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<Abstract>

Entertainment Expenses and

Tax Policy

Wonik Son

There was a significant change in tax policy for entertainment
expenses in 1997. Tax deduction limit for entertainment expenses
was sharply reduced from 1998 to 2000. This study examines the
effect of tax policy changes on firms’ entertainment activities. The
relationship between the size of entertainment industry and firms’
spending on entertainment expenses is also examined.

The Data set used for the analysis are “Financial Statement
Analysis” published by the Bank of Korea, financial data for the
listed companies by “National Information and Credit Evaluation”,
and “Report on the census on basic characteristics of establishments”
by the Korean National Statistical Office.

Results from the correlation analysis show that there exists a
strong positive relationship with one year lag between firms’
spending on entertainment expenses and the ratio of establishments
within the industry classified as drinking places to the total number
of establishments. The regression analysis shows that there exists a
positive relationship between the rate of changes in entertainment
spendings and the rate of changes in tax deduction limits, and the
coefficient is statistically significant.

To incorporate the competitive characteristics of entertainment



activities the number of firms in the same industry was used as a
proxy for entertainment competition. The estimated coefficient
implies that as the number of firms within the same industry
increases, the rate of changes in entertainment spendings also
increases. This result means the existence of entertainment

competition among firms within the same industry.
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