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Tiivistelmä-Referat-Abstract

Entrepreneurship is very important to the growth and dynamic behavior of an economy. Encouraging and developing
entrepreneurship has been of major concern and focus among public policy debates around the world since enterprises have a
major role in creating the value added on which society’s welfare rests upon. Therefore, ways in which entrepreneurship is
taxed is critical as it can affect the probability of becoming an entrepreneur.

In my master thesis I will study the results of entrepreneurial theory and taxation. One approach will be that of Kanniainen,
Kari and Ylä-Liedenpohja (2007), a partial equilibrium entrepreneurship model. The other is of Kanniainen and Panteghini
(2008), presenting an intertemporal model focusing on tax neutrality and entrepreneurial decisions. Lastly, I will study the
model of Kanniainen and Poutvaara (2007), its extension and the non-neutrality of a uniform tax system with respect to entry
decisions. Other barriers to entrepreneurship will also be discussed. The thesis is based purely on theoretical models and the
methods applied are of mathematical nature. No mathematical program is used. The results are presented in Appendicies. 

My first research question asks what makes an individual become an entrepreneur and what are the potential limitations,
especially caused by taxes faced? My second research question concerns the expansion and investment behavior of enterprises
operating under the Nordic dual income tax system. Tax neutrality with regards to entrepreneurial decision-making is also
considered.

The thesis illustrates that entrepreneurial ability and choices, invention of new ideas, motivation as well as the life-time value
of an outside option are clearly the strongest characteristics influencing an individual’s decision to becoming an entrepreneur.
Additionally, taxes, uncertainty, risk, excessive government regulation, inefficiencies in the transmission of tacit knowledge
between generations, entry costs and asymmetric information can all act as potential barriers to entrepreneurship. Expansion
investment under the Nordic dual income taxation is shown to be influenced by the profitability of the enterprise. Income tax
neutrality, in turn, is more a matter of illusion than reality. Finally, higher taxes decrease the size of the entrepreneurial class,
emphasizing that a uniform tax discriminates against enterprise formation.
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