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This study investigated what factors affect the increase of fiscal
adjustment funds (rainy-days funds) of local government by using statistical analysis under the Act
on Assurance of Sound Financial Status of Local Governments. Main findings are as follows. We found
that 1) many local governments tend to possess rainy-days fund balance which excesses the amount of
reduction of funds in past 30 years. 2) non-merger municipalities increased their rainy-days fund
balance by cutting expenditures. In addition, we examined whether political competition in mayoral
election reduces cost inefficiency of local government. We found that the desirable level of
rainy-days fund balance for many municipalities is 10-20% of standard fiscal scale by questionnaire
study conducted on 978 municipalities.
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