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Abstract

Impact evaluation of the deduction of deemed
input tax system

Dawoon Jung and Jacho Cheung

This study reviews the deduction of deemed input tax system in Korea,
This study contributes to the existing literature regarding the deduction of
deemed input tax system by touching on the parts that have never been
discussed before. We study the impact of an introduction of the limits on
deduction and a change in the deduction rate on the business owners
behavioral responses and the pass-through impact of the cost on
consumers, We use micro-level VAT tax panel data provided by National
Tax Service to estimate the business entity fixed effects. The empirical
results show that the deduction of deemed input tax system reduce the
cost pass-through, Given that the businesses are applied the deduction of
deemed input tax, we do not find the significant impact of an
introduction of the limits on deduction and a change in the deduction
rate on the business owners behavioral responses, Consumers benefited
from an introduction of the deduction of deemed input tax system, but
the impact of an introduction of the limits on deduction and a change in
the deduction rate is limited for consumers as well. The policy
implications drawn from the empirical results are a transition from the

deduction of deemed input tax to the normal VAT system would lead to
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additional burden for consumers, If we agree on maintaining the current
deduction of deemed input tax system, the deduction rate should be
simple and the frequent change in the deduction rate needs to be
restrained. In addition, a change in the limits on deduction needs to be
restrained as well, The simple management of the tax system could

minimize the double taxation problem and the economic distoritions,
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