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= ~In Taiwan, unlike most other countries, the term "welfars" refers only to programs
designed to aid the poor by giving them cash benefits. In recent years, a major debate ensued
over the best way to deliver aid to the poor. In this question, you are working in the Ma
regime early in 2009, and you are asked to prepare a memo to Dr. Lin, the Assistant to the
President for Domestic Policy.

As of 2009, each local government is allowed to determine how much money it wants to
spend on cash aid to the poor. Then for each dollar the local government spent, the central
government matches it at a rate that varies depending on how rich or poor the local
government is. Thus for every dollar a poor local government like Tai-tung spends, the
central government will match it with four additional central dollars. For every dollar a richer
local government like Hsin-chu spends, the central government will match it with an
additional one dollar. The central match money must he spent on the poor as well. In
addition, the central government set strict rules ahout how and where the money could be
spent.

Critics contended that the system of central control with matched local spending lead to a
rigid system that seemed more oriented toward meeting the central rules than serving the
needs of the poor. As a result, a group of local government governors have proposed the
following plan.

Instead of matching grants, each local government would be given a flat "block grant" equal
to the average amount of matching funds they received over the past 3 years from the central
government. Under the new plan, they would still be required to spend the central money on
poor families, but the amount they receive would not depend on the amount of money they
spent themselves. And, the rules about exactly how the money could be spent would be
relaxed dramatically.

As an ex-mayor, President Ma is attracted to the plan. But he needs a more thorough analysis.
Dr. Lin wants a memo where you consider the following questions from a public policy
perspective.

1. Under the proposed plan would you expect overall spending on the poor (combined local
governments and central) to increase, decrease, or remain the same? Can you decide if
the new plan will be better or worse as a way to help the poor? Explain your reasoning,
(25%)

2. A few advocates have suggested that the proposed system is dangerous because it
changes what happens during a recession. During a recession, the cost of aid to the poor
grows because more people qualify for benefits. Compare the impact of the proposed
block grant plan during a recession to what happens under the current matching grant
system. (25%)
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