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Tax-Then-Spend or Spend-Then-Tax:
An Analysis of Causality between

Public Spending and Revenues

Tsai-tsu Su

Abstract

This paper uses the direct Granger test to examine the intertem-
poral relationships between public spending and revenues in Taiwan for
fiscal years 1961-1992. Revenues are found to Granger-cause spending
outcomes, with the strongest link occurring in the expenditures for gen-
eral administration, and for education, science, and culture. The reverse
causal relationship, spend-then-tax, finds little empirical support, with
the exception of obligations Granger-causing revenue outcomes. The les-
son learned from past data thus appears to be that raising taxes is more
likely to result in more government spending than to reduce the size of

budget deficit.





