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Exploring Fiscal Decentralization and Its
Meaning in Taiwan

Kai-Hung Fang"

{ Abstract)

Poor local fiscal health as a policy problem has attracted serious attention in
recent years. The Law on Allocation of Government Revenues and Expenditures was
amended, and the General Law on Local Taxation was enacted to increase local
revenues for meeting local spending needs. However, local fiscal condition has not
been improved. Although more reforms on local fiscal system are expected, the
national government and local governments cannot reach consensus on how the

reforms should take place.

Based on experiences of other countries pursuing fiscal decentralization, and
researches conducted for these reform efforts, centralist approach and localist approach
can be summarized as two general approaches for implementing fiscal decentralization.
By introducing and comparing these two approaches, this article intends to explore the
role of the national government and local governments in the reform process. The
focus will be on whether the national government should increase the amount of
national shared taxes or intergovernmental aids to increase local revenues, or local
governments should be granted authority to raise their own local taxes from local
residents to pay for local spending. In addition, by reviewing literatures written and
suggestions made by Taiwanese scholars to improve local fiscal system, this article

tries to construct meaning of these two approaches in the context of Taiwan’s local

"The author is Ph.D. Candidate at Graduate School of Public and International Affairs, University of
Pittsburgh
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fiscal system reform via five policy objectives including efficiency, development,
autonomy, accountability, and social equity. Based on these discussions concerning
fiscal decentralization, it is hoped that possible direction for future reforms can be
pointed out. Moreover, by providing a systematic framework for the national and
local officials to communicate, this article hopes to facilitate the process for reaching

consensus of future reforms.

Key Words: Local Finance, Fiscal Decentralization, Intergovernmental Transfers,

Authority for Raising Local Taxes
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