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Earned Income Tax Credit and Heterogenous
Agent Dynamic Stochastic General Equilibrium
Model*
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Abstract  As the Earned Income Tax Credit(EITC) massively expanded in
2019, 20% of total households benefit from the credit. Due to this large reform,
we expect that any future reform will also largely affect the aggregate economys;
thus, the heterogeneous agent life cycle dynamic stochastic general equilibrium
(HA-LC-DSGE) model will be widely used in future research. This paper re-
views the EITC reforms in Korea since the first implementation and surveys the
previous studies, examining the labor supply effects. We address why the HA-
LC-DSGE model is necessary to examine the current EITC system in Korea.
Then, we provide an example of the HA-LC-DSGE model with a policy sim-
ulation of the EITC expansion and explain the model’s salient ingredients to
understand the results.
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2L EiE BT Qo INFY BIHE Tl TGS
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37 HE 2288E A5 @
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Ae AR AR ABY 7L AFY 7L A3
@} = @ EF @ G W =D
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2012 515 0.39 - - - - 26.9 0.17
2013 703 0.73 62.7 0.64 7.6 0.09 14.3 0.05
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33. Qi 2 S O|Ect Z2YAMA =2t &4

AAGF A 310 BAH BAE R Ao ol A 10 Boh7o
I OFSE thaFst o] A o] A1 H FEfA LWt d 3 (Heterogeneous Agent
Life Cycle Dynamic Stochastic General Equilibrium model, HA-LC-DSGE model)
o A% FEEL T 220 A e 2ot Aol
+ ol2let FHi A et B AHESte] B4 cks e e Bt
347\]]77]-1] Athreya er al.| (2014)2} [Froemel and Gottlieb (2021) AL qt o] 25
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(public insurance) 2 gH& S} 22 Al A2 2] 9 TR} A2 Bl st
HRE e 2 ] stol AL A% 2lols)] o] sl o)
= ](precautlonary saving motlve)oﬂ A ookg Zt}. o] #gt H3t= 7fjel o]
AAEZS WA T HA E T A GE 3] He] 2
2RHAAY] 2E 24T o iE%’- ?E— Fott A= oAag e A E

= Ak adith

Athreya er al.| (2014)+= |Aiyagari (1994)°] A ofj5=7](Life Cycle, LO)E =
A2t Huggett (1996) X3P (HA-LC-DSGE E§)of| 2 HAAE =5t
AR A7 E Lete = ZF Ao WA St= 54t 54
O 2 Ieh g @ut ofy 2t 2 E| =2 QI %’46177}*]5 T[T} L2 HAA
E A AAIE 7IEBAE BP9 Beea AT FI A Ao s
TEZAHAAZE 2= A g2 FAE S OJE‘r- T AAA 9] e5Ea At

o WRalo] A5 A, 2] Hsh 58 vl wslol 2R el A
4 S Ak 2 A, 2RYRAAZF 1% @RSl 3
RS AFIHE Ao e T2 RS ek A1 Al

&8 thA FASHARE 48] HE Al o] tE 7} 4S5 o] A ZHol|A 124
Hae AFotA] ¢= BAEY o Uthe s BTtk Ao 227

Ha Agol o529 ksdae A AaA7IA e AR UERHH. &
248 AF BANA ZEAE &K FASHATE L A o= 27
Z7Veh Ao 2 e,

Froemel and Gottlieb (2021)+=|Aiyagari (1994)2} -5-AF3t HA-DSGE 2. ¢
o|-gsto] TEH Tl ke s aT AFo vA= dFS AFH o= 24 0}
t}. Athreya et al.| (2014)9t= & 2] Aol 7] 25 T Goh= t4l 7lesd e
2o & A e AP A o] dAd S St A A A2 ZEA YT

A FHE ol upal o 2 AA Gt At |Athreya er al (2014) &} -§-AFstT}
TEAHTES T2 HEH 7HEEC| oaie A0 2 UEh=H, RS
o] Folx | o] 59| k- FAI o7t SRt 1y FEA o] AlF
k= B 7150 A3tE 7] wizel o] 752 A5 tha rAagit) A
FHO| ZOIAHA MF A5 BEY L= Aot AA AAo] s442
oA A E = Ao 2 UErT

ol Aol Al teolgt = Pe] =Be Daatel A e 47 f7}S HA-DSGE
23S olgalo] ke A2 S1RL olehs SRolA oA AR SR
4 Q75T AEAS 2Tk Teit 2R R AHAlo] TR Tl
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F- 7ol Zol7} QL ALl b E DU} R g 1w
oflA] skl QIR ot T o] girh By AAS shute] /e =
S = A gtet dut i a7t RS E S 7HsA ol ek

SUYAF I=HHAA U8 NE FHA Aty B o = FARE
AT QA AFSEA AFEET Aok Ao Y E7| o]Hol= ASEAS
S 4= = ARTE Q7] giEe) B AFES 2 SEAHAAE =
A= 7] o] Hof| Al =P BIHE o Soh=tl AHE-E At [ G (2007, 2008),
G, A 011)2 25 FARE Q] By-S Aot Z2AHAA
L] AAE BAE EA4sHL Ut} o] ATE2 lF7] TR E =Yt
T eFARY) npE Ay Ag @42 vt 224 =9 old A4S
7EAAR BB AR §F 2 TS EYche S A A& 5ol
TR AAA antE B4 vt ZEAH TR ofyet Ad e
AU 7| ZAGHAA E, HAATA £ Fh=S BP0 vhgste] o] 44
E9] axel vl &ttt} o] A5 7H o] A& Whgstal QI
Aiyagari (1994) L} Huggett| (1996) 1} ZHo| L5 AL =48 J185lo] AER
ZE WA 2 Aot A= 2ol 7t Ut o] =R EolAE A=A
AEASES T2 ol A5AF Y dagTS ol-8ote] Hoh 534
= SANA Bgof §rFRtet. o] A AFA o] dAdS IHst= Ae=m 1
FAA N AAFAEL 54 1 A AL 15t 2 st Hot
AL AT =] ZFdA|eko] A7 wjZell o8] 2 Fo] WA SR T AR
Aoz LY FA Yol 55w ASol et A2 o=
Aiyagari (1994) L [Huggett| (1996) 9] 2 1}= L2 2}o]7} Qlct.

AR, -84] (2008)2 T2 FHAA =Y &3S HA-DSGE 232 ©]
Bofl AFHor EAGHL Qo o] =2 |Aiyagari| (1994) 22 L5A%
ool 5 Ag5t= FHl= oA ARSIt EAAIE S BAE 717
AR RYe] RE5S AT A5G 2%p Eo] U AL 22Y
A FH 2 A Fol= AEE FollA 22FHFY FAH avtsE 2430
sold Y2 I 45 o] oot 7o) tieiA (DE=ofFe} A
ol E 7Hrol €4 FHE A Fots AT 2)keFA1F ol Fofst= 7t
oA A FHS A Fot= A2 T S vHluttth 2248
Algol gt &5 35S Sty A8 d-E ASAHE S5k F-5ol o

4ol RSl M 7] Aol et oluy] Aol A E S S i HEol
AL WA o2 ol Ade Tesky ok 1o RSB ot AAFAE M 45}
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A 2710 m BAg oA S 2Rz AR AT 49
wEFFo] F715H] o] 2Roliet R ol AX %S AFek 7
SR FAA gATt o s @ Uepdtt et 2 dERE gk
st 2542 FYA HE 2548 Aol A BAs] R o
se] o] Zastel FAA FA7t U A tehd & drhe AL HofF
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SA AT E AFES TEFHAAE DA =] o] ASEAS A A
=7} gl AZolA A7t Ao v A= a5 EA46H7] o sE A gyt
73 2yS S8 FAA QN ATt AA R k7] w2l 7ML HE
TESIAY A5 R FSH00 Pet7h, A0S A 6] vhgs
ZYo ?hEA] 9]/(2019)+= 2019 Sl ZHH e =72 AA o] HA A &
= 4517 oA M HE AIFEe s st 2= HAAE &
Aot FASHA 2-85te] By 43tk SHllA 7|1E dFET At
A= 2=t 20199 Al AjH o] 7 2 S T=THo] A AR H A
AE07 9 A AFAS U= Sfat Aolch o9 T EAE W5t 9
5f] Huggett (1996)2} A HA-LC-DSGE R & -2 505}% 0™ 7}=E7F2}
S=7HE PAA R RS A ZFof o B (extensive margin)@}
I 5 A]7H(intensive margin)& 25 WA o2 AHSIEE Y-S F=5HO
24 F4E7h 7] I o] ol¥ st T o4 Zhrde] A7 ojx)
47g Fo) ool ES Uk 271H 0B WA AL £5AE A4
F= BE 7HEAA LA Aastd ol AxES HSote] npdst=
Y. o] =2 71E Qe 2 ZEA T o di4del tiE

A~
Aol 24 T BAGT. B4 A}, GEA 70 1) B 2
o] Z7hd], E3], 4 9] 1 BE-Fo] Z7keke Ao % vhehieh. Tajt
o A E0] wEA o] BAH A A7 1
o812 FAshe Ao ekttt of7)d] 2raele] o]
=

Wold 2EAE A OZ ANS ST B9 SARI} 54 A5
127} 27 Dot FA o] o] A% A5 0.2 AL nhAsHE A8
o} 27 sterie

A7 FejH A BES ol gotol T2eAA o A wh
2 1S ATES A ngtth §e A2 251 ofakE A5 919
2RFAA 87L hE BeLT AFA= T ek 1 Ak 20189
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4. HA-LC-DSGE 282 0|88t 22%2{AA2| ZAH Z2t £4

o el M ARFAEY oA A7) Telst FejH At
(HA-LC-DSGE) 52 o] §5}o] 22 ahel 4|0 4414 aatg Bt
¥ rshh GHEEA 9] @019)% §AsHA Zhel Aol 7] 725
1A ANTA ol AL FEokn, @ IRl e
85to] J|2AAE AT o AAEE BE el Foho A7
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AEA 9] (2019)2h= F 2] 253H 10%°] A 55 15*3%1—;1049}65*1] 1
& T T 253 70% AFote 712AFO0 R oA &S A3t

ekttt =AM o] FAH anE 245 flsl 71E8A 2
T2 Ee oS 28R SV AL S o o] W, 22
w A2 ST At Ve rleh A2 dA Al ket
LA FAIRE Aol HAFH 2577 ol% Aoz AAR
ot ojet g2 WA o s R HTS S W, L8 S| AABA
e AYArr SN 2528 Tl ofFA HHIEA] HolFil HY 9

A9t k5w ade %‘%—Erﬁ?_ oq——rLEOﬂ E}E‘ﬂ Jiﬂﬂﬂ*ﬂ

A olvt 12 Sh= Y (Ext EOé)JJr L2 17%‘049} %iﬂz}é -
AE5H= R (Ext-Int ) F 7R & HE 2 Z20ojA 1 A& H| WSt

o] Zoll M AT gL Faste] aits AWshA FFH o 2
5he Z10] B 0] o} 31, HA-LC-DSGE B3 J A a7} H4jo] 2goi
A E AlFotal, #420E S o Aesfjof E B Yo £ ¥ o=
Al 2 o7 st} uwpebA] of 7| A AASH AT L AA AAyt= 2t
el tyeh AAE AakE Sof A4 FolE Ea’}b A2 F27E 3l
oh. A A o E =E5H] oM = &5 AAIR Z2HAA ZHE EH
= ARA A E gFES ARG 2 welsh BYL A
7 Ao g ZolA BEolWl ATES ulgo R o] Foj Ao}
5 W ghs] stk ek,
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4.1. 23
BA Mol JeAI7EA w5 Al Zofsta 1 Foli S Eg § A 717

A 7197t QAR Ps] ol AR 1 G o] ¢ o s
FAHE BEI}Le h 7o) F PO o] ol F 7}EF P ek BE 7}
T2 M LA AA5 ]t 7] L EA A FojolBE AA omr 2z
e Aot RPN ME wEAY Folol et TRAZES B Ak
AAE o] eh 7] 7|15 8% Fehsiots A0} 53 AR S Bate
A2 HENES QSR 7|9, PR HE 2AE AR G ano o442,
SagelF Sol AEsh gz T,

411 7}

e o] @ Fol] o] 1Y) £8E Arhalol 5
Fut 0], 45 AFSHE WA, AEPE AT} oAb 24
| wzel 7 A0 888 FHtIL BH0 2 2 24919 B TRE
ot b Aot A5S AFAT WA, BEAF ANFSE het
o},

a1 1
[}

N

iy ruﬂ

SH SH R SH
Vid(a,x) = max log(c) — Bj; Ty L0355 0

+BEVL () ] }
subject to

(I+t)e=(1-1)y+(1-n)ra+a—d

)
+ @ (y,a) + P (y, + ra) + 9 (v, + ra, j)

where
Vi =wej ;xsg (h) 3)
a'20 “)
Inx; = p,Inx+¢&, &~N(0,67), se{MF} (5)

SEATO] AR A SHE BEATE oulsha, ji bE 9,
e (M P S olulgch Bl A1 £8 8 el e 4



100 cE2AHAA S A 2T}

% 5 ERS AR LERFL SHe 49 AU AR T2 Mgl
MAYSHaE] B A Fol 2 Qg H A g 1wmm%4i%uﬁﬁﬂww%
L&%ﬁ%Oi%ﬁ@@éﬁ@%% 7477k A Rahs bAoAl ct. of
e ERAS()T LS00 PR ARLES QI T2 EEA
o} A, AuAE R RO A7 B 0y A D S

lJ

8 TS ‘*711 Q—‘;— TEAHEE onRtth. a5 AA 7MY
Sk9] 12910l ot A 7124 %}104 WL (y;+ra)& |1, A7 o] 654 o]
A9l 739 AESF0] 319 0% D5l =W 71 2AF WO (vi+ra, j)S
FETE T2ASEE)S 5 A4S S 2AEHE dFFEw. A
Al A4 €5, wi7] A )] SETA O wtet Mol 5 A
A3 4 x, g Akl eiA 2 H ek BE 7HE A A eF 27490 4
@ell st 9l7] W2l k58 S AT} 25 o] %5 tiH|sto] of H| A
A5 (d —a)y& StHA At
NE 7H0] e mawoll tieh AP EA 2 g(h) &= EAE T A 3o
(extensive margin)Jt 2 A 5l= P (0] F Ext 2 ) A= AH-AHE L F5A
kel {{}_lj s}fR o}se{MF}E QA0 2 FolZl AH oA L F A FHofo] ol
S 7190 27| E Hig e 2 HY-A Y o 75 24 metA sy
BT o Zol FoHh

Y L

g(h) = argmax Vﬁf(a,x;h) (6)
he{OJz,}S}

HHH | L5 A AF 7ol o] B (extensive margin)@} -5 A]7H(intensive margin)
= 25 A4dt= Ed(o] Ext-Int 2 @) A= 7iE 7= =5 A1 [0,1)
T A 7R -5 S ot S AT 4= it o] B olA sE3aet

s chgst ol ol
g(h) = argmax Vjsf(a,x;h) @)

hel0,1)

FEIFTE LB O] g Q) HA T |
g g Hor FAHHM F FHLY HYol()w B2 AL 7HET 71
7F-0] ZHA b =IO ZhA bt R AFSHAl th it o] A H ot



A, AR, B84 101
h1+1/y hl—l—l/y
v = 210g (0.5¢) — By 21— — BYff £
— L1M7t — L0y # ®)

+BE [V%If (a’,xfw,x%) ]x] }
subject to

(I+t)e=0-1)y+(1—7)ra+a—d

)
+ pMH (y1,a) + wpl (yi+ra)+ po (yi+ra,j)

where
y = w(ejMng (hm) + € pxrg (hr) )

ad>0
Inx, = pslnx+¢&, & NN(O,GSZ), s€{M,F}

THETFEOA] 419} ZpARS T PE ] F-fohe W ke B g ol

ste] 217k ARG Ho| UE/h 7ot APt wHu|E g A
M Tepd Bt ohel, §Er}et 7151 of e metAE Hep
olof e TR EITE] G A Z A GFRol Tt ] gL T
o= mefsts] lshHoleh. 7157177k AR ATAFA & TEr}
LA F A T B AR BEIFLY] A9 nHbA 2 A =B
o] mel ET, =B $7 A SETpgol AEel wet
Tt e SHOIAL 7P e gle] SAsH AT 7}
27} 70 2R LS L AT PN B EF oA o] thet Eo]oh b
JER-E RIS

7 2499 wBTFL 5T A5 E FeelES 2D
2 FHUEY FF AR AR ehdth B BEA 57170
SIS obdhet 2ol Tt 5 girt.

(g(hM),g(hp)) = argmax V]MH(CZ,XM,XF;hM,hF) (10)
h€{0,hm}, hr€{0,h;F}

57b7 vl ol The 28§t (Cho and Rogerson] (1988)e114] A5t gt

Wl

A4

S

o},
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HhH, Ext-Int oA 78 7H0] e mgadae thadt gol A oH
=3
(8(hm),g(hp)) = argmax V™ (a,xp,xp3hu, hr) (11)
(hm,hr)€[0,1)%
412 719
o|AA FAFA B o] 87 Sl 71 F w2 It o
AN dE7 4o AARt o] 7]F2 A W] At asel kst
A}-2-& Cobb-Douglas J4t7]& &2 Aedste] HFAE A4tetet.
Y =AF (K,L) = AK“L ™ (12)

o714 Ak F LA o AHE LS HHE-2 gt 4te] £
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