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Abstract

Due to the shortage of self-financed revenues, local governments used to rely on the
transfers from the central government, including centrally-allotted tax, general grants,
and tax-sharing revenues to balance the budgets. Although the rules of transferring,
however, have been consistantly dominated by the central government, the persuit of
fiscal autonomy has become a major issue concerned by the local governments.
Furthermore, the Act Governing the Allocation of Government Revenues and
Expenditures has not been amended since 1999. Therefore, it is urgently necessary to
review the current fiscal system, especially focusing on the modification of the tax and
expenditures assignments, to improve the fiscal relationships between the central and
the local governments. This is the purpose of the study.

After in-depth analysis, this study concludes and provides a revised edition of the Act
Governing the Allocation of Government Revenues and Expenditures for Taipei City
government. While Taipei City is the wealthiest government financially among all
localities, the revision of the Act would carefully take into account three aspects
including the fiscal consolidation of all local governments, the spirit of local autonomy,
and the goal of balanced development in regions.

The new version of the Act comprises the following major merits: (1) redefining the
calculations of the basic fiscal needs and revenues for the local governments, and
ensuring complete compensations for local deficits by the centrally-allotted tax; (2)
dividing the fiscal needs into general and special items under consideration of
socioeconomic and fiscal conditions among local governments; (3) adjusting the
financial sources of the centrally-allotted tax by including full share of value-added tax,
ten percent of personal income tax, and some separate shares of tobacco and alcohol
tax depending on different provinces; (4) integrating the two functions of the
centrally-allotted tax and the general grants to fully compensate for the local fiscal
deficits; (5) constructing an unique allocation formula called “most —favored local
indicators” to take the local autonomy factor into allocating consideration; (6)
designing a reward-punishment mechanism for encouraging the incentives of fiscal
efforts and fiscal performance; (7) assigning five percent of business income tax
revenues directly to the local governments to encourage local tax efforts; and (8)
establishing a “Special Committee for Allocation of Centrally-Allotted Tax,”
composed by the central government, the local governments, the specialists and the
scholars, to enhance the fairness of the revenue allocation.

Finally, to corrdinate these characterisitcs with the current context of the Law, the
study concludes that the relevant articles, including 8, 12, 16-1, 30, 37, 38-1, should be
revised as suggested.
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