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(# 2) 0= Y =80 =533 24 Z2nt
E mpe E*

Ashenfelter and Heckman (1973) -0.16 -0.27 0.12
Bloch (1973) 0.06 -0.06 0.12
Boskin (1973) -0.29 -0.41 0.12
DaVanzo, DeTray and Greenberg (1973) -0.15 -0.004 -0.14
Dickinson (1974) -0.11 0.08 -0.19
Fleisher, Parsons and Porter (1973) -0.19 -0.23 0.04
Garfinkel (1973) 0 0 0

Greenberg and Kosters (1973) -0.09 -0.29 0.20
Ham (1982) -0.16 -0.11 -0.05
Hausman and Ruud (1984) -0.08 -0.63 0.55
Kniesner (1976a) -0.17 -0.01 -0.16
Kosters (1966) -0.09 -0.14 0.04
Masters and Garfinkel (1977) -0.11 -0.05 -0.06
Wales and Woodland (1979) 0.14 -0.70 0.84

A}5: Pencavel(1986).
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ol & 5o "= AEl-HWI[Feldstein and Feenberg(1996)]= ZHE X9
31%0l4 39.6% 717 2 0] TR 25 o
= Al

a2 ARG FHY. H3 AEAFS Wk A&ol A Ysriehd A
DR £ERTE78% B AL FOTS ALY, of] wheh AES I Folk
otlehd AWES 2ASY F7HEY Ak oS goluiel AXE Wt
Sk R o 2 Q18 WA AFEA0] £ 1599 Wl Ho] 2A4Y 12T
2ol S Aol WA Holekn A4 el oloh e

5 4
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Abstract

The Experiment of Tax Cut in the U. S.:
Has It Been Successful in Pumping Up the Economy?

Joon Koo Lee

As soon as President R. Reagan took office, he introduced a massive tax cut
program which was unprecedented in scope as well as in scale. The top income
tax rate which was 70% before was reduced to the level of 28% while he was in
office. The question is whether this unprecedented tax cut turned out to be effective
in stimulating the American economy in a substantial way. The verdict is widely
divided. Some people argue that the tax cut just led to a massive budget deficit and
ever widening income disparity without visible positive effects. But others counter
that the positive effects of the tax cut are hard to deny.

To test whether a tax cut is effective in stimulating the economy, one should
examine closely what happened to labor supply, saving and investment behaviors
after taxes are cut. Only if it is observed that there has been a significant increase in
each of these activities, one could conclude that the tax cut is effective in stimulating
the economy. However, the results of most empirical studies suggest that just the
opposite could be the case. That is, in view of empirical evidence, it is unlikely that
the verdict is favorable for the tax cut.

For labor supply and saving to increase substantially in response to reduced tax
rates, their price elasticities should be large enough. But a large majority of empirical
studies conclude that their price elasticities are very small. In case of investment,
it has been found that a tax cut results in a reduction in the user cost of capital or
marginal effective tax rate. Although this finding may be used as an evidence that
investment can be stimulated by a tax cut, it should be pointed out that investment

in the actual world depends on many other factors. It is almost a consensus that the
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impact of tax impetus on investment is very limited.

To counter the argument that a tax cut has failed to stimulate the American
economy, advocates of the tax cut introduced the concept of the elasticity of
taxable income with respect to marginal tax rates. If the value of the elasticity is
large enough, they argue, a reduction in tax rates would result in an increase in
tax revenue, and the increase in tax revenue implies that the economy has been
effectively stimulated. However, most of empirical studies conclude that the value
of the elasticity is not that large. Moreover, the finding that most of the increase in
taxable income comes from income shifting, not income creation, further weakens the

position of the advocates of the tax cut.

Keywords: Tax cut, Labor supply, Saving, Investment, Elasticity of taxable income

with respect to marginal tax rates






