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A Review of Tax Asymmetries and Corporate Risk-Taking

Jumpei ITO

This paper reviews previous studies on the relationship between corporate risk-taking and
taxation and investigates the ability of Japanese firms to offset losses, which is the source of
risk-taking, using aggregated financial data. As a result, three main facts are confirmed: (1) previous
studies suggest that firms with a high loss-offset ability, facing tolerant tax rules and/or high
profitability, increase risk-taking; (2) while Japanese firms in recent years have improved profitability
and therefore reduced losses, there is no significant decrease in loss offset motives owing to the large
stock of unused loss carryforwards; (3) the effect of the gradual change of the loss-offset rule in Japan
from the 2000s, which is a combination of the allowable amount reduction and the period extension
for loss-offset, on risk-taking has not been clarified. These facts have some implications in Japan.
First, the unchanged use of loss carryforwards suggests that corporate tax asymmetries are still
important issues for businesses, despite the declining amount of loss. Second, since high profitability
leads to an increase in the loss-offset ability, firms in recent years may have changed their financial

position in favor of risk-taking, as suggested by previous studies.
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