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ABSTRACT

The complementarity between public goods and private goods has
been a main focus in recent studies of optimal public good provision.
Specifically, when one applies the cost-benefit analysis to a public
expenditure project financed by distortionary taxes, the marginal cost of
public funds (MCF) may depend on the revenue effect associated with the
complementarity between public expenditures and private goods. The
purpose of this paper is to investigate the effect of public investment on
the revenue of consumption taxes in Taiwan. It follows the theoretical
framework formulated by Wilson (1991) to set forth an empirical model
for the estimation of the tax revenue function. The empirical results
indicate that current public investment has a two- to three-year lag
before it affects consumption tax revenue. During the period of observa-
tion, 1964 to 1996, the revenue effects of public investments in Taiwan are
shown to be positive, implying that public investment in part self-
finances and thus reduces the required public funds. From the perspec-
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