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Abstract

The relationship between taxation and welfare regime in Taiwan has largely been unexplored to date.
This study argues that since taxation capacity of the state decides the fate of new welfare programs
such as the public provision of long-term care, it also affects the trajectory of the welfare regime.
Through the analysis of Taiwan’s tax revenue structure and tax base, this study reveals that Taiwan, unlike
many new democracies, has shone away from relying on goods and services taxes but at the same time
continues to provide preferential tax treatment for the corporate world. The result has been the erosion
of tax base which makes introducing new welfare programs extremely difficult even when new policies
allow for credit-claiming. Therefore, the familialistic welfare regime persists because of a weakened tax-
ation capacity. Furthermore, the political determinants of the weakened taxation capacity can be found
in identity-based party politics, an influential capital vs acquiescent labor and the limited bargaining
power of civil society.

1. Introduction

Until the early 2000s, studies of Taiwan’s welfare regime have mostly been optimistic about its evolu-
tion and direction (Peng, 2001). One of the most convincing arguments was that democratization and
political competition had altered the nature of the welfare state. This, in turn, made it possible for
advocates, experts, and politicians to form a cross-class coalition in Taiwan to resist the pressure of
globalization and pursue welfare entrenchment, rather than retrenchment (Wong, 2006). Taiwan
and the East Asian welfare model was lauded as a success and provided ‘developed countries of the
West with a commanding example of how to square the welfare circle’ (Aspalter, 2006: 300).

The thesis that democratic deepening can lead to welfare entrenchment is persuasive, but it tends to
overlook that welfare programs are often costly; therefore, generating debates concerning taxation and
distribution. Taiwan’s compacted developmental experiences combined with an extremely rapid pro-
cess of aging accentuates the importance to examine the relationship between taxation and welfare
regime since the processes of welfare entrenchment and retrenchment basically overlap.

Understanding the policy legacy that shaped the structure of Taiwan’s tax revenue and its ensuing
impact on taxation reform and taxation capacity is critical in finding answers to explain the makings of
welfare programs because welfare initiatives cost money. Yet, Taiwan has experienced recurrent fiscal
deficits since the early 1990s, thereby facing the difficult challenge of expanding welfare provisions
while at the same time minimizing the accumulation of debt.

This paper begins with an analysis of the characteristics of Taiwan’s welfare expenditure and illus-
trates that the provisions of long-term care (LTC) remain limited due to difficulties in securing fiscal
resources, even though welfare expenditure has become the largest item in the national budget.
Second, it examines how Taiwan’s taxation policy, a result of the institutional legacy of the
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developmental state, has brought the erosion of Taiwan’s tax base and hindered welfare reforms.
Finally, the paper explores the political determinants that shape Taiwan’s taxation policy — hence
the characteristic of welfare regime in Taiwan.

In short, this paper argues that the trajectory of Taiwan’s welfare regime is, in fact, determined by
the state’s taxation capacity. While democratic competition does create incentives to expand public
provision of welfare, the design and realization of these policies inevitably depend on whether the
state has the capability to raise the needed revenues through taxation policies. Taxation, and especially
its fairness implications, is a subject of an on-going debate in Taiwan. However, its effect on Taiwan’s
welfare regime has remained unscrutinized in the academic literature. This overlooks an issue of
importance to understanding Taiwan’s welfare regime. Only by contextualizing Taiwan’s taxation pol-
itics from a comparative perspective, as this paper proposes, we can begin to form a more dynamic
picture of Taiwan’s welfare regime.

2. Familialistic welfare regime in Taiwan

Much like in Japan, South Korea, and some Mediterranean countries, Taiwan’s families, which, in
most cases, means women, are expected to shoulder much of the responsibilities for care (children
and the elderly) and management of various risks (old-age income security and health). This is termed
the familialistic welfare regime, which differs from the so-called conservative welfare regime providing
more generous public assistance, child support policies, and unemployment benefits' (Miyamoto
et al., 2003; Shinkawa, 2011).

Despite being one of the newly industrialized countries which often has a younger demographic
structure, Taiwan is one of the fastest aging society in the world. This has posed new challenges for
Taiwan’s welfare regime. According to a poll conducted in 2015 by the Democratic Progressive
Party (DPP, 2015), LTC of the elderly was the third greatest worry (9%) and the second most unsat-
isfactory policy area (52.9%) for mothers over 20-years old. Although the idea of implementing LTC
insurance (LTCI) emerged as far back as 2000, and had become a major presidential electoral promise
by 2008, the public provision of LTC remains limited, and no concrete plans for introducing LTCI are
in contemplation at the time of writing.”

Consequently, according to the Ministry of Health and Welfare (MOHW), 54.9% of those needing
LTC are cared for by family members, and more than 30% of those family members involved in LTC
feel unable to continue bearing this burden (MOHW, 2015: 7). This means, despite the democratic
deepening and three changes of government since the 1990s, Taiwan’s welfare regime has not effect-
ively addressed the rapidly rising needs of its aging society. It, then, naturally begs the question of why
democratic consolidation has not resulted in furthering welfare entrenchment in Taiwan, contrary to
the contentions of previous studies.

LTC policies are relevant to understanding how the characteristics of a familialistic welfare regime per-
sist or transform, and how taxation affects the welfare regime, for two reasons. First, such policies as
expanding the public provision of LTC, resulting from societal pressure, can either weaken or strengthen
the family’s role. If LTC services are socialized, women are freer to participate in the labor market and,
hence, less dependent on families for income. Alternatively, women continue to provide LTC with assist-
ance from government programs or migrant care-workers, as in the case of Taiwan. In other words,
evolving welfare policies, such as those on LTC, can result in either defamilialization or re-familialization.

Second, to expand the public provision of LTC, the government must either find new fiscal
resources (by raising taxes) or reallocate existing resources by reducing spending on other welfare pro-
grams. As will be discussed below, securing fiscal resources for the public provision of LTC, including

"For a comprehensive review of studies and the typology of East Asian welfare regimes, see Ku and Jones Finer (2007).

*The author does not suggest that LTCI is the right solution for LTC. Rather, the point is to accentuate that while its intro-
duction has been an electoral promise of numerous presidents from different governing parties, Taiwan is yet to introduce
LTCIL
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the use of taxation, has dominated discussion of LTC in Taiwan. Hence, examining LTC policy efforts
is an ideal approach to build an understanding of how taxation affects Taiwan’s welfare regime.

2.1 Aging Taiwan
Taiwan is a rapidly aging society. While the percentage of those aged 65 or older, the elder population,
is comparatively low, the speed of aging is unprecedented, even internationally.

In the 1990s, Taiwan’s total fertility rate hovered at around 1.70. The obvious decline began in the
early 2000s. In 2001, the rate dropped to 1.40, before plummeting to 0.90 in 2010, recording the lowest
figure for that year worldwide (National Statistics R.O.C., 2016). The impact on the population is
manifestly evident: the elder population increased from 7% in 1997 to 12% in 2014, and has exceeded
14% in 2017, making Taiwan a so-called aged society. Though still relatively low compared to that of
the Organization for Economic Co-operation and Development (OECD) countries, it is the speed of
aging that impacts noticeably on Taiwanese society.

In 2012, Taiwan’s Council of Economic Planning and Development (CEPD) forecasted that the
elder population would double (from 7 to 14%) in 24 years (from 1993 to 2017), and likely surpass
20% after a further 8 years, thus becoming a super-aged society (CEPD, 2012: 62). A similar speed can
only be observed in South Korea, Japan, and the city-state of Singapore. If this trend continues, it is
estimated that Taiwan will surpass Japan in around 2050-2060 to become the world’s oldest society.

2.2 Long-term care and long-term care insurance

It is against this backdrop that the needs for LTC came to the attention of Taiwanese society.
Newspapers and magazines began to run stories of ‘care-tragedies,” in which care providers, often fam-
ily members, and care recipients both faced dire conditions in the early 2000s. Some resulted in tragic
deaths or suicides.

In 2007, the government responded to such rising needs by rolling out a major initiative called the
Ten-Year Plan for LTC, intended to improve the entire LTC-related system. The government earmarked
81.7 billion NT dollars for the next 10 years to achieve the objectives of improving the accessibility of
LTC, by creating community-based care services, and strengthening training services for care-
professionals. This would be followed within ten years by an LTC Service Act, to ensure the quality of
care and support services, and the implementation of LTCI as the last phase (Ministry of Interior, 2012).

The substance of the Ten-Year Plan was mostly unaffected by the power transition to the
Nationalist Party (KMT) in 2008. Though implementing LTCI within 4 years was prioritized, since
this was an electoral promise of President Ma Ying-jeou, this has yet to be realized. However, the
LTC Service Act was eventually enacted in May 2015. Deliberations over the LTC Service Act lasted
more than 7 years, spanning over two terms of the Legislative Yuan (LY). While there were debates
on various aspects of LTC provision, the most heated one concerned how it should be financed
(Huang and Deng, 2015). After lengthy discussions, the LY eventually settled on creating a 12 billion
NT dollar LTC fund, to be accumulated within 5 years. Article 14 of the LTC Service Act specifically
stipulates that programs will be funded by government budget, cigarette contributions (indirect tax-
ation on cigarette consumption), donations, interest accrued from the LTC service fund, and other
income. Many advocacy groups criticized the new legislation as being too little, too late, and nothing
more than ‘guidance for managing care institutions’ (Lu, 2015).

Much like the LTC Service Act, the main impediment to the process of establishing LTCI has been
fiscal concerns. According to the draft submitted by MOHW, modeled upon all the social insurances
in Taiwan, such as National Health Insurance and Labor Insurance, the government would contribute
up to 40% of the premium (1.19% of insured salary), while the employer and employee would each
contribute 30%. This would require at least 40 billion NT dollars annually from the government
(MOHW, 2015). The last draft submitted to the LY planned to secure this through raising the cigarette
contribution by 20 NT dollars per pack and partial revenues from the newly launched integrated
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housing and land tax.” In reality, however, the forecasted cigarette contribution (0.9 billion) and inte-
grated housing and land tax (2.6 billion) amounted to only 3.5 billion NT dollars for 2016. Thus, with-
out reducing other expenditures or creating new tax revenues, LTCI can only be financed through
debts.*

After 8 years of extensive debate, the LTCI bill was deferred as the DPP returned to power in May
2016. The DPP government’s priority is to improve the existing LTC service capacity, to avoid
the overt profit-seeking behavior of private LTC providers, before actually implementing LTCI. The
DPP’s policy is to finance the so-called LTC 2.0, a continuation and upgraded version of the
Ten-Year Plan, through a 10% hike in inheritance tax (Apple Daily, 2016).

Meanwhile, after 6 years of implementing the Ten-Year Plan under the KMT government, the
results were far from impressive. According to various estimates calculated from MOHW data in
2014, of those elders in need of LTC, only 12% utilized some form of publicly provided LTC, such
as home-visiting care, senior daycare, and privately managed care institutions; the rest of the burden
is entirely shouldered by family members (59%) and migrant care-workers (29%) (Yeh, 2015).

2.3 LTC, migrant care-workers, and re-familialization

Since the deregulation of importing foreign labor in the early 1990s, migrant worker numbers have
steadily risen in Taiwan. Employing migrant workers as domestic helpers has become a common prac-
tice in Taiwanese households. By the early 2000s, domestic helpers had evolved into LTC providers,
and migrant care-workers had become the second most important care providers, after family mem-
bers. While some work in LTC institutions, most migrant care-workers are in-home, which means that
they live with the family that employs them. From 2008 to 2015, the number of migrant care-workers
increased by 134% (see Table 1).

The majority of migrant care-workers come from Southeast Asian countries with very few excep-
tions. Indonesia has been the largest sending country since the late 1990s with the exceptions of 2004
and 2005 during which migrant care-workers from Vietnam surged and comprised more than 50%.
Moreover, in 2000, 60% of migrant care-workers came from Indonesia, 33% from the Philippines, fol-
lowed by Thailand and Vietnam. By 2017, Indonesia had become dominantly the largest sending
country of migrant care-workers at 76%. Rest of the migrant care-workers came from the
Philippines (12%) and Vietnam (11%) (Ministry of Labor, 2018).

The introduction of migrant workers, both industrial and care, was regarded as a temporary policy
to supplement labor shortages, therefore, workers were forbidden to change their visa status and had
to leave Taiwan after 3 years of stay when the system was first introduced (Lin, 2014). However, as
care-workers grew increasingly difficult to replace, the law was revised three times thereafter to extend
the length of stay for care-workers to 12 years accumulatively by 2014. With the exception of marriages
with Taiwanese citizens, which requires a lengthy and complicated process of acquiring a new visa, the
policy remains that all migrant workers must return to sending countries as of 2018.

Nevertheless, through the combination of the lack of public LTC provision, society’s rapidly rising
needs and certain cultural factors, migrant care-workers have become the core of LTC in Taiwan (Lin,
2016). Most importantly, migrant care-labor is almost ‘fiscal-free’ for the government, since family
members bear the full costs, including health insurance premiums for the care-worker, thereby meet-
ing a large proportion of national LTC needs.’

Thus, relieving family members (mostly women) of family care obligations resulted neither from
public support nor socializing care, but rather from introducing migrant care-workers into the

*See http://www.dot.gov.tw/dot/home.jsp (in Chinese) for the definition of integrated housing and land tax ( fangdi heyi
shui).

“Statement by the Minister of Finance during interpellation in the Legislative Yuan: The Lifayuan Gongbao (Legislative
Yuan Gazette), 105(4): 114.

*Interview with legislator in Taipei, 24 August 2016. The legislator did acknowledge the need for more public support, but
clarified this would not necessarily involve reducing dependence on migrant care-workers.
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Table 1. Migrant welfare workers (by category, 1992-2015)

Total Domestic Care-workers Long-term care Wage-earning In-home

(A+B) workers (A) (B=C+D+E) institutions (C) care-workers (D) care-worker (E)
1992 669 363 306 - - -
1993 7,525 6,205 1,320 - - -
1994 13,458 9,201 4,257 - - -
1995 17,407 8,505 8,902 - - -
1996 30,255 13,947 16,308 - - -
1997 39,112 12,879 26,233 - - -
1998 53,368 11,524 41,844 - - -
1999 74,793 7,730 67,063 - - -
2000 106,331 7,823 98,508 - - -
2001 112,934 9,154 103,780 2,653 - 101,127
2002 120,711 6,956 113,755 3,377 B 110,378
2003 120,598 4,874 115,724 4,126 - 111,598
2004 131,067 2,844 128,223 5,066 - 123,157
2005 144,015 2,263 141,752 6,093 - 135,659
2006 153,785 2,394 151,391 7,153 - 144,238
2007 162,228 2,526 159,702 7,635 - 152,067
2008 168,427 2,529 165,898 8,482 - 157,416
2009 174,943 2,296 172,647 8,829 - 163,818
2010 186,108 2,282 183,826 9,519 - 174,307
2011 197,854 2,128 195,726 10,409 - 185,317
2012 202,694 2,164 200,530 11,157 - 189,373
2013 210,215 2,134 208,081 11,822 13 196,246
2014 220,011 2,153 217,858 13,093 32 204,733
2015 224,356 2,028 222,328 13,696 32 208,600

Source: Ministry of Labor, Taiwan, Labor Situations and Affairs Statistics, http://statdb.mol.gov.tw/statis/jspProxy.aspx?sys=100 [accessed 28
September 2016].

labor market.® Defamilialization, with women relieved from care obligations and entering the labor
market to become independent of household finances and secure personal income, was coupled
with re-familialization in Taiwan.” The discussion of LTC and LTCI provide evidence that fiscal con-
straint was a major (though not the sole) factor in preserving Taiwan’s familialistic welfare regime.

2.4 Welfare expenditure in Taiwan

As lack of resources caused attempts to broaden public LTC provision to be unsuccessful, the question
arises of why, despite social welfare coming to occupy the largest share in government budgets, more
fiscal sources cannot be allocated for LTC.

®Taiwan was one of the first to accept migrant care-workers to meet the needs for LTC in East Asia. Japan only began in
2008 after signing the Economic Partnership Agreement with Indonesia, the Philippines (2009), and Vietnam (2014). Since
these programs are closely monitored and require the trainees to attain official Japanese qualification for nursing or LTC,
numbers of migrant care-workers in Japan remain limited. There are less than 4,000 accumulatively working in Japan com-
bining all three sending countries in 2017 (Ministry of Health, Labor, and Welfare, 2018).

South Korea is similar to Taiwan. Migrant care-workers have become the dominant factor in LTC especially after launch-
ing the LTCI in 2008 that provided cash benefits which can be appropriated to hire migrant care-workers. Due to the lin-
guistic affinity, migrant care-workers are dominantly ethnic Koreans from China or some from Russia. No official figures
are available for the migrant care-workers in South Korea since many are illegal. Peng (2017) estimated 70,000 but it
could be much higher since it is estimated that there were more than 450,000 ethnic Korean migrant workers in 2011 working
in various sectors (Um, 2012).

“Re-familialization occurs when family members care responsibilities are not relieved through socialization, but rather
continue to be shouldered by the family through methods such as purchasing services in the labor market and/or family
policies with such intention. See Ito (2017) for a similar phenomenon in Italy. Other familialistic welfare regimes such as
Japan and Korea have introduced LTCI, therefore, LTC is more socialized compared with Taiwan but to a large extent family
members bear much of the care responsibilities due to policy designs.
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Taiwan’s social expenditure as a percentage of gross domestic product (GDP), although it has been
steadily increasing, remains relatively low (see Fig. 1a).” In comparison with countries often examined
to represent different ‘worlds’ of welfare capitalism, Taiwan’s social expenditure as a percentage of
GDP is even lower than that of liberalist countries such as the USA (see Fig. 1b). Since the percentage
of Taiwan’s elder population, while growing fast, remains much lower than that of OECD countries,
the country’s relatively low level of social expenditure is not unexpected.

Nonetheless, discussions on the new LTC programs in Taiwan showed that, for the policy elites,
how to finance these programs has always been the most important issue. One reason is that social
welfare expenditure increased rapidly in the early 1990s, coming to occupy the largest share of gov-
ernment expenditure by 1996.” Its size increased further and, by 2015, accounted for 28% of total gov-
ernment expenditure.'” The biggest elements of social welfare expenditure in Taiwan, however, are
social insurance and ‘retirement and condolence’ (see Table 2), which together consume more than
70% of the social welfare budget, leaving limited resources for other elements, such as welfare serviced
and public health, within which the current LTC-related programs are often included."!

In other words, the various universal social insurance schemes and public employees’ retirement
benefits have dominated social welfare spending, while shares of resources for other social welfare pol-
icies, such as public health, have either remained the same or decreased. Efforts to contain the costs of
universal social insurances have not been successful, especially for the pension schemes. This situation
could be exacerbated since funds for all three public pension schemes will be exhausted within the next
15 years without fundamental reforms (Lin, 2016).

This explains why those involved in policy-making are very cost-conscious when discussing LTC,
although it offers sure electoral gains for politicians and is, therefore, an ideal policy for credit-
claiming. Expanding public LTC provision would require additional revenue. Without high levels of
social consensus and trust that new or additional taxes will be well-spent on good policies, it is
extremely difficult to execute the expansion of public LTC provision, especially when the more con-
venient option of migrant care-workers is readily available, albeit with associated costs.'* Choosing the
alternative of publicizing linkages between revenue, cigarette contributions, and inheritance tax, on the
one hand, and LTC services, on the other, then became a way to simultaneously gain taxpayers’ trust
and answer social needs. All these are results of the government’s inability to broaden its tax base and,
thereby, secure additional revenue.

3. Unfair taxation and welfare regime

From 1991 to 2015, Taiwanese government expenditure as a percentage of GDP fell from 26.9% to
15.9% (see Table 2). Over the span of just 30 years from the mid-1980s, government expenditure

8In 2006, Taiwan’s government began compiling statistical data compatible with OECD guidelines by using, for example,
the ESSPROS Manual. This effort was abandoned in 2010 due to ‘lack of human resources’ for maintaining social security
statistics. For details, see the following web page of the Directorate General of Budget, Accounting and Statistics (DGBAS):
https://www.dgbas.gov.tw/fp.asp?xItem=28306&ctNode=2389 [accessed 12 December 2016]. This makes cross-country com-
parison extremely difficult.

“Taiwan’s definition of ‘social welfare expenditure’ differs from the OECD’s ‘social expenditure.” Figures for social welfare
expenditure in this paper include expenditure on ‘retirement and condolence’ and pensions for public employees, including
military personnel and teachers, which are customarily listed separately from ‘social welfare expenditure’ in Taiwanese gov-
ernment expenditure reports.

%In absolute terms, the social welfare expenditure increase may be less impressive, since government expenditure as a
share of GDP has drastically declined. The point remains, though, that legislators and the public view social welfare as
the most fiscally demanding policy area.

"'The most important exception is, perhaps, respite-care services, since these can be covered by National Health Insurance.

'2Some members of the KMT administration proposed subsidizing the cost of employing migrant care-workers, but the
idea received little support as it was quickly subjected to heavy criticism by various advocacy groups. They argued that sub-
sidizing the cost of employing migrant care-workers would neither improve those workers’ labor and social rights, nor
enhance the quality of LTC (Lu, 2013).
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Figure 1. (a) Social Expenditure (OECD Standards) as % of GDP (2000-2009).

Source: DGBAS (2010: 182).

(b). Comparison of Social Expenditure vs. the Elder Population %, 2013.

Sources: OECD.Stat, https://stats.oecd.org/Index.aspx?DataSetCode=SOCX_AGG [accessed 10 December 2016]; OECD Data, https://data.
oecd.org/pop/elderly-population.htm, data for Taiwan. See also Fig.1a and Table 1.
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Table 2. Social welfare expenditures (including retirement and condolence) as % of total government expenditures
(1991-2015)

Social welfare

Government Exp.p/ Social ~ Welfare Welfare Public Retirement and
Exp./GDP? Government Total insurance relief  service Employment health  condolence

(%) Exp. (%) (%) (%) (%) (%) service (%) (%) (%)
1991 26.9 100 16.2 6.6 22.5 1.4 10.5 42.9
1992 29.3 14.7 100 20.3 2.8 234 1.2 11.0 41.3
1993 29.7 14.1 100 19.2 3.9 233 1.3 111 41.2
1994 28.2 14.8 100 18.7 3.6 24.5 13 10.7 41.2
1995 27.1 18.3 100 27.1 6.0 23.9 0.9 8.4 33.8
1996 23.9 23.1 100 29.4 7.1 23.6 1.0 6.8 321
1997 22.5 253 100 24.1 7.6 23.4 1.0 6.0 37.9
1998 219 23.6 100 24.8 5.3 234 0.7 5.8 39.9
1999 213 22.5 100 24.2 5.1 24.9 0.8 5.8 39.2
2000 20.5 253 100 27.0 11.8 22,5 0.4 5.0 333
2001 22.4 25.2 100 35.2 6.8 22.2 0.5 4.6 30.7
2002 20.1 23.1 100 31.0 4.0 243 0.5 5.6 34.6
2003 20.2 235 100 32.7 3.5 23.2 0.8 6.6 333
2004 19.3 235 100 29.1 3.7 26.3 0.5 6.3 34.1
2005 19.0 24.0 100 29.5 3.8 26.3 0.5 5.1 34.9
2006 17.5 25.6 100 28.8 3.6 27.0 0.5 5.4 34.7
2007 17.1 25.1 100 28.4 4.1 26.4 0.4 5.7 35.0
2008 17.8 24.3 100 25.9 4.5 27.7 0.4 6.0 355
2009 20.6 22.2 100 31.9 4.1 23.0 0.5 6.0 34.6
2010 18.2 24.0 100 329 5.0 22,5 0.8 6.2 32.6
2011 18.3 253 100 34.1 4.7 22.4 0.8 5.7 323
2012 18.2 28.4 100 40.0 4.8 214 0.4 4.6 28.8
2013 17.5 28.0 100 43.0 4.8 18.9 0.4 4.8 28.1
2014 16.4 27.6 100 40.2 3.0 221 0.4 5.0 29.2
2015 15.9 28.4 100 41.4 2.8 21.4 0.4 4.9 29.1

Notes:

2Government Expenditure/GDP: National Development Council (2016) Taiwan Statistical Data Book, http://www.ndc.gov.tw/en/News.aspx?
n=607ED34345641980&sms=B8A915763E3684AC [accessed 15 December 2016].

bSocial welfare expenditure in this table is the sum of ‘social welfare expenditure’ and ‘retirement and condolence’ in the Yearbook of
Financial Statistics, ROC. ‘Social welfare expenditure’ within the Yearbook of Financial Statistics, ROC, includes social insurance, welfare
relief, welfare service, employment service, and public health.

relative to GDP has halved. Discussions below will demonstrate that Taiwan not only failed to broaden
its tax base: various tax deductions and exemptions implemented by the government have, in fact, nar-
rowed the tax base.

3.1 Low tax-to-GDP ratio and rising debt

One of the first issues flagged by public finance experts when discussing Taiwan’s taxation structure is
its low tax-to-GDP ratio (see Fig. 2). It is even low in comparison with that of South Korea, which
exceeded 25% in 2010, compared with Taiwan’s 18.5%. This inability to extract sufficient tax revenue
to meet government expenditure has led to constant fiscal deficits. Except for 1998, fiscal deficits have
become a permanent reality in Taiwan since the 1990s. As these deficits have mostly been financed
through debts, by 2015, Taiwan’s cumulative debt was equivalent to 36.6% of GDP. While this figure
might seem reasonable compared with those of many industrialized democracies, it is often deployed
as a powerful argument against welfare expansion in Taiwan. As attested by the above discussions in
section I, fiscal concerns hindered the earlier realization of more comprehensive public LTC services.

Due to statistical compilation methods in Taiwan, the tax-to-GDP ratio including social security contribution (SSC) is
not available before 1997 and beyond 2010. The more consistent tax-to-GDP ratio data in Taiwan are those excluding SSC.
This could be misleading because SSC can amount to a large portion of the aggregated tax burden, depending on the insti-
tutional designs of social welfare programs. Such is the case in Japan, where, in 2010, tax including SSC amounted to 27.6% of
GDP, but only 16.3% without SSC (Academia Sinica, 2014: 23).
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Figure 2. Tax-to-GDP Ratio of Taiwan and Other Countries (1997-2011).
Source: Academia Sinica (2014: 23).

3.2. Structure of tax revenue

With the relative decline of aggregated tax revenue, Taiwan is slowly, but increasingly, coming to rely
on individual income taxes (see Fig. 3). In this sense, Taiwan conforms with the argument that tax-
ation competition generated by globalization leads to higher taxation of less mobile wage earners or
consumers. Indeed, the top statutory income tax rate was raised from 40 to 45% in 2015. This
would place Taiwan in the upper-middle range of OECD member countries, and is definitely much
higher than in countries usually considered newly industrialized, such as South Korea, Hungary,
Turkey, and Mexico. Another assumed the effect of globalization on taxation is that capital mobility
asserts downward pressure on taxation of capital, corporate income, and wealthy individuals
(Genschel, 2002). Taiwan also seems to fit this scenario, since the corporate income tax rate was low-
ered from 25 to 20% in 2010, and then from 20 to 17% in 2011. Given Taiwan’s low level of taxes as a
share of GDP, corporate tax revenue as a share of GDP is expectedly low. At 2.76% in 2015, this was
higher in Taiwan than in the USA (2.2%), UK (2.5%), and Ireland (2.7%), but lower than in South
Korea (3.2%) and Japan (4.3%).1*

In contrast, as a proportion of total tax revenue, indirect taxes on goods and services have remained
fairly constant. Under the Value-added and Non-value-added Business Tax Act enacted in 1986, the
rate for ‘business tax,” Taiwan’s consumption tax, can be set at between 5% and 10%. This means that
the business tax rate can be easily altered through executive order, without approval from the legisla-
ture, which often serves as the veto point for tax reforms. However, since the act’s introduction in
April 1986, no administration has dared to increase the rate. Taxes on goods and services as a
share of GDP declined from 7% in 2000 to under 5% in 2010 and 2015 (see Fig. 4). This would be

Mgtatistics from OECD.Stat [accessed 31 December 2016].
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Figure 3. Taxation Revenue Structure of Taiwan (1980-2015).
Source: National Statistics, ROC, on tax revenue, http://statdb.dgbas.gov.tw/pxweb/Dialog/statfile9L.asp [accessed 22 December 2016].
Note: All tax items were reassigned to OECD classification based on the conversion table provided by the Ministry of Finance.

amongst the lowest if ranked against OECD countries: the five OECD members with the lowest values
in 2015 were the USA (4.4), Switzerland (6.1), Japan (6.8), South Korea (7.1), and Canada (7.4).°

Contrary to other new democracies’ growing reliance on goods and services taxes (see Kato and
Toyofuku), Taiwan has not been able to use its value-added tax, the so-called business tax, to effi-
ciently increase its revenues. On the other hand, while showing signs of increasing due to the raising
of tax rates, income taxes, as a share of total tax revenue, have not achieved substantial growth to bol-
ster overall tax receipts. The most important reason for Taiwan’s failure to broaden its tax base has
been its continuous favorable treatment of corporations and the wealthy.

3.3 Narrowing the income tax base through preferential treatment of corporations and the wealthy

Between 1988 and 2012, at least 20 tax deduction or exemption measures were implemented, ranging
from lowering the Land Value Increment Tax (1989, 1997, 2002, and 2004) to exempting soybeans
from consumption tax (2008) (Academia Sinica, 2014, 18).1¢

Aside from the ongoing avoidance of raising the consumption tax rate, one major cause of Taiwan’s
weak capacity to extract tax is the entrenched preference for corporate tax deductions/exemptions,
considered one of the most important policy instruments for Taiwan’s economic success. Beginning
with the Statute for the Encouragement of Investment (1960), later replaced/supplemented by the
Statute for Upgrading Industry (1990), Taiwan has provided tax holidays and reliefs for various indus-
tries. Eligibility for tax exemption and/or deduction has ranged from importing raw materials to aug-
menting equipment, such as office air-conditioning systems. Lower tax rate ceilings or exemption from

5Statistics from OECD.Stat [accessed 31 December 2016].
'Some were not necessarily unique to Taiwan, such as the three-year commodity tax exemption for electronic vehicles
(2011).
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Figure 4. Various Taxes as Shares of GDP* (%, 1980-2015).

Source: Ministry of Finance, ROC, Yearbook of Financial Statistics, http://www.mof.gov.tw/Pages/Detail.aspx?nodeid=285&pid=64525
[accessed 29 December 2016].

Note: * The GDP figures are nominal and the tax data exclude social security contribution; hence, these values are inconsistent with
those in Fig. 2.

consumption tax have also often been applied. For those who witnessed Taiwan’s ascent to become
part of the East Asian Miracle, the Statute for the Encouragement of Investment was considered
‘one of the most important economic reforms’ (Li, 1995: 83). At the outset, these statues did attract
investment and promoted manufacturing exports; yet as the hyper-growth era was succeeded by the
stagnation of the 2000s, they became subjects of heated, contentious debate. In some years, the tax
deductions and exemptions for corporations, with the purpose of upgrading industry, were equivalent
to more than 10% of Taiwan’s total tax revenue (see Table 3).

Although abolishing the Statute of Upgrading Industry had been discussed previously, the real push
began in 2006 when President Chen Shui-bian convened the Conference on Sustaining Taiwan’s
Economic Development (CSTED). In total, 516 policy recommendations, including several measures
to deregulate investment in mainland China, were drafted by the end of the 2-day meeting, but no
consensus could be reached regarding the Statute of Upgrading Industry, which was scheduled to
expire in 2010.

Throughout 2007, there were also heated discussions on how to phase out the Statute of Upgrading
Industry. The DPP government proposed a package of direct subsidies and lowering the corporate tax
rate to 17.5% in exchange for not renewing the statute. However, this proposal was never implemented
because the DPP was soon voted out of power (Sato, 2010: 183).

After coming into power in 2008, the KMT administration, led by President Ma Ying-jeou, deliv-
ered on their electoral promise by twice lowering the corporate income tax rate, first from 25 to 20%,
and then from 20 to 17% (Liberty Times, 2010a, 2010b). It has been estimated that this enabled cor-
porations to save up to 80 billion NT dollars annually (Lin et al., 2011: 88-91). Despite the lowering of
corporate tax supposedly being a trade-off for not replacing the Statue of Upgrading Industry, the
KMT government managed to enact the Statute for Industrial Innovation in May 2010, containing
various corporate income tax deductions for research and development and for professional capacity
building (Liberty Times, 2010a; 2010b). Thereby, the preferential tax treatment of corporations not
only prevailed but was even strengthened.

While corporations undoubtedly benefited from significant tax savings, such preferential treatment
inevitably exacerbated discontent towards the taxation system. Through financial records submitted by
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Table 3. Tax deductions and exemptions for corporations (2001-2013) (million NT$)

Equivalent % Tax deductions and exemptions for corporations (b)
Total tax  of total tax

revenue revenue Encouragement Upgrading President/political
(a) (=b/a x 100) Total of Investment Industry  Innovation party
2001 1,257,841 5.2% (65,913) (604) (65,308) - Chen Shui-bian/
2002 1,225,601 3.0% (36,434) (170) (36,264) - Democratic
2003 1,252,766 4.4% (54,912) (2) (54,910) - Progressive Party
2004 1,387,300 3.8% (53,314) (175) (53,139) - Democratic
2005 1,567,396 5.3% (83,626) (219) (83,406) - Progressive Party
2006 1,600,804 7.5% (119,747) (284) (119,463) - (DPP, 2015)
2007 1,733,895 10.4% (180,562) (61) (180,501) -
2008 1,760,438 8.6% (151,352) (91) (151,261) - Ma Ying-jeou/
2009 1,530,282 12.9% (196,755) (73) (196,682) - Kuomintang
2010 1,622,244 11.9% (192,644) (88) (192,556) -
2011 1,764,611 9.1% (160,659) - (160,659) -
2012 1,796,697 6.2% (112,281) - (106,546)  (5,735)
2013 1,834,124 - - - -
Total loss of - (1,408,199)  (1,408,199)  (1,400,696) (5,735)
tax revenue,
2001-2013

Source: Academia Sinica (2014: 17).

Note: *Aside from these two major statutes, there are at least 18 other laws providing various kinds of tax deductions and exemptions for
corporations. One can easily find this information on the relevant web pages of Taiwan’s National Taxation Bureau. See web page of
National Taxation Bureau of Taipei (https://www.ntbt.gov.tw/etwmain/front/ETW118W/CON/1815/4736005044563581113) for an example.

corporations to the Taiwan Stock Exchange, DPP legislator Lin Shu-fen found that for those with more
than 10 billion NT dollars net-profit-after-tax, the average effective corporate income tax rates were
extremely low: for nine corporations, the rate was below 10%. These examples are rather telling
since the average effective corporate income tax rate is estimated to be around 11% (United Daily,
2016).

The impression of low taxes for the wealthy was not limited to corporations: it applied also to indi-
viduals. Taiwan’s integrated income tax system, which allows tax deductions for capital gains when cal-
culating income tax, is seen as symbolic of a policy favoring the rich. In 2011, the estimated deductible
dividend income was approximately 100 billion NT dollars, which was equivalent to 30% of the indi-
vidual income tax revenue of the same fiscal year (Academia Sinica, 2014: 34). It is, therefore, unsur-
prising that assets taxes as percentages of GDP have declined (Fig. 4). Another related development was
the lowering of the inheritance tax rate. During the 2008 presidential electoral campaign, the candidates
of both major parties advocated lowering the inheritance tax rate from 50% to 10% to bring capital and
investment to Taiwan. This was also quickly realized in 2009 after President Ma assumed office.

3.4 Unfair taxation, social consent, and welfare

These series of tax measures favoring wealthy corporations and individuals in the last two decades
generated deep public suspicions that Taiwan’s taxation system was ‘unfair.” In October 2007, the
Coalition of Fair Tax for Taiwan (Gong-ping Shui-gai Lian-meng) was founded to coalesce 17 influ-
ential advocacy groups focusing on issues of labor, welfare, gender, poverty, youth, public health,
and disabilities."” The coalition’s members have been consistent in criticizing the tax system for
imposing a disproportionate share of the burden on average Taiwanese taxpayers. Major targets of
their criticism include the various tax incentives offered to corporations through legislation, such as
the Statute of Upgrading Industries, and the integrated income tax system.'®

"7See the archives of Citizen Journalism for details of its founding press conference: http://www.peopo.org/news/6572
[accessed 5 December 2016].

"®Interview with a member of the Coalition of Fair Tax for Taiwan on 3 August 2016. This particular member was also an
activist in elder issues.
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One outcome of such advocacy work was the publication of an influential book called The
Collapsing Generation in 2011. Taiwan Labor Front, a labor advocacy group that had been very active
since the 1980s and was also a member of the Coalition of Fair Tax for Taiwan, collaborated with aca-
demics critical of the neoliberalist ideology to author this highly influential book (Lin et al., 2011). It
sold more than 11,000 copies, setting the record for any book published by advocacy groups or aca-
demics in Taiwan.

Three years later, in July 2014, a group of academics comprising economists and public finance
scholars from Academia Sinica published a comprehensive report on taxation reform. The first prob-
lem, according to the report, was Taiwan’s eroding tax base. This created a taxation system that lacked
‘fairness’ (gong-ping) and undermined the rather equal income distribution of which Taiwan was once
proud (Academia Sinica, 2014)."” The detailed prescriptions for tax reforms differed between these
two books, but their analyses of the syndrome were quite similar: Taiwan’s taxation regime is unfair
and is highly related to deteriorating income distribution in the country.

These initiatives and their findings were certainly uncoordinated, since the academics of Academia
Sinica were mostly American trained economists, undoubtedly at the opposite end of the socio-
economic ideological spectrum from the left-leaning Taiwan Labor Front and other progressive advo-
cacy groups. However, these two books together underscore a high level of social consensus on an
unfair tax regime in urgent need of reform. In various opinion polls conducted by Taiwanese news-
papers and periodicals, the findings confirm this popular perception of the taxation system being
unfair and needing serious reforms.*’

Indeed, since 1991, the effects of government welfare and taxation on the redistribution of dispos-
able income have decreased, and income disparities widened. Table 4 shows the effects of government
welfare and taxation on Taiwan’s disposable income distribution from 1991 to 2015. From the 1990s to
the early 2000s, there was an obvious reduction in the income share ratio between the highest 20% of
earners and the lowest 20%. This is consistent with the rapid expansion of various welfare programs,
such as universal health insurance, during the same period. In contrast, the effects of taxation on the
income share ratio of the two groups remained largely constant since the 1990s, with only minor fluc-
tuations. Hence, when the effects of welfare programs declined after 2007, sliding back to 2000 levels,
the overall effects of welfare and taxation also declined (Table 4). It is, therefore, quite natural that the
Taiwanese public opposes raising tax rates or introducing new taxes since the current system has been
proven to have limited effects on income redistribution. However, Taiwan’s people also favor expand-
ing the public provision of LTC services to cope with the country’s aging society, premised also on the
perception that the government could do more to rectify the ongoing unfairness.

Discussions so far have shown that repeated tax reductions and exemptions over the past 20 years
have significantly narrowed Taiwan’s tax base. These policy practices are extremely difficult to alter
because ‘once a social bargain around tax relief is struck, it can be locked in politically through interest
group pressure, norms, and party competition” (Ide and Park, 2014: 686). Preferential tax treatment
for corporations in Taiwan attests to this claim. However, this has also eroded social consent on tax-
ation. Taxpayers consent to paying taxes on the assumption that the government is able to efficiently
handle the revenue. Ide and Steinmo (2009) have argued that prior tax policy choices, if unconvincing,
could prevent a government from persuading common citizens to pay more taxes. In other words, if
prior repeated tax reliefs for corporations and the wealthy are not redressed, it is unlikely that Taiwan
will be able to raise tax rates or introduce new taxes.

Thus, Taiwan is presently unable to broaden its tax base by, for example, raising the consumption
tax rate, which is not an uncommon option for financing welfare in other countries. Without sufficient
revenue to fundamentally transform the LTC system, the government has mostly endorsed the fiscal-

Since this was the work of especially prestigious scholars, it received a high level of media attention, and Taiwan’s pre-
mier was invited to attend a conference to discuss concrete tax reform measures.

**For example, in the poll conducted by Common Wealth Magazine (2010), 54% believed that tax in Taiwan was not fair
(He, 2011).
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Table 4. Effects of government welfare and taxation on disposable income distribution (1991-2015)

Income share ratio of highest Income share ratio of highest
20% to lowest 20% 20% to lowest 20%

Without Including current Effects of

current transfers from Effects of ~ With current transfers  Effects of welfare and

transfers government? social welfare to government® taxation taxation

A B C=A-B D E=B-D F=C+E

1991 5.32 5.07 0.24 4.98 0.10 0.34
1992 5.57 5.34 0.23 5.25 0.09 0.32
1993 5.76 5.51 0.26 543 0.08 0.34
1994 5.79 5.49 0.31 5.38 0.11 0.41
1995 5.93 543 0.50 5.34 0.09 0.59
1996 6.17 5.49 0.68 5.39 0.11 0.79
1997 6.25 5.53 0.72 541 0.13 0.84
1998 6.49 5.66 0.84 5.51 0.14 0.98
1999 6.47 5.65 0.82 5.50 0.15 0.97
2000 6.57 5.69 0.88 5.55 0.14 1.02
2001 7.67 6.54 113 6.39 0.15 1.28
2002 .47 6.29 1.18 6.16 0.13 131
2003 7.32 6.20 112 6.08 0.12 1.24
2004 741 6.17 1.24 6.03 0.15 1.39
2005 7.45 6.18 1.26 6.04 0.15 1.41
2006 7.45 6.16 1.29 6.01 0.15 1.45
2007 7.52 6.12 1.40 5.98 0.14 1.54
2008 7.73 6.20 1.53 6.05 0.16 1.69
2009 8.22 6.47 1.75 6.34 0.13 1.88
2010 1.72 6.30 1.42 6.19 0.11 1.53
2011 7.75 6.32 1.43 6.17 0.15 1.59
2012 7.70 6.29 1.42 6.13 0.16 1.58
2013 7.53 6.22 131 6.08 0.14 1.45
2014 7.40 6.20 1.20 6.05 0.14 1.34
2015 7.33 6.19 114 6.06 0.14 1.28

Source: DGBAS, ROC, 2016, Report on the Survey of Family Income and Expenditure (table 6, p.25). The concept of this table is sourced from
Lin et al. (2012: 107). The author recalculated the numbers using the newest data from the DGBAS report.
Note: ®For definitions of current transfers from and to the government, see DGBAS (2016: pp.132-133).

free choice of migrant care-workers, aside from sporadic superficial policies. This has led to the
re-familialization of Taiwan’s welfare regime.

4. Political determinants of taxation and the welfare regime

Discussions so far have demonstrated the lasting impact of taxation on Taiwan’s welfare regime. This
final section delves further into the political determinants of taxation in Taiwan. The analysis below
argues that the effect of weak taxation on the welfare state is fortified by identity-based party politics,
influential capital, acquiescent labor, and the limited bargaining power of civil society.

4.1 Identity-based party competition

After extensive studies of the policy processes of tax reforms in Taiwan, one of the first conclusions
reached by Sato is that there is no clear partisan confrontation over tax reform (Sato, 2010, 2015,
2016). This paper’s findings reaffirm this observation since the various tax reliefs for corporations
have been introduced and renewed regardless of the party in power (see Table 3). This is exceptional
because, since democratization, Taiwan’s politics have often been characterized as polarized and filled
with intense party competition (Fell, 2008, 2014). The simple explanation for this exception is that
party competition has been based on identity politics, rather than socioeconomic issues. Analyzing
identity politics has been the most important and dominant approach in understanding the structure
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of Taiwan’s politics (Wachman, 1994; Wakabayashi, 2008). It has also had a profound impact on party
competition, since during the early process of democratization, ‘national elections established Taiwan’s
relationship with China as the primary issue dividing party loyalties’ (Rigger, 2014: 107).

This does not mean, however, that party competition is irrelevant to tax and welfare. Spending
more and cutting taxes can be popular with the public and, therefore, effective in garnering electoral
support. What often occurs in Taiwan, therefore, is inter-party competition to spend more (on wel-
fare) and cut more (taxes),”' as explored earlier in this paper. However, because identity politics
are the core, politicians are not necessarily heavily punished for advocating tax hikes. President Ma
was reelected with a comfortable margin in 2012 despite clearly publicizing, during his presidential
election campaign, his intention to implement tax reforms that would include raising taxes.”> More
recently, despite discussing the possibility of raising the consumption tax rate, the DPP still achieved
a landslide victory in 2016.

The implications for taxation and welfare are, thus, more contextualized. Studies have shown that if
taxpayers feel they can clearly benefit from public spending, they will consent to raising taxes
(Steinmo, 1996; Ide and Steinmo, 2009). A stronger link between revenue derived from taxation
and specific welfare programs is, therefore, required, as the case of LTC in Taiwan neatly demonstrates.

Nonetheless, Taiwan’s party competition is unique in relation to tax in that politicians propose tax
during their electoral campaigns and are not necessarily punished at the ballot box. Once in power,
though, they seldom succeed in attempts to actually execute tax reforms. Instead, they follow their pre-
decessors in introducing tax deductions, which also tends to go unpunished. As such a pattern con-
tinues to weaken the state’s ability to tax, consecutive governments, hence, opt for more self-financed
welfare programs.

4.2 Strong capital and acquiescent labor

Lopsided power relations between capital and labor is another factor contributing to the entrenched
policy preferences that weaken the government’s taxation capacity. According to Sato (2016), an obvi-
ous characteristic in the process of tax reforms is that corporate leaders can often assert more influence
than other actors, such as the president, premier, bureaucrats, legislators, experts and advocacy groups.
During the authoritarian era, relationships between corporate leaders and the state were institutiona-
lized. The chairmen of the largest industrial federations were, almost without exception, members of
the KMT’s central committee, then the de facto highest decision-making body of Taiwan. Although
this mechanism has obviously receded since democratization, a myriad of personal ties still persists
as the legacy of the authoritarian era (Huang, 2004; Chang, 2008).

In addition to using the regular channels of relevant ministries, such as the Ministry of Economic
Affairs or Ministry of Finance, corporate leaders can also seek to influence policy-making through per-
sonal connections with powerful legislators and politicians, especially the president (Shinkawa et al,
2015: 29). Another route is to push an agenda on crucial policies through the media. High profile cor-
porate leaders are often outspoken about various issues and are treated as celebrities in Taiwan.”’
Some actually acquire media platforms to enable them to set the agenda directly (Lin, 2015). As
the equivalent of the Japanese Business Federation (Keidanren) or the Federation of Korean
Industries, the Chinese National Federation of Industries (CNFI) is not nearly as active as its counter-
parts in Japan and South Korea, respectively. However, corporate leaders’ view has been quite consist-
ent and not unexpected given Taiwan’s past as a growth-first, newly industrialized economy: low tax

*'For example, during his ultimately successful presidential electoral campaign in 1999, Chen Shui-bian promised to
implement a national pension scheme that would provide at least 3000 NT dollars monthly and to halve the Land Value
Increment Tax.

*president Ma did, in fact, attempt to implement tax reform after reelection, but his efforts mostly ended in failure. See
Sato (2015, 2016) for details of tax reforms during Ma’s second term.

**The famous high-tech tycoon of Foxconn, Terry Gou, is one such example. He often issues threats or praise on various
policies; his statements always provide headlines for newspapers and television news.
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and low welfare (Hsieh, 2016) Their ability to control wage negotiations also remain very much intact.
In short, although the mechanism for corporate leaders to assert their own agenda is no longer as insti-
tutionalized, it remains effective in democratized Taiwan.

To some degree, capital’s ability to maintain influence is partially enabled by an acquiescent and
fragmented labor force. In countries where industrialization was pursued under a democratic regime,
tax and welfare are the results of ‘historic compromise’ between capital and labor (Ide and Steinmo,
2009: 122). In contrast, Taiwan’s industrialization began under an authoritarian regime, characterized
by coopted labor, prior to the emergence of autonomous labor unions during the process of democ-
ratization (Huang, 1999). Chiu (2014) argues that while labor oppression in Taiwan might have
seemed comparatively mild in the international context, organized labor was actually severely
oppressed by the government during the process of democratization. From 1989 to 1993, more
than 200 union cadres were laid off and more than 20 union organizers were prosecuted (Chiu,
2014: 120). Consequently, Taiwan’s labor force eventually lost its momentum towards consolidation,
due to fragmented leadership and partial incorporation into an identity-based party system, as all
major parties began to nominate labor representatives as at-large legislators (Kamimura, 2007). The
unionization rate for Taiwan’s industrial workers was approximately 27% in 1994, but by the late
2000s, it had dropped to 15%. For the entire workforce, the unionization rate is estimated to be
only around 7%: Taiwan’s occupational unions are mostly convenient ‘fronts’ for small businesses
and housewives to enroll in social insurance schemes, rather than fulfilling the traditional role of
labor unions.

Consequently, the role of labor organizations is often limited to participation in wage negotiations
and handling labor disputes; their interests in tax and social welfare remain low and limited. Were
there to be compromises between capital and labor in Taiwan, they would be very minimal and
vague: cost-sharing in universal social insurances and minimal corporate welfare, in exchange for rela-
tively low-income tax for workers and apathy towards the tax rate on profits and capital.

4.3 Limited bargaining power of advocacy groups and civil society

What has, in a certain sense, supplemented the role of labor is the idea of civil society and its mani-
festation in advocacy groups’ participation in formulating social agenda and policy-making. Taiwanese
intellectuals have consistently adopted the idea of civil society as a strategy for democratic consolida-
tion and deepening. The tradition of intellectual activism emerged in the very early stages of Taiwan’s
democratization process (Chang, 1990; Lii, 2004), and remains a salient trend in which mixing acad-
emism and activism are common.**

An ideal civil society should be accompanied by vibrant social activism. This is also a consistent
argument for advocacy groups dedicated to various socioeconomic issues, such as labor, welfare,
and, eventually, tax, an issue not traditionally addressed by social activists in Taiwan. Wong’s
(2006) research on health care reform in Taiwan also highlighted the importance of cross-class coali-
tions of policy advocates: in broadening the appeal of welfare, their efforts led to the creation and
maintenance of redistributive universal health insurance. Similar dynamics can be observed regarding
tax and welfare. Members of the Coalition of Fair Tax for Taiwan have been outspoken on unfair tax-
ation since the early 2000s; some even became legislators and political appointees themselves, using
the legislature and government to realize their advocacy work.*

41t is rather common for Taiwanese academics to also serve as important members of various advocacy groups. Many
student leaders of the Sunflower Movement of 2014, which transformed Taiwan’s political landscape, were taught by profes-
sors who participated in student movements or are involved in social activism. See Wu and Lin (2016) for in depth discus-
sions of the Sunflower Movement and intellectual activism.

*>The most prominent example is Prof. Lin Wan-I. A well-known welfare scholar, he strongly advocates that Taiwan must
increase the capacity of public LTC services before considering introducing LTCI. He also advocated raising the inheritance
tax rate and, possibly, consumption tax rate to finance expansion of public LTC services. In May 2016, he was appointed as
minister without portfolio, designated to spearhead reforms of the LTC service.
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Obviously, civil society, in the form of advocacy groups, does not engage in collective bargaining
and lacks the class-oriented cohesion of labor. It is, by nature, pluralistic and fragmented, and can
sometimes be coopted by the state (Wu, 2002). However, as demonstrated by the discussions on taxa-
tion’s perceived unfairness in Taiwan, their views can serve as ‘counter forces against the corporate
leaders when popular opinions are strong and clear’ (Sato, 2016: 2). Since their role in shaping popular
opinion is also crucial, the abilities of advocacy groups to shape policy agendas are, therefore, an
important element of policy-making in taxation and welfare.

This does not necessarily mean that advocacy groups can reach a ‘historic compromise’ with cap-
ital. A series of entrenched policy preferences are extremely difficult to alter, especially with the
accompanying erosion of social consent on taxation in Taiwan. However, as manifested by the allo-
cation of certain tax revenues, the current government’s commitment to public LTC provision, despite
many corporate leaders calling it a fiscal ‘black hole,” is evidence that advocacy groups have some
impact on the politics of tax and welfare.

5. Conclusion

After exhaustive studies on mortality-reducing social services in East Asia and Latin America,
McGuire concludes that democracy does not inevitably lead to the provision of basic social services
or quantitative increases in spending on public health. Rather, democratic processes offer opportun-
ities to improve health care, and whether a country succeeds depends on policy design and implemen-
tation (McGuire, 2010). In other words, the relationship between democratic deepening and welfare
entrenchment is more nuanced and depends on the institutional designs of welfare programs. Still,
the implied logic is that resources, including fiscal, committed to welfare policies are the results of
institutional designs.

This paper has shown that the logic can function inversely: securing funding is not a result of wel-
fare reform; rather, the availability of resources, that is, taxation capacity, determines the direction of
welfare reforms. Welfare late-comers, such as Taiwan, have been extremely cost-conscious and reluc-
tant to alter taxation policies or mobilize regressive taxation measures to finance the public provision
of health care. Hence, the democratic process has, in fact, both enabled and yet constrained the imple-
mentation of LTC. Revenue-raising capacity can be an equally crucial variable in welfare entrench-
ment. This observation is consistent with Kato’s (2003) argument that the newly industrialized
countries, using the latecomer’s advantages, tend to avoid ‘high tax, high welfare’ through regressive
taxation.

In many ways, this has been a consistent feature of welfare expansion in Taiwan. Compacted devel-
opmental experiences often require simultaneous welfare entrenchment reforms and fiscal reforms.
This was the case when single-payer universal health insurance was introduced in Taiwan. It was a
policy instrument implemented in response to democratic pressure and to rectify an unfair social
insurance system heavily favoring certain social groups. However, its purpose was also to improve
the general social insurance schemes’ failing finances, which was achieved by separating off these
schemes’ health coverage and broadening the base of insurance premium payers (Lin, 1997).

In short, welfare entrenchment occurred without the need to fundamentally transform the state’s
revenue-raising capacity since the 1990s. However, Taiwan now faces new challenges. This paper
shows that the increasing costs of universal social insurance schemes, coupled with prior tax policies
that have narrowed the tax base, have made it extremely difficult for Taiwan to raise additional revenue
to finance fundamental LTC program reforms. Whether the new LTC 2.0 can deliver the results
required to justify further fiscal resources remains to be seen. However, the belated and insufficient
attempts to deliver public LTC provision are, in many ways, a result of weak state capacity to raise
tax revenues. This has, in turn, mapped the trajectory of the re-familialization of Taiwan’s welfare
regime. By linking discussions of welfare and tax, this narrative suggests an alternative explanation
beyond existing discussions of welfare politics in Taiwan. It also attests to the contention in analyzing
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Latin America and South Korea that new democracies’ welfare regimes cannot be fully explained with-
out analysis of taxation policies and politics.
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