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Tax Assessment Period and Tax Evasion

Abstract

Conventional literatures neglect the influence of the tax assessment period on
evasion. This paper explores their relationships and provides some policy
suggestions. When tax assessment period is considered, tax compliance rate is higher,
government revenue is more and taxpayer’s utility level is lower than those in
traditional models. Thus it offers an explanation about “the puzzle of tax evasion”,
which says the actual evasion is far less serious than predicted in conventional
literatures. The main reason for above results is that taxpayer’s disposable income is
uncertain during the assessment period and thereby influences his consumption as
well as tax evasion decisions. Besides, as all taxpayers facing identical assessment
period, this paper provides a policy suggestion with Pareto improving characteristics.

Keywords: tax assessment period, tax evasion, uncertainty, FATOTA rule.
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