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He=Ad #ek S dEFe AR = F flvke dAE Zeth
FREAERE S o &3 BAL T2 GAAIFdA Ao AZHTE] 2Hdo] vt
A S AleHste] Jafo] aH|Rpet Bkt 52 FEA R B A Akt
oF 2R[RL F o= BEoR AXEE= 7S Bl AN Al e auE Hrke
o} o]} e #AE Bt xHlo] dAsithe Mg skl HEA S S 6k
Ao® O Fde Foo FF9 /HEEEd 3 AuA Ard &3
(Harberger, 1966; Whalley, 1975). °©]2]3t F-ETYP RS o] 83t F4 F7o]

(.
g
T

= A2 3o o Alee] HskE Sl sy offa Ayt
1=
il

Hr
EY
of
td

to offf &

S AE| =7t i o m Bl hE 2 Aok (Whalley, 1975). whebx

o] g Basta o] BAFTA 1 FIAE 13T F de VIR
&% A7 (Harberger, 1962, 1966) 7} AlZE|a, o]F e AW
(computable general equilibrium) &3 (Shoven and Whalley, 1972) & E3l tjekst
T AlestE x3ke o] Zhsaisith ey o] A Al AIRE A

ol e 14 GBS DD 4 gl AuBAe] 4L AN glel, Aol

A 3 YL 1 4 ANt (DGE) 2 FeE FEANTY
(DSGE) R4% B8] Alwisle] o4 98 FP4oz BAse A= dn
it

(<}
2E o|&d] A&Hste] 9iA, MEd RIS B3 AR H Aez
(event and narrative analyses) W21S Hx =2 wets] A5t A+43 GDPH

u 129 Alg o] GDPE Hz 2.5% ~3%714 F2A700H AL 18l

Smolyansky (2016) &%= WA /el F424 JaF& HolFa et o] 9o &
A Are SEiE duktd 5 FEA GELNE RS o &d WMAaSA ¢
ARLEA Qdete] A e dAT AFEc]  Jdov (Bhattarai and
Trzeciakiewicz, 2015; Choi and Kim, 20165 Hansen and Imrohoroglu, 2016;
Nielsen and Sorensen, 1991; Unal, 2015), HAA&EHS7} 57} 7F Aol 5S &
gl dazte] g mA F Ud5S HoFe AdTEHAE Jdth(Mendoza and

Tesar, 2003).
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T Qe gl WA Qste] FAZV} EAE FHOE G AP} FE
ol£3 itk thEHCZ 7158 (2005), Zehel 9 (2006), He1%-(2008), HEH
(2009) S 2tz WA et Z19je FABE, WA FAe) A o] 2y
G, 280l VAL 9% B FHG. AaAThs 4] ve 29E
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Wie dout EL =
A7 vebds Hoioh v 2 9] (2006) = Al&Qds A3 Fakek 1857t
o 2% A a3k ek, ol weh WEHAlES 3%p ot A
GDP7}0.48% ~0.59% 571 & Sl HAth 9, A2L5AE A o
& 53E EAT dyEe AN (2010) o] STk o] ATE ZRASA, AELS
Al & 57 BARSFE o] &oto] AEaFd tigh A& o] AEEHE At
Al Asfsle v F gole A dFE A Feve AL Bt
o9l = Tt - /g e (2010), ©INA 9](2002), HFE(2003) T2 AARE
T (CGE) EPE of&al A <dste] A4 dgazet 4% 5 BddFe
A8t 53] g (2003) & WA QlstE Al 9] Al e (e da o
2 5%p Asksle Wk, AF R 23] AA Qslshs el 5idd] AA 1%p4 s}
sk el = FEske] ¥l Ak 7=

Aok Aoz WAl <187t @rlel
229 S7k= GDP7}F S7kehe

B

TE T 2 ‘ﬂcﬂ*ﬂ%ﬂr AAZAA Y] A= AR G IAE 2=
A Bs] Yehs F(0) 9 dek g AlES <
N2 ArE e ’&CE}O] AZHS AL Mu Ay o2 AlEst 2

F= 1 33} A9 gAY vl Yelta 3tk (Diankov et al., 2010).6)

6) Eold ALgahe waT 2 QA AN RGe A& Q3T sl thg Take A
Aom WAk ot RYontY £EY AA5 2ASL EAew MAY WS
2 7450 goBe FUG Ag Wa} o] Foliltkn sheleks AXAA WrEe] A

=
b 2 Hlewg AiE ek 7] wiio|th



WA e A B AXARA E3bel gk FE A £4 11

. o] QA gz

S elAlE 20149 AF Z1E A9 20.8% 8 AASHE AR F7h A
o 2 310l H1 ek Wit ohlet el QPNNE 2AAE o F ARG
wol mek T4 9 AR GFE 2P HER 989 Qo] Fa oAt
4 8glo] ek,

(Table 1) OECD =7F=9] i WA Fol& HolFa Q). =] P&

B

mﬁ

H3 HAAEL 2009 o|FRE AHAS F&e| 24.2% (HA 22%, AHHA|
2.2%) 5 A8kaL itk o]+ OECDH T 1 HAAM& 25. 2% Ko} thh v 4=

o7, 1=(39.1%), LE(34.62%), TF(30%) Sl HlEIAE S A&
siggich. ey 9=(20%), AAL(19%), E171(20%), BH=(20%) 53 Hla
A AR & Algd &k slolH, Relle UehA] oy FH=el
BNEZ(17%), TF(16.5%) T2 vlwaEl B wf 7%p o) &

OECD =7}te] B& i yidAles Bl 2 159 Bt e =714
WA Qlst Fo]7F vehdar it 53] =] -t 2000 thH] 21.8%pE ¢lot
St =, olgeotE HIRe MUt ® 14.4%p7} JstEAR. = &
717 6.6%p B=7F QetH Y OECD Z7F AA|H ez | 7.4%p7} 918t

o Wkl Qlsh Fo] tha W FE & & Utk olgfd FA|A Fole AR
&0 AHTFEHA NBAA stollA BT HRAA skt 7 o= F A1 @
(Mendoza and Tesar, 1998; Diamond et al., 2013) = =o]|7] Y3} th-2# <l

A= FrHE ¢ vk w13 H23 22 AARA 7 T, 47 243}

o] HA4E el HAA QlskE A A oM o] gt e Jew H
3

o ol Sl TS WA QYETRE urE F AN ek,

—

O

rulo
N

E&’L‘&rﬂm&

offt

e

2014 A1 7] dubHole] HlSo] &=
TSk Utk F5917] oA 2007d <
9} 88% = TASt W A} W

al
4 olth®) 2 A el & AAE o

7) M AA 20143 g 7)E
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d 101, 02702 4v) o) FBksirk, b WA F Rl J
Qo] ok 80%, FA7190] 20% 5 FH Y olH @ T el TEE Wl

et 37t ti7]dell Asdvke vae] o7t Ha 7= stk

(Table 1) Corporate Income Tax Rate in Top Bracket for Selected OECD Countries

top-Bracket Corporate Tax Rate including local taxes (%)

1995 | 2000 | 2005 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | Rr*
Germany | 55.1 52| 38.9] 30.2] s0.2] 30.2] 30.2] 30.2] 30.2] 21.8%p
United States | 39.6| 39.3] 39.3| 39.2] 39.2] 39.1] 39.1] 39.1| 39.1] 0.2%p
Kirgfocin 330 30| 30| 28| 26| 24| 23] 21| 20|  10%p
Austria 34 34 25 25 25 25 25 25 25 9%p
Israel | 36l 4| os] 24 25| 95| 26.5] 26.5] 9.5%p
Ttaly 53.2] 37| 83| 2ns| 2ns| o2ns| o2ns| 27.5| 27.5] 9.5%p
Japan 50| 40.9] 39.5] 39.5] 39.5| 39.5] 39.5| 35.6]34.62] 6.28%p
Czech Rep. al sl 26 9] 9] 19 19 19]  19] 1290
Canada 2.9 42.4| sa.2] 20.4] 27.6] 26.1] 26.3] 26.3] 28] 14.4%p
Turkey -1 s3] 30l 200 20] 20 201 20 2] 13%p
France 36.7| 37.8| 35| 34.4| 34.4| 34.4]34.43| 34.43| 34.43| 3.37%p
Finland o5 29l 2] 2] 26| 24.5] 2450 20| 20 9%p
Korea Rep. -1 s0.8] 27.5] 2a.2] 2a.2| 42| 2a.2] 42| 242 6.6%p
Australia 36| 34| 30| 30| 30| 30| 30| 30| 30| 4%p
Average
i OECgD 36.6| 32.6| 28.2| 25.6|25.53|25.49|25.49| 24.3| 25.2| 7.4%p

Note: 1. Data sources are National Assembly Budget Office and OECD Tax Database.
2. ™ RR denotes a reduced rate relative to 2000.

Ale] Hat AaAEe &
%04 2014
= 49
& ol =

8) ZF 71 HIF 12% 9} 88% & 2008 ZAIEAIAE (20073 71F, ©]F 2007d A7 ¥ T
& ARE o83t & FaL

9) Welgo] Bekdt & WAMAL FHEECR R H(E BeA/BAAE00, F A5
A Eo] 24T FES Uehile o AMrIde] 44 2AREe Yehle A7}



HRAA el AE B AAAA 3ol g g 24 13

M

20073 4.8%9°A 2015\ 4.7% & A AR sletAet 22 1 Axpr) 2035]E

o =lers
2015 e Ae I 5 Utk

(Table 2) Reported Corporate Income Tax Rate by Firm Sizes(Korea)

Nigier Taxable Income Tax Base Tax Revenue
Corporate
(Unit: million won, %) | Number | Ratio | Amount |Ratio] Amount | Ratio | Amount | Ratio
2014 Total 550, 472 100249, 470, 032 | 100|221, 825,370| 100 |35, 444, 041 100

Tax base threshold by
taxable income size 550, 472 100|249, 470,032 | 100|221, 825,370 10035, 444, 041 100
(cumulative)

over 500 billion won 421 0.01] 73,511,076 29.5] 73,011,548| 32.9| 11,946,792 33.71
over 100 billion won 216|  0.04| 107,836,785(43.2| 106,900,424| 48.2{ 18,172,306| 51.27
over 50 billion won 417) 0.08| 122,086,390| 48.9] 120,684,297| 54.4| 20,774,247| 58.61
over 20 billion won 1,012| 0.18] 140,599,423| 56.4| 138,490,882| 62.4| 23,934,725| 67.53
over 10 billion won 1,949 0.35] 153,650,177| 61.6| 151,294,949| 68.2| 26,076,598| 73.57

below 10 billion won 048,523| 99.65| 95,819,855(38.4| 70,530,421| 31.8| 9,367,443] 26.43

By the corporate size | 550, 472|100. 00| 249, 470, 032 | 100|221, 825,370 10035, 444, 041 100

Non-SMEs 101,021 18.35|185, 686, 669 |74. 4(163, 741,170| 73.828,193,943| 79.54
middle standing 2,011 0.37] 12,093,437| 4.8| 11,368,176 5.1| 1,870,067| 5.28
enterprises

large conglomerates 1,764 0.32] 96,380,921|38.6| 87,723,239 39.5| 14,181,036| 40.01
others 97,246| 17.67| 77,212,311| 31| 64,649,755| 29.1| 12,142,840 34.26

SMEs (Small and

. ) 449,451| 81.65| 63,783, 363(25.6| 58,084,200 26.2| 7,250,098| 20.46
Medium Enterprises)

Source: 2015 National Tax Statistics from National Tax Service.

2 FolAs HAA Qe A 2 AANZA RS A Er] 8 f2vEke]
=9 3 3 ZAA= 7, 719 2
g1 FEE A9t JHE 7198 100% 2%ska ok 7Pgeith dEd &

"k & W AEAES 15.97% (9F 16%) 7} Hrk
10) 2008 =AEAAE (2007'd 715) S (Table 2) HolEE o] F4st3ich
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consumption), WA} F-EM ] =FAZE 223 Bl A FEolxe] =TIt
S Uehdth, gade
£ ATk tiEanAe] Clib Aok vt 2k

(1 + Tct)ptct + Bt+1 = (1 - Tht)(wl‘thl‘t + pntwnthnt)
+ Tyt +p7l,t7r’n,f, + ];‘ + RtBt’ (2)

Be Ak AL AARES Bl AR AT 7,9 7, A2 AHA (3
AR b FRASAE eRITh pEo R 1 9 1, b @A) PR vl
o) RES| QSRR Wi WRASS el o 7] 2
AT AT ool AEe] ARG U AT B HE F FAS W 95
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Mot — (1 - Tﬁt)(yzt - wzthzt) + thézkxt - izt’ Yot — A.Ttkl;th;t_lu’ <3>
Tt — (]' - TZt )(ynt - wnthnt ) + TZt(snknt - inw Ynt = Antkzth'}z; (Y’ (4)
A7V oy Wi )s e (ke)s 10y (ip)s 6,(6,) 242 1 F2 (M F8) 714
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A7 7V sl 719 7t AR LS el BAYLENE LS A7
524 @ 1) FuFeks PPFE ol S5 AYLRAL The} 2

Yo Ya
wa:t_(l_:u’)hj’ Tet = kj’ <5>
Ynt Yn
wm‘,:(l_a)ht’ Tnt — k,t <6>
nt nt

Yt — w:l;f,h’:l:t + Tfl:f,k:l;t? <7>
Ynt — wnth’nt + ’rntknt’ (8)

WA B2} vwe) B A=A L Baxter and Crucini (1993) 7} AF-&-3F 1
Hél =

| w2t w53 2ol Fazgngo] sk dEE F

A71M ¢« )E ¢(+)>0, ¢'(+)>0 22 ¢"(+) <0 FHF 2E FAZ

11) Miao and Wang (2014) & Be12 duktd 2golA ¢lo] A3 AR oz mgAisy
HAANE Holsta 9tk 1 9ol Gourio and Miao (2011) = E119} FAFSE HPFH O
L F=8le] WA S HAA R 11813l Miao and Wang (2009) & ¥} SL 31
OEHH A25S Aot AXNERFEE ANk

12) o] 2elA mde] thEalE 98] HAAE W o k= wge] tiair e b2 widaSA st

Atk 7Pgdsta FAlol digh MM A= glvka 71 a‘jr FAA| 3 A] (investment tax
credit, 1TC) & AAZ o}F Tttt el R&D FALEAl, 52719 FAEAl, 18339
T3 T2 FA 5 2 o] FojA| o sloiA] AXZAIRF ‘T"Zﬂ’ﬂﬁi el = ofefeol
F=2
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g g-gH<o) )
Az ALY 7M7) 7 ftes, JHeE (1) 58845 (2),
(10) &] A2k stoll HA3}sle FAS Fok oluf 4 <3>, @, M, @<=
S

E
tlo
S
o
\

and Kim, 2016).

TG Pl Ted 2 AEH4s BAS Fald molAsh vimeiAe] o
27 2o Ae)s AR

1
Min pic,— Cpp = DpiCpps St ¢, = [b cyr | +0b cn, ]17"’, b, +b,-1, (11)

= 27t melAle) W E, vimelAle] wF a)w melAls

TePiCr t Tht<wzthxt + pntwnthnt>+ Tit(rn =9,

+ TZt (rnt - 5n>pntknt pnt G + pnt Tvt’ <12)

4714 G, = PIngATE U7t FEAES Uit 2399 s& s o
7] flsted H A& o] dAE BT HlmG Aol tisiARt o] Folxivkal 7Hg sk
o4 @, B, @, @, ¢ 3 (125 2% &3 22 271¢] FALA

o e
kS =& 4 Ut

~—

y Cnt + Z + Gnt’ (13)
Ypr TR B, = ¢y tigy + By g, (14)



WAl el AF L AAAA Exol] 3 FEA B4 17

V. BRI 2e)
2o A AMEE 8 B4E (parameters) & Sk Aol EAS A R §
AEE 3 2459} g AAo] et 71E ATFE EYE A3l (Table 3)

o By AFREE 71EA 24ET T8 TAIAH (steady state) ZHES HoF

A AIZFERIE pe xﬂﬁlov}%ﬂ A7 S o83k 0.96°.2 A3

Atk 10 gl digt i%%%%a*éﬂ A el c& 8487 A4
Agatdeh weAe] vlEl b, Hla A
H5l b, 183 T Algk ko] AR S YERE & Choi and Kim (2016)
oA} o] 52%, 48% 1] 0.78% AT 1516 AR B} Nl gl
o] Z7PEHES ARt o2 AAZ A Sl Bo] ARgshe #l 10% = Aok
Az ggkre] g dS el nE FAR MBS 9] 98 wdA)
T 308 At v e R mA) “FJJr H] 1.9 A

BRol ALEH) 59l 49t o 22 0.633 0. 342 AFsIATh 17
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=
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O

13) 1980FE 201497k ml= MY Al & deirR o] &3 Faisich & 713 4719
T 4.69%°]th

14) o] e g7 (2009) ©] DSGE 23S B4 $-elua} AA5E o] g3lo] wlo|x|gt Whyoz 3
ot de 2 5283 A8tk

15) Kim and Kose (2014) & =EFAAENA 36709 2Hd& SEF (2-digit) 2 783 A&
ol g3t HlwAA, FUA R FEA HTS ALtk md A
Asgat 3 mIH|Fo] 30%7F He Aoz s o7 -
i 283 ARG FelA AL FellA] mednlFo] 30% Hh B
HFAoZ AN HndAl, Y 2 FEA vFe 47
and Kim (2016) & ¥ /<] Zﬂi‘r(ﬂcﬁ.iﬁﬂr H A 2
(2014) "HE ot A e} Bl wAAE 242} 0.52 2 0
and Kim (2016) ¢] 2EAH w9 XHS’Jr H A7} F F/7 A FaHE FAERE 7
7+ 0.52¢} 0. 482 A3

16) tiA g2AS A3k v Mendoza (1992) € Ostry and Reinhart (1992) oA AR&-2F gk}
Akt

17) ©] #HEL Kim and Ahn (2005) F=&olA 2839tk Kim and Ahn (2005) & 352 &

WA BEg o] &ste] theket A4 S| tiet gh=o] ArAE S5 AT ESka ¥

e=h %j—%«l AREEH] S 2000-2007'd 9] AH|= o] AROA =T B me HE
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(Table 3) Baseline calibration

Parameter Description Baseline value
Preference
Jé; Discount factor (annual value) 0.96
0 Inverse of elasticity of intertemporal substitution 2.60
£ Inverse of elasticity of Frisch labor supply 2.50

Coefficient of elasticity of substitution b/w tradable and

v nontradable goods 0.78

b, Weight of tradable good 0.48

b, Weight of nontradable good 0.52
Technology

Tradable sector

I Capital share 0.63

d, Depreciation rate (annual value) 0.10

M, Elasticity of inv. adjustment cost function 3.00

Nontradable sector

@ Capital share 0. 34

d, Depreciation rate (annual value) 0.10

M, Elasticity of inv. adjustment cost function 3.00
Other Steady states

g Government spending (% of GDP) 13.72

nx Net export (% of GDP) 0.00
Tax rates

T, Consumption tax rate 14%

T Labor income tax rate 17%

7., 7.  Corporate income tax rate 23%

T oz Aol Bale] AR TS gtk FALE %% 98.99% 2 A
Qale] mAA AE %7} 2000d5E 2014 ot Sejutete] B7|H
13.72% 7} S =2 slgt) 18) uprjulo g A, 22ASA] 28] HolAd o)

3k Al&2 Mendoza et al. (1994) 2] WPHE o] &3dle] F AgAS&= 31tk 19

18) OECD =9AE 7%

19) AARE] A3 AE&S Ayete PHS F2 FAANEE (marginal tax rates) = 715 ¢

o,
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S AFAES o] &dte] BPolA FAF ] Al vFs
o2 97 B7] il 34 Choi and Kim (2016) ©]
ARgE S mET ol flall A fElvetel B A ARE OECD
o]H (revenue statistics 4-digit code) = 20009 5€ 2014d
ol gate] Zh A EE (2ulAl, 2RE5A D PAA) 7
AYE BT gt SAFHE Fota 24 AlsE AlFE SAFHRE Yol 7—}
A AlFHEES 78§, o] #EH dAete 4 AEE AaAes :rL??}‘:}.
3 A LnAlel it %, =EASAlel thEt 5, 2e]a Al ek ko] 7
7k 37.91%, 42.80% 22|31 19.29% = W2tk webA o] ol tieHE & AR
AleS Fshd 2RAE, =eaSAE aela PAMEC] 47 14%, 17% 18
3 23%7F Bk 20 BeR P Aleo] @ AA AletiH] va =4 UYeh
© oy FtEE AA (A& 10%) & 22t wkdgithd g 3ke] 28]

[e]
o A A9E s 7RIga = 5 ok 2D o|gA FPE A&t A5/

o o©

\I

ot i

%737 (nonstationarity) = ZEAl ©th &, 218 (EAA ?_}ED olT NMZE F8

22 2571 v 2 A (indeterminacy) 2 28 E944 A7 (incomplete
market) 8] A& 2t AR WHAAIQ] Aot wpebA 0131 gk A& el dstr]

8l Mendoza and Tesar (1998), Gorodnichenko et al. (2012) ZZ#]31 Kim and
Kose (2014) 7} AF8-3F shooting W< o] &3ste] FAAIY o] F A2 A el

tato] fabe W AA FAFE 7 HETCE U
whHo] gltk Mendoza et al. (1994) & WEH Zn|z}e
At T AAAES o83 Eue 1 WY

o] x

E

o
Wl 78 HEAES ANE BRAN P

20) °] g ddAEol B TA R TIHEE UrolA
Qe A&} <kzhel o)y WA BT}, Euh AX AR ER ABAE AR Jut
T3 BFol|M = ookt RT3 &S A8 5 gl ZARA NN F /ide ddAl&
o] A-gxloJoF 3tBR, Mendoza et al. (1994) 7} AA G HH S A& AolaL, ol AAA
A BN AR ATt AFEEANA Bol AHEEE Wy ot

21) dE o I Az HONES 2%y AAE E3ehH 24.2% 71 Huh
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A F5ARe] RS AT

VI Algdleld Azt

18] 25% = 13 91% 73%(2%1» Q17 o]
e BAWgeR Uk o, A2 w4 FUY A7 £E AR of
o} 7§Zﬂ SJFEE FA0 2 =95 A3t} AFEE D AR TS A

1. DA Z]dofl ChEt HOIM| olatel & - &t mig=n3)

(Table 4)= WA 2%p Qo2 <1%} XH@%—’F%Q] 7] @A 7&E (long-run
steady state) & ¥18}5 BHolFth 24 glo A Al&¥s}l &
A2 FASE te] HAE WskES et

(Table 4)9] et F2-& WA Qo] T F79] 719 EFol| o] Folxle
A ET D A7IAFY ¥skE HolErh Al QI TR Ao tigh I

= W7l E AT opet M9t wEel gk I ETE WSAA APt

i)
ll
rlo )
td
4
P
N,
19
é
o,

22) 2014 715 BEHAIA 1%p A HEAE 0.
Y HaAEe FAEE 20099 27 7149 oAt
2 9

67.53% ] ST 3] (Table sk 2% 9 7).
23) A& vheh o] LA Felatn Sk Wl Alge] Wsk (BN 4TS ofnjeks A
o2 17](1d) o UEhk WEE A1 B4 ddelr, A7lE AN @ AR usEe] 4]

2 FAAHE e s)7tow tet 507] 0|58 o],
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(Table 4) Long-run effect of a tax hike

Tax base (%)
C-tax

L-tax

K-tax

Kx-tax

Kn-tax

Tax revenue (%)
C-tax

L-tax

K-tax

Kx-tax

Kn-tax

Total tax revenue (%)

Corporate income tax hike in

Corporate_income tax hike in both sectors

-0.66
-1.82
-0.85
-1.66
0.81

Dynamic scoring
-0.66
-1.82
7.77
6.89
9.57
0.30

Static scoring
0.00
0.00
8.70
8.70
8.70
1.71

the tradable (nontradable) sector

Tax base (%)
C-tax

L-tax

K-tax

Kx-tax

Kn-tax

Tax revenue (%)
C-tax

L-tax

K-tax

Kx-tax

Kn-tax

Total tax revenue (%)

-0.88 (0.22)
-1.72 (-0.10)
-1.44 (0.58)
-1.83 (0.17)
-0.62 (1. 44)
Dynamic scoring
-0.88 (0.22)
-1.72 (-0.10)
4.31 (3.46)
6.71 (0.17)
-0.62 (10.26)
-0.22 (0.72)

Static scoring
0.00 (0.00)
0.00 (0.00)
5.86 (2.84)
8.70 (0.00)
0.00 (8.70)
1.15 (0.56)

Note: 1. C, L, K, Kx and Kn denote consumption, labor, capital in both sectors, capital in the

tradable sector and capital in the nontradable sector, respectively.

2. Long-run effects are calculated by the percentage change of variable from the initial

steady state to the new steady state.
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(Figure 1) Transitional dynamics of macro and fiscal variables
(tax increase in both sectors)
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=2 WA (HwgA) F
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(Figure 2) Transitional dynamics of macro and fiscal variables
(tax increase in tradable sector only)
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(Figure 3) Transitional dynamics of macro and fiscal variables
(tax increase in nontradable sector only)
output(x) consumption(x) investment(x) hours(x)
0.4 05 0.4 0.4
02 KK (1% UZN on
0 05 0 0
0 20 40 60 80 100 0 20 40 60 80 100 0 20 40 60 80 100 0 2 40 60 80 100
output(n) consumption(n) investment(n) hours(n)
0 05 0 0
-05¥ of "\ - 02
0.4
Yo 20 40 e e 10 %0 20 40 60 & 100 20 20 40 e 8 100 0 20 40 60 80 100
aggregate output aggregate consumption aggregate investment aggregate hours
0 0.2 0 0
02 \/ 01 L 02 \f 01 \/‘
0.4
0.4 0 02
0 20 40 60 80 100 0 20 40 60 80 100 0 20 40 60 80 100 0 20 40 60 80 100
trade balance(/output) bond(/output) C-tax revenue L-tax revenue
0.05 1 05 0
o¥ 05 o roz\f\
0.05 0 05 0.4
0 2 40 60 80 100 0 20 40 60 80 100 0 20 40 60 80 100 0 2 40 60 80 100
K-tax revenue total tax revenue utility
4 1 0.4
2 05~ 02 \
0 0 0
0 20 40 60 80 100 0 20 40 60 80 100 0 20 40 60 8 100




o] AojlA AAG AA Algdold AR5 Fal v 2 ARE 4 &
Ak BAZEIF AR TR ST 240l A e A5, FEHAT VI
ARE HAAE QVdshe A2 o8le] FAEEe} kel e 23S 7HAE A,
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o] ti7|Fellwt HAA Q13e Tl e 75 20159 % FA1Q) 2182 & VIFe R
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r
R

2 Al7E 0.22% bkl <F 4, 800

(Table 5)& WOlA] o1 that T FIE HolFr), TAgI= A S
2] (certainty equivalent consumption) & AF&-3F] F3H} (Lucas, 1987). A
7t MR 34 71 58 29 ghe] F3el 2337 $4 (conditional welfare)
o] Hm, WA A A . Fo] 2UR TAo HAE WIS Auby TAo|=
(overall welfare gains) ©]2}aL Zol3tc}, A7) TA0)= (long-run welfare gains) <
Al QY A - A G T &Hle HAE WHstE ALkeka

|
Awky A5 7] FA0)152] Aol7t FH A FAo]S (transitional welfare

(Table b) Welfare effects of a tax hike

Corporate_income tax hike in both sectors

Overall welfare gains -0.21
Transitional welfare gains -0. 20
Long-run welfare gains -0.01

Corporate income tax hike in the tradable sector

Overall welfare gains -0.35
Transitional welfare gains -0.25
Long-run welfare gains -0.10

Corporate_income tax hike in the nontradable sector

Overall welfare gains 0.14
Transitional welfare gains 0.05
Long-run welfare gains 0.09
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oA A 7ol gt HAMES 0% FE 100% 704 vh 792 AFRigts B
otk (Figure 5 ¢} (Figure 6y HAA WS w9 ¥} vlw 4] 27t
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(Figure 4> Long run revenue effects of corporate income tax change
(tax increase in both sectors)
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Note: Corporate income tax rate in both sectors change simultaneously with other tax rates fixed
at the initial steady state tax rates(i.e., C-tax rate: 14%, L-tax rate: 17%).
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(Figure 5) Long run revenue effects of corporate

income tax change

(tax increase in the tradable sector only)
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Note: Corporate income tax in the tradable sector changes, with other tax rates fixed at the
initial steady state tax rates(i.e., C-tax rate: 14%, L-tax rate: 17% and Kn-taxrate:

23%).

(Figure 6 Long run revenue effects of corporate income tax change
(tax increase in the nontradable sector only)
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Note: Corporate income tax in the nontradable sector changes,

with other tax rates fixed at the

initial steady state tax rates(i.e., C-tax rate: 14%, L-tax rate: 17% and Kx-taxrate:
23%).
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Dynamic Revenue Effects of a Corporate Income

Tax Increase: Case of Korea™

Sunghyun Kim** - Eunsun Yang*** - Yoonseok Choi****

Abstract

This paper uses a small open two-sector dynamic general equilibrium model
to analyze revenue and welfare effects of a potential increase in corporate
income tax rate in Korea. We use a dynamic scoring method which allows us
to analyze dynamic revenue effects of changes in tax rates through model
simulation. The simulation results suggest that an increase in corporate income
tax rate (by 2%p) in both sectors increases total tax revenue by 1.30% in the
short run and by 0.50% in the long run. An increase in corporate income tax
rate in the tradable sector only increases total tax revenue by about 1.00% in
the short run but decreases total tax revenue by 0.22% in the long run. A
decrease in investment and a resulting increase in capital outflows due to a tax
hike are the main causes of a decrease in tax revenue. Welfare decreases
when the tax hike is applied to both sectors or to the tradable sector. In
conclusion, a corporate income tax hike is not a desirable policy in order to
raise tax revenue.
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