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The Political Economy of Korean Government Debt
Since 1997: Deficit Spending vs. Tax Cut

Kim, Mi Kyung | Chosun University

This study analyzes why the government debts have been increased in Korea
since 1997, falsifying the conventional hypothesis that deficit spendings generate
the rise of government debts. With a detailed examination of the fiscal statistics
of Korean central government, this study provides the three empirical findings.
First, the relationship between budget deficit and debt has been determined
exogenously by the effects of financial crisis in Korea since 1997. Second,
the rise of government debts can be mainly explained by the rise of financial
debts after the financial crisis in 1997. Third, it is the reduction of government
revenue caused by tax-cuts policy under the Lee Myung-bak government that
has increased government bond issuing for deficit spending since 2010 rather
than the rise of government spending. Based on these findings, this study suggests
the alternative hypothesis that cutting taxes result in the rise of deficit and
debts.

Key Words | debts, financial crisis, deficit spending, government bonds,
tax cuts





