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This study qualitatively and quantitatively assesses the impact on firm
dynamics of two of Japan®s preferential tax systems for small and medium-sized enterprises (SMEs),
particularly the important (a) exemption from pro forma standard taxation of the corporate
enterprise tax and (b) investment promotion tax for SMEs.

Regarding (a), we found that the exemption from pro forma standard tax for companies with capital
below a certain level encourages capital reduction, which in turn has a negative impact on corporate
growth. Regarding (b), we found that the average investment inducement effect of the preferential
investment taxation system for SMEs is not significant due to the low percentage of firms using the

system, but it is significantly positive for the firms that actually use the system.
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