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170k o5t 0.00 0.00 0.00 0.00
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A sEgtrof 9.16 —0.49 —1.43 230
A1 oo 14.43 045 132 218
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izl 2FDt~ A0S 417 -0.31 -0.86 -1.32
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Abstract

A study on the reform of Personal Income
Tax System

Jongseok An and Jonghyeon Oh

This study investigates the effects of changes in deduction and credit
system of Personal Income Tax (PIT) of Korea, At first, we examined
current tax system as well as PIT revenue by income classes and by types
of income. And we derive policy issues of PIT and reform scenarios
based on those policy issues. Then we estimated the effects of changes in
deduction and credit system prescribed by the scenarios. We used the
random sample data from tax return files, one million for labor income
tax and five hundred fifty thousands for comprehensive income tax. We
estimated the effects of changes in tax revenue, income redistribution,
effective tax rates of labor income tax and comprehensive income tax by
income classes, and exemption ratios,

The analysis suggests a reform in the direction to reduce both labor
income tax deduction and labor income tax credit, and raise basic
deductions for family members and child tax credits. For labor income tax
deduction, we investigated scenarios to limit the deduction to a certain
amount, The estimation results suggest that the limit should be sufficiently

low to get noticeable effects on tax revenue, income redistribution, and
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exemption ratios, Basic deductions for family members and child tax
credits are closely related to each other, If basic deductions were
expanded sufficiently, child tax credit could be abolished. In this case,
however, a negative effect on income redistribution is expected. In
addition, the effects of expansion of basic deduction may extend to family
members other than child, which may reduce the effectiveness of the
reform on reducing child support costs, To overcome this problem, we
could think a way to expand basic deductions moderately and integrate
deductions for child into the child tax credit with a big increase in the

credit amount,
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