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. Romer and Romer (2010)2 XXy AAd < 4
AALA, =4 G174 S &3 narrative &
ATFA7 GDPUY] 1%2] A& <ol GDPE HA 25%
~3%7M A FA AE glstd . fFAFSHA Ljunggvist and Smolyansky
(2016), Djankov et al. (2010), Lee and Gorden (2005) 5% W<lAl <Are] HA %
FEFSs HoAFa At o] Qo] oA AW sEfA dvdtd 2 FH
THRYE S o] &3] HALSA H ARLLSA dste] T4 d3gs T
o] 9lom(Nielsen and Sorensen (1991), Choi and Kim (2016), Bhattarai and
Trzeciakiewicz (2015), Unal (2015), Hansen and Imrohoroglu (2016)), % <14 &4
st7b =7 3P Aol Ews Fa ASitel IS WA F UeS HolFe A4
= dtH(Mendoza and Tesar, 2003).
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GDP7} 048%~059% <7l & A< R A AEALSHE QAo dgh
e AT AR HANR010)0] Atk o] ATt FEASA, AERALASA
5 57k AAWFE o] gdte] AR aZ] BE AF Aol ARZHL 7k

5 s

olefol = W F-AAE (2010), ol 9 (2002), A= (2003) & AAFAHE
FH(CGE) 8L ol gal WA Aste] AAA sFadel 4% 2% LT
BAE 58 A9 009 WAA QaE A A AuFeee A
0% 5%p QltEhs ek BAM o R 2dd AA <sshs ek 5del AA 1%p
M Qglel wehw TRele] W EAdd. ARdow WAH Aas} vl
A& AR E 59E M4 em, ArdE AREAe Zhe GDPYF 2714

& MHl2Y] som Awst g
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M. =9 HAA &

S HQAE 20149 AF E FAG) 208%F AAe ABow %7 Age
F8 97e] Hx UrkD ®uk ok Wele YFAME 2ANE o F ARFE
of Wl Fa W YNEA BES AR HBE Jdegel Qo] Faw o4

<Table 1> OECD =7F&59 FHi WA Fol& HoFa vt =] HE
A YWAA LS 2009 o] FHE AWAES EFE 24.2%((H A 22%, AWA
22%)E frAsa gtk ol OECDH HHAA & 252%Ht} tha e 5%
, M1(39.1%), D¥-(34.62%), E7(30%) Toll HEIME wE A&l Tt
:LEM B (20%), AL(19%), E71(20%), ATF=(20%) 3 HwHA = FoA e
Z S A &3k Zlolw, Fele ustuA oy FH=A YIFEE(17%),
E3(165%) T3 vlas] & o 7%p o] =t
OECD =7Fe] W& Ha HdAdes B = 15 et diFEe] =rbEelA
HAA st Fol7b veba 9tk 53 ?:_194 g9 2000 ©iH] 21.8%pE <lst
telal =, olgEets W Ed AMurtell A E 144%p7t AsEHATE FHE FY
712k 66%p A%t Q1etE A=l OECD =7 AA& oz Hit 74%p7F 2latd d

ﬂ

Hha] 13k Fo] thah W S & F k. olye FAH —Zro]ﬁ AL 2] o]5 o]
AR AR ARBA stelA A=Y WA QlsF ThHeE FAAQ P
(Mendoza and Tesar 1998, Diamond et al. 2013)& Zo°]7] 3% Eﬂ%@‘ﬂ HE-3- <]
Az HriE ¢ v =3 How 22 AAIA A B, 4] A48 5
o] BAS fal WA QlstE AFAAY FHoRA o]fsti A= AR H
th ol el Al FEsE HAA AN ET= ke dAners Jepdch
<Table 2>+ Aol H= =l 7IGrEE HAA 5 dSdS HolFEr
2014 Ao 7)1 dbgQle] vlgo] F WM IthH] 18.35%, TA7|H2 81.66%E T
Adstar ok 5F97] oldl 20079 AWEHRII FAa7IFe] vlFo] ZH7t 12%9)
88%F Tt AW A vHwE & wf FAhUIFe HlFo] AA Fole AL ¢

Zoqnk® ey Aa Wl
101,021 70 = 49 o] 715k
°F 80%, Fh7Ie] 20%8

T AwbHele] 2007 23,8087 41 2014
o w Al B R Fel QoA Aubyglol
1;]_ T

=
stu gEd oldd ) PATEE WAA A

e, gt sdosve mad HA8 e sEdos A
of ooz FAUst AR Wsbl olzojxctn sltele AXEA WA @AY 2
gha vithz Wsta| o] mieolot.

7 FIRAAMA 20149 g0} 7)E

B 2} 19 HIF 12%9 88%: 20089 FAEAAL(2007d J1F olF 20079 AR LE FAL
AI2E o] §SAChE AL,



237t 7ol fFs ks vde] ol f7F Hal 7= st

<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 50.1 52| 389| 302 | 302| 302| 302| 302| 302| 21.8%p

United
gnited 306 | 393| 393| 392| 392| 391| 391| 391| 391| 02%p

United
Pkl 33| 30| 30| 28] 26| 24| 23| 21| 20| 10%p
Austria 34| 34| 25| 25| 25| 25| 25| 25| 25| 9%p
Israel 1 36| 34| 25| 24| 25| 25| 265| 265| 95%p
Ttaly 532 | 37| 33| 275| 275| 275| 275| 275| 275| 95%p
Japan 50| 409| 395| 395| 395| 395| 395| 356 3462| 6.28%p
legg.h a1 81| 26| 19| 19| 19| 19| 19| 19| 12%p
Canada | 429 | 424 342| 204 276| 261| 263| 263| 28| 14.4%p
Turkey 1 33| 30| 20 20| =20 20| 20| 20| 13%p

France 36.7| 378 35| 344 | 344 344 | 3443 | 3443 | 3443 | 3.37%p

Finland 25 29 26 26 26| 245| 245 20 20 9%p
I%’gg.a -1 30.8| 275| 242| 24.2| 242 | 24.2| 242| 242 | 6.6%p

Australia 36 34 30 30 30 30 30 30 30 4%6p

Average
of OECD 36.6 | 32.6| 282 | 25.6|2553|25.49 2549 | 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.

Ao Hat AaA&e A
2719 16.7%°1 4 20143
A FHYS &

2l AEAE zbol= 2007
of &g 1 Axrt 238 EFolE

9 Welso] Bt & FANGS HHEECeR U WUE F
ENEEY s dede oz JPEVIGY A 2AF
SAME&2 15.97%(F 16%)71 =t

10) 20089 =MlSAAE(2007E 7]F) R <Table 2> Ho]H & o]&3 F4stt.

A /A K] £%100), & ASA RO
&g YU Alart "ok F gl A



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

I\(I:ug;ll‘)boer;t%f Taxable Income Tax Base Tax Revenue
[Unit : million won, %] | Number | Ratio Amount Ratio Amount Ratio Amount Ratio
2014 Total 550,472 | 100 | 249,470,032 | 100 | 221,825370 | 100 | 35,444,041 | 100
Loy base threshold o | 550472 | 100 | 249470032 | 100 | 221,825,370 | 100 | 35444041 | 100
THA EZ 5000 ¢ 27 42| 001| 73511076 | 295 | 73011548 | 329 | 11,946,792 | 33.71
SAEZ 1000 9 7} 216 | 0.04 | 107,836,785 | 432 | 106,900,424 | 482 | 18,172,306 | 5127
A EZ 500 o Z3} 417 | 008 | 122,086,300 | 489 | 120684297 | 544 | 20,774,247 | 58.61
SPAEZE 200 ¢ 23} 1012 | 018 | 140,599,423 | 56.4 | 138490.882 |  62.4 | 23,934,725 | 67.53
A EZE 100 ¢ 23} 1,949 | 035 | 153,650,177 | 616 | 151,204,949 | 682 | 26,076,508 | 73.57

HAEE 100 & o] 3} 548,523 | 99.65 95,819,855 | 384 70,530,421 318 9,367,443 26.43

gl 550,472 | 100.00 | 249,470,032 | 100 | 221,825,370 | 100 | 35444041 | 100
Non-SMEs(Q¥H#el) | 101,021 | 18.35 | 185,686,669 | 744 | 163,741,170 | 738 | 28,193,943 | 79.54
#7714 2011 | 037 | 12093437 | 48| 11,368,176 51| 1870067 | 528
52 AR 7Y 1764 | 032 | 96,380,921 | 386 | 87723239 | 395 | 14,181,036 | 40.01
291714 97,246 | 17.67 | 77212311 | 31| 64,649755 | 291 | 12,142,840 | 34.26
SMEs (Small and 449451 | 8165 | 63,783,363 | 25.6 | 58084200 | 26.2 | 7,250,008 | 20.46

Medium Enterprises)
Source: 2015 National Tax Statistics from National Tax Service.

V. ZARH

B Aol s RAA e AR B ANBAERE ARy S Syt
SA4e WHgE 28w AR IRAARE S FE5IH BY AAs 7H, V1Y
a9 ARE FAEG AAE 19 100% A dvkn sbga g

M2k 28538t EAE o 2

o 1—0 1+¢
Ct (hiljt + hnt)

M - ’
‘“”;ft 1-0 7 1+¢ ()
1714 44, ¢l AT HF =5

(1 +Tm€>ptct + Bt+ 1 = (1 _Th,t)(wmth.’l:t +pntwn,thnt)+ 7r.1:t _’_pntﬂ-nt + ]; + R“Bﬂ (2)



A7 w,, ok w, = A WAk A Bl e due veEbdnh 7=

t-17] T8 58§24 Hbond)Ql BEYEH F o] Abi

AEFEZHE oldAa5 TE et wgAst vudgAgz A" A 3Hcomposite

consumption good)2] 7FA-L& polt} vl ALl 7}AL p ot} E

A 74 p,,(FDE 8t SH(normalization) €1 th. 7FAIZF BAEES S8 A& Al

Fo 7,9 7,8 47 20 AT A} CELSAHAE YEIY iAo R 1
g

A el YERIE wE
"

o

£ b4e we

94- 7Tme_ EQ—':]

ol 7IYe] dddToer B AF olfel Ao AR W Alw B

2
g o
M
_\3
=
k!

Ty = (1_7%)(yzt _wzthxt)""Tit(s Ko =ty Ypr = Amk’gth;”, 3)

x

7T71,t = (]‘ _TTka)(ynt _wnthnt)—i_qjkitdnknt _int’ ynt = Antk;:th’:z; Ol’ (4)
ANA oy W), Ky (), iy (), 0,(6,)5 22 2 FE(M Y F2) 719 A
A, AR, AR A eI g, —w, by, (g, — w,h,)E A R
A #7999l 9ol (operating profit) e ERIT 7% 7= 47 99
MM E LTI

of 719 24 Aaasse] s A A4 (marginal product)
e d7kE Aestrz A )3 (49 F-H=e(Cobb-Douglas) AteFE o
goiw AAAREAL Geu) go] Fojd

yxt yzt

w,, = (1—p) y Tp = e )
! hzt o kzt
yn/ yﬂ

wy = (1=a)y™, 1y =ag™, (6)

1) Miao and Wang (2014)= SEIA] Autdy 2FolA 919 Aup JAfsh Yoz vigasSi) ¥iQIA|
5 AYsta glek. I o]l Gourio and Miao (2011)% #110F JARSE o2 AARHZ &5}
ol PAAME YAACr skl Miao and Wang (2009)= 210t 5Lt Yios wiga5s 4

olsto] A& S H7Y st

o] AlojlA wHlo] The3tE ol HANE W Fof T vigo] s s T2 sgASAZE gtk
75t EAM| oist RQIN dHE gk ZpPgstth. EXMA|A-5A(investment tax credit, ITC)=
AR 2 ot ohget FEf (R&D EAFZAl, H47]Y EAFSAl, AL8gE0 #3t BXF 34| 55) &
o] 2o|X]1L QlojA AAFAZYo| LA|A o2 nstr]ol& ol2f&o] Q.

12



ok HAA Ao el AA|A o]go] 0¥ ZZ(zero net profit)e U3 2
=
y wmthrt + rﬂ?tk.’l,t7 (7)
Yot = Wy Py T7,K, (8)
WA FE BugA PR A 22 Baxter and Crucini (1993)7F A}-&3t
WHo] uhel tho-3t o] FAFZ A& (investment adjustment cost)o] EA =
HE F stk
iwt
kx,t+1 = (1_5x>k1t+¢ k k;z:t’ (9)
xt
7
kn t+1 (1 5n)knf +¢ k—m)km‘? (10)
nt
J71A ¢« )& ¢(+)>0, ¢(«)>0 2L ¢"()<09 5HS 2= FAZAHHE
shg=o] o},
A& AAY 7HA7F 719 S 100%aFst2 =2, 7HAl= (D)9 548545 (2), (9),

(10)9] Ak sell HA sl #AE Foh olw A (3), (4), <7> 8)& 183
dr} watd AFdRo = o] R WelAE AV ARS 2GE1 Y
At AReEE ned AHSEACNA ARLSAt 2 EFAEHChoi and

et 7P741b U5 22 AEFHA3 EAE Skl wAet Hla Aol gt

Min p,c, —c,y —PpiCpps St ¢ = [b b ”]E, b, +b (11)

T-xt n-nt

A7NA b,b, LT A 27k welA e wE, waedae] wE 1w wedqe} )

wA A Zke) A g A

_10_



Tetptct + Tht (w:nth:nt +pnfw hnt) T‘L ( xt 51)ku + TZt (Tnt 5 )pnt nt pnf Gnﬁ +pnt t? (12)

nt

A71A G, E B ARE ek AR
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V. 2 A (Calibration) ¥ =3 3

Haolq AlgE FQ FIES(parameters)S 3 AAo] EAS # oubgdsr 4=
NEE Shar AR ; S Ao sk 7|E AFE EUZ AAsAT <iE 3>
B oA AlgEE 7B A R4S (baseline parameters)¥ 2 1A A (steady

state) A5 Holsrh A AIZFERIE pe AACIAEe AV|HdEe o] &5k
09602 MHASFATI 7)3 b A g g o] A5l 0
uhet 26002 AASIATHY dge tigk =FEIyaEEAdY] 955 YHEdE (&
FEA T AN (2008)914 AAE gkl 25002 AAsA wA e wFd b,
maed Aol wFEel b, el F oAlE el WA 4e JEE 4% Choi and
Kim (2016)0 4] ¢} 7ol 529, 48% —1e]iL 0.78% A4 3t¢th1916) wed 323 v

13) 1980V X E| 2014¥7tx] o]= 37§¥ Zx|Z2l(3 month Treasury Bill rate)S ofj2]¥H 3 (proxy
variable)2 o]&sf Z5tYct & 7|7F AV|H AL 4.69%0]C}.
19 o] e FAR (2009)0] DSCE 29 ol Seluiet Atwg olgalo] Wolxlel wes FHalo
Ao 2,5275} S Atstet
Kim and Kose (2014)= 3t %ﬂ%ﬁﬁitﬂ]/\i 36719 AtFS HSEE(2-digit) =2 FLESH S o]8&3s
of v, 2UM L 2EA vFL AN 2o BES AEY PRoeA et
wAd]&o] 30%7F @@= 7oz KJJa}oa—y H @ o] B2o ot dylA B2 J3]7 fiy B2
o]l AMBHYAE ZofA wAH|Fo] 30%ECH Fe 7oz ANojstYct FEMoZ AAE dH|nd
20 9 £2Ex] 8|52 72 0.52, 0.18 & 0.300|t}. Choi and Kim (2016)2 & &89 AjsK
Aot vndE AT 202 Kim an Kose (2014) 91 wel moAxfe} v|wAxje
0.52 ¥ 0.48%2 HAstE T oA T Choi and Kim (2016)9] Zg%|2 ARt 8| w AR~
79 Mt S48E gstez Zh7t 0.529F 0.48% EAshaitt.
A &S ZASH= v= Mendoza (1992)¢} Ostry and Reinhart (1992)0flA] AF&§H Zrat SAb
sict.

15

ro{x

==

s

]_

_"'JW FuJ
S IS

16

_‘l'l_



<Table 3> Baseline calibration

Parameter Description Baseline value
Preference
Discount factor (annual value) 0.96
Inverse of elasticity of intertemporal
0 o 2.60
substitution
¢ Inverse of elasticity of Frisch labor supply 2.50
Coefficient of elasticity of substitution b/w 078
7 tradable and nontradable goods ’
b, Weight of tradable good 0.48
b Weight of nontradable good 0.52
Technology
Tradable sector
1 Capital share 0.63
0, Depreciation rate (annual value) 0.10
Ny Elasticity of inv. adjustment cost function 3.00
Nontradable sector
o Capital share 0.34
0, 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 1496
T Labor income tax rate 17%
T, Th Corporate income tax rate 23%
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<Table 4> Long-run effect of a tax hike

Corporate income tax hike in both sectors

Tax base (%)

C-tax -0.66

L-tax -1.82

K-tax -0.85

Kx-tax -1.66

Kn—tax 0.81

Tax revenue (%) Dynamic scoring Static scoring
C-tax -0.66 0.00
L-tax -1.82 0.00
K-tax .77 8.70
Kx-tax 6.89 8.70
Kn—-tax 9.57 8.70
Total tax revenue (%) 0.50 1.71

Corporate income tax hike in the tradable (nontradable) sector

Tax base (%)

C-tax -0.88 (0.22)

L-tax -1.72 (-0.10)

K-tax -1.44 (0.58)

Kx-tax -1.83 (0.17)

Kn-tax -0.62 (1.44)

Tax revenue (%) Dynamic scoring Static scoring
C-tax -0.88 (0.22) 0.00 (0.00)
L-tax -1.72 (-0.10) 0.00 (0.00)
K-tax 4.31 (3.46) 5.86 (2.84)
Kx-tax 6.71 (0.17) 8.70 (0.00)
Kn-tax -0.62 (10.26) 0.00 (8.70)
Total tax revenue (%) -0.22 (0.72) 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

_‘|7_



<Figure 1> Transitional dynamics of macro and fiscal variables (tax increase in

both sectors)
output(x) consumption(x) investment(x) hours(x)
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Ma7F 0.22% sherall oF 4,800 2] Maa d/do] wHASHA H

<Figure 2> Transitional dynamics of macro and fiscal variables (tax increase in

tradable sector only)
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W] (certainty equivalent consumption)& AFg&3te] F3th(Lucas 1987). 44 &

7b M2 SAS 7 28 d o Tel =1F $A(conditional welfare)©]

Ha, {AAA I A-Fe 2R Y HAIE WEE HAukd 4 o] S (overall

welfare gains)o]2ta g2t} 7] FA o] 5(long-run welfare gains)< <A A
)

A A5 FAGEeAM e A S7F avle] HAE WEte ALbeta dwby $-

Aol 53 7] FAo] 59 zol7t FHIA S AJo] 5 (transitional welfare gains)S U}
B9},
<Table 5> 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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<Figure 4> Long run revenue effects of corporate income tax change (tax

C-tax revenue

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%).

<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 K,-taxrate:23%).
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L-tax revenue K-tax revenue (tradable sector)

increase in the nontradable sector only)

C-tax revenue

<Figure 6> Long run revenue effects of corporate income tax change (tax
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<3 A > Model solutions (first order conditions)
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Dynamic Revenue Effects of a Corporate Income Tax Increase: Case of

Korea

Recently, a heated debate started in Korean political circle regarding the effects
of an increase in corporate income tax. 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. The model has tradable
(manufacturing) and nontradable (services) sectors, which allow us to analyze
how the economy would respond to a change in tax rate in both sectors or one
sector only. 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.

Key words: corporate income tax, fiscal policy, small open economy, dynamic
general equilibrium, dynamic scoring.
JEL code: E6
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