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i This study examines how the change in tax law in the 2000s with respect to
accumulated earnings tax affects the behavior of Japanese companies. Accumulated earnings tax is the

tax penalty to discourage companies to accumulate excessive retained earnings to avoid the tax
levied on the income distribution from those companies. In the fiscal years 2006 and 2007 those
penalties are mitigated for the small companies. We take advantage of the natural experiment
concerning this tax law change. We find that firms increase their retained earnings after the tax
law change. We shed light on the corporate tax issue with large sample size. It implies that the tax

deferral of small and mid-sized companies is an important issue in tax policy in order to increase
the tax revenue of the developed economy.
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