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Distribution of Lottery Surplus and Local
Social Welfare Expenditure

Kung-Cheng Lin, Wen-Lin Chang

Abstract

Since the launch of Taiwan lotto in January 2002, the accumulated surplus of lottery has
exceeded 117.8 billion NT dollars at the end of 2006. According to the law, 50% of lotto
surplus are earmarked for the use in local social welfare expenditure. However, the public casts
the doubt on whether the local governments will follow the regulation or substitute the lottery
surplus for desired local social welfare budget. The purpose of this study is to employ a panel
data model to examine whether the distribution of lottery surplus will crowd out the desired
local social welfare expenditure. Two methods are considered. In method one, the dummy
variable of issuing lotto is included in regression model. The results show the distribution of
lottery surplus crowded out the desired local social welfare expenditure no matter which the
dependent variables of net real social welfare per capita or the net real social welfare ratio were
considered. In method two, we construct an estimation model based on the 1985~2001data and
use this model to estimate the desired expenditures during 2002~2005. The results also show
the fungibility effects based on both the considered dependent variables. Nevertheless, the

magnitudes of these effects became smaller year by year.

Keywords: local social welfare expenditure, lottery surplus, fungibility effect, panel data

model.
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