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Metropolitan City of Seoul: Focusing on
Medium-term Financial Planning
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Woo-Kyung Song
Ae-Sook Kim

Jun-Su Lee

The purpose of this study is to present ways to enhance the
effectiveness of medium-term financial planning process for the Seoul
Metropolitan City government. In this study, the barriers to rational
financial planning were uncovered by analyzing the medium-term
financial planning processes. As a result of the analysis, this study finds
that the financial operating system could be improved. In addition, the
linkage between medium-term financial planning and the comprehensive
plan, the investment review system, and the annual budget could be

strengthened as well.

The long-term development plan for the city, is supposed to be
reflected in the medium-term financial plan. Medium-term financial
planning involves setting mid-to long-term investment priorities and
evaluating financing alternatives, which provide the basis for an annual
budget. Thus, the medium-term financial plan plays a significant role in
providing the linkage between the plan and the budget. In practice,
however, the linkage is weak. This result in part from the fact that the
medium-term financial plan is established after the budget is determined
and includes a list of all projects proposed by agents without systematic

evaluation.

The system of the medium-term financial planning is discussed in
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detail. First, the medium-term financial plan is considered redundant
paper work. The plan includes a list of projects proposed by agents
without a thorough review process and thus, inefficient investment
decisions are made. In addition, the financial planning process is not open
to stakeholders, which includes the legislative body, interest groups, and
residents. There exists no evaluation system of the contents and results of

the plan, either.

In addition, the linkage is weak between the medium-term financial
plan, the comprehensive plan, the investment review system, and the
budget. There are limitations when incorporating the comprehensive plan
into the financial plan because the comprehensive plan is too abstract and
unrealistic. The financial plan is to be reviewed and reflected in the
budget when it is deemed feasible. However, these financial planning

procedures are not well observed.

Forecasting techniques utilized in the financial planning process could
also be improved. Revenue and expenditure forecasts are conducted based
on judgement by practitioners. And while forecasting errors for the next
year's estimates are within an acceptable range, there are limitations for
multi-year forecasts. A more scientific methodology and Sufficient data

points could be available to provide more accurate estimates.

Four alternatives are recommended to enhance the effectiveness of
financial planning for the Metropolitan City of Seoul. The following two
could be done in the short term: 1) improve the way financial planning is
established and managed; 2) strengthen the link between financial
planning and the related systems. Longer-term proposals include the
introduction of capital budgeting and improvements in environmental

factors.

First, the medium-term financial plan should deal with multi-year
investment projects, excluding miscellaneous expenses. The allocation of
financial resources among various sectors and the timing of projects
should be determined. Agents should be able to make decisions on the
priority of projects within the same sector. Residents and their
representatives should be able to propose projects and participate in the
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planning process.

Second, the system of financial operation should be observed. The
comprehensive plan should provide a strategic vision for the city's future
development. Projects included in financial planning are reviewed for their
feasibility and ultimately, reflected in the budget. In the long-term, the
medium-term financial planning, the investment review system and the

budget need to be integrated into a budgeting process.

Third, the following environmental factors should be considered in
order to help improve current practices of financial planning: the
recruitment of experts, the development and utilization of various
forecasting techniques, the construction of a data base, and a mentality
conversion. As decentralization progresses, local governments need to
make an effort to enhance expertise in their own right. The medium-term
financial plan could be well-established through a constant learning

process.

Fourth, the proposed improvements ultimately lead to the introduction
of the capital budget system. Currently, there are barriers to introducing
capital budgeting into our budget system, such as classification of budget
items, distinction of current and capital expenditures, etc. However, there

ought to be ways to coordinate these conflicts and difficulties.
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