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Abstract

This paper attempts to build the relationship between local public
expenditure and local services, and to analyze the efficiency of 23 local
governments’ expenditure of Taiwan. This analysis was performed in two
stages. The first stage asseses the relative efficiency scores by applying
nonparametric methods-Data Envelopment Analysis (DEA) and Free Disposal
Hull (FDH). Seven variables as the output measures and per capita
expenditure as the input measure were applied to this stage. The results
showed that local governments with ‘high input, high output’ and ‘low input,
medium output both possibly achieved the theoretical ‘best-practice’ frontier
and served as the reference units for other relative inefficient local
governments. The population size has also effects on the efficiency scores.
The second stage identified critical variables of efficiency via regression

analysis. It revealed that the explanatory variables of the family income,
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grants and public debts variables were shown negative signs while population
density was shown a positive sign. There all were significant as the priori
expected. These findings showed that the efficiency of local public
expenditure had been significantly affected by the spatial distributions of
population and industries, as well as the inequality of wealth and local finance

autonomy.
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