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An Evaluation of Korea’s Tax-Transfer System from the

Perspective of Pareto Efficiency

Ji-Woong Moon" and Inhyuk Choi™

Abstract

This paper evaluates Korea’s current tax-transfer system through the lens of
Pareto efficiency, focusing on the income tax, the eamed income and child tax
credits, the livelihood benefit, and the basic pension. Using the methodology
proposed by Bierbrauer ef al (2023), we find that the current system is not
Pareto-efficient: a lump-sum transfer of KRW 11,000 to 49,000 per household
could be provided without inducing any revenue loss. We further demonstrate that
some simple and feasible reforms, such as increasing the earned income deduction
rate for the livelihood benefit, or introducing a negative income tax, could achieve
Pareto improvements, although the potential for Pareto improvements under a
negative income tax varies across different household types. All these findings
highlight the importance of assessing inter-system consistency prior to undertaking

any reform of the tax-transfer system.

Keywords: Pareto efficiency, tax-transfer system, livelihood benefit, negative
income tax
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