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(B 1) 259 %
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W o 24 o]y 1970-2007 1970-1996
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Dynamic Effects of the Real Shocks on Optimal Fiscal

Policy under the Incomplete Competitive Markets

Jun Young Kim* - Jai Hyung Yoon™* - In Suk Kim™***

Abstract

This paper investigates a real business cycle model with endogenous capital
income and labour income taxes under the incomplete competitive markets.
Our model is able to duplicate the feature of the stylized facts of business
cycles in Korea. Under the incomplete competitive markets, a positive
productivity shock increases income and then expands government expenditure
more than consumption, and then requires the increases of government bond
supply. However, the tax rates of both labour and capital incomes decrease
temporarily because the supplies of government bonds have more flexibility
than tax rates to finance the government expenditure.
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