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Summary

Equity-Efficiency Trade-off: the Case of Inheritance Tax
Moon Hyung-pyo

This paper examines the effect of redistributive inheritance tax on income distribu-
tion and social welfare. The model used here is the Overlapping-Generations Model
consisting of individuals with different bequest motives where the lifetime income distribu-
tion in each cohort is determined endogeneously by the dynamic bequest process.

It is shown that the introduction of redistributive inheritance tax can improve the vertical
equity in the sense that the increase in tax rate reduces the coefficient of variations of
intra-cohort income distribution in steady-state. However, it is also shown that, the ef-
fect on social welfare, when measured by Benthamite SWF, is uncertain in general.

The numerical simulations show that, in spite of its equity-enhancing effect, the tax
increase can actually lower the steady-state social welfare within the plausible range of
parametric values, through the long-run output effect as well as the deadweight welfare
loss incurred by tax distortion. Hence, the problem of equity-efficiency trade-off can
arise in this case. However, if both the market interest rate and the elasticity of marginal
utility in individual’s preference function are sufficiently high, it is shown to be possible
that the steady-state social welfare is enhanced by the introduction of inheritance tax.

An Analysis of the Optimal Integration of Korea’s
Public Pension Schemes

Yoo Il-ho

With the introduction of the national pension, efficient integration of Korea’s four
public pension schemes has been discussed. The main point of such discussions is whether
to have a progressive scheme or an income-proportional one.

Under the assumption of a perfect labor market, it has been proved in the income
tax literature that the regressive tax scheme with the 0% tax rate to the most able per-
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Summary

son (person earning highest income) is pareto efficient, if there is an incentive problem
in the labor supply.

In this paper, a life-cycle model with a linear benefit schedule, when there is uncer-
tainty about future earning ability, is studied. It is proved that the second best pension
scheme is that having a progressive benefit schedule. This result implies that integration
into a progressive pension scheme, like the current national pension, is required not on-
ly for efficiency but also for equity.
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