =,
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AR = EE FHLY A9 AA v=2A &k o7, 20184
2 56.4%, 202192 58%% FAkE a1 Q)
olg] = 7|4 W 2 A AW QAR EFS FAHAAE AHY
5k Aot}
[ 1] 7= W 8 A= A A= F4
(9l Rk e
o = 2010 | 2011 | 2012 | 2013 | 2014 | 2018 | 2020 | 2021
1. 9| A=
A} 3 1A 701 727 | 761 799 | 842 | 1,059 | 1,196 | 1,267
=0lo g 1T 520 | 572 | 566 | 610 | 645 | 806 | 949 | 1,021
HAr5F99=
wa 273 | 274 | 264 | 278 | 329 | 474 | 544 | 587
71 €} 600 | 726 | 657 | 641 616 | 701 | 767 | 796
AT 2184 | -191 | 211 | 222 | -230 | -285 | -317 | -338
2 A 1,910 | 2,108 | 2,038 | 2,106 | 2,203 | 2,757 | 3,138 | 3,333
2. A=A =
19 689 | 712 | 710 | 725 | 738 | 801 848 | 869
H] 1} 660 | 663 643 638 640 | 680 | 714 | 731
2 A 1,349 | 1,375 | 1,352 | 1,364 | 1,378 | 1,482 | 1,562 | 1,600
3. O| A A &= 197 | 225 | 264 | 325 394 | 646 | 751 792
| 3,456 | 3,708 | 3,655 | 3,794 | 3,975 | 4,885 | 5,451 | 5,726

GDP tjH] Z} x| & 2] H]&

Lo FA=

AL3) H1 2 4.8 4.8 4.9 4.9 4.9 5.1 52 5.3

=Rl 5 H T 3.6 3.8 3.6 3.7 3.7 3.9 4.2 4.3
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A24 oFAZe oe)

d = 2010 | 2011 | 2012 | 2013 | 2014 | 2018 | 2020 | 2021
ﬁg;%gg 1.9 1.8 1.7 1.7 1.9 2.3 24 | 25
7] e} 4.1 4.8 4.2 3.9 3.6 3.3 3.4 3.3
AT 13 | <13 | <13 | <14 | 13 | -14 | -14 | -14

2 A 132 | 140 | 13.0 | 12.8 | 128 | 132 | 13.8 | 14.0
2. A=
W9 -5 4.7 4.7 4.5 4.4 43 3.8 3.7 3.6
H 9] 5 4.5 4.4 4.1 3.9 3.7 3.3 3.1 3.1

2 A 9.3 9.1 8.6 8.3 8.0 7.1 6.8 6.7
3. 0| AHA &= 1.4 1.5 1.7 2.0 23 3.1 3.3 33

Z 7 238 | 247 | 233 | 23.1 | 23.0 | 233 | 239 | 24.0

*Z2]: CBO, The Budget and Economic Outlook: Fiscal Years 2011 to 2021, Ja-
nuary 2011

[ 2] AA HaAZAE S7H B v o3 ditA =4 S7HE

(T %)
A A Ay + 4

2000-2009 2010 2011 2012 2013-2021
1. o A= 8.8 -8.8 10.4 3.3 5.6
ALE] B4 5.8 3.4 3.8 4.6 5.8
=Qlolg B 9.1 43 9.8 -1.0 6.8
ﬁgé%ﬂi 8.8 8.7 0.6 -3.6 9.3
7] e} 13.0 -37.5 28.7 -16.5 0.3
2. A FA = 8.0 9.0 1.9 -1.7 1.9
W95 9.1 4.9 3.3 -0.3 2.3
H| 9] 4 6.9 13.7 0.5 3.1 1.4
3. 0| AHA = 2.0 5.4 14.1 17.5 13.0
TA = 7.5 -1.8 7.3 -1.4 5.1

*Z2]: CBO, The Budget and Economic Outlook: Fiscal Years 2011 to 2021, Ja-
nuary 2011
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S-ol = oFA|Fo] ARG HFS FEd] AEsta Y FAE B
ojaL Atk FAF SR 19621 o FAE A=A 25%°] BT
S A st Aoy, 22EEH 139 50l 197500 = 45%9] ¥ S
Bl ofe Eve 1962dFH AWAAAZAA AA et A=

o nl5e] W3l FolE LefLskgl o]
(28 1] F ALAAA SN A ek o FAZ vF2] Ws}Fo]

70%

60%

50% Other A~

Mamint::r-y/"" :

= 40% . S
2 “  Medicaid
.
& 30% A :

20%

Social
10% Security
0%

1862 1966 1970 1974 1978 1582 1986 1990 1984 1998 2002 2006 2010 2014

Fiscal Year

%= *]: Thomas L. Hungerford, Mandatory Spending: Evolution and Growth Since
1962, CRS Report for Congress, September 13, 2005.
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20106 @A AE VIEoR gFAFAM M 2 HTS AAE)

FE= AREIEAGT%) T =Rl R HF(23%) ol th20 ol &

o= 202147k 2 wWig} glo] anjE fAE e w o s itk

SHAIRE 19621 d5-E o A=) Zh AR ES
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80% +

500 Medicare
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40%

30% Social
5%, Security
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Fiscal Year

% *: Thomas L. Hungerford, Mandatory Spending: Evolution and Growth Since
1962, CRS Report for Congress, September 13, 2005.

St S AAHGDP)O A 2FA 8= ol A &0 & Ad R
de 14.9%, 20102 o|® T} 3}2F3k 13.2%% ZARETCH HhE) 2011
2 APz Hls] Al A% F7HSE 14.0%=2 AEE A T vk 9

20) CBO, Reducing the Deficit: Spending and Revenue Options, March 2011, 11,
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FAzE dds v ougt HE WA vk g dod
20124 3-E] 2018714 GDPolA] A}A| sl oA &9 H|ES ZA
271 S a Adedy 22 ARS AL 2 a8 gk x| E o]
2%t wEl gigF 13% Pl "ojd Zo= 93] oA (CBO)=
o gstal gek e 1), omEvE To= 2l 2021 dFE o
Al 14.0% G0 @8 Aow W th EAYAAYIHE S A,

A
At #A 106d7F GDP thH] oA EFS Har 11.2%U% 3, FF 40
;'

Y

=
GDP WjH] o] FX|&=:H|59 H}A Fx= v 2k 196292 4% o
HH S Kol 9ot 19681 1~1974\d 7]17F F<t

W o] T HHE oFAEH| T 9~11% Afo

A 71 3 1974
M E Ho] gt

>
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%
oo [y

[ 3] FUF AN o] O TAE 0 & WEFol

14%

12%

10%

B%

Percent

6%

4%

: Social
2% Security

0%
1962 1966 1970 1974 1978 1982 1986 1990 1994 19898 2002 2006 2010 2014

Fiscal Year

%= *]: Thomas L. Hungerford, Mandatory Spending: Evolution and Growth Since
1962, CRS Report for Congress, September 13, 2005.

21) 74 Al+= Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years
2011 to 2021, Chapter 3= =,
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4 KeX

1= -
B AAE5FT5 g TS o 5| (health care costs)] WE S7F=

o

o dgEL A%
ol 13%% 23]

SHAARE] A7He] At wet HAdke FolE Hole A2 A
7 Qg wet A5RA T2 a9 Sl AT Aolgke
Ad, i NAFA FFAEE FheeE Hol YHEo Aldld o Ao
g A Sol wkdE Adolrh oFAEe 1 9 y A AR B

20108 GDPY] 0.2% 5=l A 2021 0.7%% =7} Aoz oA

HEfe] ABAES oAS5ete=d o] VIEA R oA THA THE S
J 0% gtk 2T ol2lgh 93] 4kA(CBO)S| oF-AES] Fo]d]
gk 5 FAFORE ojwg 7pge 7)x2g AN FE S
Zhe] o xEe] FolE dFstd o oF &I 4 Juie
oA azke] dgsdo] k. o]stol A ool 3| w=oletES gt
9 93| AA(CBO)E &FF @Y WEo] flS
s vk oAl Za P H2e] dlabel w3
;

s
o] 7] A (baseline)?2 W Al&E o= B A1 4

22) kA 71=3% miel o] 7] (Baseline)ol 7 Aol AAFAIN A& FRE
o =3at7] flste]l Aol 7% FEHEAE tig AYAE Ynlst= AoE, §
A 10do] 7)Aoz AQeiE o] ot 1985\ A F IFA A FA 9 (Balanced
Budget and Emergency Deficit Control Act of 1985) 2503(c)(5)°l mW=W «7]=XAo

L ogoli AR AN, A%, £9, 19D B4 £ A% AR 57
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(Balanced Budget Act 24 1 A= FE7F
5ANE dery 2 A AEAae #ARle]l A&E Aow JHgEt
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STE 1997'd o] % il TR theid s AeHom &~
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