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Abstract

The first part of the chapter provides an overview of the national budgeting system and process in Taiwan. It describes the country’s unique and complex political institutions and the implications that they have for the making and implementing the national budget. The second part evaluates two specific issues in public budgeting. One concerns attempts to reform the system of local governmental finance. Reforms have attempted to give local governments more autonomy. However, their very limited resource capabilities have frustrated reform efforts and resulted in a continuing dependence on the national government. The other examines the impact of partisan politics on budget allocations by the national government. Taiwan is marked by a bitter political rivalry between the Kuomintang (KMT) and Democratic Progressive (DPP) Parties. We compare the budgets of the last two Presidents (Lee Teng-hui of the KMT in 1998 and Chen Shui-bian of the DPP in 2006) late in their administrations to see how much difference party rule really makes.  
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Taiwan inherited the government and Constitution of the Republic of China when Chiang Kai-shek’s Nationalist or Kuomintang Party (KMT), which had ruled China since 1928, lost the Chinese Civil War to Mao Zedong’s Chinese Communists in 1949 and evacuated to Taiwan. This produced several somewhat contradictory institutional heritages. On the one hand, the Constitution was, on paper, a democratic one, reflecting the ideology of the KMT’s founder Sun Yat-sen (who died before the party gained power) and was designed for a huge continental nation. On the other, the KMT ruled through a quasi-Leninist party-state based on the organizational leadership of Soviet advisors in the 1920s (Botjer, 1979; Eastman, 1974; Wilbur, 1983). Once in Taiwan, the Kuomintang continued to rule in a strongly authoritarian manner. It did promote a very successful industrialization project, though, that was being termed an “economic miracle” by the 1980s (Clark, 1989; Wade, 1990). Political development was delayed, however, until a successful democratization in the late 1980s and early 1990s (Rigger, 1999; Tien, 1996).    

These legacies had several implications for budgeting in Taiwan during the postwar period. First, the process has been quite centralized. For example, the Directorate General of Budgeting, Accounting, and Statistics (DGBAS) issues the Instructions and Guidelines on the Preparation of Central and Local Government Budgets (DGBAS, 2009b) which is binding on local governments and state corporations, as well as on national government agencies. Consequently, while local governments prepare their own budgets which are reviewed by their city and county councils, the financial autonomy of local government is very limited (Hsu, 2001; Wang, 2007), as is discussed in more detail in the second part of this chapter. Second, until Taiwan’s democratization, the national Legislative Yuan was fairly powerless and, consequently, did not develop the professionalism, sophistication, and care in reviewing and shaping budgets that usually marks the legislative process in developed democracies (Copper, 2009). Third, this combination of centralization and limited parliamentary participation results in many aspects of budget politics being much less salient and transparent than in other nations (Hsu, 2005; Su, 2002). Finally (and unfortunately), democratization did not bring the expected improvement in the legislative budgeting process.  Rather, in Taiwan’s hyper-competitive political environment, legislators focused on gaining publicity rather than professionalism (Rigger, 1999).

This chapter on Taiwan’s public budgeting begins with a description of the four stages in the national budgeting process and a discussion of some of the problems with how budgeting is conducted.  The second part then treats two more specific topics.  One is how the current system has failed in its attempt to reform to help local government finance; and the other examines the differences between the national budgets of the last KMT administration under President Lee Teng-hui and the first administration of the previously opposition Democratic Progressive Party (DPP) under President Chen Shui-bian. Overall, our analysis suggests that the budget process in Taiwan needs very significant reform to overcome some of the institutional legacies of the authoritarian era but that major reform efforts have been quite limited. 
The Budget Process in Taiwan
The budget process in Taiwan is similar to most other countries in that it involves the preparation and formulation of the national budget by the executive, approval by the legislature, and implementation and audit by the executive. The actual political institutions in Taiwan are distinct, if not unique, though. There is an elected President and Legislative Yuan. However, the executive or Executive Yuan (which is in charge of the budget) is headed by a Premier who is selected by the President without the consent of the legislature but is also, at least in theory, responsible to the Legislative Yuan who can force him or her to resign by a vote of no confidence, although this would open the legislature to being dissolved by the President. Consequently, even when the Executive and Legislative Yuans are controlled by different parties, as they were from March 2001 to March 2009, the Legislative Yuan is very hesitant to remove the Premier (who is not a legislator). Furthermore, over the last two decades when Taiwan has been a democracy, the relationships between the President and Premier have varied considerably, introducing further complexity into Taiwanese politics (Copper, 2009). 

The overall budget process is divided into four stages: 1) budget preparation, 2) budget proposal review, 3) budget execution, and 4) budget audit. The fiscal year in Taiwan extends from January 1st through December 31st. The budget preparation occurs during the first eight months (January to August) of the preceding year. The Legislative Yuan must complete its budget review one month before the new fiscal year so that this stage is effectively set for September through November. The President then must promulgate the budget 15 days before the start of the fiscal year or December 15th. Obviously, budget execution and implementation is conducted throughout the fiscal year by individual agencies and authorities. Finally, the Ministry of Audit (MOA) reviews and audits the budget both during the fiscal year and following its close and prepares a report for the Legislative Yuan.

Budget Preparation 

Each year, the Directorate-General of Budgeting, Accounting and Statistics (DGBAS) in the Executive Yuan prepares and coordinates the Central Government General Budget (DGBAS, 2009c). It begins by issuing the Instructions and Guidelines on the Preparation of the Central and Local Government Budget (DGBAS, 2009b) to guide the central and local government in preparing their annual budget estimates. In addition, DGBAS is responsible for stipulating an annual expenditure limit for each authority and agency based on the National Medium-Term (4 year) Plan created by the Executive Yuan. This medium-term plan includes details about expenditure limits for the entire four years, along with policy priorities and resource allocations. The Executive Yuan also constitutes an Annual Programs and Budget Screening Council for screening budget proposals. According to the most recent Regulation for Preparing the Central Government General Budget of FY 2009 (DGBAS, 2009c), the budget preparation process includes three distinct stages: 1) preparing budget estimates, 2) reviewing budget estimates, and  3) preparing the final budget proposal.
The various governmental agencies and authorities are responsible for developing their initial budget estimates. However, their budget preparation occurs under fairly tight constraints. For example, each authority has to use estimated revenue data from DGBAS and the Ministry of Finance (MOF) to define its resources. Moreover, it has to allocate its expenditures based on task priorities set by National Medium-Term (4 year) Plan and by the Instructions and Guidelines on the Preparation of the Central and Local Government Budget. In particular, its projected annual expenditures must not exceed the limit set by DGBAS. 

Once all the individual proposals are submitted to the Executive Yuan, DGBAS initiates a two-stage review process. In the first stage, DGBAS checks to make sure that the annual expenditures of each authority have not exceeded its assigned limit. If they do, the budget estimates will be rejected and returned for reworking. Second, after the levels or amounts of the proposals have been vetted, DGBAS will invite budget-related authorities and agencies to give the estimated annual expenditure a preliminarily review. The preliminary review results are then submitted to the Annual Programs and Budget Screening Council for evaluation. The screening results including each authority’s amount of annual revenue, annual expenditure limit, subsidy to local government, and so forth, are then integrated by DGBAS for submission to the Executive Yuan. After that, the Executive Yuan formally informs the central authorities and local governments about all these detailed data for preparing their final budget proposals. 

Finally, the formal budget proposal is prepared for legislative review. All the authorities have to submit budget proposals attached with an annual plan, expected objectives, and performance measurement indicators to DGBAS. DBGAS then combines all the budget proposals and submits them to Executive Yuan for final review. After this review, the Executive Yuan submits the Central Government General Budget Proposal to Legislative Yuan for review. 

Several important problems are easy to identify with the budget preparation process in Taiwan. First, it clearly top-down process. The flexibility of each authority is very limited, as its revenues and even expenditure priorities are defined by central plans and regulations. Second, departmentalism can often be a problem. Each authority develops its own plan under expenditure limits set by DGBAS. There is not much connection and integration among different authorities. Therefore, the public services provided by different authorities may be redundant; or some services may be slighted when different agencies assume that somebody else is taking care of them. Finally, there are no predictions of long-term revenues and expenditures.  Consequently, rational program development is inhibited.   
Budget Proposal Review

Taiwan has a unicameral Legislative Yuan. Before the nation’s democratization in the early 1990s, the powers and activities of this legislature were quite circumscribed.  Democratization brought more robust parliamentary politics, but significant criticisms of legislators emerged as well. The Legislative Yuan became infamous for its raucous politics and occasional brawls; legislative interpellations of executive officials, one of the few methods for promoting accountability during the authoritarian era, often became nasty and contemptuous; and many legislators were seen as being much more interested in publicity-seeking and grandstanding than in making informed policy decisions. These untoward trends were seemingly exacerbated by Taiwan’s electoral system of the “single nontransferable vote” or SNTV (i.e., citizens cast just one vote in large multi-member districts) because legislative candidates could win office with only small minorities, leading to the election of criminals and extremists (Copper, 2009; Rigger, 1999). 

This nature of legislative politics, which has not been noticeably altered by a recent change in electoral systems, is obviously quite relevant to the budgetary process. The legislative process for reviewing the government’s budget proposals appears fairly standard with a First Reading and assignment to a substantive committee, committee deliberations that culminate in the Second Reading that sets off discussion by the full Legislative Yuan, and final approval of the Third Reading (Legislative Yuan, 2007 & 2009). Yet, the special nature of the Legislative Yuan creates significant problems for the budgetary process and suggests the need for budgetary reform.  
Government-proposed bills are listed on the bill agenda for report to the Legislative Yuan. All the titles of the bills are read out loud to the legislature in what is called the First Reading. After the First Reading, the proposed bills are referred to appropriate committees for consideration and committee action. In the case of the budget proposal, however, the Premier, the Minister of Finance, and the Minister of DGBAS must report on the annual administrative plan and budget formulation in person to the Legislative Yuan and answer interpellations from individual legislators before the budget proposal is referred to committee.
Once this stage of the process is completed, the budget proposal is broken up by subject matter and referred to one of the eight substantive committees:  Internal Affairs, Foreign Affairs and National Defense, Economic Affairs, Finance, Education and Cultural Affairs, Transportation, Justice and Legal Affairs, and Social Welfare and Environmental Hygiene. These committees parallel the eight major ministries closely but not quite exactly (there are separate Ministries of Defense and Foreign Affairs but no Ministry of Social Welfare). During their deliberations on the budget bills, the committees may invite relevant government employees to attend committee meetings, to present oral explanations about the budget, to answer interpellations, and to provide information for the committee members’ reference. When the committees finish working on the budget, they submit their results to the Finance Committee for integration in a report to the Legislative Yuan as a whole in the Second Reading.

At the Second Reading, the proposed budget is subjected to both general discussion and article-by-article discussion. At this stage, the legislators can decide upon revision, reexamination, revocation, or withdrawal. Once the proposed budget bill has completed the Second Reading, it proceeds to the Third Reading in the following Sitting of the Legislative Yuan. Only rephrasing can be made in the Third Reading unless a bill is found to be self-contradictory, unconstitutional, or in conflict with other laws. 

The budgetary bills that have completed the Third Reading are sent to the Executive Yuan and to the President for promulgation. The President must promulgate these bills within10 days after receiving them. If the Executive Yuan objects to part of or the entire budgetary bill, the budget can be returned to the Legislative Yuan for reconsideration in accordance with the procedures stipulated in Article 3 of the Additional Articles of the Constitution.
The nature of the Legislative Yuan creates significant problems for the budget process. First, until the very recent reform of the electoral system, legislators were subjected to fierce competition not just from candidates from other parties but from their own as well (Copper, 2009; Rigger, 1999).  Consequently, the individual members of the Legislative Yuan were often highly particularistic or antagonistic because of their concern with re-election, emphasizing specific constituent district interests or grandstanding about emotional issues. Second, many legislators have not possessed the professional skills and knowledge for reviewing the complicated budget proposals. The assistants of the legislators are generally not professional enough to help the legislators to do their jobs either.  Third, legislators compete strongly for gaining membership of the committees with greater budgetary powers (e.g., the Foreign Affairs and National Defense Committee). In contrast, they are not interested in committees with relatively low budget limits (e.g., the Transportation Committee); so that their budgets receive little attention and analysis. Finally, the Budget Center is supposed to be a research institute which compiles objective research results for the use of the legislators. However, the insufficient personnel and limited functions of the Budget Center cause legislators, their assistants, and the public to generally disregard its data and reports. In short, major reforms bringing greater professionalism to the Legislative Yuan appear to be vital to improving the budgetary process in Taiwan.
Budget Execution 

According to the Instructions and Guidelines on the Budget Execution of Central Government Agencies (DGBAS, 2009a), budget execution by the individual agencies and authorities includes distributing budget expenditures, exercising budget control, asking for supplementary budget support if necessary, and performing a performance evaluation of budgetary activities. At the beginning of the fiscal year, the head of each authority or agency has to distribute its budget to each subordinate agency or unit in allocations for each month or some other specific time period. Budget control means that each unit, agency, and authority should not expend more funds than their monthly or time-period limit. Conversely, delays in budget spending or execution are not allowed either; and administrative units with budget backlogs or delayed expenditures will encounter problems at the last stage of the budget audit. When an administrative unit, agency, or authority feels that its budget is insufficient, it can ask for supplementary funds. However, based on the Budget Act, a supplementary budget request can only be initiated under fairly limited circumstances; and the supplementary budget has to go through the same complex process as the formal budget proposal does. Finally, the budget performance evaluation is used to ensure each unit executes its budget as planned. Each month, every unit, agency, and authority has to fill out a form reporting its revenues and expenditures for that very month to DGGAS, MOF, and the Ministry of Audit (MOA).

It is easy to identify several important problems that occur in the stage of budget execution. First, there is very little flexibility once the budget has been set and promulgated. Thus, it is very hard to switch funds among budget categories in the face of problems and contingencies that inevitably arise during the fiscal year. Second, the analysis of budget performance evaluates just the amount of money expended rather than seeking to measure the real performance of a unit or agency. Third, if the budget funds are not expended as planned, a unit will face possible budget cuts for the next year. Therefore, government agencies try their best to spend all their budget money, even if it is not necessary. This system certainly does not provide any incentive for an administrative unit to perform more efficiently and effectively to save money. 

Budget Audit

According to Audit Act, each authority must submit a report on the percentage completion of its budget plan in terms of revenues and expenditures to the Ministry of Audit every month or for each specific time period if its budget is not monthly. When the fiscal year comes to the end, each authority has to submit an overall financial statement with a full performance report to the Ministry of Audit for the final audit. Based on these reports, MOA scrutinizes whether the revenues and expenditures were executed as planned and whether the budget was balanced. If the budget was not executed as planned or if the revenues and expenditures were not balanced, MOA determines and analyzes the reasons causing these problems. In addition, MOA has to examine if the pattern of revenues and expenditures is consistent with the national administrative plan set by Executive Yuan. If any inappropriate budget execution is found by MOA, the Ministry is responsible for notifying the upper level of government, as well as Control Yuan (which acts as a watchdog guarding against governmental abuses). At the end of the process, the Auditor-General has to prepare and submit the annual Audit Report to the Legislative Yuan. 

There are several significant problems in the budget audit stage in Taiwan. First, the system is limited to an annual audit rather than auditing of long-term spending. Therefore, for the performance or budget execution for long-term projects, such as public infrastructure projects, the budget audits are fairly inadequate. Second and more broadly, the audit of the performance of any unit is not very good because performance measurement has not been very well developed. Therefore, the audit emphasizes money flows rather than the performance or policy outputs in terms of expenditures rather than policy outcomes and impacts. Third, the annual Audit Report submitted to Legislative Yuan is supposed to be a reference for legislators when they deliberate on subsequent budget proposals and a feedback to administrative agencies. However, the Audit Report does not appear to be valued or used very much by legislators, administrative agencies, or the general public.
Issues in Public Budgeting
This part of our discussion of public budgeting in Taiwan examines two more specific issues. The first concerns the budgetary stress on local governments that the current centralized system has produced; and the second compares the macro budgets of the last two Presidents, Lee Teng-hui of the KMT and Chen Shui-bian of the DPP, to see whether partisan differences were reflected in the budgets of their administrations. These two discussions produce quite differing conclusions about the need for budgetary reform. The daunting fiscal problems of Taiwanese local governments suggest a strong need for reform. In contrast, the significant differences in the Lee and Chen budgets do indicate that national administrations have the flexibility to respond to their constituencies.   
Fiscal Stress and Local Governments
In the past decade, Taiwan’s annual revenue grew very slowly, creating serious fiscal challenges for both central and local governments (Lu, 2003; Shan, 1996). As part of Taiwan’s democratization, the central government has been trying to reform the local election system and make local government more self-governing. However, the regulations about local self-governing are not well designed; and the local legislative and administrative authority (competence) are not well constructed either. In particular regarding fiscal matters, local governments remain quite financially dependent on the central government, thereby creating a fairly high degree of central government control. Theoretically, then, there is no local financial crisis in Taiwan because the financial and administrative autonomy of local governments are limited. There is only a national financial crisis in Taiwan because everything is under the control of central government (Hsu, 2001; Wang, 2007). In this section, we will discuss the financial problems encountered by local governments from three aspects: 1) institutional, 2) political, and 3) economic. 
Institutional Problems
The strong centralization of Taiwan’s fiscal system creates major institutional problems for its cities and counties. This is certainly the case for governmental revenues. The categories of local tax, tax base, tax rate, as well as fees and fines are all regulated by the central government; so that local governments cannot change them even if there are local financial needs (Lu, 2003; Yeh, 2003). The tax share between the central and local governments is also regulated by the national government. Based on the controversial Allocation of Government Revenues and Expenditures Act, the income tax, excise tax, and business tax are all categorized as national taxes which means that the central government has a full control over the use of these tax revenues. For example, the central government grants 10% of the income and excise taxes to counties and cities and allocates these tax shares proportionally among local governments based on a fixed formula. 

For some local governments, a significant proportion of their annual revenue comes in the form of a subsidy from the central government. These subsidies are divided into “general grants” and “project grants.” General grants are allocated based on a fixed formula. Local governments have to compete for project grants and initiate their own applications. It is obvious that project grants are not necessarily based upon local needs but upon project quality and the central government’s preference. This subsidy system causes the following problems. First, there is competition among local governments for the grants. In terms of Taiwan’s political realities, this means that local governments which have good contacts and relations (guanxi) with the central government can develop local projects that are preferred by the central government, thereby always obtaining project grants. Cities and counties that lack this guanxi, however, may not be able to get project grants even though they are in need (Chang, 2003; Lu, 2003). Second, this subsidy system gives local governments the incentive to develop local projects that meet the central government’s preferences rather than local needs. Third, the availability of subsidies lessens the incentives for local governments to work on their budget balance or to use existing resources efficiently (Lu, 2003; 122; Yeh, 2003). Fourth and more broadly, the subsidy system increases the central government’s control over local decision and policy making. 
A considerable portion of local spending is also fixed or mandated by the central government, similarly to what are called “unfunded mandates” in the United States. According to the Allocation of Government Revenues and Expenditures Act, local police expenditures, education expenditures, and civil servant retirement pensions must be paid from local revenue. Accordingly, a significant amount of local spending is fixed. For example, more than 60% of local annual spending is for personnel. In addition, a local government is responsible for several social welfare expenditures regulated by central government.  Consequently, these fixed expenditures occupy so much of their annual budgets that local governments do not have much flexibility to develop local projects customized for their localities (Chao and Liu, 2006; Wang 2007; Yeh, 2003).
Another serious structural problem is that local governments have strong incentives to be less than totally honest in their budgeting, leading to very significant budget deficits. In order to balance their budget proposals, local governments have become very good at overestimating revenues to justify greater estimated expenditures. Based on the theory of public choice, bureaucrats prefer to maximize budgets because higher budgets mean more power. In addition, higher budgets allow Taiwan’s cities and counties to respond to citizen demands for local development and public services. Thus, overestimating revenues make budget proposals look feasible and easier to pass the budget review by the city or county council (Chao and Liu, 2006; Wang, 2007). The following numbers show the story. Based upon local government financial statements for FY 2007, 22 out of 25 local governments had their estimated revenues higher than real revenue. The gap between estimated and real revenue was $9.1 billion NT (about $280 million US) in Taipei County (Ministry of Audit, 2009).
Political Problems
 Political dynamics also create problems for local government budgeting. City or county mayors are elected officials who do not want to alienate voters (Shan, 1996). This means that imposing a higher rate of a local tax will not be considered because whoever proposes higher taxes will almost certainly lose votes in the next election. Accordingly, local governments follow the less risky strategies of applying for more grants and asking for more subsidies from the central government, or even getting loans from banks (Wang, 2007). Furthermore, local politicians like to promise citizens some policies that are financially infeasible to gain electoral support. This makes annual spending increase without enough revenue to pay for it (Lu, 2003). The rivalry of political parties makes the situation even worse. Political benefit becomes the first priority when elected officials prepare budget plan. Whatever policy that can earn more electoral support will be on the top of the budget priority list. Realistic budgeting and keeping the budget in balance, therefore, are often ignored under these circumstances. 
Economic Problems
Two important economic problems facing local governments in Taiwan are that their revenue sources are quite constrained and that many face imposing debt burdens. Some local governments are very limited in their own source revenues. The national average ratio of own source revenue ((total revenues – grants and subsidies from the central government) / total expenditures) for local governments in FY 2007 was only 55.57%. Moreover, there is a huge variation among local governments on this figure. Among all of the 25 local governments, this ratio ranged from 22% (Lien-Chiang County) to 113% (Taipei city). For 12 of the 25 local governments, the ratio of own source revenue was less than 50%. Only 5 local governments had ratios over than 70% (Taiwan National Statistics, 2009). These numbers certainly show the insufficiency of local governments’ own sources of revenues. The limited own source revenues of local governments are, in addition, vulnerable to economic downturns. This is because property-related taxes (including the land value increment tax, land value tax, house tax, and deed tax) form the major financial source for local government. In economic downturns, the value of land drops; and there are fewer property transactions. Consequently, property-related tax revenues decrease, thereby increasing the fiscal stress on local governments. 

The outstanding public debts of local governments have been rising dramatically in the past decade. According to the statistics on local public debts for FY 2007, the highest three local governments with long term (more than a year) outstanding debts are Tainan county, Hsin-Chu county, and Tainan city. The ratio of outstanding long term debt to annual expenditures for them was 44.97%, 44.80%, and 43.43%, respectively. This almost reaches the upper limit of 45% allowed by the Public Debt Act. For the ratio of outstanding short term debt to annual expenditures, the three local government with the highest ratios were Taipei county, Hsin-Chu county, and Tainan county. These ratios were 30.04%, 29.91%, and 29.08%, respectively which almost reached the upper limit of 30%. For local governments like Tainan county and Hsin-Chu county, the ratio of total public debt to annual expenditures was almost 75% (National Treasury Agency, 2009). These figures demonstrate that these local governments are under tremendous financial pressure. 

The Budget Priorities of the DPP and KMT

Taiwan’s two major political parties, the Kuomintang (KMT) and Democratic Progressive Party (DPP), are fiercely competitive, but because of historical circumstances politics in Taiwan revolve around somewhat different cleavages than in most other industrialized democracies. The KMT government which Chiang Kai-shek installed when the KMT evacuated to Taiwan was dominated by Mainlanders who came with him, while many Islanders (long-time residents of Taiwan who also were almost all ethnically Han Chinese) felt excluded from the government and treated as second-class citizens. The KMT strongly emphasized national security and re-conquering China, came to promote economic development, and did little to develop social welfare programs. Consequently, the political opposition, which became formalized in the DPP in 1986, emphasized democratization (which was also advocated by KMT reformers), ethnic justice, anti-militarism, and KMT corruption in their political appeals, while economic policy was not really that controversial. Social welfare policy was subject to a more complex evolution. During the 1980s, social movements (rather than political parties) became the leading advocates of reform and expansion; the DPP assumed a much more supportive position in the early 1990s; and when this appeared to benefit them politically, the KMT co-opted their more popular issues by the end of the decade. The DPP’s winning control of government in 2001 also changed the partisan mix a little. The KMT became more liberal on social welfare, in part to embarrass the government which was facing strong budget constraints.  In contrast, President Chen’s assertive policy toward China made the DPP much more conscious of security policy and led the KMT-controlled legislature to reject large arms sales from the United States (Clark, 2002). 
In terms of western ideology, hence, the DPP would be considered the more liberal party in Taiwan; and the KMT the more conservative. This section then explores whether these ideological differences can be seen in the budget policies of Presidents Lee Teng-hui of the KMT and Chen Shui-bian of the DPP late in their administrations (1998 and 2006 respectively). As a first cut, we examined data on the overall budgets for Taiwan’s national government in Table 1. There is certainly evidence that Chen pursued more liberal budgetary policies in even these aggregate data. First, total public spending grew by 42.6% in current New Taiwan dollars from $1.1 trillion NT to $1.6 trillion NT during this eight-year period. Second and probably more importantly the growth rate in expenditures was almost double that of revenues at 23.8% from $1.1 trillion NT to $1.4 trillion NT. Thus, the spending increases under Chen clearly outstripped revenue growth by a considerable extent. This created a third characteristic of liberal government: the explosion of the government’s budget deficit, which skyrocketed 15-fold from $13 billion NT to $195 billion NT between 1998 and 2006. As a result, the deficit which had only been 1.1% of the national government’s revenues in 1998 ballooned to 13.9% in 2006, making the deficit a very significant problem.

Table 1 here
The more detailed breakdown of revenue sources in Table 2 indicates that the Chen administration was fairly constrained in increasing taxes and other sources of government income since the structure of Taiwan’s public revenues only changed at the margins between 1998 and 2006. While liberal governments supposedly want to tax and spend, the share of taxes in total revenues actually dropped significantly by four percentage points from 74.6% to 70.5%, demonstrating that the DPP administration was not able to fund an expansion of social services through increased taxation. The use of fees increased very substantially, more than doubling from $34 billion NT to $75 billion NT. However, this was still only 5.3% of the budget in 2006. The other source of increased revenue came from the surpluses of state corporations which jumped by 40% from $184 billion NT to $257 billion NT, representing an increase in the share of public revenues from 16.3% to 18.3%. Squeezing state corporations harder would normally be a conservative strategy, but their long association with the KMT administration has generated suspicion on the part of the DPP. Thus, a survey of the change in the revenues of the national government between the Lee and Chen presidencies implies less a change in ideology than an apparent inelasticity of the government’s revenue system.

Table 2 here

Generally, government spending patterns are considered to be the best reflection of an administration’s political priorities. Table 3, which presents data on the budget shares of the major items in the central government’s budget for 1998 and 2006, constitutes fairly strong evidence that the Chen administration was markedly more liberal than the preceding Lee one. This can be seen in categories whose priorities both rose and fell.  First, Chen Shui-bian cut spending in two important areas.  One was national defense, which is normally championed by conservatives. Despite the DPP’s more aggressive policy toward China, the defense budget actually fell slightly in terms of current NT dollars from $257 to $254 billion over the eight years under analysis. Since overall expenditures rose rapidly during this period (see Table 10.1), the share or priority of defense in the national budget dropped by nearly a third from 23% to 16%. Expenditures for pensions suffered an even more drastic cut, as they fell from $153 billion NT in 1998 to $134 billion NT in 2006, which resulted in their share of the budget plummeting from 13.6% to 8.4%. Normally, liberals would oppose and conservatives would support reducing the benefits and pensions of public employees. In Taiwan, though, the DPP is suspicious of many long-time civil servants, including old soldiers, because they worked for the KMT during the authoritarian era.
Table 3 here

In contrast to these cuts, the Chen administration expanded spending in two liberal budget categories considerably. Spending on social welfare almost doubled from $158 billion NT to $297 billion NT between FY 1998 and FY 2006, causing its share of the overall budget to jump from 14.1% to 18.5%. Likewise, spending for education, science, and culture rose almost as much from $187 billion NT to $324 billion NT, as its share of the budget increased from 16.7% to 20.2%. The Chen administration was clearly able, therefore, to shift the central government’s budget in a more liberal direction. However, another previously noted liberal aspect of his budgeting, the burgeoning payments for debt service, which approximately doubled from $71.5 billion NT to $139.5 billion NT, will almost certainly constrain Taiwan’s budgetary choices in the future. Thus, ironically, liberal budget practices in the past may well promote the conservative objective of limited government in the future, as well as suggesting that both conservatives and liberals should have an interest in budget reform in Taiwan. 
The Limits of Budget Reform in Taiwan
The description of the overall system of public finance in Taiwan in the first part of this chapter certainly demonstrates that there is a strong need for very substantial reform in Taiwan’s budget process. Regarding the executive branch, the budgets are far too centralized, rigid, and short-term in focus, as well as lacking mechanisms to promote horizontal coordination and cooperation among different agencies and authorities. For its part, the Legislative Yuan suffers from a lack of professionalization and intense politicization, both of which undercut rational budget-making. Moreover, while the four stages of the overall budget process (preparation, review, execution, and audit) should be strongly connected and integrated, each of them seems very isolated and disconnected with the others in Taiwan’s budgeting process. The two case studies of specific issues in the second part present a little more mixed picture. If anything, there is more need for drastic reform for local government finance than for the national budgeting system. In contrast, there were enough differences in the budgets of the Lee Teng-hui and Chen Shui-bian administrations to demonstrate a very significant degree of flexibility, although even here growing deficits and public debt indicate the need for remedial action. Despite the strong need for reform, however, the political realities of contemporary Taiwan make significant reform fairly unlikely.   
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Table 10-1. Total Revenues and Expenditures of the National Government, FY 1998 and 2006

	
	1998
	2006
	% Increase

	Revenues
	1,134,399,0691
	1,403,822,810
	23.8

	Expenditures
	1,121,386,5362
	1,599,560,424
	42.6

	Deficit
	13,012,533
	195,737,614
	1,404.2

	Deficit % Revs
	1.1
	13.9
	1,115.5


Unit: NTD thousand

Data sources: DGBAS government budget website

http://www.dgbas.gov.tw/ct.asp?xItem=3374&CtNode=1690 Retrieved on February 26, 2009.

1. The original amount of revenue of FY 1998 is 1,225,264,656 (in NTD thousand). However, the very difference of revenue between FY 1998 and 2006 is that the debt revenue is included in 1998 revenue figure but not in 2006. To make the comparison more meaningful, the debt revenue of 1998 (90,865,587 thousand) was subtracted from 1998 original revenue figure. 
2. The original amount of expenditure of FY 1998 is 1,225,264,656 (in NTD thousand). However, the very difference of expenditure between FY 1998 and 2006 is that the expenditure for debt paydown was included in 1998 expenditure figure but not in 2006. To make the comparison more meaningful, the expenditure for debt paydown of 1998 (103,878,120 thousand) was subtracted from 1998 original expenditure figure. 

Table 10-2. The Revenue Sources of the National Government, FY 1998 and 2006

	
	1998
	2006

	
	Revenue
	%
	Revenue
	%

	TOTAL
	1,134,399,069
	100.0
	1,403,822,810
	100.0

	Tax and Monopoly 
	847,033,000
	74.6
	989,752,000
	70.5

	Fee and Fine 
	33,728,419
	3.0
	74,880,478
	5.3

	Public Properties
	54,095,172
	4.8
	65,368,899
	4.7

	Surplus of Public Enterprises
	184,492,556
	16.3
	257,490,778
	18.3

	Other
	15,049,922
	1.3
	16,330,655
	1.2


Data sources: DGBAS government budget website

http://www.dgbas.gov.tw/ct.asp?xItem=3374&CtNode=1690 Retrieved on February 26, 2009.
Table 10-3. Expenditure Categories of the National Government, 1998 and 2006

	
	1998
	2006

	
	Expenditure
	%
	Expenditure
	%

	TOTAL
	1,121,386,536
	100.0
	1,599,560,424
	100.0

	General Affairs
	 110,398,410
	9.8
	173,682,879
	10.9

	National Defense
	257,481,060
	23.0
	253,787,490
	15.9

	Education, Science, and Culture
	187,148,032
	16.7
	323,775,686
	20.2

	Economic Development
	128,426,059
	11.5
	204,358,910
	12.8

	Social Welfare
	157,703,109
	14.1
	296,567,413
	18.5

	Community Development and Environmental Protection
	16,557,881
	1.5
	21,207,003
	1.3

	Retirement payment and pension
	152,954,952
	13.6
	134,047,495
	8.4

	Debt interest payment and administration
	71,544,368
	6.3
	139,514,167
	8.7

	General Subsidy and Others
	39,172,665
	3.5
	52,619,381
	3.3


Data sources: DGBAS government budget website

http://www.dgbas.gov.tw/ct.asp?xItem=3374&CtNode=1690 Retrieved on February 26, 2009.
