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A Study on Regressiveness of the VAT Burden and
Tax Equity

Chae, Byung-Wan!) - Lee, Seong-Ju?)
Abstract

This research shows solutions for relieving the reversibility of the VAT system, and the solutions will be reviewed with
current issues about supporting welfare. The Followings provide practical implementing solutions for each issue.

Since the VAT is taxed for all goods and services as a general consumption tax, it is efficient tax policy for resource
allocation comparing to income tax. On the other hand, because of the reversibility of the tax burden is also treated as a
non-effective tax system for fair taxation. Even it is a non-effective tax system, the VAT system takes the most portion
from the total national tax. In South Korea economic system, it is hard to raise the VAT rate because the economic
effects are tremendous. For the long-term, the possibility of increasing the VAT rate is unavoidable, considering the
economy, society, environment and energy, and aging. Therefore, a variety of substituted policies for the reversibility
should be covered once there is a conference for the increase in the VAT rate.

This research provides foundational solutions by acknowledging the reversibility of the tax burden in terms of the
effective value-added tax rate.

The followings are four solutions. First, it is required to adjust the duty-free system for relieving the reversibility and
expand the tax-free system as well as individual consumption tax items. Second, The relief of reversibility should be
worked by imposing higher the tax rate for high-income people’ goods and services.

Third, the adjustment of the duty-free system could be considered due to relieve the reversibility of the VAT. Last, it
is considered to adjust of the simplified taxation system because the simplified taxation system is seriously against the

tax-transfer principles.

Keywords: value added tax, regressiveness, equity, tax free, tax burden
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