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Employment Effect of Inheritance Tax Reduction for
Small and Medium-sized Enterprises According to Wage

Determination Method

La, Jung Joo™

<Abstract>
[Purpose] This study aims to analyze how the employment effect of lowering the inheritance
tax rate for small and medium-sized enterprises appears differently when wages at large firms
are determined in the labor market and when they are determined through negotiations between
labor and management.

[Design/Methodology] This study designs a dynamic general equilibrium model that reflects the
family business inheritance tax and two different types of large firm wage determination
methods, and performs calibration based on this model.

[Findings] When wages at large firms are determined in the labor market, the reduction in the
inheritance tax rate for small and medium-sized enterprises from 30% to 0% increases total
employment by 0.137%. Conversely, when wages at large firms are determined through
negotiations between labor and management, the reduction decreases total employment by
0.014%.

[Research implications] As the population ages, demands for a reduction in inheritance tax from
small and medium-sized enterprises are growing. In order for the employment effect of a
reduction in inheritance tax for small and medium-sized enterprises to be realized, wages at
large firms must be determined by the labor market rather than through negotiations between
labor and management. To this end, there is a need to revise the Trade Union and Labor
Relations Adjustment Act to be more flexible.

<Key Words> Inheritance tax for small and medium-sized enterprises, Employment effect,

Wage determination method.
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