
Abstract
Entrepreneurship is often credited with generating important positive economic externalities, such as

promoting innovation, discovering new markets and serving as a mechanism for knowledge spill-over.

Governments increasingly view encouragement of entrepreneurship as an important policy objective.

Economists have found taxation as an important determinant of entrepreneurship, particularly income

tax and capital gains tax. One form of taxation that has not been considered so far is the wealth tax.

The wealth tax is likely to in�uence entrepreneurship negatively by a�ecting the pool of capital

available for start-up businesses as well as reducing the net return to successful entrepreneurs. This

article illustrates the impact of wealth tax on entrepreneurship using a simple model of the choice

between becoming an entrepreneur or an employee. Actual data are then used to investigate whether

the wealth tax indeed has a measurable e�ect on self-employment in Organisation for Economic

Cooperation and Development (OECD) countries. A di�erences-in-di�erences type estimator using the

abolition of the wealth tax as a ‘natural experi-ment’ points to a consistent pattern of perceptible, but

small impact.
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1. Venture capital is ignored here. The venture capital market is underdeveloped, especially in Europe,
making it unrealistic for many potential entrepreneurs to receive outside �-nancing (Keuschnigg &
Nielsen, 2004).
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2. Several studies have found that self-employed individuals enjoy higher utility than em-ployees (e.g.,
Blanch�ower & Oswald, 1998).

3. The government can also redistribute the revenues back to the individuals in the form of lump sum
transfers.

4. The distribution of capital endowments is assumed to be una�ected by the wealth tax.

5. Even if many countries that tax wealth exempt wealth held in �rms from taxation. More consumable
wealth, for instance property, is generally subject to wealth tax which negatively a�ects the returns of
successful entrepreneurship. In France and Sweden for instance, a shareholder holding more than 25
per cent of the shares in a company is exempt from paying wealth taxes on the holding. In Spain, only
15 per cent is required to be exempt.

6. France taxes wealth as well. However, the tax was lifted between 1987 and 1988. Italy instituted a
temporary wealth tax that was in e�ect between 1993 and 1997. Note that Turkey is not included in
Figure 1.

7. Note that Belgium is the only country that did not tax wealth. However, excluding Belgium does not
change the results noticeably.

8. See Note 5.

9. Note that self-employment driven by tax incentives is undesirable from a social perspec-tive. Those
becoming self-employed for tax reasons may do so only part-time, however, reducing the problem.

References
Blanch�ower, D. & Oswald, A. (1998). What makes an entrepreneur? Journal of Labour Economics, 16, 1:
26–60.

Crossref

Web of Science

Google Scholar

Blau, D. (1987).A time-series Analysis of self-employment in the United States. Journal of Political
Economy, 95, 3: 445–67.

Crossref

Web of Science

Google Scholar

https://doi.org/10.1086/209881
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000071182100002
https://scholar.google.com/scholar_lookup?publication_year=1998&journal=Journal+of+Labour+Economics&pages=26-60&doi=10.1086%2F209881
https://doi.org/10.1086/261466
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1987H551900001
https://scholar.google.com/scholar_lookup?title=A+time-series+Analysis+of+self-employment+in+the+United+States&publication_year=1987&journal=Journal+of+Political+Economy&pages=445-67&doi=10.1086%2F261466


Cullen, J. & Gordon, R. (2002). Taxes and entrepreneurial activity: Theory and Evidence for the US. NBER
Working Paper, No. 9015.

Google Scholar

Davidsson P. & Henrekson, M. (2002). Determinants of the prevalence of start-ups and high-growth
�rms. Small Business Economics, 19, 2: 81– 104 .

Crossref

Web of Science

Google Scholar

Evans, D. & Jovanovic, B. (1989). An estimated model of entrepreneurial choice under liquidity
constraints. Journal of Political Economy, 97, 4: 808–27.

Crossref

Web of Science

Google Scholar

Evans, D. & Leighton, L. (1989). Some empirical aspects of entrepreneurship. American Economic Review,
79, 3: 519–35.

Web of Science

Google Scholar

Fölster, S. (2002). Do lower taxes stimulate self-employment. Small Business Economics, 19, 2: 135–45.

Crossref

Web of Science

Google Scholar

Gentry, W. & Hubbard, G. (2000). Tax policy and entrepreneurial entry. American Economic Review, 90, 2:
283–87.

Crossref

Web of Science

Google Scholar

Gentry, W. & Hubbard, G. (2004a). Tax Policy and Entry into Entrepreneurship. Mimeo: University of
Durham.

Google Scholar

https://scholar.google.com/scholar_lookup?title=Taxes+and+entrepreneurial+activity%3A+Theory+and+Evidence+for+the+US&publication_year=2002
https://doi.org/10.1023/A:1016264116508
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000176806600003
https://scholar.google.com/scholar_lookup?title=Determinants+of+the+prevalence+of+start-ups+and+high-growth+firms&publication_year=2002&journal=Small+Business+Economics&pages=81-104&doi=10.1023%2FA%3A1016264116508
https://doi.org/10.1086/261629
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1989AE51800003
https://scholar.google.com/scholar_lookup?title=An+estimated+model+of+entrepreneurial+choice+under+liquidity+constraints&publication_year=1989&journal=Journal+of+Political+Economy&pages=808-27&doi=10.1086%2F261629
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1989AA08900016
https://scholar.google.com/scholar_lookup?title=Some+empirical+aspects+of+entrepreneurship&publication_year=1989&journal=American+Economic+Review&pages=+519-35
https://doi.org/10.1023/A:1016200800982
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000176806600006
https://scholar.google.com/scholar_lookup?title=Do+lower+taxes+stimulate+self-employment&publication_year=2002&journal=Small+Business+Economics&pages=135-45&doi=10.1023%2FA%3A1016200800982
https://doi.org/10.1257/aer.90.2.283
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000087512600056
https://scholar.google.com/scholar_lookup?title=Tax+policy+and+entrepreneurial+entry&publication_year=2000&journal=American+Economic+Review&pages=283-87&doi=10.1257%2Faer.90.2.283
https://scholar.google.com/scholar_lookup?title=Tax+Policy+and+Entry+into+Entrepreneurship&publication_year=2004a


Gentry, W. & Hubbard, G. (2004b). Entrepreneurship and household savings. Advances in Economic
Analysis and Policy, 4, 1: 1053.

Crossref

Google Scholar

Gordon, R. (1998). Can high personal tax rates encourage entrepreneurial activity? IMF Sta� Paper,
45:49–80.

Crossref

Google Scholar

Holtz-Eakin, D., Joulfaian, D. & Rosen, H. (1994). Sticking it out: Entrepreneurial survival and liquidity
constraints. Journal of Political Economy, 102, 1: 53–75.

Crossref

Web of Science

Google Scholar

Johansson, E. (2000). Self-employment and liquidity constraints: Evidence from Finland. Scandinavian
Journal of Economics, 102, 1: 123–34.

Crossref

Web of Science

Google Scholar

Keuschnigg, C. & Nielsen, S.B. (2002). Tax policy, venture capital, and entrepreneurship. Journal of Public
Economics, 87, 1: 175–203.

Crossref

Web of Science

Google Scholar

Keuschnigg, C. & Nielsen, S.B. (2004). Start-ups, venture capitalists, and the capital gains tax. Journal of
Public Economics, 88, 5: 1011–42.

Crossref

Web of Science

Google Scholar

https://doi.org/10.2202/1538-0637.1053
https://scholar.google.com/scholar_lookup?title=Entrepreneurship+and+household+savings&publication_year=2004b&journal=Advances+in+Economic+Analysis+and+Policy&doi=10.2202%2F1538-0637.1053
https://doi.org/10.2307/3867329
https://scholar.google.com/scholar_lookup?title=Can+high+personal+tax+rates+encourage+entrepreneurial+activity%3F&publication_year=1998&journal=IMF+Staff+Paper&pages=49-80&doi=10.2307%2F3867329
https://doi.org/10.1086/261921
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1994MZ20700003
https://scholar.google.com/scholar_lookup?title=Sticking+it+out%3A+Entrepreneurial+survival+and+liquidity+constraints&publication_year=1994&journal=Journal+of+Political+Economy&pages=53-75&doi=10.1086%2F261921
https://doi.org/10.1111/1467-9442.00187
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000088160000007
https://scholar.google.com/scholar_lookup?title=Self-employment+and+liquidity+constraints%3A+Evidence+from+Finland&publication_year=2000&journal=Scandinavian+Journal+of+Economics&pages=123-34&doi=10.1111%2F1467-9442.00187
https://doi.org/10.1016/S0047-2727(01)00170-0
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000179505200008
https://scholar.google.com/scholar_lookup?title=Tax+policy%2C+venture+capital%2C+and+entrepreneurship&publication_year=2002&journal=Journal+of+Public+Economics&pages=175-203&doi=10.1016%2FS0047-2727%2801%2900170-0
https://doi.org/10.1016/S0047-2727(03)00046-X
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000188092800006
https://scholar.google.com/scholar_lookup?title=Start-ups%2C+venture+capitalists%2C+and+the+capital+gains+tax&publication_year=2004&journal=Journal+of+Public+Economics&pages=1011-42&doi=10.1016%2FS0047-2727%2803%2900046-X


Lindh, T. & Ohlsson, H. (1996). Self-employment and windfall gains: Evidence from the Swedish Lottery.
Economic Journal, 106, 439: 1515 –26.

Crossref

Web of Science

Google Scholar

Long, J. (1982). Income taxation and the allocation of market labour. Journal of Labor Research, 3, 3:
259–76.

Crossref

Web of Science

Google Scholar

Murphy, K., Shleifer, A. & Vishny, R. (1991). The allocation of talent: Implications for growth. Quarterly
Journal of Economics, 106, 2: 503–30.

Crossref

Web of Science

Google Scholar

Parker, S. (1996). A time series model of self-employment under uncertainty. Economica, 63, 251: 459–
75.

Crossref

Web of Science

Google Scholar

Parker, S. & Robson, M. (2003). Explaining international variations in entrepreneurship: evidence from a
panel of OECD countries.Mimeo, University of Durham.

Google Scholar

Poterba, J. (1989). Capital gains tax policy toward entrepreneurship. National Tax Journal, 42, 3: 375–89.

Web of Science

Google Scholar

Robson, M. & Wren, C. (1999) Marginal and average tax rates and the incentives for self-employment.
Southern Economic Journal, 65, 4: 757–73.

Crossref

Web of Science

https://doi.org/10.2307/2235198
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1996VV57900002
https://scholar.google.com/scholar_lookup?title=Self-employment+and+windfall+gains%3A+Evidence+from+the+Swedish+Lottery&publication_year=1996&journal=Economic+Journal&pages=1515+-26&doi=10.2307%2F2235198
https://doi.org/10.1007/BF02685189
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1982NZ83000003
https://scholar.google.com/scholar_lookup?title=Income+taxation+and+the+allocation+of+market+labour&publication_year=1982&journal=Journal+of+Labor+Research&pages=259-76&doi=10.1007%2FBF02685189
https://doi.org/10.2307/2937945
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1991FK93200005
https://scholar.google.com/scholar_lookup?title=The+allocation+of+talent%3A+Implications+for+growth&publication_year=1991&journal=Quarterly+Journal+of+Economics&pages=503-30&doi=10.2307%2F2937945
https://doi.org/10.2307/2555017
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1996VM81400007
https://scholar.google.com/scholar_lookup?title=A+time+series+model+of+self-employment+under+uncertainty&publication_year=1996&journal=Economica&pages=459-75&doi=10.2307%2F2555017
https://scholar.google.com/scholar_lookup?title=Explaining+international+variations+in+entrepreneurship%3A+evidence+from+a+panel+of+OECD+countries&publication_year=2003
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=A1989AU63300014
https://scholar.google.com/scholar_lookup?title=Capital+gains+tax+policy+toward+entrepreneurship&publication_year=1989&journal=National+Tax+Journal&pages=375-89
https://doi.org/10.2307/1061274
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000079676200005


Web of Science

Google Scholar

Schuetze, H. (2000). Taxes, economic conditions and recent trends in male self-employment: A Canada-
US Comparison. Labour Economics, 7, 5: 507–44.

Crossref

Web of Science

Google Scholar

Schumpeter, J. (1934). The Theory of Economic Development. Cambridge Mass: Harvard University Press.

Google Scholar

Similar articles:

Does the Financial Crisis Create Opportunities for Taxing Wealth? A Study of Tax Policy Debates in the
United Kingdom

Show Details 󩆙

The Economics of Taxing Net Wealth: A Survey of the Issues

Show Details 󩆙

Entrepreneurship, Innovation, and Economic Development: An Indian Experience

Show Details 󩆙

View More

Sage recommends:

Wealth Tax

Restricted access

Restricted access

Restricted access

SAGE Knowledge
Entry

https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000079676200005
https://scholar.google.com/scholar_lookup?title=Marginal+and+average+tax+rates+and+the+incentives+for+self-employment&publication_year=1999&journal=Southern+Economic+Journal&pages=757-73&doi=10.2307%2F1061274
https://doi.org/10.1016/S0927-5371(00)00012-9
https://gateway.webofknowledge.com/gateway/Gateway.cgi?GWVersion=2&DestApp=WOS_CPL&UsrCustomerID=5e3815c904498985e796fc91436abd9a&SrcAuth=atyponcel&SrcApp=literatum&DestLinkType=FullRecord&KeyUT=000089521000003
https://scholar.google.com/scholar_lookup?title=Taxes%2C+economic+conditions+and+recent+trends+in+male+self-employment%3A+A+Canada-US+Comparison&publication_year=2000&journal=Labour+Economics&pages=507-44&doi=10.1016%2FS0927-5371%2800%2900012-9
https://scholar.google.com/scholar_lookup?title=The+Theory+of+Economic+Development&publication_year=1934
https://journals.sagepub.com/doi/10.1177/0964663915572501?icid=int.sj-abstract.similar-articles.1
https://journals.sagepub.com/doi/10.1177/152397211201200404?icid=int.sj-abstract.similar-articles.2
https://journals.sagepub.com/doi/10.1177/09708464211042100?icid=int.sj-abstract.similar-articles.3
http://dx.doi.org/10.4135/9781483345727.n854


Show Details 󩆙

Capital Gain

Show Details 󩆙

Wealth Tax

Show Details 󩆙

View More

You currently have no access to this content. Visit the access options page to authenticate.

Download PDF

SAGE Knowledge

SAGE Knowledge
Entry

Also from Sage

CQ Library

Elevating debate

Sage Data

Uncovering insight

Sage Business Cases

Shaping futures

Sage Campus

Unleashing potential

Sage Knowledge

Multimedia learning resources

Sage Research Methods

Supercharging research

Sage Video Technology from Sage

http://dx.doi.org/10.4135/9781412972024.n294
http://dx.doi.org/10.4135/9781412939607.n746
https://journals.sagepub.com/action/showLogin?uri=/doi/10.1177/097135570801700203
https://journals.sagepub.com/doi/pdf/10.1177/097135570801700203?download=true
https://library.cqpress.com/index.php?utm_source=cross-product-footer&utm_medium=cross-product
https://www.data-planet.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/cases?utm_source=cross-product-footer&utm_medium=cross-product
https://classroom.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://methods.sagepub.com/?utm_source=cross-product-footer&utm_medium=cross-product
https://sk.sagepub.com/video?utm_source=cross-product-footer&utm_medium=cross-product
https://www.technologyfromsage.com/?utm_source=cross-product-footer&utm_medium=cross-product

