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This study examines the aspect of smoothing after-tax income when tax payments received in a year
are exogenous; however, the timing of paying taxes are endogenously determined within a year by
taxpayers. Our primary research question in this study explores whether taxpayers’ discretion smooths
their after-tax income when the pre-tax income changes exogenously. While studies on the changes in
expenditures and income occupy the mainstream of prior studies of the smoothing hypothesis as explained
above, studies on smoothing after-tax income endogenously through taxation systems remain unexplored.

This study provides evidence that under the Japanese local individual income tax system, individuals
smooth their after-tax income by choosing the timing of their tax payments. We construct a monthly data
set of Japanese local taxes with sample periods for over 26 years. The results show that though the tax
amounts are pre-determined in one-year units by the system, individuals pay more taxes during months
when their incomes are high, such as in “bonus” periods, than other months in a year. The t-statistics for
means indicates that there exist significant upward deviations during these months.
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