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Fiscal Discipline of the Local
Governments and the Revenues and

Expenditures Classification

Kien-Tsu James Lin and Chi-yuan Tsai’

Abstract

Before the lifting of Martial Law in Taiwan, there had been no
budget deficits for the hsien, or prefecture, level local governments in
aggregate for twenty-five years. After the lifting of Martial Law, the
deficits for the hsien level governments in aggregate started to happen
in 1990 and 1991. There were surpluses between 1992 and 1996, but
the deficit trend since 1997 has never been reversed. Part of the reason
of this deficit trend is due to “timid to collect, eager to spend
“ mentality of the local governments. The root of this problem is
deficiency in fiscal discipline, which was not cultured during the
Martial Law period. This paper investigates the possible and feasible
methods in improving the fiscal discipline of the local governments
under Taiwan’s current political and fiscal system. We analyze the
weak link between the current Revenues and Expenditures
Classification Act and the improvement of fiscal discipline. We propose

some measures and incentive mechanisms that would help to improve

* Kien-Tsu James Lin, Associate Professor, Department of International Business Management,
Tamkang University; Chi-yuan Tsai, Associate Research Fellow, Sun Yat-Sen Institute for Social
Sciences and Philosophy, Academia Sinica.
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the fiscal discipline of the local governments. Base on Taiwan’s tax
system and data and in accordance with the principles of general
revenue sharing, we devised a revenue sharing formula for the

Integrated Redistribution Money for further discussions.

Key Words: Revenues and Expenditures Classification Act; Integrated
Redistribution Money; Grant; Inter-government Fiscal
Relations; Public Finance of Local Government
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