|. Developments in the Real Economy

5. Public Finance of the Central Government

For the year 2013, with central government revenue increasing by 3.7 percent while expenditure
contracted by 1.4 percent, overall centfral government finances remained in deficit for the fifth
consecutive year, but the deficit narrowed to NT$125.9 billion from NT$214.1 billion in 2012.

Growth in Central Government Revenue

In 2013, central government revenue increased by NT$62.1 billion to NT$1,730.4 billion. Tax
revenue remained the major source of central government revenue, followed by surpluses of public
enterprises and public utilities, with respective shares of 70.4 percent and 14.5 percent of the total

revenue.

The growth in central government revenue was mainly because the fees, fines and indemnities
increased significantly by NT$89.1 billion, resulting predominantly from the higher-than-expected
total bid price for Taiwan's fourth generation (4G) mobile communication services. Of the components
of tax revenues, income tax revenue decreased by NT$15.0 billion, because of less profits made
by enterprises in the prior year. Revenue from securities transactions tax decreased by NT$0.5 billion

over the previous year, affected by still weak local stock markets. However, business tax revenue

Total Revenue and Expenditure of the Central Government

Unit: NTS Billion
Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013*
Total Revenue 1,3682 | 1,4645 | 15464 | 1,6355 | 1,6409 | 1,6537 | 14974 | 1,671.3 | 1,6683 | 1,7304
(Ratio to GDP ; %) 120 125 126 12.7 130 124 110 12.2 11.9 11.9
Total Expenditure 15648 | 15670 | 1,629.8 | 15520 | 1,617.7 | 1,7148 | 1,6544 | 1,7344 | 1,8824 | 1,8563
(Ratio to GDP ; %) 13.8 13.3 125 120 128 137 12.2 12.7 134 12.7
Surplus/Deficit -196.6 -1025 16.6 83.5 232 -161.1 -157.0 -63.1 -214.1 -1259
(Ratio to GDP ; %) -1.7 -09 01 06 02 -1.3 -1.2 -05 -1.5 -09
Debt Repayment 56.1 64.1 650 60 650 650 660 66.0 940 770
Financing: 253.5 167.3 639 00 418 2261 2242 129.1 308.1 2029
Debt Financing 253.5 167.3 639 00 00 1645 2242 129.1 288.1 2029
Surplus of Previous Fiscal Years 0.0 00 00 00 418 61.6 0.0 00 200 00
Memorandum:
Tax Dependency Ratio**(%) 58.6 68.1 715 779 768 61.3 654 69.4 649 65.6
Debt Dependency Ratio***(%) 162 10.7 42 00 00 9.6 13.6 74 153 109

Notes: *The figures for 2012 and the previous years are final audit accounts; the figures for 2013 are final accounts.
**Tax dependency ratio is defined as the ratio of annual tax revenue to total government expenditure.
***Debt dependency ratio is defined as the ratio of annual issuance of government bonds and borrowing from banks to fotal
government expenditure.
Sources:1. DGBAS, Executive Yuan.
2. Department of Statistics, MOF.
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increased by NT$12.9 billion, mainly owing to the growth in consumption. As a result, overall tax
revenue decreased by NT$4.0 billion over the previous year. Moreover, in terms of surpluses of public
enterprises and public utilities, a decrease of NT$11.4 billion was recorded for 2013, mainly caused

by continuous losses in some public enterprises.

Reduction in Central Government Expenditure

Central government expenditure decreased by NT$26.1 billion over the previous year to NT$1,856.3
billion in 2013 affer two consecutive years of increases. The contraction was primarily led by a
decline of NT$16.0 billion in general subsidies and other expenditure, resulting from a reduction in
general and specific subsidies for local government units. The second largest decrease was a
NT$14.4 billion decline in national defense, mainly owing to less expenditure on barrack reconstruction.
However, social welfare continued its expansion with an increase of NT$19.0 billion because
expenditure on the government's legal obligations for social insurance programs, such as subsidies

for national pension, labor insurance, and national health insurance, grew.

In ferms of share in total government expenditure, social welfare, and education, science and
culture remained the top two categories, accounting for 23.7 percent and 19.2 percent, respectively,

followed by national defense with 15.6 percent.

As the decrease in government expenditure was larger than that in tax revenue, the ratio of
tax revenue to government expenditure, denoted by the tax dependency ratio, rose to 65.6 percent
in 2013 from 64.9 percent in 2012.

Total Revenue and Expenditure of the Central Government by Category

Unit: NTS Billion
Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 | 2013*
Total Revenue 1,368.2 | 1,4645 | 1,5464 | 1,6355 | 1,6409 | 1,653.7 | 14974 | 1,671.3 | 1,6683 | 1,7304
Taxes 9166 | 1,067.8 | 1,0943 | 1,2087 | 1,2429| 1,051.6| 1,0824 | 1,2034 | 1,222.1 | 1,218.1
Surpluses of Public Enterprises and Public Utilities 2822 2434 289.1 2715 2534 3187 264.8 264.7 262.5 251.1
Fees, Fines and Indemnities 76.1 790 790 81.1 83.1 781 81.6 810 108.2 197.3
Proceeds from Sales of Properties and Recalled Capital 703 526 585 51.3 400 537 46.7 640 60.1 522
Others 230 217 255 229 214 51.6 219 582 154 1.7
Total Expenditure 1,564.8 | 1,567.0 | 1,56298 | 1,6520 | 1,617.7 | 1,7148 | 1,6544 | 1,7344| 1,8824 | 1,856.3
General Administration 164.1 1655 167.3 168.2 1730 168.8 1702 1764 1762 172.7
National Defense 2489 | 2485 | 237.1 2567 | 2824 | 2912 2768 2842 | 3034 | 2890
Education, Science and Culture 302.1 3015 | 3031 3087 | 3104 3264 3427 3562 3589 | 3559
Economic Development 2489 | 2470| 1970 1933 | 2013 | 2444 194.5 2171 2639 | 2583
Social Welfare 2798 | 2857 | 3033 305.1 2984 | 3202 3274 3485 | 4201 439.1
Community Development & Environmental Protection 24.8 252 204 194 135 214 9.0 6.6 159 159
Retirement & Compassionate Aid 123.1 1305 134.7 134.6 133.8 1334 1345 1385 1383 132.8
Interest Payments 127.1 1179 1252 1240 1174 1167 109.8 1118 1145 | 1174
General Subsidies and Other Expenditure 46.0 452 417 420 87.5 923 89.5 95.1 912 752

Note: * The figures for 2012 and the previous years are final audit accounts; the figures for 2013 are final accounts.
Sources:1. DGBAS, Executive Yuan.
2. Department of Statistics, MOF.
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In sum, the ratio of centfral government expenditure to GDP declined from 13.4 percent in the
previous year to 12.7 percent. The ratio of the fiscal deficit to GDP also decreased from 1.5 percent
in 2012 to 0.9 percent in 2013.

Less Demand for Debt Financing

The demand for debt financing decreased in 2013 in line with the shrinkage of the fiscal deficit.
The NT$125.9 billion fiscal deficit and a NT$77.0 billion debt principal repayment combined to
represent a need for the central government to finance NT$202.9 billion for 2013. This amount was
wholly raised through issuing government bonds and borrowing from banks. The debt dependency
ratio (i.e., the ratio of annual government bond issuance and borrowing from banks to total

government expendifure) declined from 15.3 percent to 10.9 percent in 2013.

Continued Increase in Outstanding Debt Obligations

The general budget and the special budget combined to require debt financing fromm government
bond issuance and borrowing from banks. The total outstanding debt of the central government
increased by NT$153.3 billion over the previous year end, amounting to NT$5,164.0 billion at the end
of 2013. Furthermore, the ratio of oufstanding central government debt to GDP declined slightly

from the previous year's 35.6 percent to 35.5 percent in 2013.

Public Debt of the Central Government

Unit: NTS$ Billion
End of Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013*
Outstanding Debt 3.362.1 | 35499 | 3,6230 | 3,7185 | 3,7787 | 41272 | 45377 | 47640 | 50107 | 51640
(Ratio to GDP : %) 29.6 30.2 296 288 299 33.1 335 348 356 355

Note: * The figures for 2012 and the previous years are final audit accounts; the figures for 2013 are final accounts.
Sources: 1. DGBAS, Executive Yuan.
2. National Treasury Administration, MOF.
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