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Fiscal Risks, Fiscal Sustainability and Fiscal Rules

Fiscal sustainability 1s a pretty abstract concept. When 1t comes
to fiscal sustainability, the most commonly wused 1indicator 1s

absolutely debt-to-GDP ratio.

In this context, Taiwan has a long track record of maintaining low
deficits and low debt. Our debt-to-GDP ratio currently stands at 27%.

This strong fiscal position is underpinned by several factors.

Number 1, credible fiscal rule. The Public Debt Act requires that
the public debt may not exceed 40.6% of 3-year average GDP, which I
believe is one of the most stringent debt rules in the world. This
rule 1s strongly supported by the general public. It has never been
revised in history, even during the Global Financial Crisis or Covid

years.

Number 2, stable economic environment. The economic growth and
inflation remain broadly stable in Taiwan. In addition to that, we
have a large foreign reserve which provides buffers to absorb external
shocks and sustain domestic economic stability. The CPI inflations are
broadly controlled under 3%, even during the global commodity prices

surge 1n 2022 and 2023. Stable economic performance has not only
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provided continually growing tax revenues, but also reduced the need
for extensive fiscal support to counter economic headwinds, and helped
the government to keep the deficits low, or even surpluses in some

years.

Number 3, which may be the most important one, the support of the
general public. Like many other countries i1n Asia, there 1s strong
belief 1n our society that debt 1s evil, the more we can avoid 1t the
better. It has become part of our culture. It 1s this public sentiment
that encourages the government, especially the elected officials, to

respect fiscal discipline.

However, fiscal sustainability is not just about the current fiscal
position or debt level. All the long-term economic and social
challenges must be taken into account. Currently, the greatest long-
term fiscal challenge that Taiwan 1s facing 1s our rapidly aging
population and extremely low birth rates. On the expenditure side, this
would certainly put pressures on our pension system and health care
system in the long run. On the revenue side, an aging society means a
shrinking working population, which would erode tax bases and reduce

future tax revenues.

To address such unfavorable demographics, the government has rolled
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out a series of measures focusing on encouraging higher fertility. The
spending on these measures has grown exponentially from 500 million
USD in 2017 to over 3 billion in 2024. In addition, a substantial
amount of the extraordinary revenue during the covid-19 pandemic was
used to subsidize underfunded pension systems. These are the most

rapidly growing areas in our budget over the past few years.

Public Finance Communication

Because of the culture and national characteristics of being
conservative in our country, citizens in Taiwan generally support cost-
saving measures and keep a good eye on debt level. This compels the
elected officials and the parliament to constantly pursue fiscal

balance to ensure long-term fiscal sustainability.

But as you know, elected officials often love to make promises to
the people, one of the few things that the civil service can do 1s
disclosing all the promises and guarantees that the government has
made. This can raise public awareness of the financial consequences of

those promises.

For example, Taiwan government regularly release all kinds of
detailed fiscal data of the budgets and financial statements on
government websites. We also set a National Debt Clock, which provides

information on the central government's debt, including long-term,
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short-term, and average debt per person, on a monthly basis.

Also, In the Budget Statement, we not only disclosed future
contingent obligations on pension schemes and social i1nsurances, but
also revealed tax expenditure and guarantees the government has made
to 1dentify  long-term  fiscal risks and raise people s

understandability of public finance.

Budgeting in Chinese Taipei

[t is a great honor to introduce Taiwan s budget framework to
SBO. I would like to thank the OECD for understanding Chinese Taipei’ s
budget process. Especially for Mr. Blondal, you and your colleagues
have travelled a long way to Taipe1l within a period of one year. During
your last visit to Taipei 1n April, you also 1nvited several
representatives from OECD countries to share their valuable experiences
in budget practices, 1including Ake from Sweden, Allard from the
Netherlands, and Mr. Hashimoto from Japan, and I would like to thank
you and recognize your efforts on that. We are also looking forward to
interact with each and every delegation from the OECD countries, thank

you.

Green Budgeting

[t seems that countries undertake “green tagging” method to
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identify expenditure items aren’ t satisfied with the results. Though
Taiwan hasn’ t adopt the green tagging, we have been dedicated to

protect our environment through different approaches:

Taiwan has implemented the Environmental Impact Assessment on major
infrastructure projects for nearly three decades. It involves the
processes of 1dentifying, predicting, evaluating and mitigating the
biological, social and ecological impacts of major development projects
to ensure that decision-makers consider environmental impacts before
deciding whether to proceed with new projects. It may be conducive to
widen the scope of environmental 1mpact assessment process to more

projects with green implications.

Taiwan government 1s considering to impose carbon fees among the
companies of larger quantity emission sources in recent years. Around
512 companies 1in steel, electricity, cement and semiconductors
industries would have to pay carbon fees i1n the near future. This can

further urge the companies to achieve carbon neutralization.

On the other hand, to encourage enterprises to use reusable food
ware, Taiwanese government i1ssues a non-plastic food ware guidance to
all government agencies. While holding an event, agencies cannot use

plastic food ware, reusable food ware must take place.
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I think we all agree that 1f the government 1s eager to protect
the environment, it doesn t matter which path it chooses. Therefore,

we also want to learn from the OECD countries as well.

Artificial Intelligence in Budgeting and Public Expenditures

Artificial intelligence 1s broadly discussed among all industries,
as government agencies, we can’ t be left behind. Al can help us analyze

massive data within seconds 1f we gave 1t correct instructions.

On revenue side, having tax revenue forecasts as accurate as
possible 1s very important. Al can help analyze the relationship
between economic performance and actual tax revenue for multiple years
and give suggestions about optimizing forecast model. Through AI
analytical services, we might be able to make the economic assumptions
more accurate and have a clearer look over the government s future

resources.

On expenditure side, we could set up indicators and weights for Al
to estimate the number of eligible persons for a social security
program and make an estimation of mandatory spending and social welfare

spending. It could be easier and with less mistakes through AI" s help.

But nonetheless, human still plays an 1irreplaceable role in

budgeting. We still need to take a step-by-step approach before AI' s
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suggestions can be put into practices. Furthermore, there s always
some data cannot be measured by numbers or indicators, such as policy

preferences.
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