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The Ability to Pay Principle and

Korean Tax System

Chung—Jin Shim"

<{Abstract>

This study shows from the perspective of the overall tax system, including not only income
taxation and consumption taxation, but also property taxation, what must be done in order to
realize the ability to pay principles of taxation. The existing Korean comprehensive income tax
rate has a structure of a higher marginal tax rate for each higher income brackets and
consequently it reduces compliance degree of taxpayer. So it needs to be adjusted. The ability to
pay principle is generally for fairness, in this respect speculation income and other general income
must be treated with different tax rate schemes. Income Tax rate for transfer gain of real estate
must be higher than that for the other kinds of income. And the cut line of applying
comprehensive taxation for financial income must be also lowered to the level of yearly minimum
living cost of a 4 headed family. Analysis results about corporate income tax burden shows that
high —income corporate has a relatively low tax burden. Insofar Korea also better applies structure
of multiple tax rate as USA (15—39% tax rate structure). Analysis also shows, corporations of a
higher reserve volumes bear a lower tax burden than individuals. So there is a need to introduce
a tax for high reserve. VAT exemption allows sometimes regressiveness of taxation, the
government can better issue coupons for basic goods and switch tax —exemption system into low
—rate system. By applying the higher tax rate for expensive consumption goods the regressiveness
of the system can be mitigated. Analysis about the effective tax rate of housing property in
foreign countries shows that we need to strengthen the property taxation. Tax burden for capital
income was declined too strong in Korea as well as overall in the world in last 20 years driven

by economic globalization and it is now the time of turn—around.

<{Key words> ability to pay principles of taxation, marginal tax rate, tax rate structure, flexible tax rate
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