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Abstract

A Study on the Establishment of an
Information-Based Policy Classification System for
Fiscal Performance Management

Woo Hyun Chang

A policy classification system that faithfully captures and reflects the
information of fiscal projects is the fundamental infrastructure for effective
fiscal performance management, performance evaluation, and expenditure
structure adjustment, Providing accurate information about projects to
citizens, who are both individual policy demanders and the foundation of
policy funding, is a basic obligation of fiscal authorities. In order for fiscal
authorities to systematically manage the performance of policies, a policy
classification  system  containing comprehensive information  about
individual projects is indispensably required.

However, the existing policy classification system is less suitable as an
information-centric, demand-oriented fiscal performance management tool,
as it is department-centric and supplier-centric. The current fiscal
performance project classification system adheres to the traditional budget
system designed for inter-departmental budget allocation purposes, leading
to inadequate reflection of the necessary information for performance
management in individual projects.

The existing fiscal performance project classification system based on
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our country's fiscal project classification system is fundamentally aligned
with the Classification of the Functions of Government (COFOG), which
follows a government function-based classification, However, this can be
seen as a subject-centric classification system, lacking comprehensive
information on the purpose and target-related details, which are vital
aspects of project information, One notable issue with the current
classification system is its inadequacy for managing common projects and
similar overlapping projects, as it forces the classification of projects with
multiple characteristics into a single category.

The purpose of this study is to establish an Information Based Policy
Classification System (IBPCS) for fiscal performance management, fiscal
performance evaluation, and expenditure structure adjustment. For this
end, the study first defined the IBPCS and established principles for a
classification system capable of containing information for all fiscal
projects, Additionally, while exploring an ideal classification, practical
alternatives were derived to make it more user-friendly for performance
management purposes, taking into consideration the familiarity of
practitioners with the existing COFOG classification,

The new Information Based Policy Classification System is defined as a
systematic classification based on the six basic principles of information,
classifying policies systematically according to the MECE (Mutually
Exclusive, Collectively Exhaustive) criteria. The choice of the six basic
principles as the foundation is due to their ability to satisfy the mutually
exclusive principle, allowing the system to classify projects without
duplication, and the collectively exhaustive principle, being the most
comprehensive in expressing information.

Although classifying projects based on the six basic principles has the

advantage of ensuring a MECE classification of information, it is
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recognized that there is a practical challenge in completely reclassifying
policies into an entirely ideal form, as the general public and practitioners
are still accustomed to the existing classification. Therefore, as a pragmatic
intermediate step, the design principle was established to allow
duplication in upper-level classifications, while applying the six basic
principles to lower-level classifications, Specifically, the upper-level sectors
were classified into 12 major categories based on economics criteria,
allowing for overlapping classifications, and the lower-level classifications
were proposed to be designed based on the six basic principles,
Ultimately, the study aimed to explore a practical solution that integrates
both upper and lower-level classifications,

To verify the proper functioning of the upper-level classification, we
attempted to classify detailed projects from the Ministry of Environment,
the Ministry of Culture, Sports and Tourism, and the Small and Medium
Business Administration based on the upper-level classification criteria,
Initially, we confirmed that all projects could be easily classified into
upper-level categories and identified various shortcomings in existing
policy classifications, In the case of the Ministry of Culture, Sports and
Tourism's 131 detailed projects for the year 2023, classification according
to the upper-level system revealed numerous overlaps not identified in the
existing classification, Out of the total 131 projects, 81 targeted industries
and businesses, indicating the need for inclusion in the industry/business
category, a task that the existing classification system couldn’t perform
adequately. Additionally, 70 projects showed a research and development
nature alongside cultural aspects, highlighting a flaw in the existing
classification system, which forced a choice between cultural or R&D
categorization for all fiscal policies,

To assess the functioning of the lower-level classification, we classified
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internal projects of the Ministry of SMEs and Startups based on the six
basic principles, confirming the ease of classification and identifying
various similarities and overlaps among projects at the lower level,

Based on these findings, the study proposes two  policy
recommendations, Firstly, the current upper-level classification system
alone is sufficient for the classification of all projects and, at least in terms
of information quantity, it significantly outperforms the existing policy
classification system. Therefore, the immediate adoption of the upper-level
classification is suggested for the classification of all actual policies, The
study revealed diverse overlaps in all projects of the Ministry of
Environment, the Ministry of Culture, Sports and Tourism, and the Ministry
of SMEs and Startups that were not identifiable in the existing
classification, representing valuable and novel information, Moreover,
considering that even with a small workforce, the upper-level classification
can classify all projects, it is feasible to promptly classify all projects. In
particular, the future use of artificial intelligence is expected to contribute
to the rapid analysis and classification of budget requests and project
plans, supplementing human resources,

Secondly, we propose to widely utilize the new policy classification
system for fiscal performance management, evaluation, expenditure
structure adjustment, and basic statistical calculations, The new system has
immediate applicability as it holds advantages in comprehensive
confirmation of projects with specific characteristics, For instance, if one
wishes to review projects related to “Balanced Development” among
regions, it is sufficient to examine projects classified under domestic
administration within the entire fiscal projects, demonstrating its practical
utility, Furthermore, it allows easy identification of whether individual

projects align with their intended classification characteristics or exhibit
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significant heterogeneity compared to other commonly classified projects,
enabling adjustments by selecting those projects for reclassification,
Additionally, by extracting cases of projects with high similarity in the
characteristics of the upper 12 sectors, exploring the potential for
consolidation or efficiency improvement is more feasible with the proposed
new classification system than approaching the situation without it,

In this study, we not only identify the logical and systematic
shortcomings of the current policy classification system but also highlight
the inadequacy of the information it contains. The issues raised in this
study are not exclusive to South Korea; they indicate problems inherent in
the COFOG system, a functional classification system used as the basis for
policy classification worldwide. Therefore, we emphasize the need for
global improvements in this foundational classification system. While this
initial study may have limitations, we hope that future researchers will
show interest and contribute additional supplementary studies for further

refinement,
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