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Förord 

Den tudelade inkomstbeskattning som infördes med skatte-
reformen 1991 innebär att inkomster från kapital och arbete 
beskattas olika. Samtidigt skapades de s.k. 3:12-reglerna för att 
hindra småföretagare att omvandla högt beskattade arbets-
inkomster till kapitalinkomster med relativt låg skatt. Reglerna blev 
mycket omdiskuterade och 2006 mjukades de upp så att en större 
del av inkomsten kunde beskattas som kapitalinkomst. 
Förändringarna förväntades stimulera entreprenörskap och tillväxt. 
Under perioden 2008 till 2011 gjordes fler regeländringar för att 
ytterligare främja småföretagandet.  

Expertgruppen för studier i offentlig ekonomi (ESO) har på 
senare tid publicerat ett antal rapporter om skattesystemets 
samhällsekonomiska effektivitet. Rapporterna har behandlat både 
skattesystemet i sin helhet (2010:4) och mer ingående analyser av 
valda delar, bl.a. 3:12-reglerna (2012:4). En i det sammanhanget 
central aspekt är avvägningen mellan å ena sidan positiva effekter 
som ökat entreprenörskap, fler arbetstillfällen och högre tillväxt, 
och å andra sidan negativa återverkningar från ökad 
skatteplanering.  Den tidigare rapporten om 3:12-reglerna 
analyserade det senare, dvs. i vilken utsträckning företagare 
omvandlar löneinkomster till kapitalinkomster för att undkomma 
beskattning. Slutsatsen var att de ändrade reglerna sannolikt lett till 
utbredd inkomstomvandling. Det är emellertid svårt att säga något 
om den samhällsekonomiska nettokostnaden utan att samtidigt 
beakta eventuella positiva effekter. 

I denna rapport till ESO studeras de potentiellt positiva 
effekterna av 3:12-reformen. Docent Annette Alstadsæter, 
professor Martin Jacob och fil. dr Altin Vejsiu använder detaljerad 
företagsstatistik och analyserar hur de ändrade reglerna påverkat 
entreprenörskap och jobbskapande.  



Förord  2014:2 
 
 

 

Författarna konstaterar att regeländringarna inte har gett några 
signifikanta effekter vad det gäller företagande eller sysselsättning. 
Analysen visar att investeringar har flyttats till företag som har 
investeringsmöjligheter men inte tillräckliga medel. Detta ger 
sannolikt en samhällsekonomiskt mer gynnsam fördelning av 
investeringar mellan företag. Samtidigt verkar reformen i stort sett 
inte ha skapat nya arbetstillfällen. Inte heller tycks det ha bildats 
nya företag som bedriver faktisk verksamhet. Det som observeras 
är endast ombildning av existerande företag till fåmansbolag. 

Med utgångspunkt i den empiriska analysen identifierar 
författarna specifika problem med nuvarande regelverk och 
presenterar förslag som kan minska skatteplaneringen utan att 
motverka de positiva effekterna för företagandet. De föreslår bl.a. 
att: 

- 3:12-reglerna ska kompletteras med aktivitetskrav på 
företagsnivå för att begränsa möjligheten att lägga samman 
utdelningsutrymme i fåmansföretag med låga eller inga 
inkomster. 

- Reglerna ska ändras i syfte att minska incitamenten för 
arbetstagare i personalintensiva företag att bli andelsägare 
enbart för att få en större del av sin ersättning som 
kapitalinkomst – t.ex. genom att införa ett undantag för s.k. 
fria yrkesutövare vid beräkning av utdelningsutrymmet.  

- 3:12-reglerna allmänt ska förenklas, bl.a. i syfte att minska 
oavsiktliga fel och stärka incitamenten för anställda att starta 
företag.  

Rapportarbetet har följts av en referensgrupp med mycket god 
insikt i dessa frågor. Som vanligt i ESO-sammanhang svarar 
författarna själva för de slutsatser som presenteras i rapporten. 

Det är min förhoppning att denna och den föregående 
rapporten ska ge ökad kunskap om de samlade samhällsekonomiska 
effekterna av 3:12-reglerna och kunna bidra till en konstruktiv 
diskussion om reglernas framtida utformning. 
 
Stockholm i mars 2014 
 
Hans Lindblad 
Ordförande i ESO 
 



Acknowledgements 

We are grateful for helpful comments and suggestions from 
Rickard Eriksson, Åsa Hansson, Martin Hill, Tobias Lindhe, 
Henry Ohlsson, and Annika Sunden and we thank the ESO 
secretariat for help and assistance throughout the work. 
We also received excellent assistance in data handling from 
Statistics Sweden. 

None of the aforementioned persons are responsible for any 
remaining shortcomings or for any of the conclusions drawn. 
Vejsiu participates in the report as an academic researcher. The 
views expressed in this report are those of the authors and do not 
represent the views of the Ministry of Enterprise, Energy and 
Communication. For any questions or comments regarding the 
content of this report, please contact Annette Alstadsæter or 
Martin Jacob. 
 

 
Oslo, Vallendar, and Stockholm, February 20, 2014 
Annette Alstadsæter*, University of Oslo 
Martin Jacob**, WHU – Otto Beisheim School of Management 
Altin Vejsiu, Ministry of Enterprise, Energy and Communication 
 
 

                                                                                                                                                          
* Corresponding author. Institute of Health and Society, University of Oslo, PO Box 1089, 
Blindern, 0317 Oslo, Norway. E-mail annette.alstadsater@medisin.uio.no. 
** Corresponding author. WHU – Otto Beisheim School of Management, Burgplatz 2, 
56179 Vallendar, Germany. E-mail martin.jacob@whu.edu. 





7 

Contents 

Sammanfattning .................................................................. 9 

Executive summary ............................................................ 25 

1 The 2006 tax reform and changed incentives ................ 41 

2 The effects of the 2006 reform on investments and 
job creation ............................................................... 47 

2.1 Theoretical background: The effect of changes in 
dividend taxes on investment and job creation ...................... 47 

2.2 Theoretical background: The effect of changes in 
dividend taxes on employment ............................................... 51 

2.3 Aggregated investment and job statistics: 2000–2011 ........... 53 

2.4 Effect of the 2006 reform on the allocation of 
investments ............................................................................... 58 
2.4.1 Investments in capital stock: Closely held 

corporations .................................................................. 60 
2.4.2 Employment effects: Closely held corporations ........ 63 
2.4.3 Investments in capital stock: Widely held 

corporations .................................................................. 65 
2.4.4 Employment effects: Widely held corporations ......... 66 
2.4.5 Comparison of the effects between widely and 

closely held corporations ............................................. 68 

2.5 Sensitivity and robustness tests .............................................. 69 

3 The 2006 reform: The creation of new businesses and 
choice of organizational form ....................................... 75 



Contents  2014:2 
 
 

8 

3.1 Theoretical background: Factors affecting the start-up 
of businesses ............................................................................. 75 

3.2 Theoretical background: The choice of legal 
organizational form .................................................................. 77 

3.3 Characteristics of different organizational forms in 
Sweden ...................................................................................... 78 

3.4 Aggregated statistics on organizational forms, 2000–
2011 ........................................................................................... 82 

3.5 The 2006 reform and the establishment of closely held 
corporations .............................................................................. 85 

3.6 The 2006 reform and changes in organizational form ........... 87 

3.7 Taxes and the choice of organizational form.......................... 90 

3.8 Concluding remarks ................................................................. 92 

4 The effect of incorporation on firm growth and 
business owner income ............................................... 95 

4.1 Firm-level effects of incorporation ......................................... 95 
4.1.1 Empirical approach ....................................................... 95 
4.1.2 Changes in organizational form from a 

partnership to a closely held corporation .................... 99 
4.1.3 Changes in organizational form from self-

employment to a closely held corporation ................ 101 

4.2 Individual-level effects of incorporation .............................. 103 
4.2.1 Empirical approach ..................................................... 104 
4.2.2 Change from a partnership to a closely held 

corporation .................................................................. 104 
4.2.3 Change from self-employment to a closely held 

corporation .................................................................. 106 

5 Discussion and conclusions ....................................... 109 

References ...................................................................... 115 

Appendix: Data description and summary statistics ............. 121 



9 

Sammanfattning

År 2006 reformerades de svenska skattereglerna för utdelningar till 
delägare som är verksamma i betydande omfattning (nedan aktiva) 
i fåmansföretag, de s.k. 3:12-reglerna. Det infördes en skattelättnad 
på 1 miljard kronor som gjorde att skattetrycket på ägare i 
fåmansföretag minskade. Syftet var att stimulera företagandet, öka 
investeringarna och skapa nya arbetstillfällen.1 Reformen innebar i 
praktiken att skattesatsen på utdelningar sänktes med 10 procent-
enheter för aktiva ägare i fåmansföretag. Samtidigt ökade utrymmet 
för den utdelning som ska beskattas enligt denna reducerade 
skattesats (gränsbeloppet) för de flesta aktiva ägare. Dessutom 
infördes en möjlighet att använda en alternativ metod vid 
beräkningen av gränsbeloppet, förenklingsregeln. Den innebär att 
gränsbeloppet fastställs per företag utan någon koppling till 
företagets kapital, lönekostnader eller huruvida företaget bedriver 
verksamhet. Sammantaget innebar förändringarna att det för många 
andelsägare blev förmånligt att beskattas enligt 3:12-reglerna och 
att inkomstomvandlingen2 ökade, vilket dokumenterades av 
Alstadsæter och Jacob (2012a).  

Hittills finns det inga vetenskapliga empiriska belägg för att 
2006 års reform skulle ha påverkat företagandet. Denna rapport 
försöker att överbrygga klyftan mellan å ena sidan den 
dokumenterat ökade inkomstomvandlingen kring 2006 och å andra 
sidan de fortfarande oklara effekter som reformen kan ha haft på 
företagandet. I rapporten undersöker vi framför allt hur 2006 års 
reform har påverkat företagens investeringar i realkapital (utryckt 
som materiella anläggningstillgångar), sysselsättningen, bildandet 
av nya företag och företagsägarnas inkomster.  

                                                                                                                                                          
1 Edin, m.fl. (2005), Regeringens proposition 2004/05:1, 2005/06:40, och 2006/07:1. 
2 Inkomstomvandling innebär att inkomster omklassificeras och överförs mellan tidpunkter, 
jurisdiktioner och skattebaser för att minska den sammanlagdaskatten. 
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I denna rapport ställer vi oss tre frågor, som empiriskt 
analyseras var för sig i kapitlen 2, 3 och 4. Vi kan kortfattat 
sammanfatta våra iakttagelser i varje fråga enligt följande: 
 
1. Har 2006 års skattereform påverkat investeringarna och 

sysselsättningen? 
Ja, i viss mån. 2006 års reform påverkade hur kapitalinvestering-
arna (dvs. investeringar i materiella anläggningstillgångar) är 
fördelade mellan företagen. Efter reformen ökade företag med 
begränsade egna medel sina investeringar mer än företag med 
kassareserver och balanserade vinstmedel. Investeringarna 
flyttades med andra ord till företag som har investerings-
möjligheter men inte tillräckliga medel. Detta resultat ligger i 
linje med ekonomisk teori. Sänkningen av skatten på utdelning 
innebär att företagen får tillgång till kontanta medel. På så sätt 
får man en bättre fördelning av medel mellan företag. Till 
skillnad från investeringarna i materiella anläggningstillgångar 
har reformen i stort sett inte påverkat sysselsättningen. 
Reformen tycks ha haft mycket liten effekt när det gäller att 
skapa nya arbetstillfällen. Å andra sidan noterar vi att 
förvärvsinkomsterna för anställda i fåmansföretag har ökat efter 
reformen. Detta gäller i ännu högre grad i fåmansföretag med 
begränsade egna medel. 

 
2. Har 2006 års skattereform påverkat bildandet av nya företag 

med faktisk verksamhet? 
Nej. Det ökade antalet nya fåmansföretag som bedriver 
verksamhet beror främst på att fler befintliga handelsbolag och 
enskilda näringsidkare byter organisationsform till fåmans-
företag. Skälet till att fler enskilda näringsidkare och handels-
bolag ombildas till fåmansföretag är att detta har blivit 
förmånligare ur skattesynpunkt. 

 
3. Har 2006 års skattereform påverkat företagsägarnas och 

företagens inkomster? 
Ja, i viss mån. Våra resultat visar att det marginalföretag som 
ombildades efter 2006 års reform är mindre produktivt och har 
mindre tillväxtpotential än före reformen. De enskilda närings-
idkare och handelsbolag som ombildats har ändå högre lönsam-
het och tillväxt än jämförbara företag som inte ombildats. Bytet 
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av organisationsform till fåmansföretag tycks även öka 
delägarens totala inkomster.  

Vi använder oss av nya och mycket omfattande data för att 
utvärdera hur individer och företag reagerat på 2006 års reform av 
3:12-reglerna. Eftersom skattereformens effekter kan komma att 
sammanfalla med andra händelser, t.ex. ekonomisk tillväxt, måste vi 
skilja mellan företag som gynnas av skattereformen (behandlings-
gruppen) och företag som inte påverkas av skattereformen 
(kontrollgruppen) men som har liknande egenskaper. Vi gör detta 
med hjälp av en s.k. difference-in-difference-analys. Vi använder 
samma metod som Becker, m.fl. (2013) för att undersöka hur 2006 
års skattereform har påverkat hur investeringarna är fördelade 
mellan företag i Sverige. Vi jämför således företag som har tillgång 
till intern finansiering (likviditetsstarka företag) med företag som 
har begränsad tillgång till intern finansiering (likviditetssvaga 
företag). Vid utvärderingen av ombildningens effekter jämför vi 
lönsamheten och tillväxten i de ombildade företagen med 
lönsamheten och tillväxten i dels jämförbara företag som inte 
ombildats och dels jämförbara befintliga fåmansföretag. 

Vi presenterar inte några exakta resultat om hur den totala 
inkomstomvandlingen till följd av ändringarna av 3:12-reglerna 
som dokumenterats av Alstadsæter och Jacob (2012a) har påverkat 
skatteintäkterna eller ekonomin i stort. Vi presenterar inte heller 
några exakta resultat om effekter på värdeskapandet som 
dokumenteras i denna rapport. Det finns inte någon lämplig 
kontrollgrupp för att kunna göra en välgrundad bedömning av de 
sammantagna effekterna eftersom alla onoterade företag påverkas 
av reformen.  

Vi överlåter åt framtida forskning att i mer detalj kvantifiera 
dessa sammantagna effekter, undersöka vad som ligger bakom de 
olika faktiska effekter som dokumenteras i denna rapport, och hur 
de kan variera mellan olika typer av sektorer och olika typer av 
individer. Det är således inte möjligt att dra några slutsatser om 
huruvida effekterna på värdeskapandet kompenserar för den 
omfattande inkomstomvandling som följer av 2006 års reform. Det 
är dock viktigt att påpeka att de svenska företagens beteende i fråga 
om de ekonomiska faktorer som har studerats i denna rapport till 
stor del ligger i linje med vad som kan förväntas enligt ekonomisk 
teori. 
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Genom att täppa till några av kryphålen i 3:12-reglerna skulle man 
kunna minska den skatteminimerande inkomstomvandlingen och 
skatteplaneringen utan att för den delen minska 3:12-reglernas 
effekter på tillväxt och värdeskapande. Detta diskuteras mer 
utförligt i kapitel 5. Nedan gör vi kortfattade sammanfattningar av 
varje kapitel och avslutar med några politiska rekommendationer. 

Kapitel 2: Hur 2006 års reform har påverkat 
investeringarna och sysselsättningen 

Vi analyserar hur 2006 års reform har påverkat hur investeringarna 
och sysselsättningen är fördelade inom gruppen fåmansföretag. Vi 
jämför närmare bestämt beteendet hos likviditetssvaga företag och 
likviditetsstarka företag under tiden före och efter reformen.3 Det 
är inte möjligt att presentera några vetenskapligt tillförlitliga 
uppskattningar av hur reformen har påverkat nivån på investeringar 
eller sysselsättning, eftersom det inte finns någon tillförlitlig 
kontrollgrupp för uppskattningarna. 

I detta kapitel konstaterar vi framför allt att 2006 års reform har 
inneburit att investeringarnas sammansättning har förändrats. 
Likviditetssvaga fåmansföretag tycks ha fått fram nytt kapital och 
ökat sina investeringar efter reformen jämfört med i övrigt 
jämförbara företag som inte är likviditetssvaga. Reformen har 
således påverkat hur investeringar fördelas mellan företagen. En 
sådan allokeringseffekt ligger i linje med vad som kan förväntas 
enligt ekonomisk teori och kan anses öka effektiviteten i 
ekonomin.  

                                                                                                                                                          
3 Vi använder samma metod som Becker, m.fl. (2013) och delar in våra företag i kvintiler 
baserat på deras tillgång till intern finansiering, beräknat som företagens likviditet. Vi 
använder oss av den översta och understa kvintilen i fråga om likviditet för att jämföra 
investeringseffekter mellan företag. Vi kallar företagen ”likviditetsstarka företag” om de 
tillhör de 20 % av företagen som har högst likviditet i en viss bransch under ett visst år. Vi 
kallar företagen ”likviditetssvaga företag” om de tillhör de 20 % av företagen som har lägst 
likviditet i en viss bransch under ett visst år. Vi gör denna uppdelning separat för 
fåmansföretag och onoterade aktiebolag med ett spritt ägande. 
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En sänkt skatt på utdelning på delägarnivå har olika 
investeringsfrämjande effekt på företag som har stora balanserade 
vinstmedel respektive har små balanserade vinstmedel. 

En sänkning av skatten på utdelning på delägarnivå, som vid 2006 
års skattereform, förväntas ha olika effekt på olika företag, 
beroende på deras tillgång till finansiering. Vissa företag har egna 
medel, t.ex. stor kassabehållning eller balanserade vinstmedel. En 
sänkning av skatten på utdelningar förändrar inte avkastningskravet 
för att investera för dessa företag och därför påverkas de, teoretiskt 
sett, inte av en sådan sänkning. Däremot kan företag med små egna 
medel inte finansiera sina investeringar internt och behöver därför 
få fram nytt externt kapital för att kunna göra investeringar. En 
sänkning av skatten på utdelning minskar dessa företags 
avkastningskrav och 2006 års skattereform väntas därför leda till att 
företag med små egna medel ökar sina investeringar.  

2006 års reform tycks ha resulterat i en bättre fördelning av 
investeringar i materiella anläggningstillgångar mellan företag. 
Likviditetsstarka företag minskade sina investeringar efter reformen, 
medan likviditetssvaga företag ökade sina investeringar.  

De totala investeringarna i materiella anläggningstillgångar tycks ha 
ökat tillfälligt 2007, men eftersom det inte finns någon lämplig 
kontrollgrupp att jämföra med kan vi inte skilja konjunktur-
effekterna från reformeffekterna. Vi koncentrerar oss i vår analys 
därför på hur investeringarna är fördelade mellan företagen inom 
gruppen fåmansföretag. För att illustrera hur 2006 års reform har 
påverkat fåmansföretagens investeringar under tiden kring 
reformen presenterar vi i figur 1 en översikt över de likviditetssvaga 
respektive likviditetsstarka företagens kapitalinvesteringar. För att 
justera för konjunktureffekter presenteras de två gruppernas 
investeringar som relativa investeringar i förhållande till företagens 
genomsnittliga investeringar under ett visst år. Som figuren visar 
ökade de likviditetssvaga företagen sina relativa investeringar efter 
2006.  
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Figur 1 Fåmansföretagens kapitalinvesteringar4  

De likviditetssvaga och likviditetsstarka företagens investeringar 
konvergerar efter reformen. 

I figur 1 illustreras hur de likviditetsstarka och likviditetssvaga 
företagens investeringar konvergerar. Samtidigt minskar de 
likviditetsstarka företagens investeringar. Detta kan dock bero på 
diverse skillnader mellan företag och behöver inte endast bero på 
reformen. För att justera för dessa effekter på företagsnivå 
uppskattar vi reformeffekten med hjälp av en regressionsanalys där 
vi tar hänsyn till andra faktorer som påverkar investeringsbesluten. 
Dessa uppskattningar bekräftar den utveckling som vi ser i figur 1. 
De likviditetssvaga företagens kapitalinvesteringar, som andel av 
materiella anläggningstillgångar föregående år, har efter reformen 
ökat med omkring 11 % i förhållande till de likviditetsstarka 
företagens investeringar. Precis som Chetty och Saez (2010) hävdar 
innebär detta att fördelningen av investeringarna mellan företagen 
förbättras efter reformen, vilket ökar effektiviteten. 

                                                                                                                                                          
4 Figur 1 är en del av figur 2.3 i kapitel 2. 
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2006 års reform tycks inte ha inneburit några större förändringar i 
fördelningen av sysselsättningen mellan fåmansföretagen. 

Vidare analyserar vi hur reformen har påverkat sysselsättningen och 
skapandet av nya arbetstillfällen. Vi undersöker om 2006 års reform 
har gett likviditetssvaga företag incitament att anställa mer personal 
än likviditetsstarka företag. Av våra resultat drar vi slutsatsen att 
reformen inte har påverkat sysselsättningen i fåmansföretagen på 
något systematiskt sätt. Det finns vissa förklaringar till detta. För 
det första mäter vi sysselsättningseffekterna utifrån antalet 
anställda. Vi har ingen information om huruvida arbetsutbudet har 
ökat, t.ex. genom förlängda arbetstider. För det andra kan 
företagen hyra in extern personal från bemanningsföretag eller 
frilansare för att bibehålla flexibiliteten.  

Arbetstagarnas förvärvsinkomster tycks ha ökat till följd av 2006 års 
reform, särskilt i likviditetssvaga fåmansföretag. 

Reformen har kanske inte bidragit till att skapa nya arbetstillfällen, 
men däremot har vi hittat starka empiriska belägg för att den har 
påverkat en annan dimension av sysselsättningen. Anställda i 
fåmansföretag har fått betydligt högre förvärvsinkomster efter 
reformen. Lönesumman har ökat mer för likviditetssvaga företag 
än för likviditetsstarka företag. Före reformen var lönesumman i 
genomsnitt högre i likviditetsstarka företag än i likviditetssvaga 
företag. Sänkningen av skatten på utdelning gör att denna skillnad 
minskar med ca 6 %. Lönesumman i likviditetssvaga företag och 
likviditetsstarka företag konvergerar efter reformen. Med våra data 
går det inte att avgöra om denna ökning beror på en ökning av 
antalet arbetade timmar, högre löner eller bådadera. 

Reformen tycks ha påverkat investeringarna i onoterade aktiebolag 
med en vid ägarkrets på ungefär samma sätt som i fåmansföretag, dock 
i mindre omfattning. 

2006 års reform innebar även att skatten på utdelningar för 
andelsägare i onoterade bolag med en vidare ägarkrets sänktes med 
5 procentenheter. Denna skattesänkning är endast hälften så stor 
som motsvarande skattesänkning för aktiva ägare i fåmansföretag. 
Sänkningen med 5 procentenheter gäller dock alla utdelningar till 
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andelsägarna utan begränsning, medan sänkningen med 10 
procentenheter för aktiva ägare i fåmansföretag gäller endast 
utdelningar inom gränsbeloppet.  

Vi har hittat liknande resultat som för fåmansföretag. De 
likviditetssvaga företagens kapitalinvesteringar, som andel av 
materiella anläggningstillgångar föregående år, har efter reformen 
ökat med omkring 6 % i förhållande till de likviditetsstarka 
företagens investeringar. Reformen har inte haft någon större 
effekt när det gäller att skapa nya arbetstillfällen inom dessa 
företag. På liknande sätt som fåmansföretagen har förvärvs-
inkomsterna för de anställda i bolag med en vidare ägarkrets ökat 
efter 2006. Den procentuella ökningen är dock lägre än för 
fåmansföretagen. 

Kapitel 3: Hur 2006 års reform har påverkat bildandet 
av nya företag och valet av organisationsform 

I detta kapitel konstaterar vi framför allt att det inte har skett 
någon ökning i bildandet av helt nya fåmansföretag med faktisk 
verksamhet till följd av 2006 års reform. Vid första anblicken kan 
det tyckas ointressant att reformen inte har lett till någon 
förändring. Det är dock viktigt att komma ihåg att antalet 
fåmansföretag tycks ha ökat efter 2006 om man ser till trender och 
aggregerad statistik om antalet sådana företag. Man skulle då kunna 
dra slutsatsen att den sänkta skatten på utdelning var ett bra 
skatteincitament för att skapa fler företag. Vi konstaterar dock att 
så inte är fallet. Reformen gjorde inte att det bildades fler nya 
fåmansföretag med faktisk verksamhet. Den noterade ökningen i 
bildandet av dessa företag beror på att fler befintliga enskilda 
näringsidkare och handelsbolag ombildas till fåmansföretag, 
eftersom detta har blivit förmånligare ur skattesynpunkt. 

Fler nya företag betyder inte nödvändigtvis ett ökat företagande. 
Befintliga företag kan välja att ombildas till fåmansföretag av 
skatteskäl. 

Alstadsæter och Jacob (2012a) konstaterar att 25 % av de nya 
företag som bildades efter skattereformen bildades i skatte-
undandragande syfte. De bedriver ingen eller endast begränsad 
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verksamhet. I kapitel 3 i denna rapport analyserar vi om reformen 
även har gjort att det har bildats fler nya fåmansföretag med faktisk 
verksamhet. Vid analysen av nyföretagandet bör man även ta 
hänsyn till om ett nytt fåmansföretag faktiskt är ett nystartat 
företag eller om det är en befintlig enskild näringsidkare eller ett 
befintligt handelsbolag som ombildats till fåmansföretag. Bytet av 
organisationsform påverkar ofta den skatt som företaget ska betala. 
Det kan därför vara ett led i ägarens strategi för att betala så lite 
skatt som möjligt. Samtidigt kan ombildandet till fåmansföretag 
samt det begränsade ägaransvaret leda till en annan typ av företags-
tillväxt eftersom det minskar ägarens risk. Om skatterna ger 
delägarna incitament att omvandla sina företag till fåmansföretag 
kan företagen slå in på en väg mot högre tillväxt. 

2006 års reform fick inte fler anställda att bilda fåmansföretag med 
faktisk verksamhet.  

För att analysera om 2006 års reform har lett till ett ökat 
företagande i ekonomin utgår vi från andelen sysselsatta personer 
som väljer att bilda fåmansföretag. I figur 2 visas antalet tidigare 
anställda personer som bildar eller är delägare i ett fåmansföretag 
för första gången (svart linje). Som jämförelsegrupper presenterar 
vi antalet personer som bildar en enskild näringsverksamhet (grå 
linje) och ett handelsbolag (svart streckad linje). Vi konstaterar att 
andelen nystartade fåmansföretag ökar över tiden. Denna ökning 
kan dock inte tillskrivas skattereformen eftersom andelen 
nystartade enskilda näringsidkare följer samma trend. 2006 års 
skattereform har således inte gett anställda personer något extra 
incitament att bilda fåmansföretag. 
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Figur 2 Antalet nybildade företag som bildas av anställda personer5 

 
 
Det ökade antalet nya fåmansföretag efter 2006 beror främst på att 
befintliga enskilda näringsidkare och handelsbolag ombildas till 
fåmansföretag. 

I stället för att skapa helt nya företag har 2006 års reform gett 
ägarna av befintliga enskilda näringsverksamheter och handelsbolag 
motiv att ombilda sina företag till fåmansföretag. I figur 3 visas 
antalet befintliga ägare av enskilda näringsverksamheter och 
handelsbolag som byter organisationsform. Den svarta linjen visar 
antalet personer som har bytt företagsform från handelsbolag till 
fåmansföretag. Den svarta streckade linjen visar antalet personer 
som har bytt organisationsform från enskild näringsidkare till 
fåmansföretag. Den gråa streckade linjen visar antalet personer som 
har bytt från enskild näringsidkare till handelsbolag. Den gråa 
heldragna linjen visar antalet personer som har bytt från fåmans-
företag till handelsbolag. De flesta byten av organisationsform 
avser byten från enskild näringsidkare till fåmansföretag. Efter 
reformen har antalet enskilda näringsidkare som ombildar sin 
verksamhet ökat med mer än 75 % och antalet handelsbolag som 
ombildas ökat med 33 %. Eftersom 3:12-reglerna har blivit mer 
generösa sedan 2006 har trenden där personer byter från enskild 
näringsidkare till fåmansföretag ökat ytterligare.  

 

                                                                                                                                                          
5 Figur 2 är en avbildning av figur 3.4 i kapitel 3. 
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Figur 3 Antalet ägare som byter organisationsform, 2000–20116 

 

Enskilda näringsidkare och delägare i handelsbolag som beskattas med 
både kommunal och statlig inkomstskatt har större skattemässiga 
incitament att ombilda sina företag till fåmansföretag. 

Om enskilda näringsidkare eller delägare av handelsbolag ombildar 
verksamheten till fåmansföretag går beskattningen av företaget från 
att ha varit en personlig inkomstbeskattning till att vara en 
dubbelbeskattning av bolagets vinst (skatt på bolagsinkomster och 
skatt på utdelningar). Om delägarens totala inkomster ligger över 
tröskeln för statlig skatt kan det ur skattesynpunkt vara gynnsamt 
att ombilda företaget till fåmansföretag, eftersom den sammanlagda 
skattesatsen på utdelningsinkomster då blir lägre än den samman-
lagda kommunala och statliga skatten på förvärvsinkomster. Vår 
empiriska analys bekräftar att enskilda näringsidkare och delägare i 
handelsbolag som ska betala statlig skatt har en större benägenhet 
att ombilda sina företag till fåmansföretag för att betala mindre i 
skatt. 

Vi följer Alstadsæter och Jacobs (2013a) exempel och delar upp 
urvalet efter föregående års skatterättsliga ställning för att kunna 
fastställa hur skattesänkningen påverkat benägenheten att ombilda 
till fåmansföretag. Resultaten visar att personer som har skatte-
mässiga incitament att ombilda sina företag till fåmansföretag, dvs. 
personer som ska betala statlig skatt, har en större benägenhet att 
ombilda sina företag. 2006 års reform har således inneburit att 

                                                                                                                                                          
6 Figur 3 är en avbildning av figur 3.6 i kapitel 3. 
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företagsägare som betalar hög skatt på förvärvsinkomster i högre 
utsträckning ombildar sina handelsbolag eller enskilda närings-
idkare till fåmansföretag. 

Kapitel 4: 2006 års reform och befintliga företag som 
ombildas till fåmansföretag: effekter på företagens 
tillväxt och delägarnas inkomster 

I föregående kapitel konstaterades att det ökade antalet 
fåmansföretag efter 2006 berodde på att fler befintliga enskilda 
näringsidkare och delägare i handelsbolag ombildade sina företag 
till fåmansföretag. I detta kapitel undersöker vi hur dessa 
ombildningar påverkar företagens tillväxt och ägarnas inkomster. 
Våra resultat visar att företag som byter organisationsform 
genererar en del extra tillväxt och investeringar men att marginal-
ombildaren är mindre produktiv än före reformen. På delägarnivå 
konstaterar vi en något ökad inkomst efter ombildningen.  

De mest lönsamma enskilda näringsidkarna och handelsbolagen 
ombildas till fåmansföretag, eftersom detta är förmånligare ur 
skattesynpunkt. De har även en högre vinst och en snabbare tillväxt än 
övriga enskilda näringsidkare och handelsbolag.  

I regel är lönsamma handelsbolag och enskilda näringsidkare mer 
benägna att agera utifrån skattemässiga incitament och ombilda 
sina företag till fåmansföretag. Den empiriska analysen visar att nya 
fåmansföretag växer snabbare, investerar mer och anställer fler än 
övriga handelsbolag eller befintliga fåmansföretag. Efter 2006 års 
reformering av 3:12-reglerna är denna ökning i investeringar och 
tillväxt mindre uttalad än före reformen. De handelsbolag som 
ombildas till fåmansföretag har ändå en högre lönsamhet och 
tillväxt än jämförbara företag som inte ombildas. 2006 års reform 
gjorde det lönsamt för enskilda näringsidkare och delägare i 
handelsbolag att ombilda sina företag till fåmansföretag i fall där 
det tidigare inte hade varit det. 

Våra resultat visar att reformen har lett till en inkomstökning 
för ägare av nybildade fåmansföretag jämfört med ägare av 
befintliga fåmansföretag. Denna ökning beror på högre utdelnings-
inkomster. 
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Kapitel 5: Diskussioner och slutsatser 

I denna rapport har vi dokumenterat hur 2006 års skattereform har 
påverkat fördelningen av investeringar och sysselsättning, bildandet 
av fåmansföretag samt företagens och ägarnas inkomster. Avsikten 
med analysen har varit att utvärdera om reformen har påverkat 
dessa aspekter och i så fall på vilket sätt. Syftet har inte varit att 
kvantifiera storleken på effekterna sett till hela ekonomin. Även 
Alstadsæter och Jacob (2012a) konstaterade att 2006 års reform har 
lett till inkomstomvandling och skatteundandragande utan att 
kvantifiera dessa effekter. Detta får undersökas i framtida 
forskning.  

Skillnaden mellan den höga marginalskatten på förvärvsin-
komster och den lägre marginalskatten på kapitalinkomster gör att 
det krävs regler för inkomstuppdelning för fåmansföretag för att på 
något sätt förhindra att skattebasen urholkas genom skatte-
planering. Genom att täppa till några av kryphålen i 3:12-reglerna 
skulle man kunna minska skatteplaneringen utan att påverka 3:12-
reglernas effekter på tillväxt och värdeskapande.  

Spänningarna i det svenska skattesystemet ökar om skatten på 
bolagsinkomster sänks. 

Så länge det fortsätter att vara stora skillnader mellan den högsta 
marginalskatten på förvärvsinkomster och marginalskatten på 
kapitalinkomster inom det svenska duala inkomstskattesystemet 
kommer det att finnas spänningar i systemet. Det finns ett behov 
av begränsningar i 3:12-reglerna avseende den förmånliga 
beskattningen av utdelning.7 Eventuella framtida sänkningar av 
skatten på bolagsinkomster kommer att öka incitamenten att ägna 
sig åt skatteminimerande inkomstomvandling genom ett 3:12-
företag. Sådana framtida skattesänkningar kommer dock samtidigt 
att öka incitamenten att investera.  
 

                                                                                                                                                          
7 Det kapitalandelskrav på 4% som infördes 2014 påverkar inte definitionen av ett 
fåmansföretag eller av en aktiv ägare. Den begränsar dock antalet aktiva ägare som kan 
utnyttja det lönebaserade utrymmet enligt huvudregeln. Aktiva ägare med en kapitalandel på 
mindre än 4% kommer fortfarande att beskattas enligt 3:12-reglerna, men kommer att ha ett 
lägre gränsbelopp då det endast är kapitalbasen som ingår i beräkningen av gränsbeloppet. 
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Definitionerna av vad som avses med fåmansföretag och aktiva ägare 
i ett fåmansföretag är en del av problemet med de nuvarande 3:12-
reglerna. 

En viktig utmaning med 3:12-reglerna är definitionen av 
fåmansföretag. I nuläget kan företag med ett mycket spritt ägande, 
till exempel konsultföretag där en stor del av de anställda även är 
andelsägare, behandlas enligt 3:12-reglerna.  3:12-reglerna är dock 
avsedda för företag med ett fåtal ägare. Därför bör företag med 
många ägare behandlas som onoterade företag med ett spritt 
ägande. Den avgörande frågan är prissättningen på de aktier som de 
anställda i företaget förvärvar. Skillnaden mellan teckningskursen 
och det faktiska marknadsvärdet utgör i själva verket ersättning för 
arbete och bör beskattas som löneinkomst. Det faktiska marknads-
värdet på aktier i onoterade företag kan beräknas enligt 
standardiserade värderingsmetoder som framgår av finans- och 
bokföringslitteraturen eller genom att titta på faktiska aktiekurser 
hos fristående parter.8 Det är viktigt att ha en tydlig och 
fungerande definition av aktiva ägare, oavsett ägarandel. 

När ägarlönen tas med i beräkningen av gränsbeloppet enligt 
huvudregeln blir det för många ägare förmånligt att beskattas enligt 
3:12-reglerna. 

2006 års reform innebar att man ändrade metoden för att beräkna 
det utdelningsbelopp som ska beskattas med 20 %, gränsbeloppet. 
Från och med 2006 ingår löneutbetalningarna till aktiva ägare också 
i lönebasen för beräkning av utdelningsutrymmet enligt huvud-
regeln. Det gör att det blir särskilt förmånligt för ägare av 
personalintensiva företag att beskattas enligt 3:12-reglerna. Det blir 
också förmånligt för arbetstagare i sådana företag att bli aktiva 
ägare för att kunna få en större del av ersättningen för sitt arbete i 
form av utdelning inom gränsbeloppet. Ett sätt att komma till rätta 
med detta är att införa vissa undantag i huvudregeln för s.k. fria 
yrkesutövare (liberal professions)9.  
 

                                                                                                                                                          
8 Sådana metoder används i många länder för beräkningen av arvsskatt, där aktierna i 
onoterade bolag omfattas av arvsskatt. Dessa bolag måste värderas och det finns 
standardiserade värderingsmetoder för detta. 
9 Exempel på dessa yrken är humankapitalintensiva yrken, såsom arkitekter, läkare, konsulter 
etc. 
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Avsaknaden av ett krav på aktivitet i företaget ökar möjligheterna till 
skatteplanering. 

För närvarande kan s.k. aktiva ägare av företag med liten eller ingen 
verksamhet i praktiken samla på sig sparade utdelningsutrymmen. 
Det går att begränsa möjligheterna till inkomstomvandling enligt 
3:12-reglerna utan att påverka eventuella gynnsamma effekter på 
tillväxten. Det finns en klausul om krav på aktivitet för andelsägare 
som ska beskattas enligt 3:12-reglerna. Införandet av en 
aktivitetsklausul på företagsnivå skulle förhindra möjligheten att 
samla på sig utdelningsutrymme enligt förenklingsregeln i fåmans-
företag med låga eller inga inkomster.  

3:12-reglernas komplexitet kan göra att kringgåendena av 
skattereglerna ökar. 

Ägarna uppger själva sin ägarandel. Eftersom det inte finns något 
aktieägarregister i Sverige kan skattemyndigheterna inte på ett 
tillförlitligt sätt kontrollera att de ägarandelar som ägarna själva 
uppgivit stämmer. Därmed kan de inte heller kontrollera att de 
beräknade gränsbeloppen stämmer. Komplexa skatteregler och 
skatteformer kan göra det svårt för skattebetalarna att följa 
reglerna även om de vill. Alstadsæter och Jacob (2013b) noterar att 
det finns en omfattande felrapportering av ägarandelar enligt 
förenklingsregeln. En del av denna felrapportering förefaller vara 
oavsiktlig. 

Det behövs mer forskning för att bättre förstå orsakerna till de 
dokumenterade effekterna. 

I denna rapport har vi besvarat specifika frågeställningar och 
dokumenterat relativa nivåförändringar till följd av 2006 års reform. 
Syftet med rapporten har varit att undersöka om reformen har haft 
några värdeskapande effekter. Det vore intressant att vid framtida 
forskning fördjupa sig i var och en av dessa effekter och både 
kvantifiera dem och analysera om de beror på branschskillnader, 
tillgångsstrukturer, finansieringspolicy osv, vilket skulle påverka 
utformningen av den framtida politiken. Det vore även intressant 
att analysera reformens fördelningseffekter. Detta ligger dock 
utanför denna rapport och vi överlåter det till framtida forskning. 
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Executive summary 

In 2006, a reform changed the Swedish tax rules for dividends to 
active owners of closely held corporations, the so-called 3:12 rules. 
Tax relief of SEK 1 billion reduced the tax burden on closely held 
corporation owners, with the aim of stimulating businesses 
activity, spurring investment, and creating jobs.10 This reform 
effectively reduced the dividend tax rate by 10 percentage points 
for active owners of closely held corporations and simultaneously 
increased the amount of dividends to be taxed at this reduced tax 
rate (the dividend allowance) for most active owners. In addition, 
an optional, alternative method for calculating the dividend 
allowance was introduced, the simplification rule, under which the 
dividend allowance is fixed per firm, independent of its capital, 
wage costs, or activity of the firm. In sum, these changes made it 
beneficial to be taxed under the 3:12 rules for many shareholders 
and spurred income-shifting11, as documented by Alstadsæter and 
Jacob (2012a). 

So far, there is no scientific empirical evidence of any effects of 
the 2006 reform on business activity. The present report addresses 
open questions in the evaluation of the 2006 tax reform and closes 
the gap between evidence of increased income shifting around 2006 
and, still unknown reform effects on business activity. In 
particular, this report studies the effects of the 2006 reform on 
corporations’ investments in real capital, employment, the 
establishment of truly new corporations, and the income of owners 
and corporations. 

Three questions are addressed in the present report and 
empirically analyzed separately in Chapters 2 to 4. We briefly 
summarize our findings to each question as follows. 

                                                                                                                                                          
10 Edin et al. (2005), Government Bill 2004/05:1, 2005/06:40, and 2006/07:1. 
11 Income shifting is the process of reclassifying income across time, jurisdictions, and tax 
bases to reduce taxes. 



Executive summary  2014:2 
 
 

26 

1. Did the 2006 tax reform affect investments and job 
creation? 
Yes, to some extent. The 2006 tax reform changed the 
allocation of investments in capital stock across firms. 
After the reform, corporations with limited internal 
funding increased their investments relative to firms with 
cash reserves and retained earnings. In other words, 
investments shifted to firms with investment opportunities 
but not the necessary funds. This result is in line with 
economic theory. The dividend tax cut created access to 
cash and thereby improved the allocation of funds across 
firms. In contrast to investments in real assets, employment 
was mostly unaffected by the reform. The 2006 tax reform 
apparently had a very small effect on job creation. On the 
other hand, we find that the labor income of employees in 
closely held corporations increased after the reform and 
more so in closely held corporations with limited internal 
funds. 

 
2. Did the 2006 tax reform affect the establishment of new 

corporations with real activity? 
No. The increased number of new closely held 
corporations with real activity has been mainly driven by an 
increase in the number of existing partnerships and self-
employed changing their organizational form to closely 
held corporations. This increase in incorporations of the 
self-employed and partnerships is driven by tax incentives. 

 
3. Did the 2006 tax reform affect the income of business 

owners and firms? 
Yes, to some degree. Our results indicate that the marginal 
firm that incorporates after the 2006 reform is less 
productive and has less growth potential than before the 
reform. However, the self-employed and partnerships 
incorporating still have higher profitability and growth than 
comparable firms that stay unincorporated. Changing the 
organizational form to a closely held corporation also 
appears to increase the overall income of business owners. 

We utilize new and very rich data sets to evaluate the responses of 
individuals and firms to the 2006 reform in the 3:12 rules. Since the 
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effect of the tax reform may overlap with other effects such as 
economic growth, we need to contrast corporations that benefit 
from the tax reform (treatment group) with corporations that are 
not affected by the tax reform  (control group) but have similar 
corporate characteristics. We do this using a so-called difference-
in-difference analysis. To test how the 2006 tax reform affected the 
allocation of investments across firms in Sweden, we follow the 
approach of Becker et al. (2013) and compare corporations with 
internal funding (cash-rich firms) to corporations with little access 
to internal funding (cash-poor firms). When evaluating the effects 
of incorporation, we compare the profitability and growth of firms 
incorporating with the profitability and growth of comparable 
firms that remain unincorporated and of comparable existing 
closely held corporations. 

We present no results for the overall economic or tax revenue 
effects of the total income-shifting responses to the 3:12 rule 
changes as documented by Alstadsæter and Jacob (2012a) or for 
the effects on value creation, as documented in the present report. 
There is no suitable comparison group to make a valid 
identification of aggregated effects, since all non-listed 
corporations are affected by the reform. 

It is left for future research to quantify these total effects to 
study what is driving the various real effects documented in the 
present report and how they might vary across different types of 
sectors and types of individuals. It is thus not possible to conclude 
whether the effects on value creation compensate for the 
widespread income-shifting effects of the 2006 reform. It is, 
however, important to point out that the behavior of Swedish firms 
with respect to the economic factors described in this report is in 
accordance with the predictions of economic theory. 

By tightening some of the loopholes within the 3:12 rules, one 
could reduce the extent of tax-minimizing income shifting and tax 
planning without altering any effects of the 3:12 rules on growth 
and value creation. This is discussed in more detail in Chapter 5. 
Next we briefly summarize the analysis and results of Chapters 2 
through 5 and close with some policy recommendations. 
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Chapter 2: The effects of the 2006 reform on 
investments and job creation 

We analyze the effects of the 2006 reform on the distribution of 
investments and employment within the group of closely held 
corporations. More specifically, we compare the behavior of cash-
poor firms relative to cash-rich firms in the periods around the 
reform.12 Scientifically reliable estimates of the effects on the levels 
of investments and employment of the firms were not feasible due 
to the lack of a reliable control group for the estimations. 

The main result of this chapter is that the 2006 reform changed 
the composition of investments, since cash-constrained closely 
held corporations appeared to raise fresh capital and increase their 
investments after the reform compared to otherwise similar 
corporations that were not cash constrained. The reform thus 
changed the allocation of investments across corporations. Such an 
allocation response is in line with the predictions of economic 
theory and is suggested to increase efficiency in the economy. 

Reducing the dividend tax will have different investment incentive 
effects on firms with low and high levels of retained earnings. 

A dividend tax cut, such as the 2006 tax reform, is expected to have 
different effects on various firms, depending on their access to 
funding. Some firms have internal funds, for example, large cash 
holdings or retained earnings. A cut in the dividend tax does not 
change the required rate of return to invest and hence these firms 
are, in theory, unresponsive to changes in the dividend tax cut. In 
contrast, firms with low internal funds cannot finance investments 
internally and hence need to raise new external equity to undertake 
investments. A dividend tax cut reduces the required rate of return 
for these firms and consequently the 2006 tax reform is expected to 
increase the investments of firms with low internal funds. 

                                                                                                                                                          
12 We follow the approach of Becker et al. (2013) and sort our firms into quintiles based on 
internal access to funding, measured by the ratio of cash to assets. We use the top and 
bottom quintiles of the cash-to-assets ratio to compare investment effects across firms. We 
denote firms as cash rich if they belong in the top 20% of the distribution of cash to assets 
in an industry–year group. Second, we denote firms as cash poor if they belong in the 
bottom 20% of the distribution of cash to assets in an industry–year group. We further carry 
out this sorting separately for closely held corporations and widely held corporations. 
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The 2006 reform appears to have improved the allocation of 
investments in fixed assets across firms. Cash-rich firms reduced 
investments after the 2006 reform, while cash-poor firms increased 
investments. 

There seems to be a short-term increase in overall investments in 
real assets in 2007 but, due to the lack of a suitable comparison 
group, we cannot separate business cycle effects from reform 
effects. We therefore concentrate the analysis on the allocation of 
investments among corporations. To illustrate the investment 
effects of closely held corporations around the 2006 tax reform, 
Figure 1 presents the development of investments in capital stock 
for cash-poor and cash-rich corporations. To control for business 
cycle effects, the investments for the two groups are presented as 
relative investments compared to average investments across 
corporations in a given year. As shown in the figure, cash-poor 
firms have increased their relative investments since 2006. 

Figure 1 Investments in the Capital Stock of Closely Held Corporations13 

 
 

                                                                                                                                                          
13 Figure 1 is part of Figure 2.3, Chapter 2. 
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The investments of cash-poor and cash-rich firms have converged since 
the reform. 

Figure 1 is a graphical illustration of converging investments across 
cash-rich and cash-poor firms. The investments of cash-rich firms 
decreased at the same time. However, this effect could have been 
driven by various differences across corporations and not have 
stemmed from the reform. To control for these firm-level effects, 
we estimate the reform effect in a regression framework in which 
we account for other factors that influence investment decisions. 
These estimations confirm the development seen in Figure 1. 
Investments in capital stock by cash-poor firms have increased 
since the reform by about 11% of fixed assets relative to the 
investments of cash-rich firms. As Chetty and Saez (2010) argue, 
this improves the allocation of investments across firms and 
thereby raises efficiency. 

The 2006 reform does not appear to have created any large changes in 
the distribution of employment in closely held corporations. 

Next, we analyze the effect on employment and job creation. We 
test whether the 2006 reform incentivized cash-poor firms to hire 
more employees relative to cash-rich firms. We conclude that 
employment in closely held corporations has not been 
systematically affected by the 2006 reform. There are some 
explanations for this finding. First, we measure employment effects 
simply by the number of employees. We have no information on 
any changes in the labor supply, for example, through the 
extension of hours worked. Second, firms could have hired external 
employees from temporary work agencies or freelancers. 

Employees’ labor incomes appear to have increased in response to the 
2006 reform and more so in cash-constrained closely held 
corporations. 

Unlike for job creation, we find strong empirical results for 
another dimension of employment. Employees in closely held 
corporations significantly increased their labor income levels after 
the reform. The labor income increase is greater for cash-poor 
firms than for cash-rich firms. Before the reform, the average labor 
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income was higher in cash-rich firms than in cash-poor firms. The 
cut in dividend tax decreased this labor income gap by about 6%. 
The labor income of employees in cash-poor and cash-rich firms 
has converged since the reform. Whether this increase stems from 
more working hours, higher wages, or both cannot be tested with 
our data. 

Investment responses to the reform among widely held corporations 
are similar to those among closely held corporations, but of lesser 
magnitude. 

The 2006 reform also reduced dividend taxes for shareholders in 
unlisted, widely held corporations. The reduction of five 
percentage points is only half the corresponding tax rate reduction 
for active owners in closely held corporations. However, this five 
percentage point reduction applies to unlimited dividends received 
by shareholders, while the 10 percentage point reduction for active 
owners of closely held corporations only applies to dividends 
within the dividend allowance. 

We find similar results for widely held corporations as for 
closely held corporations: Investments in the capital stock of cash-
poor firms have increased since the reform by about 6% of fixed 
assets relative to the investments of cash-rich firms. There have 
been no significant reform effects on job creation within widely 
held corporations. As for the sample of closely held corporation, 
the labor income of employees in widely held corporations 
increased after 2006. All effects are, however, of lesser magnitude 
than the percentage increases documented among closely held 
corporations. 

Chapter 3: The 2006 reform: The creation of new 
businesses and choice of organizational form 

The main result of this chapter is that there was no increase in the 
establishment of truly new closely held corporations with real 
activity in response to the 2006 reform. This might appear 
uninteresting at first glance. It is, however, important to bear in 
mind that if one considers the trends and aggregate statistics of the 
number of closely held corporations, the establishment of these 
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corporations appears to have surged after 2006. One might then 
conclude that this dividend tax incentive was a good tool for 
creating more businesses. We document, however, that this is not 
the case. The reform did not increase the establishment of new 
closely held corporations with real activity. The observable increase 
in the foundation of these corporations is driven by existing self-
employed and partnerships that incorporated in response to the 
strengthened tax incentive. 

The number of new corporations does not necessarily reflect increased 
business activity. Existing non-incorporated firms can choose to 
incorporate in response to tax incentives. 

Alstadsæter and Jacob (2012a) document that 25% of new 
corporations after the tax reform were established for tax 
avoidance purposes and have no or little real activity. In Chapter 3 
of the present report, we analyze whether the reform also spurred 
the establishment of newly started closely held corporations with 
real activity. A second dimension of the analysis of business 
creation is whether a new closely held corporation is truly a new 
start-up firm or an existing self-employed or partnership that 
incorporates. By changing organizational forms, a firm often 
experiences a shift in the taxes it faces. A change in organizational 
form could be part of the owner’s tax-minimizing strategy. At the 
same time, limited liability could lead to different firm growth, 
since it reduces the owner’s risk. If taxes incentivize business 
owners to incorporate their businesses, firms could move to a 
higher growth path. 

The 2006 reform did not spur more employees to establish closely held 
corporations with real activity. 

To analyze whether the 2006 reform increased business activity in 
the economy, we use the percentage of employed individuals who 
decided to start up a closely held corporation. Figure 2 plots the 
number of previously employed individuals establishing a closely 
held corporation or participating in a closely held corporation for 
the first time (black line). As comparison groups, we present the 
number of individuals establishing self-employed businesses (gray 
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line) and partnerships (dotted black line). We find that the start-up 
rate of closely held corporations increases over time. Yet this 
increase cannot be attributed to the tax reform, since start-ups of 
self-employed firms follow the same trend. The 2006 tax reform 
therefore does not additionally incentivize employed individuals to 
establish closely held corporations. 

Figure 2 Frequency of Employed Individuals Establishing New Firms14 

 
 
The increase in new closely held corporations after 2006 is mainly 
due to existing self-employed firms and partnerships that 
incorporate. 

Instead of creating genuinely new businesses, the 2006 reform 
motivated existing self-employed individuals and partnerships to 
incorporate. Figure 3 counts existing Self-employed firms and 
partnership owners who changed organizational form. The black 
line counts the number of individuals switching from a partnership 
to a closely held corporation. The dashed black line counts 
individuals switching organizational form from self-employment 
(SE) to a closely held corporation. The dashed gray line comprises 
individuals switching from self-employment to a partnership. The 
solid gray line shows individuals switching from a closely held 
corporation to a partnership. The majority of switches across 
organizational forms occur as changes from self-employment to 
closely held corporations. Since the reform, the number of self-
                                                                                                                                                          
14 Figure 2 is a reproduction of Figure 3.4, Chapter 3. 
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employed firms who incorporate has increased by more than 75% 
and the number of partnership owners who incorporate has 
increased by 33%. Since the 3:12 rules were made more generous 
after 2006, the trend of individuals switching from self-
employment to closely held corporations has grown even further. 

Figure 3 Frequency of Business Owners Switching Organizational Form, 
2000–201115 

 
 

The tax incentive to incorporate is stronger for Self-employed firms 
and partnership owners, who are subject to both local and central 
government income tax. 

If the self-employed or owners of partnerships incorporate, the 
taxation of their business changes from personal income taxation 
to a double taxation of corporate profits (corporate income taxes 
and dividend taxes). If the business owner’s overall income is above 
the threshold for the central government tax (statlig skatt), it may 
be beneficial to incorporate from a tax perspective, since the 
combined tax rate on dividend income is then below the combined 
local and central government tax rate on labor income. Our 
empirical analysis reinforces the observation that self-employed 
firms and owners of partnerships who are subject to the central 

                                                                                                                                                          
15 Figure 3 is a reproduction of Figure 3.6, Chapter 3. 
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government tax are more likely to incorporate to reduce tax 
payments. 

Following the approach of Alstadsæter and Jacob (2013a), we 
split the sample according to the prior year’s tax status to identify 
the tax effect on the propensity to incorporate. The results show 
that the propensity to incorporate is higher for individuals who 
have tax incentives to do so, that is, who are subject to the central 
government tax. The 2006 tax reform then increased the likelihood 
of incorporation of highly taxed business owners who are self-
employed or in partnerships. 

Chapter 4: The effect of incorporation on firm growth 
and business owner income 

Chapter 3 documents that the increase in the number of closely 
held corporations since 2006 is due to existing self-employed firms 
and partnership owners who incorporated their businesses. 
Chapter 4 studies the effect of these organizational form changes 
on firm growth and on the income of the owners. Our results 
suggest that firms switching their organizational form generate 
additional growth and investments but that the marginal 
incorporator is less productive than before the reform. At the 
business owner level, we observe some increased income after 
incorporation. 

The more profitable self-employed and partnerships incorporated in 
response to the tax incentives. They also generated more profits and 
grew faster than the remaining self-employed and partnerships. 

In general, profitable partnerships and self-employed businesses are 
more likely to respond to tax incentives and to change their 
organizational form to a closely held corporation. The empirical 
analysis indicates that new closely held corporations grow faster, 
invest more, and hire more employees than remaining partnerships 
or existing closely held corporations. However, since the 2006 
reform of the 3:12 rules, this increase in investment and growth has 
been less pronounced. However, partnerships that incorporate still 
have higher profitability and growth than comparable firms that 
stay unincorporated. The 2006 reform made incorporation 
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profitable for self-employed and partnership owners, for whom 
incorporation would not have been beneficial prior to 2006. 

Our results indicate that the reform has led to an income 
increase for new closely held corporation owners relative to 
existing closely held corporations. This increase is due to higher 
dividend income. 

Chapter 5: Discussions and conclusions 

The present report documents the effects of the 2006 tax reform 
on the allocation of investments and employment, the 
establishment of closely held corporations, and the income of firms 
and owners. The purpose of the analysis is to evaluate the existence 
and direction of such effects and not to quantify the magnitude of 
effects in terms of different aggregate measures. Similarly, 
Alstadsæter and Jacob (2012a) document income-shifting and tax 
avoidance responses to the 2006 reform without quantifying such 
effects. This needs to be addressed by future research. 

The tension between the high marginal tax rates on labor 
income and lower marginal tax rates on capital income require 
income splitting rules for closely held corporations to somehow 
prevent tax base erosion through tax planning. By tightening some 
of the present loopholes within the 3:12 rules, one could reduce the 
extent of tax planning without affecting any of the positive effects 
of the 3:12 rules on growth and value creation. 

Tensions in the Swedish tax system are strengthened if the tax rate on 
corporate income is reduced. 

As long as large differences persist between the top marginal tax 
rates on labor income and capital income within the Swedish dual 
income tax system, there will be tensions in the tax system. Thus, 
there is a need for some form of 3:12 rules limiting the amount of 
dividend income to the active owner. Any future reductions in the 
corporate income tax rate will strengthen the incentive to 
participate in tax-minimizing income shifting through a 3:12 
corporation, but they will also increase investment incentives. 
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The definitions of what constitutes a closely held corporation and 
active owners in a closely held corporation are part of the problem 
with the current 3:12 rules 

The definition of closely held corporations is a key challenge of the 
3:12 rules. As it now stands, firms with highly dispersed 
ownership, such as consulting firms, in which a large fraction of 
employees are also shareholders, can be taxed under the 3:12 
rules.16 However, the 3:12 rules are designed for firms with close 
ownership. Therefore, firms with many owners should be treated as 
widely held firms. The key issue, then, is the pricing of shares that 
are acquired by employees in the corporation. The difference 
between the purchasing price and the true market value is 
compensation for the supply of labor and should be taxed as wage 
income. The actual market value of shares in unlisted firms can be 
imputed by standard valuation techniques from the finance and 
accounting literature or by observing realized share prices among 
unrelated parties.17 It is important to have a clear and operational 
definition of active owners, regardless of ownership share. 

The inclusion of owner wages in the calculation of dividend allowance 
under the general rule makes it attractive for many owners to be taxed 
according to the 3:12 rules. 

The 2006 reform changed the calculation method for the amount 
of dividends that are to be taxed at 20%: The dividend allowance. 
As of 2006, wage payments to active owners are also included in 
the wage base for calculating the dividend allowance under the 
general rule. This makes it particularly attractive for owners of 
human capital-intensive firms to be taxed according to the 3:12 
rules and for employees in such firms to become active owners to 
earn greater compensation for their labor effort, distributed as 
dividends within the dividend allowance. One avenue to tackle this 

                                                                                                                                                          
16 The 4% capital ownership restriction that was introduced in 2014 does not affect the 
definition of a closely held corporation or that of an active owner, but it limits the number 
of active owners who can utilize the wage allowance under the general rule. Active owners 
with less than 4% capital share will still be taxed according to the 3:12 rules, but their 
dividend allowance is reduced, since only the capital base is included in the calculation of the 
dividend allowance. 
17 Such techniques are used in many countries for inheritance tax purposes, where shares in 
unlisted firms are subject to an inheritance tax. These firms need to be valued according to 
standardized valuation methods. 
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issue is to make exceptions in the general rule for the so-called 
liberal professions. 

The lack of an activity requirement at the firm level increases 
opportunities for tax planning. 

Currently, so-called active owners of firms with little and no 
activity are, in practice, allowed to accumulate dividend allowances. 
The opportunities for income shifting under the 3:12 rules can be 
reduced without affecting any of the rules’ beneficial growth 
effects. The 3:12 rules include an activity clause for shareholders to 
be taxed according to these rules. The introduction of an activity 
clause at the corporate level would eliminate the possibility of 
closely held corporations with little or no income accumulating 
dividend allowances under the simplification rule. 

The complexity of the 3:12 rules can increase tax non-compliance. 

Ownership shares are self-reported. The lack of a shareholder 
register makes it impossible for the tax authorities to credibly 
double-check self-reported ownership shares and thus also imputed 
dividend allowances. Complex tax rules and tax forms can make it 
hard for taxpayers to follow the rules, even if they want to. 
Alstadsæter and Jacob (2013b) document widespread misreporting 
of ownership shares under the simplification rule and some of this 
misreporting appears to be accidental. 

Further research should be undertaken to understand more about the 
drivers of the documented effects. 

In the present report we answer specific questions and document 
relative changes in levels of response to the 2006 reform. The 
purpose of this report is to investigate whether the reform had any 
real effects. Going into depth on each of these effects and both 
quantifying them and analyzing whether they are driven by 
industry differences, asset structure, financing policy, and so forth, 
are interesting avenues for future research and could have policy 
implications. Analyzing the distributional effects of these 
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responses would also be of interest. This is, however, beyond the 
scope of the present report and we leave this for future research.
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1 The 2006 tax reform and 
changed incentives 

In 2006, the Swedish government reformed the taxation of 
dividends to the active owners18 of closely held corporations19 
(CHCs). The 2006 reform effectively reduced the dividend tax rate 
by 10 percentage points and increased the amount of dividends to 
be taxed at this reduced tax rate (the dividend allowance) for most 
active owners.20  

The 2006 reform intended to make the rules more beneficial for 
business owners, given a budget of SEK 1 billion in granted tax 
relief. This relief was chosen to be spent on reducing the taxation 
of CHC owners to stimulate businesses activity, spur investment, 
and create jobs.21 In sum, these changes made it beneficial for many 
shareholders to be taxed under the 3:12 rules and spurred 
widespread income-shifting activity, as documented by Alstadsæter 
and Jacob (2012a). 

Until now, there has been no scientific empirical evidence of 
real value generation in response to the reform. The present report 
aims at filling this gap. In particular, this report studies the effects 
of the 2006 reform on the real activity of businesses, particularly 
investments in real capital and employment, the establishment of 
truly new corporations with real activity, and the income of owners 
and corporations. The purpose of the present report is to 
document whether the reform spurred any real effects on business 
                                                                                                                                                          
18 If a CHC owner participates considerably in the CHC’s profit generation, the owner is 
considered active and the owner’s shareholding is considered qualified (kvalificerade 
andelar). All active owners count as only one person when a corporation is classified as 
closely or widely held. 
19 A corporation is considered closely held if four or fewer persons own more than half of 
the votes. Immediate family members count as one person. 
20 Prior to 2006, there was a small tax-exempt dividend that was limited to 70% of the 
interest rate on government bonds. These allowances could be carried forward if not 
utilized. The 2006 tax reform abandoned tax-exempt dividends allowances. 
21 Edin et al. (2005), Government Bill 2004/05:1, 2005/06:40, and 2006/07:1. 
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activity but not to quantify the overall magnitude of these effects. 
That is beyond the scope of this report and is left for further 
research. 

The three main changes in the 3:12 rules in the 2006 reform 
were as follows 

1. The tax rate on dividends within the dividend allowance was 
cut from 30% to 20%.22 This reduced the combined tax 
burden on dividends from CHCs from 49.6% to 42.4% 
when including firm-level corporate income tax that is 
payable before distributing earnings as dividends to owners. 
In comparison, the combined top marginal tax rate on wage 
income was constant, at a level of 67.2%, around the reform 
when payable social security contributions were included at 
the firm level. After the reform, the resulting maximum 
difference in marginal tax rates on wage and dividend income 
from the firm was 24.8 percentage points, providing 
incentives to reclassify highly taxed wage income as dividend 
income within the dividend allowance to reduce total taxes. 

2. The rules for imputing the dividend allowance under the 
general rule were changed. For instance was owner’s wage 
now included in the wage base. This means that the imputed 
dividend allowance increased for most active owners. 

3. An alternative and optional method for imputing the 
dividend allowance was introduced, namely, the 
simplification rule. This is a fixed dividend allowance per year 
independent of the level of capital, the number of employees, 
or activity in the corporation. About 80% of shareholders 
taxed according to the 3:12 rules choose the simplification 
rule in determining their dividend allowances post-2006. 

This reform effectively decreased the tax burden on dividends 
within the 3:12 rules. Table 1.1 summarizes the top marginal tax 
rates for various income types. Later changes in legislation further 
reduced the costs of establishing and running a 3:12 firm: a) The 
minimum required equity in a corporation was reduced from SEK 
100,000 to SEK 50,000, b) smaller corporations no longer need to 
have their financial statements audited, and c) easier access to an F-
tax card increased opportunities for establishing a new CHC. 
                                                                                                                                                          
22 It is important to note that this change in the dividend tax rate applies for all CHCs, thus 
leaving us with no natural comparison group of corporations. These evaluation aspects are 
discussed further in the present report. 
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Alstadsæter and Jacob (2012a) provide a detailed discussion of the 
2006 tax reform. 

Table 1.1 Marginal Tax Rates by Type of Income, 2001–201223 

Year Labor incomea) Dividend Income Corp. Income 

 Without social 
security 

contributions 

Without social 
security 

contributions 

CHC,  
3:12b)c) 

CHC,3:12 
exceeding 
allowance 

 

2000 30.4–55.4 47.6–66.4 30 30.4–55.4 28 
2001 30.5–55.5 47.7–66.5 30 30.5–55.5 28 
2002 30.5–55.5 47.7–66.5 30 30.5–55.5 28 
2003 31.2–56.2 48.2–67.0 30 31.2–56.2 28 
2004 31.5–56.5 48.4–67.2 30 31.5–56.5 28 
2005 31.6–56.6 48.4–67.2 30 31.6–56.6 28 

2006 31.6–56.6 48.3–67.2 20 31.6–56.6 28 
2007 31.6–56.6 48.3–67.2 20 31.6–56.6 28 
2008 31.4–56.4 48.2–67.1 20 31.4–56.4 28 
2009 31.5–56.5 47.9–66.9 20 31.5–56.5 26.3 
2010 31.6–56.6 47.9–67.0 20 31.6–56.6 26.3 
2011 31.6–56.6 47.9–67.0 20 31.6–56.6 26.3 
2012 31.6–56.6 47.9–67.0 20 31.6–56.6 26.3 
a) The minimum tax rate on labor income is the average local tax across all municipalities. 
b) In 2000–2005 the tax rate was 30%. Owners of unlisted shares were also entitled to some tax-exempt dividends. 
The tax-exempt allowance was equal to the acquisition cost of the shares multiplied by 0.7*SLR, where SLR is the 
interest on long government bonds. These rules were abolished as of 2006. Unused allowances for tax-exempt 
dividends could be used until 2010. 
c) Formally, the tax rate on dividends is still 30%. As one-third of dividends within the dividend allowance are tax 
exempt, the effective dividend tax rate is 20%. 

 
 

Alstadsæter and Jacob (2012a) document widespread income 
shifting in response to the 2006 tax reform of the 3:12 rules in four 
dimensions, which we briefly summarize here. First, more 
dividends are paid out to active owners of CHCs since the reform. 
Second, the reform appears to have affected the wage–dividend mix 
of owner–managers. As investigated in greater detail by 
Alstadsæter and Jacob (2012c), it appears that high-income owner–
managers substitute labor income from their CHCs with the 
dividends from these CHCs. While keeping the before-tax income 
constant, they increase their after-tax income. Looking at the 
statistics, however, one might interpret this as a decrease in the 
                                                                                                                                                          
23 See, also, Alstadsæter and Jacob (2012a), Table AI.5, p. 194. 
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labor supply (lower wage receipts by individuals) and an increase in 
business activity and profitability (higher reported profits and 
dividend payments by corporations), when this could in fact be 
income shifting across tax bases. Third, the reform seems to have 
affected the ownership structure of corporations, since more 
owners are now active. Fourth, the reform has affected the 
population of corporations. Since 2006, more than 25% of all 
newly established CHCs can be classified as tax planning 
corporations with little real activity. These firms appear to have 
been established for tax planning purposes, since the owners do not 
generate additional total income with such firms.24 Alstadsæter and 
Jacob (2013a) also show that individuals with high wage income 
(who then can benefit from tax-minimizing income shifting from 
the labor income tax base to the dividend income tax base), 
informed taxpayers, and tax-aware individuals are more likely to 
own such corporations. 

The key question is how the reform has affected real business 
activities, aside from income-shifting incentives. Governments 
around the world use various tax policies to foster economic 
growth. One central goal is to stimulate the start-up of new 
businesses, new jobs, and new investments. The key argument for 
government stimulus packages for the start-up of new businesses is 
to compensate for market failures or some of the risk taking 
needed for venture start-up and to encourage individuals on the 
verge of starting a business to do so. Such stimulus packages can 
take various forms, such as targeted business start-up schemes, 
information-based support, regulations, or asymmetric tax 
treatment between employees or sole proprietors and corporations. 
At the same time, it is important to note that a country’s level of 
infrastructure, macroeconomic stability, property rights 
protection, insolvency and bankruptcy legislation, well-functioning 
institutions, access to skilled labor, or levels of corruption, and so 
forth, are important factors that contribute indirectly but 
substantially to the process of starting up a business and risk 
compensation. 

The relation between tax policy and growth and the start-up of 
businesses has received a great deal of consideration in the 

                                                                                                                                                          
24 Throughout the chapters, we exclude low-turnover firms, shell firms, and holding 
companies, since we are interested in the purpose of the remaining firms. 
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economic literature.25 While some tax measures target specific 
industries or large multinational companies, other reforms target 
small and medium-sized businesses. For the most part, the effect of 
personal income tax on overall value creation has been ambiguous. 
In theory, cutting dividend tax rates for small businesses is one 
potential way to stimulate the economy and to increase investment. 
A lower dividend tax rate reduces the required rate of return of 
investments financed by new share issues. Since small businesses 
are often scarce in internal funds, that is, retained earnings, a 
reduction in the dividend tax rate can increase investments. At the 
same time, one would not expect an investment effect for firms 
with cash reserves.  

The intended effects of the Swedish 2006 tax reform were to 
stimulate businesses activity, which is often referred to as 
entrepreneurship. Entrepreneurship, however, is difficult to 
measure, since it has no uniform definition.26 Moreover, different 
measures of entrepreneurship may not be comparable across 
countries. In addition, the term entrepreneurship is widely used by 
lobbying groups and politicians alike, even though it lacks a clear 
definition, and the word has many different connotations in the 
public debate. As described above, the 2006 reform increased both 
incentives and access for high-income individuals to participate in 
tax-minimizing income shifting through the use of a 3:12 
corporation. It also spurred participation in tax minimization, 
particularly through a large number of new CHCs established for 
the purpose of income shifting. If entrepreneurship is measured by 
the number of firms, as is often the case in the media and in 
academic papers alike, this post-reform increase in the number of 
corporations will be incorrectly interpreted as increased 
entrepreneurship, when it is, in fact, just tax-minimizing income 
shifting that re-labels existing income to reduce taxes. In the 

                                                                                                                                                          
25 See, for instance, Schuetze and Bruce (2004) or Lee and Gordon (2005). Poutziouris et al. 
(2000) discuss the disproportionately larger tax burden of small high technology companies 
compared to that of their low technology counterparts. Using macroeconomic statistics 
from 85 countries, Djankov et al. (2010) show that corporate taxes are correlated with 
investment in the manufacturing sector. 
26 The academic literature makes different assumptions about behavior that provide different 
insights about many aspects of entrepreneurship (Iversen et al., 2008). In trying to reconcile 
these different views, a conceptual framework of entrepreneurship involves the evaluation of 
personal values that are most advantageous for success, identifying and seeking 
opportunities, creating disequilibrium (creative destruction), risk taking, innovation, 
managing, understanding the range of technical and interpersonal skills needed for efficient 
operations (competence blocs), encouraging entrepreneurial activity within organizations 
(intrapreneurship), and illustrating the necessity of innovation and economic change. 
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remainder of the present report, we concentrate our efforts on 
measuring responses in clearly definable and measurable 
dimensions of value creation.
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2 The effects of the 2006 reform 
on investments and job creation 

2.1 Theoretical background: The effect of changes 
in dividend taxes on investment and job creation 

This chapter evaluates the responses of corporate investment and 
job creation to the 2006 tax reform. There is an extensive line of 
research on the effects of dividend taxation on corporate 
investment. This research is mainly theoretical and there are only 
few empirical studies on the investment effects of dividend 
taxation. This section gives an overview of the expected effects of 
the 2006 tax reform. We base the development of our expectations 
on a simple one-period model (e.g., Lewellen and Lewellen, 2006; 
Becker et al., 2013). Similar predictions could be obtained in more 
complex models that include agency costs (Chetty and Saez, 2010) 
or intertemporal aspects (Korinek and Stiglitz, 2009). We use a 
highly simplified version to illustrate intuitively how the 2006 
dividend tax cut theoretically affects investment. 

In general, a dividend tax cut leads to heterogeneous responses 
across firms. That is, not all firms are expected to respond 
similarly. This notion can be explained by different marginal 
sources of finance to fund investments across firms. In the 
theoretical literature, there are two opposing views on how 
dividend taxes affect corporate investments (for a literature 
overview, see, e.g., Sørensen, 1995). First, the “traditional”, or 
“old”, view assumes that firms require external equity to fund 
investments (Harberger, 1962, 1966; Feldstein, 1970; Poterba and 
Summers, 1985). Second, the “new” view of dividend taxation 
assumes that firms have sufficient internal funds to invest 
(Auerbach, 1979; Bradford, 1981; King, 1977). Neither of these 
opposing views is universally true for all firms. Instead, there is 
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substantial heterogeneity in the ability of firms to internally fund 
investments. 

In this chapter, we analyze the effect of the 2006 dividend tax 
cut on corporate investments of firms with low or no internal 
resources to fund new investments (“old-view firms”) and firms 
have retained earnings to fund investments (“new-view firms”). 
The 2006 tax reform reduced dividend taxes by 10 percentage 
points for the active owners of closely held corporations and by 
five percentage points for the owners of unlisted, widely held 
corporations. 

A firm chooses to undertake an investment if the after-tax 
return exceeds the net return of an alternative investment outside 
the firm. We model this in a simple one-period investment decision 
model, described in Box 2.1, where we distinguish between two 
cases. In Case 1, the firm can finance the investment with internal 
resources. This follows the new view. In Case 2, the firm depends 
on external equity to fund the investment, in line with the old view. 

Under the new view in Case 1, the firm chooses whether to 
distribute retained earnings as dividends to shareholders or to 
invest in the firm’s capital stock. A firm that can fund investments 
internally will invest in new projects as long as the return after 
corporate taxes is larger than the return on bonds after interest 
taxation. Most importantly for our discussion, the dividend tax rate 
has no influence on the required rate of return for the investment 
(equation (2)). That is, we do not expect the 2006 tax reform to 
affect the investments of firms that have internal resources to fund 
new investments. 

Let us now consider Case 2, where the firm has no internal 
resources to fund new investments. This applies particularly to 
small, unlisted, or young firms. In this case, firms depend on 
external equity to fund new investments. Investors decide between 
giving the firm the required equity or investing in an alternative 
investment. As we see in Box 2.1, the required rate of return for a 
firm that requires new equity to fund investments depends on the 
dividend tax rate (equation (4)). Reducing the dividend tax rate 
leads to a lower required rate of return for corporate investments 
that are financed with new equity. Thus, firms invest more. 

We therefore expect the 2006 tax reform to have led to more 
investments of firms that are financially constrained. Following 
Becker et al. (2013), we predict the 2006 tax reform has had an 
effect on the allocation of investments across firms. Firms that are 
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scarce in internal funds have responded more strongly to the 
reform than firms with internal resources. This could effectively 
reduce the difference in investment across cash-rich (new-view) 
and cash-poor (old-view) firms. Moreover, this would improve the 
allocation of investments across firms and thereby raise efficiency 
(Chetty and Saez, 2010).  

There are alternative theoretical approaches to derive the 
prediction that a dividend tax cut can result in the desired 
reduction of the required rate of return. For example, Apel and 
Södersten (1999), Lindhe and Södersten (2012), and Jacob and 
Södersten (2013) argue that a dividend tax cut for domestically 
held corporations can result in a reduction in the required rate of 
return in a small open economy such as Sweden’s. Therefore, we 
expect that the reduction in the dividend tax rate has a positive 
effect on the relative investment of financially constrained firms 
vis-à-vis firms with internal resources. 

Empirical evidence on the effect of dividend taxes on corporate 
investment is scarce. Becker et al. (2013) find positive evidence for 
this prediction in an international sample of listed firms over the 
period 1990–2008. Their sample includes Sweden but the data only 
cover listed firms that were not affected by the 2006 dividend tax 
cut. In contrast, Yagan (2013) finds no empirical support for this 
prediction around the 2003 dividend tax cut in the United States 
for a sample of unlisted corporations. This question has not yet 
been addressed for Sweden around the 2006 reform. 
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Box 2.1 Required Rates of Return under the New and Old Views 

The firm has the opportunity to invest SEK 1 in year t. If the firm invests 
in the project, it receives SEK (1 + r) in year (t + 1). The rate of return, r, 
is net of corporate taxes. We assume that the firm distributes all profits in 
year (t + 1) as dividends. Dividends are subject to dividend taxation at a 
tax rate tDiv. Repaying nominal equity to shareholders has no tax 
consequences. The cost of capital depends on which is the marginal 
source of funds for the corporation, new equity (old view) or retained 
earnings (new view).   
 

Case 1: New View Case 2: Old View 
The firm has the choice between an 
immediate payout that yields a 
payout of (1 – tDiv). These proceeds 
are invested in a risk-free bond 
yielding a net-of-tax return of i. In 
year (t + 1), the investor has (1 + 
i)∙(1 – tDiv). 

 
Alternatively, the firm can 

retain SEK 1 and make a real 
investment. In this case, the firm 
distributes (1 + r) to the 
shareholder in year (t + 1). After 
dividend taxes, the investor has a 
net wealth of (1 + r)∙(1 – tDiv). 

 
Comparison of the net proceeds of 
both alternatives yields the 
following required rate of return 
for any investment financed by 
retained earnings: 

 
 rreqNew View = i          (1) 
 
This required rate of return 

does not depend on the dividend 
tax: 

 

 
∂rreqNew View

∂tDiv
= 0          (2) 

 

To invest, the firm needs to raise 
SEK 1 of new equity to produce an 
after-corporate tax profit of (1 + r) 
in year (t + 1). The equity 
component of SEK 1 is tax exempt 
and the investor pays dividend taxes 
on r. In sum, the investor holds 
(1 + r∙(1 – tDiv)) after investing. 

 
Alternatively, the investor can 

directly invest in bonds instead of 
investing in the firm. In this case, 
the investor obtains (1 + i). 
Therefore, the required rate of 
return becomes 

 
 rreqOld View = i ⋅ 1

1–tDiv
          (3) 

 
In this case, a dividend tax 

increase also raises the required rate 
of return, as follows: 

 
∂rreqOld View

∂tDiv
= tDiv ⋅ i ⋅ 1

�1–tDiv�
2 > 0  (4) 
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To summarize, the Swedish 2006 reform reduced taxes on 
income from business activity for some but not all firm owners, as 
described in detail in Box 3.2 of Chapter 3. The 2006 reform 
changed the incentives for investing differently for different types 
of firms.27 Based on these incentive changes, we present the 
following hypotheses for the effect of the tax changes on the 
allocation of investments. 

1. For active owners of closely held corporations, a 10 
percentage point reduction in dividend tax rates: 
- Cash-rich firms, with internal funding, no expected 

effect on investments. 
- Cash-poor firms, no internal funding, expected increase 

in investments. 
2. For owners of widely held, non-listed corporations, a five 

percentage point reduction in dividend tax rates: 
-  Cash-rich firms, with internal funding, no expected 

effect on investments. 
- Cash-poor firms, no internal funding, expected increase 

in investments. 
3. For the owners of partnerships (Handelsbolag), no change 

in tax incentives. 
- No expected change in investments beyond the pre-

reform trend. 

2.2 Theoretical background: The effect of changes 
in dividend taxes on employment 

The literature on the effect of dividend and corporate taxes on 
employment is rather scarce and to some extent inconclusive. 
Gourio and Jianjun (2010) study the long-term effects of a 
reduction in the tax rates on dividends and capital gains in the 
United States in 2003. They reveal that long-run aggregate capital 
stock, output, and wages increase following the dividend tax cut. 
The effect of the dividend tax cut on the wage rate follows from 
the fact that more firms have become profitable. These firms invest 
more and demand more labor. This explains the increase in the 
aggregate demand for labor. In addition, the labor supply falls 

                                                                                                                                                          
27 Alstadsæter and Jacob (2012a) provide a thorough description of the Swedish tax system, 
the 2006 tax reform, and incentive changes through the reform. 
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because households receive higher payouts and hence become 
wealthier. Thus, the equilibrium wage rate should increase. The 
effect on employment is, on the other hand, ambiguous, since it 
depends on the relative magnitude of changes in the supply and 
demand of labor. The study shows that the change in labor demand 
after the dividend tax cut reform dominates so that the equilibrium 
employment rises. 

There is a growing literature on the incidence of corporate taxes 
in recent years. Since corporations bring together shareholders, 
workers, and consumers, the issue concerns which of these groups 
actually bears the economic burden of paying corporate taxes. 
Theoretical studies obtain mixed results, while empirical work 
concludes that labor (wage earners) bears the substance of the 
corporate tax burden. In an open economy, with mobile capital 
across national borders relative to labor, it is the workforce that 
carries a growing share of the tax burden. Passing corporation tax 
costs through on wages is therefore an issue that is being 
researched and the average effect is estimated at about 50%. 
Reduced corporate taxes will lead to greater effects on wages 
compared to increased corporate taxes due to greater rigidity in 
lowering wages. Matthew and Aparna (2011) provide an overview 
of the literature on the incidence of business taxes. The incidence 
of the corporate tax rate has also implications on income 
distribution. A recent German study uses individual data and 
concludes that increased salaries due to a corporate tax cut are not 
evenly distributed among different groups of workers (Bauer et al., 
2012). Low-productivity individuals with weak bargaining power 
and short job tenure have are at a disadvantage in such a reform. 

The Swedish reform in 2006 was intended to have a direct effect 
on employment.28 The dividend allowance can be increased 
through the wage-based dividend allowance, which depends on a 
corporation’s total wage bill. The reform increased the wage based 
dividend allowance for most active owners and also allowed owner 
wages to be included in the wage base. This was intended to 
compensate for corporations’ risk taking and to increase their 
incentive to employ a larger labor force. That would indicate a 
higher expected employment in response to the reform. However, 
corporations do not need to employ more individuals to produce 
more units. They can achieve this by increasing productivity or by 
                                                                                                                                                          
28 Proposition 2006/07:1, p. 154: “Regeringen anser att löneunderlagsregeln bör göras mer 
förmånlig för framför allt de mindre företagen i syfte att stimulera till nyanställningar.” 
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increasing the working hours of their current employees. This 
scenario would indicate a higher expected total wage bill in a 
closely held corporation. Whether corporations increase wages in 
accordance to the wage-based dividend allowance advantage under 
the general rule and whether this increase relates to an increase on 
employment remains thus an empirical question. 

In addition, we would also expect an indirect effect of a dividend 
tax cut on employment as long as the dividend tax cut spurs 
investment. Labor and capital are two main input factors in 
production and if a firm increases investments and its level of 
capital, we would also expect a higher employment level to 
maintain the optimal mix of production factors. In this report, we 
can identify the relevance of the indirect effect on employment. 

2.3 Aggregated investment and job statistics: 2000–
2011 

We first present aggregate statistics on two dimensions of 
investment: investments in real capital and investments in the labor 
force.29 We first turn to investments in capital stock. We define 
gross investments as changes in fixed assets from the previous 
period, t - 1, to the present period, t. From gross investments, we 
define net investments by adding back depreciation. This ensures 
that we capture net investments in machinery, equipment, 
buildings, or factories. Net investments are normalized by the 
firm’s fixed assets the previous year. This returns a statistic that 
informs us about the percentage change in fixed assets, which can 
be compared across firms of different size. The variable Investment 
in Capital Stock thus measures investments as a percentage of 
existing buildings, machinery, or equipment. We also measure 
Capital Intensity as the share of fixed assets relative to total assets 
(as a percentage). 

Figure 2.1 summarizes capital intensity and investments in 
capital stock over the period 2000–2011 for three different 
organizational forms: closely held corporations (black solid lines), 
widely held corporations (gray solid lines), and partnerships (black 
dashed lines). The vertical line separates pre-reform from post-
                                                                                                                                                          
29 A detailed description of the dataset, variable definitions, and summary statistics for 
different types of organizational forms, individuals, and business owners are presented in the 
Appendix. 
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reform years. The top graph displays capital intensity. On average, 
capital intensity (fixed assets to total assets) appears to decline for 
all organizational forms before 2006. After 2006, on average, capital 
intensity increases for widely held corporations and is almost 
constant for closely held corporations. Both types of 
organizational forms experienced a tax cut in 2006 and thereafter. 
After 2006, the average fixed assets of partnerships appear to 
follow the same declining trend as before 2006. This group was not 
affected by the reform and appears to show no changes in the trend 
in capital intensity either. 

The bottom graph of Figure 2.1 plots average investments in 
capital stock over the period 2001–2011. On average, closely held 
firms invested more than the other two types of organizational 
forms. After years of decreasing investments, investments in the 
capital stock of all organizational forms surged in 2006 and peaked 
in 2007. However, we can assess a short-term reform effect from a 
comparison of the investments of partnerships (PS) and those of 
closely held corporations (CHC). Prior to the reform, the 
difference in investments between PS and CHC amounted to 
about 14.5%. In 2006 and 2007, the difference averaged about 20%. 
We observe a similar trend when comparing PS and widely held 
corporations (WHC). Hence, relative to partnerships, which are 
unaffected by the reform, we observe an increase in investments in 
capital stock in the short run by closely held as well as widely held 
corporations. For the years 2008–2011, we again observe declining 
investments in capital stock for all organizational forms. One 
explanation for this could be the financial crisis and the recession 
in Europe. The results and observations are similar when we 
measure investments in capital stock at the 75th percentile instead 
of using average investments. 
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Figure 2.1 Capital Intensity and Investments in Capital Stock, 2000–2011, 
with Closely and Widely Held Corporations as Treated Firms and 
Partnerships as the Comparison Group 

 
 
 

 
Note: The top figure presents the average ratio of fixed assets to total assets, as a percentage. The bottom figure 
presents average investments in capital stock, defined as change in fixed assets (before depreciation) as a 
percentage of the prior year’s fixed assets. 
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Let us now consider the effects on investments in labor and on 
employment. We use the change in the number of employees from 
the previous period, t - 1, to the present period, t, as a measure of 
investment in the labor force. Figure 2.2 summarizes the number 
of employees and average changes in employment in absolute 
values over the period 2000–2011. We present the statistics for each 
organizational form. The majority of employees work for widely 
held corporations. More than 500,000 employees work for closely 
held corporations. Only a small number work for partnerships. 
More relevant to our purposes is the bottom graph of Figure 2.2. 
Over the entire sample period, the average absolute changes in the 
number of employees are higher for closely held corporations. We 
also observe an interesting effect of the 2006 tax reform: While 
average employment for partnerships does not change, it increases 
for widely as well as for closely held corporations between 2006 
and 2008.30 In 2009 and 2010, however, employment declined again 
and was negative for widely held corporations. Again, the 
economic downturn can explain this observation. 

These aggregate statistics suggest some responses to the 2006 
tax reform. However, the reactions are short term and the global 
economic downturn potentially affected aggregated results. 
However, it appears as if there was an increase in investments in 
the capital stock of closely and widely held corporations relative to 
partnerships in 2006 and 2007. However, the setting, that is, the 
lack of a suitable control group, does not allow for a tentative 
analysis of level effects. In the next section, we therefore analyze 
the allocation of investments in line with our theoretical 
considerations. 

 
 
 
 
 
 
 
 

                                                                                                                                                          
30 Keep in mind that the Earned Income Tax Credit, Jobbskattavdraget, was introduced in 
Sweden in 2007. 
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Figure 2.2 Number of Employees and Employment Effects, 2000–2011, 
with Closely and Widely Held Corporations as Treated Firms and 
Partnerships as the Comparison Group 

 
 
 

 
Note: The top figure presents the total number of employees. The bottom figure presents the average change in the 
number of employees per firm from year t - 1 to t. 
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2.4 Effect of the 2006 reform on the allocation of 
investments 

This section analyzes the allocation of investments, both 
investments in capital stock and changes in the number of 
employees. Apart from any level effects, the allocation of 
investments has important implications for the economy. Since 
firms with and without internal resources have different 
investment opportunities, any positive evidence of a dividend tax 
effect would alter the type of investment undertaken by a firm. For 
example, smaller firms with low levels of internal funds can 
undertake only some investments with high rates of return if 
dividend taxes are high. Firms with high levels of internal resources 
can invest in more investments since they require a lower rate of 
return for their internal funding. Lowering dividend taxes reduces 
the cost of capital for cash-constrained firms and increases their 
investments. This could alter the difference in investment between 
these two sets of firms and thus improve the allocation of 
investments and increase efficiency. 

To test how the 2006 tax reform affected the allocation of 
investments across firms in Sweden, we follow the approach of 
Becker et al. (2013). We sort our firms into quintiles based on 
internal access to funding, measured by their ratio of cash to assets. 
We perform this sorting separately for each year and allow firms to 
enter and exit the sample. Cash holdings are a good proxy for the 
availability of internal resources to fund investments.31 If firms 
have a low cash-to-assets-ratio, they are unlikely to fund 
investments internally. We denote these firms as financially 
constrained firms. In contrast, if firms have a high cash-to-assets-
ratio, they are able to fund investments internally. We denote these 
firms as firms with internal resources. In line with our simple model, 
we expect constrained firms to respond more to the dividend tax 
cut than firms with internal resources.  
  

                                                                                                                                                          
31 An ideal proxy for financial constraints would comprise individual wealth, the wealth of 
relatives who could provide collateral or new equity, or debt capacity. This information is 
either unavailable in our data (wealth) or hard to measure (debt capacity). Therefore, we use 
the established measure of cash that sorts firms into two groups: firms with and without 
internal resources (e.g., Becker et al., 2013). 
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Figure 2.3 Investments in the Capital Stock of Cash-Poor and Cash-Rich 
Closely Held Corporations, 2001–2011 
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We use firms in the top and bottom quintiles of the cash-to-assets 
ratio to compare investments effects across firms. To account for 
differences in cash holdings and the relevance of cash across 
industries, we use industry-adjusted cash quintiles. That is, we 
define the bottom and top quintiles of the cash-to-assets 
distribution for each industry in each sample year. We define firms 
in the bottom quintile as cash-poor firms and those in the top 
quintile as cash-rich firms. We further carry out this sorting 
separately for closely and widely held corporations. 

To illustrate the investment effects of cash-rich and cash-poor 
firms, Figure 2.3 presents the development of investments in 
capital stock for these two groups in closely held corporations. 
Both groups invest and, as implied by our simple model, cash-rich 
firms invest more in their capital stock than cash-poor firms do. 
The top figure uses absolute investment, while the bottom figure 
accounts for the business cycle. That is, we report investments 
relative to average investments in the corresponding year. We 
observe that the investments of cash-poor firms increase relative to 
the mean (business cycle-adjusted investment). The investments of 
cash-rich firms decrease at the same time. When using absolute 
investment, in 2007 we observe increasing investments of cash-
poor firms while the investments of cash-rich firms decline. 

2.4.1 Investments in capital stock: Closely held corporations 

Around the 2006 tax reform, the statutory dividend tax rate 
decreased from 30% to 20%. Further, dividend allowances have 
increased in subsequent years. This reduces the effective tax rate on 
dividends. We expect a change in the allocation of investments. 
Table 2.1 presents the results from a comparison of investments 
around the 2006 tax reform of firms in the top cash-to-assets ratio 
quintile (cash-rich firms) to firms in the bottom quintile (cash-poor 
firms). This table and all following tables with results on 
investments follow the logic of a simple difference-in-difference 
design (see also Box 4.3 in Alstadsæter and Jacob, 2012a). Box 2.2 
explains the logic of our tables and the estimation of the effects in 
this chapter. The fields highlighted in gray are simple averages for 
the respective groups before and after the reform. Differences and 
standard errors are based on the regression equations outlined in 
Box 2.2. 
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The first row of Table 2.1 shows average investments in capital 
stock before the reform. On average, cash-rich firms invested 
58.18% of the prior year’s fixed assets, while cash-poor firms 
invested 45.17%. The difference of 13.01 percentage points is 
significant. Since the reform, the investments of both groups have 
decreased. One reason is the global economic downturn and the 
recession in Sweden and the other European countries following 
the 2008 financial crisis. However, the response of cash-rich firms 
(-25.39%) is stronger than that of cash-poor firms (-15.23%). This 
difference in response to the reform period is our subject of 
interest. The difference in difference of 10.16% can be interpreted 
as the reform effect on the allocation of investments. This means 
that investments in the capital stock of cash-poor firms has 
increased since the reform by about 10% of fixed assets relative to 
the investments of cash-rich firms over the sample period. This 
result is in line with the prediction based on the illustration of the 
old and new views in Box 2.1 above and confirms our predictions 
of an effect of a dividend tax cut on the allocation of investments. 

Table 2.1 The 2006 Tax Reform and the Allocation of Investments in the 
Capital Stock of Closely Held Corporations 

 Cash-rich  
firms 

Cash-poor  
firms 

Difference  
Poor – rich 

Effect with 
controls 

Pre-reform 
 
 
Post-reform 
 

0.5818 
 
 

0.3280 

0.4517 
 
 

0.2995 

-0.1301*** 
(0.0056) 

 
-0.0285*** 

(0.0046) 

 

Diff. 
Post – pre 

-0.2539*** 
(0.0054) 

-0.1523*** 
(0.0051) 

0.1016*** 
(0.0073) 

0.1122*** 
(0.0142) 

Note: This table presents differences in the investments in capital stock around the 2006 tax reform. Pre-reform 
denotes the period 2001–2001, and post-reform the period 2006–2010. Gray cells display simple averages across 
firms. The remaining results are regression results as described in Box 2.2. We report robust standard errors 
clustered at the firm level in parentheses. The superscripts ***, **, and * denote significance at the 1%, 5%, and 
10% levels, respectively. In the column Effect with controls, we add the ratio of working capital to assets, the ratio of 
turnover to assets, sales growth, retained earnings, the natural logarithm of total assets, year fixed effects, and firm 
fixed effects.   
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Box 2.2 Estimation Strategy and Results 

This box explains the logic of our tabulated results in this 
chapter. We define two groups: Cash rich firms belong to the top 20% 
of the cash-to-assets distribution in an industry–year group. Cash poor 
firms belong to the bottom 20% of the cash-to-assets distribution in 
an industry–year group. For both groups, we compute the mean 
investments before the reform (Pre-reform 2001–2005) and after the 
reform (Post-reform 2006–2010). The values for the differences across 
time and across groups, as well as difference-in-difference estimates, 
are obtained from ordinary least squares regressions. Standard errors 
are robust and clustered at the firm level. 
 

 Cash-rich 
firms 

Cash-poor 
firms 

Diff. 
Poor – rich 

Effect with 
controls 

Pre-reform 
Post-reform 

Ø Ø (3)  

Ø Ø (4)  

Diff.Post – pre (1) (2) (5) (6) 

 
The difference as well as difference in difference estimate are obtained 
as specified below, and the equation number corresponds to the cell in 
the table above where the regression results are reported: 
 
(1) = β1 Investment = α + β1 ∙ Reform + ε if Cash-Poor Firm =0 
(2) = β1 Investment = α + β1 ∙ Reform + ε if Cash-Poor Firm =1 
(3) = β1 Investment = α + β1 ∙ Cash-Poor Firm + ε if Reform =0 
(4) = β1 Investment = α + β1 ∙ Cash-Poor Firm + ε if Reform =1 
(5) = β3 Investment = α + β1 ∙ Cash-Poor Firm + β2 Reform 
   + β3 Cash-Poor Firm ∙ Reform + ε 
(6) = β3 Investment = α + β1 ∙ Cash-Poor Firm + β2 ∙ Reform 
   + β3 ∙ Cash-Poor Firm ∙ Reform 
  + Control Variables + Fixed Effects + ε  
 
To obtain the effect with the control variables in equation (6), we 
include the ratio of working capital to assets, the ratio of turnover to 
assets, sales growth from t - 2 to t, the ratio of retained earnings to 
assets, and the natural logarithm of total assets as firm-level controls. 
We include firm fixed effects and year fixed effects. See the Appendix 
for an overview of the variable definitions, data sample, and descriptive 
statistics. 
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Since this effect can be driven by many other firm characteristics, 
we estimate the reform effect on the relative investment in a 
regression including firm-level control variables. We add the ratio 
of working capital to assets, the ratio of turnover to assets, the 
ratio of sales growth to assets, and retained earnings as firm 
variables. We further include year fixed effects to control for 
macroeconomic trends, as well as firm fixed effects. When these 
control variables are added, the 2006 reform effect on relative 
investment behavior is still significant and very similar to results 
without controls. Therefore, identification of the reform effects 
stems from changes in investment and not firm characteristics. The 
reform effect amounts to 11.22%.32 If we evaluate this effect at the 
average fixed asset of SEK 1,276,067, this translates into an 
investment increase of about SEK 140,000. 

2.4.2 Employment effects: Closely held corporations 

We next consider employment effects. Table 2.2 replicates Table 
2.1 but uses the absolute change in the number of employees as the 
dependent variable. The interpretation of Table 2.2 follows the 
logic noted above. The results indicate that, prior to the reform, 
cash-poor firms exhibited lower increases in employment relative 
to cash-rich firms. For us, the most important effects are 
highlighted in boldface, namely, the effects of the 2006 tax reform 
on the relative employment of cash-rich and cash-poor firms. The 
results indicate that, following the reform, employment in cash-
poor firms increased by about 1.7% of the number of employees 
relative to employment in cash-rich firms. However, the economic 
magnitude is rather small, given the low average number of 
employees. The estimated effect is not significant in the regression 
without controls. From these findings we conclude that 
employment in closely held corporations was not systematically 
affected by the 2006 reform. There are a couple of explanations for 
this finding. First, we measure employment effects simply by the 
number of employees. We have no information on the increase in 
the labor supply, for example, through extending the number of 
hours worked. Second, firms could have hired external employees 
                                                                                                                                                          
32 One concern about our approach is that the result could be affected by firms switching 
groups and organizational forms or entering and exiting the sample. When the sample is held 
constant and the level of cash constraints is defined based on pre-reform outcomes, the 
coefficient estimates are very similar to the estimates presented. 
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from temporary work agencies or freelancers to maintain 
flexibility. We, again, cannot control for these factors due to data 
limitations. 

Table 2.2 The 2006 Tax Reform and the Allocation of Employment among 
Closely Held Corporations 

 Cash-rich  
firms 

Cash-poor 
firms 

Difference  
Poor – rich 

Effect with 
controls 

Pre-reform 
 
 
Post-reform 

-0.0202 
 
 

-0.0227 

-0.0624 
 
 

-0.0656 

-0.0422*** 
(0.0020) 

 
-0.0422*** 

(0.0018) 

 

Diff. 
Post – pre 

-0.0032* 
(0.0018) 

-0.0032 
(0.0020) 

-0.0001 
(0.0027) 

0.0167*** 
(0.0045) 

Note: This table presents differences in employment around the 2006 tax reform. Pre-reform denotes the period 2001–
2001, and post-reform the period 2006–2010. Gray cells display simple averages across firms. The remaining results 
are the regression results described in Box 2.2.We report robust standard errors clustered at the firm level in 
parentheses. The superscripts ***, **, and * denote significance at the 1%, 5%, and 10% levels, respectively. In the 
column Effect with controls, we add the ratio of working capital to assets, the ratio of turnover to assets, sales 
growth, the natural logarithm of total assets, year fixed effects, and firm fixed effects. 

 
 
To capture other dimensions of job creation and investment in the 
labor force, we use four additional variables. First, we use the 
relative change in employment. Second, we use information on 
employee income. We use the average income, the median income, 
and the income of the top earner in the firm. Table 2.3 presents the 
difference-in-difference estimates for the four variables. This 
estimate corresponds to estimate (6) in Box 2.2. The income 
variables are defined as the natural logarithm of the monetary 
amount (in SEK). All regressions include control variables, firm 
fixed effects, and year fixed effects. For the relative change in the 
number of employees, we again find no significant effect at the 1% 
significance level. That is, the allocation of the labor force across 
firms was not systematically affected by the 2006 tax reform. 
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Table 2.3 The 2006 Tax Reform and the Employment Effects of Closely 
Held Corporations, Alternative Variables 

 Relative change 
in employees 

Average labor 
income (SEK) 

Median labor 
income (SEK) 

Top labor 
income (SEK) 

Relative reform 
effect 

-0.0276** 
(0.0122) 

0.0571*** 
(0.0040) 

0.0577*** 
(0.0042) 

0.0655*** 
(0.0042) 

Control variables Yes Yes Yes Yes 
Firm fixed effects Yes Yes Yes Yes 
Year fixed effects Yes Yes Yes Yes 

Note: This table presents the reform effects on cash-poor firms relative to those on cash-rich forms around the 2006 
tax reform. We report robust standard errors clustered at the firm level in parentheses. The superscripts ***, **, and 
* denote significance at the 1%, 5%, and 10% levels, respectively. We add the ratio of working capital to assets, the 
ratio of turnover to assets, sales growth, the natural logarithm of total assets, year fixed effects, and firm fixed 
effects. We use the relative change in the number of employees, the average labor income, the median labor income, 
and the top labor income in the firm as dependent variables. 

 
We find a significant effect for our three income variables. The 
positive and significant coefficient estimates suggest that the 
increases in the average income, the median income, and the 
income of the top earner in a firm are larger for cash-poor firms 
than for cash-rich firms. Before the reform, the average wage was 
higher in cash-rich firms than in cash-poor firms. The cut in the 
dividend tax apparently decreased this wage gap by about 6% and 
the incomes of employees in cash-poor and cash-rich firms have 
converged.33  

2.4.3 Investments in capital stock: Widely held corporations 

The 2006 reform also reduced the dividend taxes for shareholders 
in unlisted widely held corporations. The reduction of five 
percentage points is only half the corresponding tax rate reduction 
for active owners in closely held corporations. However, this five 
percentage point reduction applies to unlimited dividends received 
by shareholders, while the 10 percentage point reduction for the 
active owners of closely held corporations only applies to dividends 
within the dividend allowance.  

                                                                                                                                                          
33 Union wage contracts are negotiated for three-year periods and a new contract period with 
a negotiated wage increase started on March 15, 2007, in our post-reform period. This could 
affect wage levels independently of the tax reform. However, this does not account for the 
documented changes in income levels between the employees of cash-rich and cash-poor 
firms. 
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Table 2.4 The 2006 Tax Reform and the Allocation of Investments in the 
Capital Stock of Widely Held Corporations 

 Cash-rich 
firms 

Cash-poor 
firms 

Difference  
Poor – rich 

Effect with 
controls 

Pre-reform 
 
 
Post-reform 

0.4045 
 
 

0.3251 

0.0831 
 
 

0.0515 

-0.3214*** 
(0.0055) 

 
-0.2736*** 

(0.0048) 

 

Diff. 
Post – pre 

-0.0794*** 
(0.0059) 

-0.0316*** 
(0.0039) 

0.0478*** 
(0.0071) 

0.0612*** 
(0.0171) 

Note: This table presents the differences in investment in capital stock around the 2006 tax reform. Pre-reform 
denotes the period 2001–2001, and post-reform the period 2006–2010. The gray cells display simple averages across 
firms. The remaining results are the regression results described in Box 2.2. We report robust standard errors 
clustered at the firm level in parentheses. The superscripts ***, **, and * denote significance at the 1%, 5%, and 
10% levels, respectively. In the column Effect with controls, we add the ratio of working capital to assets, the ratio of 
turnover to assets, sales growth, the natural logarithm of total assets, year fixed effects, and firm fixed effects. 

 
 

Table 2.4 summarizes the real investment effects on cash-poor 
versus cash-rich widely held corporations. On average, cash-rich 
firms invested 40.45% of their prior year’s fixed assets, while cash-
poor firms invested only 8.31%. The difference of 32.14 percentage 
points is significant. Since the reform, the investments of cash-rich 
firms have decreased, while there has been no significant change for 
cash-poor firms. This difference in responses to the reform period 
is again our subject of interest. The difference in difference of 
4.78% indicates that investments in the capital stock of cash-poor 
firms have increased since the reform by about 5% of fixed assets 
relative to the investments of cash-rich firms. When control 
variables and firm fixed effects are added, the effect is significant 
and amounts to 6.1%. Again, this effect is in line with our 
theoretical predictions that the dividend tax cut reduced the 
difference in investment between cash-rich and cash-poor firms 
(see Box 2.1). 

2.4.4 Employment effects: Widely held corporations 

In Table 2.5, we compare the effects of the 2006 reform on the 
allocation of employment across widely held corporations. As for 
the sample of closely held corporation, we find no significant 
reform effects for cash-poor firms relative to cash-rich firms. 
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Hence, it appears as if the reform had only little effect on 
employment and its allocation across widely held corporations. 

Table 2.5 Effects of the 2006 Tax Reform on the Allocation of 
Employment in Widely Held Corporations 

 Cash-rich 
firms 

Cash-poor 
firms 

Difference  
Poor – rich 

Effect with 
controls 

Pre-reform 
 
 
Post-reform 

-0.0323 
 
 

-0.0126 

-0.1825 
 
 

-0.1612 

-0.1501*** 
(0.0042) 

 
-0.1486*** 

(0.0037) 

 

Diff. 
Post – pre 

0.0197*** 
(0.0028) 

0.0213*** 
(0.0047) 

0.0015 
(0.0054) 

-0.0031 
(0.0101) 

Note: This table presents the differences in employment around the 2006 tax reform. Pre-reform denotes the period 
2001-2001, and post-reform the period 2006–2010. The gray cells display simple averages across firms. The 
remaining results are the regression results described in Box 2.2. We report robust standard errors clustered at the 
firm level in parentheses. The superscripts ***, **, and * denote significance at the 1%, 5%, and 10% levels, 
respectively. In the column Effect with controls, we add the ratio of working capital to assets, the ratio of turnover to 
assets, sales growth, the natural logarithm of total assets, year fixed effects, and firm fixed effects. 

 
 

We again test alternative measures of employment effects. Table 
2.5 summarizes the effects with controls of the 2006 tax reform. 
We find no significant effect for the relative change in the number 
of employees. Hence, we conclude that the reform had no 
systematic effects on the allocation of the number of employees. 
As for the sample of closely held corporations, the mean and 
median incomes of employees increased in widely held 
corporations relative to widely held corporations. However, the 
income effect for employees is smaller than for closely held 
corporations. The increase in the median income among widely 
held corporations amounts to about 1.9%, relative to an effect of 
6% for closely held corporations. One explanation for this is the 
difference in the magnitude of the tax cuts of five versus 10 
percentage points. 
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Table 2.6 Effects of the 2006 Tax Reform on Employment in Widely Held 
Corporations, Alternative Variables 

 Relative change 
in employees 

Average labor 
income (SEK) 

Median labor 
income (SEK) 

Top labor 
income (SEK) 

Relative reform 
effect 

0.0294 
(0.0256) 

0.0161** 
(0.0075) 

0.0188** 
(0.0078) 

0.0107 
(0.0104) 

Control variables Yes Yes Yes Yes 
Firm fixed effects Yes Yes Yes Yes 
Year fixed effects Yes Yes Yes Yes 

Note: This table presents the effects of the reform on cash-poor firms relative to cash-rich firms around the 2006 tax 
reform. We report robust standard errors clustered at the firm level in parentheses. The superscripts ***, **, and * 
denote significance at the 1%, 5%, and 10% levels, respectively. We add the ratio of working capital to assets, the 
ratio of turnover to assets, sales growth, the natural logarithm of total assets, year fixed effects, and firm fixed 
effects. We use the relative change in the number of employees, the average labor income, the median labor income, 
and the top labor income in the firm as dependent variables. 

2.4.5 Comparison of the effects between widely and closely 
held corporations 

In this section, we compare the effects of widely and closely held 
corporations. If the theoretical considerations are feasible, the 
reform effect on the allocation of investments should increase with 
the magnitude of the tax change. In the Swedish case, closely held 
corporation owners experienced a tax cut of 10 percentage points 
on their dividends, and widely held corporation owners 
experienced a tax cut of five percentage points on their dividends. 
Hence, the reform effect should be stronger for closely held 
corporations. Table 2.7 summarizes the difference-in-difference 
estimates from the above findings and presents the difference in 
terms of economic magnitude. 

For our employment variable, there is a positive difference when 
control variables are included. However, it must be mentioned that 
the estimates for closely and widely held corporations are not 
significant without control variables. For investments in capital 
stock, we observe differences that are economically significant. For 
example, when we consider the reform effect with control 
variables, the effect on investments in the capital stock of cash-
poor CHCs (relative to cash-rich CHCs) is about 2.8 percentage 
points greater than the effect on investments in the capital stock of 
cash-poor WHC s(relative to cash-rich WHC). An effect of 2.8 
percentage points is large: It is an increase of more than 10% 
relative to the average investment prior to the reform. 
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Table 2.7 Comparison of the Economic Magnitude of the Effects 

 Investment in capital stock Employment effects 

 2006 effect 
without controls 

2006 effect  
with controls 

2006 effect 
without controls 

2006 effect  
with controls  

CHCs 0.1116 0.0895 -0.0001 0.0167 
WHCs 0.0167 0.0612 0.0015 0.0031 
Difference in 
effects 

0.0638 0.0283 -0.0016 0.0198 

 
 

We therefore conclude that i) employment is mostly unaffected by 
the reform, ii) the income of employees in cash-poor firms 
increased to a larger extent than that of employees in cash-rich 
firms, iii) the allocation of investments changed after the reform 
such that the investment gap between cash-rich and cash-poor 
firms narrowed, and, finally, iv) the investment allocation effect has 
been stronger for closely held corporations than for widely held 
corporations. 

These results are in line with the theoretical predictions from 
the new and old views of dividend taxation. To our knowledge, this 
is one of the first direct empirical tests using micro data from 
unlisted firms. Prior empirical evidence is based on data from listed 
firms (Becker et al., 2013). Our results confirm the effects of 
dividend taxes as predicted above. Further, the necessary capital for 
this increased investment appears to stem from increased external 
equity. This is also as predicted by the old view of dividend 
taxation. Specifically, we find that the ratio of nominal equity to 
total assets in cash-constrained closely held corporations relative to 
cash-rich CHCs (WHCs) has increased by 1.7% (1.5%). 

2.5 Sensitivity and robustness tests 

To address concerns that our results are driven by other 
confounding factors, we conduct a series of robustness tests. In the 
following, we explain the respective robustness tests and discuss 
the results. Table 2.8 presents the corresponding estimates. 
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- Alternative measure of internal resources 
One potential concern about our approach is the measure of 
internal resources. Therefore, we use the fraction of retained 
earnings relative to total assets as an alternative measure of the 
availability of internal funds. As with cash holdings, we sort firms 
into quintiles of retained earnings separately for each industry–year 
combination. The results confirm the positive effect on the 
allocation of investments of closely held corporations. However, 
the result is insignificant for widely held corporations. This could, 
however, be due to the fact that retained earnings are reinvested in 
long-term assets. Therefore, high retained earnings do not 
automatically imply that firms have free cash to reinvest. In sum, 
our results using the cash and retained earnings variables indicate 
that the allocation of investments in capital stock has improved 
since the 2006 tax reform. The results for changes in employment 
are similar to our previous results. 

- Effect of small firms 
The inclusion of firms from all size classes can potentially affect 
our results since we define investments in fixed assets relative to 
the prior year’s capital stock. For very small firms, some minor 
investments could then inflate the relative investments. We 
therefore control for size in our estimations with controls by 
including only firms with more than SEK 1 million in total assets. 
The results are similar to our previous regressions results.34 Hence, 
small firms do not drive our main results on the allocation of 
investments in capital stock. 

- Industry effects 
Our approach compares firms across industries. Even though our 
measure of cash-poor and cash-rich firms is computed separately 
for each industry–year combination, we conduct a sensitivity 
analysis by considering only one industry at a time to obtain a 
more homogeneous sample. Restricting the sample to one industry 
ensures that our results are not driven by differences in investment 
and tax responses across industries that change over time. We 
conduct this analysis separately for two industries, namely, a) the 
sales, retail, and service sector (SNI2002 codes beginning with 5), 
and b) real estate, IT, business services, and R&D industry firms 

                                                                                                                                                          
34 We additionally test the robustness of this result and restrict the sample to firms with at 
least SEK 1 million in fixed assets. The coefficient estimates are 0.08 for CHCs and 0.06 for 
WHCs compared to 0.11 and 0.05 from the baseline regressions above. 
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(SNI2002 codes beginning with 7). The results confirm our main 
results from the previous analysis: The 2006 tax reform had a 
positive allocation effect on investments in capital stock for closely 
and widely held corporations.35 The effects on employment are, 
again, not significant. 

- Effect of group structures 
Our cash holding measure is defined per company. If a company is 
part of a larger group, the cash holdings relevant to investment may 
be located in another corporation of the same group. This should 
drive our estimate to zero, since in this case high-cash firms invest 
less than low-cash firms. To address concerns about potential 
group structures, we restrict the sample to stand-alone companies; 
that is, we exclude all firms with a group identifier.36 Our results 
are again robust and the coefficient estimates are very close to our 
baseline estimates. This shows that group structures have little 
influence on our results. 

In sum, these robustness and sensitivity tests confirm our 
results that the allocation of investments in capital stock has been 
affected and improved by the 2006 tax reform. We find no effects 
on employment measured by the number of newly hired full-time 
employees. 

- Breakdown by years 
A final concern about the result is that it could be driven by certain 
sample years. In this case, the allocation effect would be only 
temporary. To address this potential concern, we re-estimate our 
main test on investment in capital stock and allow the post-reform 
coefficient to vary across time. Figure 2.4 presents the coefficient 
estimates (black line) along with the 95% confidence bounds 
(dotted gray lines). The horizontal gray line indicates the baseline 
estimate mentioned above. Figure 2.4 indicates that the reform 
effect is present in (almost) all the sample years. The annual 
difference estimates are close to the baseline estimates. One 
exception is the estimate for closely held corporations, for which 
the 2006 difference is not significant. There are two potential 
explanations. First, in response to the reform, CHCs substantially 

                                                                                                                                                          
35 Note that the coefficient estimate for widely held corporations appears to be higher than 
that for closely held corporations. However, the difference in coefficients is not statistically 
significant. Moreover, the result may be explained by the specific characteristics of these 
industries, which are issues for further research. 
36 Our data do not allow us to infer the actual group structure. 
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increased their dividend payouts. Second, investments are slow to 
respond and need time to build. 

Figure 2.4 Breakdown of Reform Effects by Year 
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Table 2.8 Overview of Robustness and Sensitivity Tests 

Panel A: Retained Earnings as a Measure of Internal Resources 

 Investment in capital stock Employment effects 

CHCs 0.0710*** 
(0.0150) 

(0.0150) 
(0.0051) 

WHCs 0.0091 
(0.0300) 

-0.0259** 
(0.0109) 

Panel B: Effect of Small Firms 

CHCs 0.1008*** 
(0.0162) 

0.0041 
(0.0052) 

WHCs 0.0532* 
(0.0291) 

-0.0064 
(0.0101) 

Panel C: Firms in the Sales, Retail, and Service Industry 

CHCs 0.0601** 
(0.0294) 

0.0202** 
(0.0080) 

WHCs 0.0277 
(0.0648) 

-0.0146 
(0.0163) 

Panel D: Firms in the Real Estate, IT, Business Services, and R&D Industry 
CHCs 0.1768*** 

(0.0270) 
0.0155 

(0.0109) 

WHCs 0.2577*** 
(0.0803) 

-0.0118 
(0.0554) 

Panel E: Excluding Firms in Corporate Groups 
CHCs 0.1109*** 

(0.0144) 
0.0176*** 
(0.0045) 

WHCs 0.0688* 
(0.0364) 

-0.0040 
(0.0105) 
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3 The 2006 reform: The creation 
of new businesses and choice of 
organizational form 

3.1 Theoretical background: Factors affecting the 
start-up of businesses 

This chapter evaluates the effects of the 2006 tax reform on 
business set-up and the choice of organizational form. One 
dimension of increased economic activity is the establishment of 
new businesses. We first summarize the main factors of the 
motives behind the start-up of a business. An important factor in 
explaining and motivating an individual to start up a new firm is the 
expected earnings differential between different occupations. In 
particular, in countries with compressed wage structures such as 
Sweden, highly productive employees can expect a higher income 
when self-employed. Although the general finding in the empirical 
work is that expected higher earnings have a positive impact on the 
decision to start up a business, the significance of this variable 
differs across studies. Vejsiu (2011) shows that higher predicted 
earnings as business owners are important to employed men but 
insignificant for women. These findings may suggest that women 
in Sweden are more likely to start their own ventures for non-
pecuniary reasons than equally qualified men. 

Next, demographic and cultural factors, such as age, education, 
marital status, number of children, ethnicity, or intergenerational 
links, have been tested with various results (Parker, 2004). Formal 
education plays an important role in both the decision to start up 
and the success of a business. Prior business or managerial 
experience, particularly within the same industry, appears to have a 
positive effect on start-ups. Financial support plays a crucial role in 
establishing a business. The accessibility of capital and debt 
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financing is, however, dependent on the different investment stages 
of entrepreneurial activities. In general, since financial constraints 
are difficult to measure, personal or household wealth is often used 
as a proxy for the financial constraints of individuals. The positive 
sign that is usually found is interpreted as a presence of liquidity 
constraints on business entry. Lindh and Ohlsson (1996) use 
lottery gain data from Sweden and show that winners are more 
likely to start up a business. 

Apart from traditional economic factors, empirical research has 
examined the importance of non-pecuniary aspects and socio-
psychological factors, such as the need for achievement and an 
internal locus of control, on the decision to start a business. 
Compared to those who remain in wage employment, individuals 
who start a business tend to be more optimistic and overconfident 
about their abilities and chances of success. Perceived levels of self-
esteem, autonomy, work flexibility, and absence of hierarchy are 
factors that influence the propensity to start a firm. Similarly, 
factors related to individual or professional social networks have a 
strong influence on the likelihood of starting a business (e.g., 
Smith-Hunter et al., 2003). 

The influence of government intervention on the rates of 
entrepreneurship is also important and includes a wide range of 
reforms. Parker (2004) provides a review of policy issues and 
evaluation of different reforms across countries. Henrekson and 
Johansson (2009) discuss the institutional framework, tax 
structures, and labor market regulations for high-growth firms. 
The key argument for government involvement is to compensate 
for market failure or for the risk taking that is necessary for 
venture start-up and success. It is, however, important to note that 
the effect of the reward for risk taking may be direct or indirect. 
Some reforms, such as targeted entrepreneurship schemes, 
information-based support, or regulations, are designed to directly 
affect certain business start-up behavior. At the same time, a 
country’s level of infrastructure, macroeconomic stability, property 
rights protection, insolvency and bankruptcy legislation, well-
functioning institutions, access to skilled labor, or low levels of 
corruption are important factors that contribute indirectly to the 
start-up process. Thus, the effect of certain reforms should be seen 
in a wide context. 

The relationship between tax policy and entrepreneurial activity 
has received some attention in the economics literature (e.g., 
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Schuetze and Bruce, 2004). Hansson (2012) finds that, for ordinary 
wage earners, taxes have a negative effect on the propensity to start 
a business as a self-employed individual. 

3.2 Theoretical background: The choice of legal 
organizational form 

An individual who starts up a business can choose between various 
legal organizational forms. The most common organizational 
forms are self-employment, partnerships, and corporations. The 
characteristics of these organizational forms are discussed in detail 
for Sweden in Box 3.1 below. Moreover, an existing firm can 
change its legal organizational form. 

Many factors affect the choice of a business’s legal organiza-
tional form (for a detailed discussion, see Ayers et al., 1996). 
Business risk and default risk are factors that work in favor of the 
corporate organizational form. Self-employed individuals carry all 
the risk and are personally liable for all claims. In case of 
bankruptcy, the self-employed are liable beyond the capital they 
invested in their firms. In a corporation, the individual shareholder 
has limited liability and may, in case of bankruptcy, lose only the 
capital invested in the firm. The higher the relative risk of the 
operation, the more likely the business will be organized as a 
corporation. However, the liability in a corporation may also 
exceed the nominal capital if shareholders are required to provide 
additional collateral, for example, to receive debt. 

Another important factor is the opportunity to raise new 
capital. A corporation can issue new shares and can thus more 
easily raise new capital than a self-employed entrepreneur can. 
However, smaller corporations do not have access to large equity 
markets and are dependent on raising capital based on personal 
relationships and trust in the management. In addition, size 
matters. As firms become large, owners are more likely to hire 
professional managers and become less directly involved in 
management decisions. They can also fund investments internally 
using retained earnings. 

Since different legal organizational forms are often taxed 
differently, taxes play an important role in the choice of legal 
organizational form. There is a growing literature on how taxes 
affect a firm’s choice of organizational form. In general, there has 
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been a lack of micro-data to analyze the tax effects on the choice of 
the organizational form of businesses. MacKie-Mason and Gordon 
(1997) and Goolsbee (1998) analyze the effects on the corporate 
share of capital for each sector in the economy, based on aggregate 
historical data. They conclude that the choice of organizational 
form is influenced by tax rate differences. At the same time, the 
reported economic magnitudes are generally small and it seems that 
non-tax factors, such as business control, are likely to dominate in 
the decision. However, Goolsbee (2004) finds the relative tax 
difference between personal and corporate taxation to be an 
important factor in firms’ choice of organizational form. Gentry 
(1994) also concludes that the choice between limited partnerships 
and corporations is affected by tax differences. Edmark and 
Gordon (2013) analyze which factors motivate the Swedish self-
employed to incorporate. They find that, apart from non-tax 
reasons, the tax rate difference has a strong effect on the decision 
of high-income Self-employed firms to incorporate. 

By changing organizational form, a firm often experiences a 
shift in the taxes it faces. Slemrod (1995) and Gordon and Slemrod 
(2000) emphasize that what might be interpreted as real effects of 
taxes, such as shifts in firms’ legal organizational form, may be 
income shifting across tax bases. The purpose of a shift in the 
organizational form could be the minimization of tax payments. 
This is supported by Romanov (2006), De Mooij and Nicodème 
(2008), Egger et al. (2009), Alstadsæter and Wangen (2010), and 
Thoresen and Alstadsæter (2010), who find empirical evidence to 
indicate that a change in organizational form is part of an owner’s 
tax-minimizing strategy. 

3.3 Characteristics of different organizational forms 
in Sweden 

Alstadsæter and Jacob (2012a) document that a substantial share of 
new corporations after the tax reform was established for tax 
avoidance purposes. We exclude low-turnover firms, shell firms, 
and holding companies and are interested in the purpose of the 
remaining firms. Do these new firms create value? Are these new 
start-ups or are these firms in reality existing firms, whose owners 
have been incentivized by the 2006 tax reform to reorganize their 
existing firm into a closely held corporation? 
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In the following, we focus on three Swedish organizational 
forms: corporations, partnerships, and self-employment. These 
organizational forms have different features, as shown in Box 3.1. 
Self-employment is often considered the simplest organizational 
form for a start-up, since it has the least legal requirements and 
formalities. Corporations are the most legally regulated form of 
business suited for firms with several owners. In contrast to self-
employment, where the risk and debts in case of bankruptcy are 
taken on by the owner of the firm, the owners of corporations are 
not personally liable for the company’s debts beyond the minimum 
required equity and the individually negotiated collateral. Share-
holders are required to provide at least SEK 100,000 (but only at 
least SEK 50,000 since 2010) in nominal equity to establish a 
corporation. A corporation is favorable vis-à-vis unlimited liability 
if the risk exposure is high and if the company intends to grow. In 
the Swedish case, there are two types of corporations: closely held 
corporations and widely held corporations. This classification has 
no effect on corporate taxes or the daily operation of the firm. It 
matters only for the taxation of dividends and capital gains at the 
owner level. The taxation of business owners depends on the legal 
organizational form of their firm. We now give a brief overview of 
the tax rules for various organizational forms, both in the text and 
in Box 3.2, but for more details see Sørensen (2008). 
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Box 3.1 Characteristics of the Main Legal Organizational Forms for Firms 
in Sweden 

 Self-
employment Partnership Corporation 

Minimum  
required equity 0 0 

Until 2009:  
SEK 100,000 

 
As of 2010:  
SEK 50,000 

Liability in case 
of bankruptcy 

Full personal 
liability 

Full personal liability 
for individual owner 

 
Limited liability for 

corporate owner 

Limited liability 

Accountant 
requirement No No 

Yes. But as of 
2010: Not for 

smaller 
corporations 

In addition, a corporation can be classified as closely held or widely held. This 
classification depends on the shareholder structure. It has no effect on the 
corporation’s operation or legal requirements. The classification determines 
how the payouts of dividends and capital gains to shareholders are taxed at the 
owner level. 

 
 

The self-employed and owners of partnerships are taxed similarly. 
In principle, all income is passed through to the owner and taxed at 
the owner level. However, owners can opt to retain earnings in the 
firm in so-called expansion funds (expansionsfond) and these 
retained earnings are taxed at the corporate income tax rate. Special 
tax rules also apply to gains from real estate realizations within the 
firm. The remaining income is passed through and taxed at the 
owner level, in principle at the owner’s personal wage income tax 
rate. Owners can choose to split the business income into a capital 
income part and a labor income part through the so-called positive 
interest allocation rules (positiv räntefördelning). The imputed 
return to capital is taxed as capital income and the remainder as 
wage income at the owner level. This set of tax rules aims to 
maintain symmetrical tax treatment between different 
organizational forms. Tax rates on business income for the self-
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employed and partnerships have been stable over time, as shown in 
Box 3.2.  

Our calculations show that, surprisingly, only around 10% of 
the self-employed and partnerships utilize these imputation rules 
(2004 values). Explanations could be that the business owners lack 
awareness of the tax rules, have few incentives to utilize them if 
their wage income and thus also their marginal tax rate on wage 
income is low and close to the capital tax rate, or value the social 
security benefits that arise from the income when it is classified as 
labor income but not when it is classified as capital income. 

The business income of corporations is taxed at the corporate 
level and is taxed at the owner level only when dividends are 
distributed to shareholders. In general, dividends (and capital 
gains) are taxed at a proportional tax rate, which was 30% prior to 
2006, the same as the imputed return to capital for owners of 
partnerships and the self-employed. However, the amount of 
dividends taxable at this rate varies according to the owner’s 
qualifications. For active owners of closely held corporations, only 
dividends within an imputed dividend allowance are taxed as 
dividend income and dividends exceeding the dividend allowance 
are taxed as wage income up to a maximum amount of 90 times the 
income base amount (approximately SEK 5 million) per year.37 
From 2006 onward, the dividend tax rate depends on the 
characteristics of the firm and owner: Dividends from listed 
corporations are taxed at 30%, dividends from unlisted 
corporations are taxed at 25%, and dividends from closely held 
corporations to active owners are taxed at 20% within the dividend 
allowance. The 2006 reform both reduced the tax rate on dividends 
within the dividend allowance by 10 percentage points and 
increased the imputed dividend allowance for most firms. 

To summarize, the 2006 reform made it relatively more 
advantageous for business owners to organize as active owners in a 
closely held corporation, since more dividends can be taxed at a 
lower tax rate. Based on post-reform tax rates, Sørensen (2008) 
concludes that the self-employed organizational form faces a 
higher tax burden than active owners in closely held corporations, 
for both existing firms and start-up firms. We thus expect to see 
the following development in the choice of organizational form 
after the 2006 reform: 
                                                                                                                                                          
37 For a detailed description of active owners, definitions, and tax rules, see Appendix I of 
Alstadsæter and Jacob (2012a). 
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1) An increase in the number of closely held corporations, 
2) An increase in the number of new firms choosing to organize 

and incorporate as closely held corporations, and  
3) An increase in the number of existing firms that reorganize 

as closely held corporations. 

Box 3.2 Taxation of the Main Legal Organizational Forms for Firms in 
Sweden 

 

3.4 Aggregated statistics on organizational forms, 
2000–2011 

Using firm-level data, Figure 3.1 summarizes the number of firms 
in each type of different organizational form. The figure indicates 
that the number of corporations has been increasing since 2001. 
The majority of corporations are closely held and the growth rate 
in the number of closely held corporations has been above that of 
widely held corporations. The most common organizational form 
is self-employment. As for closely and widely held corporations, 
the number of self-employed has been constantly increasing. 
However, it is necessary to mention that many such businesses are 
very small and have been inactive for some years. We therefore 

Closely held 
corporation, 
active owner

Other 
owners,     

non-listed 
corporation 

Listed 
corporation

Dividends are 
taxed at a 

proportional tax 
rate within the 

allowance, and as 
wage income if 
exceeding the 
allowance.***

***Dividends exceeding the dividned allowance are taxed as wage income, up to a maximum of 90 times the income base amount. Income 
exceeding the latter threshold is taxed as capital income at a tax rate of 30 percent

Self-employed Partnership 

Corporation

Taxation of owners'         
non-wage income           

from the firm

Dividends are taxes at a 
proportional tax rate.

Business income* within an imputed 
return  to assets (under the positive 

interest allocation rule, positiv 
räntefordelning ) in the firm is taxed as 

capital income, and the remainding 
business income is taxed as wage 

income. Special rules apply for capital 
gains from real estate.

30 / 56

30 / 56

**The top marginal tax rate on labor income varies between 55.4 and 56.6 over the perioe, but is for simplicity reported as 56.

* The owner can opt to retain earnings in the firm as so-called "Expansion funds", which are then taxed at the corporate tax rate. Remaining business 
income is taxed at owner level. 

2000-2005

2006-2012

30 / 56

20 / 56

Top marginal 
tax rate on 

owners' non-
wage income 

from the 
firm**

30

25

30

30
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require the self-employed to have at least one firm–year with total 
assets above SEK 50,000 and at least one firm–year with a turnover 
of at least SEK 20,000 to be included in our analysis. During our 
sample period, the number of partnerships declines. This is a first 
indication that the increase in the number of closely held 
corporations could be at the cost of partnerships that changed their 
organizational form following the 2006 tax reform. It is also worth 
noting that a number of reforms since 2006, such as subsidies to 
the home service sector and other privatization reforms, are 
generally seen as having opened up new market opportunities for 
smaller businesses. Any spread of these new ventures among 
different organizational forms or industries is, however, not a focus 
of this report. 

Figure 3.1 Frequency of Different Organizational Forms, 2000–2011 

 
 
Before studying changes in organizational form, we present 
descriptive statistics on different organizational forms to help 
understand the relevance of such changes as opposed to opening 
new businesses. In general, the assessment of a tax reform cannot 
be based on counting the number of firms without looking at their 
purpose, investments, job creation, and profitability. The creation 
of new firms—as long as they are not designed for income-shifting 
purposes (Alstadsæter and Jacob, 2012a, 2013a)—can be seen as a 
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positive effect of a tax reform. However, the change of 
organizational form can also be viewed as positive. For example, 
unlimited liability could lead to a different growth path for a firm 
because it reduces the owner’s risk. If taxes incentivize business 
owners to incorporate their businesses, firm could move to a 
higher growth path. 

To illustrate this potential effect, Figure 3.2 plots the density 
function of the firm size distribution for the self-employed, 
partnerships, and closely held corporations. We observe that 
closely held corporations are larger than partnerships or the 
businesses of the self-employed. While there are many smaller 
firms—for example, with ln(Total Assets) below 12, which 
corresponds to a firm size of approximately SEK 162,000 in total 
assets—in the form of partnerships and self-employment, we 
observe only very few micro firms in the form of closely held 
corporations. 

Figure 3.3 plots the density function of investments in capital 
stock. Again, we observe that closely held corporations invest more 
than partnerships and the self-employed. This is partly due to the 
selection bias in who incorporates; high-income business owners 
have higher tax incentives to incorporate and larger businesses also 
have higher non-tax incentives for choosing the corporate form, as 
discussed in the previous section. There is apparently a correlation 
between size and the corporate form; however, that does not imply 
causality. The corporate organizational form by itself does not 
make a firm grow. Yet this indicates a potential benefit if more 
partnerships move to closely held corporations. Therefore, in the 
remainder of this chapter we are interested in two questions. First, 
what contributes to increase in the number of closely held 
corporations aside from some tax sheltering firms? Second, does 
the change in the organizational form of firms lead to more growth 
in these firms? 

 

 

 

 
 
 
 



 2014:2 The 2006 reform: The creation of new businesses and choice of organizational form 
 
 

85 

Figure 3.2 Density Function of Firm Size 

 

Figure 3.3 Density Function of Investments in Capital Stock 

 

3.5 The 2006 reform and the establishment of 
closely held corporations 

We are first interested in the set-up of new closely held 
corporations. To measure an increase in entrepreneurial activity in 
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the economy, we use the percentage of employed individuals who 
decided to directly incorporate a business. For this purpose, we use 
individuals who were not self-employed and who did not 
participate in a partnership. Figure 3.4 plots the percentage of 
previously employed individuals setting up a closely held 
corporation or participating in a closely held corporation for the 
first time. Since this statistics may be biased by the presence of tax-
sheltering companies—shell, low-turnover, and holding 
corporations (Alstadsæter and Jacob, 2012a, 2013a)—we only use 
closely held corporations that do not fall under these three 
categories, that is, we here only consider firms that are active. 

Figure 3.4 Frequency of Employed Individuals Establishing New Firms 

 
 

Figure 3.4 presents the percentage of closely held corporations 
established by individuals who generate at least 50% of their 
income from the respective business (black line).38 As comparison 
groups, we present the number of individuals setting up a self-
employed business (gray line) or a partnership (dotted black line). 
We find that the number of closely held corporations set up 
increases over time. Yet this increase cannot be attributed to the 
tax reform, since self-employed businesses set-ups follow the same 
increasing trend. This indicates that the 2006 tax reform does not 

                                                                                                                                                          
38 This restriction does not alter the trend or the results. However, it ensures that our results 
are not biased by income-shifting firms. 
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(additionally) incentivize employed individuals to establish an 
incorporated business. 

3.6 The 2006 reform and changes in organizational 
form 

The previous section shows that the growth in closely held 
corporations cannot be explained by the establishment of firms. 
Hence, the alternative explanation is an increase in change in 
organizational form from unlimited liability firms to closely held 
corporations. We now take a closer look at the change in 
organizational form for existing firms. The available data do not 
allow us to follow firms across organizational forms directly. If a 
firm switches organizational form (self-employment, partnership, 
or corporation), the firm identifier in our dataset automatically 
changes. Therefore, we cannot directly compare the same firm 
before and after its incorporation. However, we have data on self-
employed business owners, partnerships, and closely held corpora-
tions and can indirectly identify a firm’s change in organizational 
form. Through the firm’s owner and the employer–employee 
character of our matched data, we can identify the new closely held 
corporations of owners who previously owned an unlimited 
liability firm. This allows us to directly follow owners over the 
years and observe their decisions to change organizational form. 

Figure 3.5 plots the percentage of individuals setting up a 
closely held corporation or participating in a closely held 
corporation for the first time. We are interested in three different, 
mutually exclusive groups and their propensity to establish a 
closely held corporation in each year over the period 2001–2011: 

1. Owners of a partnership who are not self-employed, 
2. Self-employed individuals who do not participate in a 

partnership, 
3. Individuals who are self-employed and who additionally 

participate in a partnership, that is, individuals who 
participate in at least two businesses. 

We observe that existing partnership owners are much more likely 
to establish a closely held corporation than the self-employed are. 
This propensity increased from 2005 to 2006. For example, about 
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2.5% of partnership owners established a closely held corporation 
in 2006, about 0.4 percentage points above the pre-reform level. 
This trend continued until 2009. We find a similar trend for the 
self-employed in which the propensity to incorporate increases 
from 1.3% to 1.8%. In sum, Figure 3.5 indicates that the 2006 
reform led to an increased propensity to establish closely held 
corporations, the majority of which stem from individuals who 
were already self-employed or owners of partnerships. 

Figure 3.5 Propensity to Establish a Closely Held Corporation, All 
Individuals 

 
 
Figure 3.6 uses a different approach to illustrate changes across 
organizational forms. While Figure 3.5 comprises all individuals, 
Figure 3.6 counts individuals who switch organizational form. For 
example, the black line counts the number of individuals who have 
ceased to be the owner of a partnership but who own a closely held 
corporation in the current year. That is, we count the number of 
individuals switching from a partnership to a closely held 
corporation. The dashed black line uses individuals going from self-
employment to a closely held corporation. The dashed gray line 
denotes individuals going from self-employment to a partnership. 
The solid gray line represents individuals going from a closely held 
corporation to a partnership. We find that the majority of switches 
across organizational forms occur from self-employment to closely 
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held corporations in all sample years. Prior to the reform, about 
1,053 self-employed incorporated each year. After the reform, this 
number surged to 1,759 in 2006 and to over 2,000 in 2007 and 
2009. This apparent contradiction between Figure 3.5 and Figure 
3.6 stems from a larger total population of self-employed business 
owners. Relative to the total number of firms, the self-employed 
are less likely to incorporate but we observe more incorporations in 
absolute terms. 

The second most observed type of switch across organizational 
forms occurs from partnerships to closely held corporations. 
Before the reform, about 903 individuals switched from being an 
owner in a partnership to being an active owner in a closely held 
corporation. During 2006–2009, about 1,206 individual made this 
switch. This indicates that the 2006 tax reform led to increased 
changes from this type of organizational form. Since the 3:12 rules 
became more generous after 2006, the trend of individuals 
switching from self-employment to closely held corporations has 
increased even further. Figure 3.6 also shows that the number of 
firms moving from self-employment to a partnership or from a 
closely held corporation to a partnership is relatively constant over 
time. 
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Figure 3.6: Frequency of Business Owners Switching Organizational Form, 
2000–2011 

 

3.7 Taxes and the choice of organizational form 

We are now interested in the effect of taxation on the choice of 
organizational form. As explained above, if the self-employed or 
owners of partnerships incorporate, the taxation of the business 
changes from income taxation to a double taxation of corporate 
profits. However, this double taxation can be beneficial, since the 
combined corporate and dividend tax rate amounts to 42.4% (49%) 
after the reform (before the reform). If the overall income of the 
business owner is above the central government tax threshold, it 
may be beneficial to incorporate from a tax perspective. Instead of 
using wage differentials or expected tax savings (e.g., Edmark and 
Gordon, 2013), we follow the approach of Alstadsæter and Jacob 
(2013a) and split the sample according to the prior year’s tax 
status. We form a group of individuals subject to local government 
tax only. We use the taxable income of the prior year and sort 
individuals into the “local government tax only” group if their 
taxable income was below the central government tax threshold. 
The second group comprises business owners subject to the central 
government tax. The latter have a tax incentive to incorporate, 
since their income tax burden exceeds 50%. We exclude individuals 
with income of SEK 10,000 above and below the threshold. 

Figure 3.7 plots the percentage of owners of partnerships and 
self-employed who incorporate each year over the period 2002–
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2009. The gray line represents individuals subject to local and 
central government taxes and who have tax incentives to 
incorporate. The black line denotes individuals subject to local 
government tax only and these individuals have no immediate tax 
incentives to incorporate. The dotted lines represent pre-reform 
and post-reform averages within respective groups. As we see, the 
propensity to incorporate is higher for individuals who have tax 
incentives to incorporate, that is, who are subject to the central 
government tax. The difference is more than one percentage point 
for both partnerships and the self-employed. 

The 2006 tax reform had some effects on these propensities, 
particularly the self-employed. Among the self-employed who are 
subject only to local government tax, we observe an increase in the 
propensity to incorporate by a meager 0.3 percentage points. The 
corresponding increase for the self-employed who are also subject 
to the central government tax and who thus have a tax incentive to 
incorporate is 1.3 percentage points around the 2006 reform. This 
finding indicates that the dividend tax reduction and the increase in 
dividend allowances have led to an increase in the propensity to 
change organizational form from an unlimited liability firm to a 
closely held corporation following the tax reform, particularly 
among self-employed firms. 
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Figure 3.7 Taxes and the Propensity to Establish a Closely Held Corporation 

 
 

 
Note: This figure plots the percentage of four different groups of individuals establishing a closely held corporation. 
We use individuals participating in a partnership and who are self-employed. Both groups are mutually exclusive. 
Each sample is spilt according to the prior year’s tax status. The black line represents individuals subject to local 
government tax only. The gray line denotes individuals who were subject to central government tax the previous year. 

3.8 Concluding remarks 

This chapter shows that the increase in the number of active 
closely held corporations cannot be attributed to more employed 
individuals becoming owners of incorporated businesses. Instead, 
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we observe more of the self-employed or partnerships moving 
from unlimited liability firms to closely held corporations. These 
findings can be related to the three conditions of participating in 
tax avoidance, since they also apply to real responses (Alstadsæter 
and Jacob, 2013a). First, taxpayers need a tax incentive. Existing 
business owners apparently respond to the incentives of 
incorporating inherent in the 3:12 rules. Second, taxpayers need to 
be aware of the tax rules and the resulting tax incentives. Employed 
individuals may simply not know about tax incentives or their 
changes in 2006. Finally, one needs access to tax minimizing 
strategies. In our case, financial constraints could prevent 
employed individuals from setting up a new closely held 
corporation.
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4 The effect of incorporation on 
firm growth and business owner 
income 

4.1 Firm-level effects of incorporation 

The previous chapter documents that the majority of new closely 
held corporations result from changes in organizational form and 
that the increase in the propensity to incorporate partnerships and 
the self-employed is related to the tax incentive. This chapter 
studies the effect of increased changes in organizational form on 
firm growth and the income of business owners. 

This issue relates to value creation and whether a tax-induced 
change in organizational form can induce additional firm growth. 
Do the self-employed or partnerships who incorporate grow faster, 
employ more individuals, or invest more than comparable firms 
who stay unincorporated? If so, this could indicate a positive 
growth effect of the incorporation. However, there is no causal 
evidence of such a growth effect, since there are unobserved 
variables and selection in who chooses to incorporate that we can 
only partly control for in our strategy. 

4.1.1  Empirical approach 

To analyze how the incorporation of an existing firm is associated 
with growth, we follow firms and their changes in organizational 
form over time. Again, we stress that the available data do not 
allow us to follow firms across organizational forms directly. If a 
firm switches organizational form (self-employment, partnership, 
or corporation), the firm identifier in our dataset automatically 
changes. Therefore, we cannot directly compare the same firm 
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before and after the incorporation. However, we have data on the 
self-employed and owners of partnerships and closely held 
corporations and can indirectly identify a firm’s change in 
organizational form. We can thus identify the new closely held 
corporations of previous owners of unlimited liability firms. We 
split the sample of closely held corporations into three groups: 

1. Existing self-employed firms incorporating, that is, closely 
held corporations whose owners were previously self-
employed; 

2. Existing partnerships incorporating, that is, closely held 
corporations whose owners previously owned a partnership; 

3. Truly new firms, that is, closely held corporations whose 
owners had no prior firms. 

The results of Chapter 3 show that the third group, truly new 
closely held corporations, does not show a notable response to the 
2006 reform. The propensity to start a new closely held 
corporation appears unchanged over time. In the analysis of the 
present chapter we therefore concentrate on the first two groups, 
that is, existing firms that incorporated in response to the tax 
reform, since they show an increased propensity to incorporate in 
response to the 2006 tax reform. We now analyze whether this 
incorporation also led to positive growth effects. 

The key task is to find suitable reference groups for our firms of 
interest to identify potential growth effects. We solve issue by 
comparing the profitability and growth of firms incorporating with 
the profitability and growth of i) comparable firms that remain 
unincorporated and ii) comparable existing closely held 
corporations. This approach faces some econometric challenges 
since the decision to switch organizational forms is endogenous. 
To partly address this concern, we use a matching methodology, 
which is described in detail in Box 4.1. Each firm that incorporated 
is matched to a firm of the same legal organizational form (self-
employment or partnership) that stayed unincorporated with 
respect to the following variables: fixed assets, financial assets, cash 
holdings, total assets, total equity, total debt, and number of employees. 
We denote this group Comparison Non-Switchers. As an additional 
benchmark, we use existing closely held corporations and match on 
the same variables; we denote this group 
Comparison Existing CHCs. 
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To summarize the idea of matching, we match two firms on 
observable characteristics before one of them changes 
organizational form. One of these firms then incorporates and, due 
to the exact one-on-one matching, we can assume that this is a 
random event, since the two compared firms had the same 
observable characteristics. Then, the firm that stayed 
unincorporated can be used as a control firm to represent how the 
incorporated firm would have performed in the absence of a change 
in organizational form. Two years later we again compare the two 
firms, the incorporated and the unincorporated, and any additional 
(or reduced) profits and growth of the incorporated firm can then 
be attributed to the change in organizational form, since the two 
firms were doing similarly the year before. We thus apply exact 
one-on-one matching without replacement. 

We are interested in analyzing how the incorporated firms 
perform in terms of the two dimensions of profitability and growth 
and consider the following outcome variables in our analysis of 
firm economic activity. 

1. Firm profitability: We use earnings before taxes and 
depreciation (EBTDA). 

2. Firm growth. We use the following variables for sale and 
investments: 
a. Growth in sales and turnover (Sales Growth). 
b. Investments, where we utilize our measures from 

Chapter 2, namely, 
i. Investment in Capital Stock, 

ii. Change in Number of Employees. 

All outcome firm variables are measured two years after 
incorporation. We estimate the difference between the 
incorporators and their matched control firm in a linear regression 
framework for each sample year.39 The purpose of this test is not to 
show that the reform changed the growth of particular firms; what 
matters for a reform evaluation is whether the potential difference 
across groups is still present and how it has evolved. 

 
 

 

                                                                                                                                                          
39 Since we use a two-year forecast, we cannot report the results for firms incorporating in 
2010 or 2011. 
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Box 4.1 The Estimation Strategy of Matching and Simple Ordinary Least 
Squares (OLS) Regressions 

This box explains this chapter’s estimation strategy. We apply the 
same mechanism to both corporations and business owners. We use a 
two-step procedure. First, we use matching to control for selection 
bias. Specifically, we use an exact one-on-one matching mechanism.  
For the firm sample, we match firms that incorporated with existing 
firms, based on the following variables: fixed assets, financial assets, 
cash holdings, total assets, total equity, total debt, and number of 
employees. 
 

In the second step, we use the sample of matched firms and estimate 
the following estimation equation using OLS: 
 

(1) Dependent Variablet+2 = α + β×Incorpt + ε  if Matchedt = 1 
 

We are interested in the dummy variable Incorpt, which can vary over 
time. For each year we obtain a coefficient β that is the difference 
between a newly incorporated firm and an existing firm. These 
coefficients are presented in Table 4.1 and 4.2. Note that we measure 
dependent variables two years after incorporation. 
 

We repeat the same approach for business owners. We use the 
following as matching variables: age, a dummy for being married, a 
dummy variable for having a tertiary education, the number of 
children, dummy variables for job occupation (public employee, 
accountant, consultant) and type of education (economics, law, 
information technology, medicine), total income, dividend income, 
labor income, and business income. We also match on pre-
incorporation-income to ensure similar incomes before a matched 
individual incorporates. 
 

In the second step, we use the sample of matched business owners and 
estimate the following estimation equation using OLS: 
 

(2) Dependent Variablet+1 = α + β×Incorpt + ε  if Matchedt = 1 
 

We are again interested in the dummy variable Incorpt, which can vary 
over time. This β coefficient is the difference between a business 
owner who incorporated and the business owner’s comparison group. 
We measure income variables one year after incorporation. That is, 
given that individuals are similar in period t, the β coefficients inform 
us of the difference in income due to incorporation after one year. 



 2014:2 The effect of incorporation on firm growth and business owner income 
 
 

99 

4.1.2 Changes in organizational form from a partnership to a 
closely held corporation 

We now analyze whether a partnership that incorporates as a 
closely held corporation has a different growth pattern. The 
estimation strategy is described in Box 4.1 and Table 4.1 
summarizes the estimation results for partnerships. The analysis 
compares the income development of partnerships that 
incorporates to that of similar partnerships that do not incorporate 
(Panel A in Table 4.1) and to that of similar, existing closely held 
corporations (Panel B in Table 5.1). The performance difference is 
measured two years after the incorporation and is represented by 
the estimated coefficient of the variable Incorp, which indicates the 
year of incorporation. This performance difference is estimated for 
each sample year so that we can track the difference over time and 
it is analyzed in four different dimensions, namely, profitability, 
sales growth, investment in capital stock, and change in the number 
of employees. Figure 4.1 illustrates the timing of the matching and 
estimation procedure. After matching on characteristics in the 
incorporation year, we measure the outcome variables two years 
after incorporation. 

Figure 4.1 Illustration of the Matching and Estimation Period 

 
The results show that more profitable partnerships are more likely 
to incorporate, an expected result from the literature. For instance, 
the profits of a partnership that incorporated in 2009 (Incorp_09) 
are, in 2011, about 15.5 percentage points higher than the profits 
(EBTDA) of a partnership that did not incorporate and about 15.4 
percentage points higher than the profits of an existing closely held 
corporation. This result holds for all years. 

Our investment and growth variables (columns 1, 3, and 4 of 
Table 4.1) indicate that new closely held corporations grow faster, 
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invest more, and hire more employees than remaining partnerships 
or existing closely held corporations. We observe positive 
differences in Panel A in Table 4.1 in all sample years. However, 
the differences are smaller after the 2006 tax reform than before 
and the differences in investment are insignificant or even negative 
in Panel B. 

These results indicate that the 2006 reform altered the 
composition of marginal firms changing their organizational form 
from a partnership to a closely held corporation (switchers). The 
tax reform increased the incentive to incorporate through a 
reduced dividend tax rate and increased dividend allowances. Our 
results indicate that marginal firms that incorporated after the 2006 
reform were less productive and had less growth potential than 
before the reform, but that incorporating firms still had higher 
profitability and growth than comparable firms that stayed 
unincorporated. One interpretation of this result is that the 2006 
reform reduced the tax burden for many closely held corporation 
owners and made incorporation profitable for more firms who 
would not have benefited from incorporation prior to 2006 and 
prior to the tax incentive.   
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Table 4.1 Performance Differentials for Partnerships Two Years after 
Incorporation 

Year of incorp. Sales growth 
after two years 

Profits: EBTDA 
after two years 

Investment in 
capital stock 

after two years 

Change in 
number of 

employees after 
two years 

Panel A: Comparison to Remaining Partnerships 

Incorp_01 0.1229** 0.0935*** 0.3996*** 0.0698 
Incorp_02 0.1281*** 0.1039*** 0.2101*** 0.3860*** 
Incorp_03 0.2012*** 0.1470*** 0.5443*** 0.3973*** 
Incorp_04 0.1842*** 0.1831*** 0.3969*** 0.3368*** 
Incorp_05 0.1673*** 0.1311*** 0.5296*** 0.4186*** 
Incorp_06 0.1860*** 0.1247*** 0.3028*** 0.3636*** 
Incorp_07 0.0967*** 0.1583*** 0.1351*** 0.1852* 
Incorp_08 0.1266*** 0.1634*** 0.0968*** 0.1959** 
Incorp_09 0.0920*** 0.1550*** 0.0391 0.3271*** 

Panel B: Comparison to Existing Closely Held Corporations 

Incorp_01 0.1211** 0.0925***   0.2375*** -0.0645 
Incorp_02 0.1263*** 0.1029***   0.0480 0.2517*** 
Incorp_03 0.1994*** 0.1459***   0.3821*** 0.2630** 
Incorp_04 0.1824*** 0.1821***   0.2348*** 0.2025** 
Incorp_05 0.1655*** 0.1301***   0.3674*** 0.2843** 
Incorp_06 0.1842*** 0.1236***   0.1406*** 0.2293*** 
Incorp_07 0.0948*** 0.1572*** -0.0270 0.0509 
Incorp_08 0.1248*** 0.1624*** -0.0654* 0.0616 
Incorp_09 0.0902*** 0.1540*** -0.1230*** 0.1929*** 

Note:This table presents the regression results for differences in Sales Growth, EBTDA, Investment in Capital Stock, 
and Change in Number of Employees between partnerships that incorporated and both the remaining self-employed 
and existing closely held corporations, estimated separately for each sample year. The differences in dependent 
variables are measured two years after incorporation and are represented by the estimated coefficient of the variable 
Incorp_ identifying the year of incorporation. The superscripts ***, **, and * indicate significance at the 1%, 5%, 
and 10% levels, respectively. Standard deviations are not reported but are available from the authors upon request. 
Panel A uses remaining partnerships as a reference. Panel B uses existing closely held corporations as a benchmark.  

4.1.3 Changes in organizational form from self-employment 
to a closely held corporation 

Table 4.2 summarizes our estimation performance differences 
between Self-employed firms who incorporated and a) the 
remaining self-employed and b) existing closely held corporations 
two years after incorporation. We find that following 
incorporation, the profits of the self-employed switching to closely 
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held corporations were much lower than those of the remaining 
self-employed individuals, but higher than those of existing closely 
held corporations. For example, a self-employed business owner 
who incorporated in 2009 made about 38.5 percentage points lower 
profits in 2011 than the remaining self-employed and 18.4 
percentage points higher profits than existing closely held 
corporations. The results are consistent across years and the 2006 
reform does not appear to have altered this relation. One 
explanation for this counterintuitive result, that Self-employed 
firms appear to be much more profitable than closely held 
corporations, is the sensitivity of our profit measure to changes in 
asset structure and additional investments. Since our profitability 
measure is defined as the ratio of earnings to the prior year’s total 
assets, an increase in assets—for example, through investments or 
through the minimum required equity—mechanically reduces the 
relative profits of incorporated businesses. Therefore, the 
comparison with (similar) existing closely held corporations gives a 
more compelling number. 

Our investment and growth variables (columns 1, 3, and 4 of 
Table 4.2) indicate that new closely held corporations established 
by the self-employed grow faster, invest more, and hire more 
employees than remaining Self-employed firms or existing closely 
held corporations. We again observe positive differences in Panel A 
in all sample years. However, the differences are smaller since the 
2006 tax reform than before it and the differences in investment are 
insignificant or even negative in Panel B. Further, we observe many 
insignificant differences across groups. In line with our results for 
partnerships, these results indicate that the 2006 reform affected 
which self-employed choose to incorporate. The increase in tax 
benefits incentivizes some of the self-employed to incorporate. 
These additional changes in organizational form generate growth 
and investment but this additional growth and investment is below 
pre-reform levels and also below the levels for partnerships. 
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Table 4.2 Performance Differentials for the Self-Employed Two Years after 
Incorporation 

Year of incorp. Sales growth 
after two years 

Profits: EBTDA 
after two years 

Investment in 
capital stock 

after two years 

Change in 
number of 

employees after 
two years 

Panel A: Comparison to Remaining Self-employed firms  

Incorp_01 0.0373 -0.4524***   0.2245** 0.3145 
Incorp_02 0.1705*** -0.4810***   0.3859*** 0.3916** 
Incorp_03 0.2616*** -0.4079***   0.2990*** 0.3872*** 
Incorp_04 0.2474*** -0.4070***   0.2606*** 0.4181*** 
Incorp_05 0.1017 -0.4877***   0.2539** 0.2151 
Incorp_06 0.2778*** -0.4258***   0.2320*** 0.5091*** 
Incorp_07 0.0892 -0.4289***   0.1854*** 0.5998*** 
Incorp_08 0.1691*** -0.3508***   0.2377*** 0.3710*** 
Incorp_09 0.1541*** -0.3852***   0.0472 0.5256*** 

Panel B: Comparison to Existing Closely Held Corporations 

Incorp_01 -0.0109 0.1166***   0.0612 0.1145 
Incorp_02 0.1223** 0.0880   0.2226** 0.1916 
Incorp_03 0.2134*** 0.1610***   0.1357* 0.1871 
Incorp_04 0.1992*** 0.1619***   0.0973 0.2180* 
Incorp_05 0.0535 0.0812**   0.0906 0.0151 
Incorp_06 0.2296*** 0.1431***   0.0687 0.3090*** 
Incorp_07 0.0410 0.1401***   0.0221 0.3997*** 
Incorp_08 0.1209** 0.2182***   0.0744 0.1710 
Incorp_09 0.1059** 0.1837*** -0.1161* 0.3256*** 

Note: This table presents the regression results for differences in Sales Growth, EBTDA, Investment in Capital Stock, 
and Change in Number of Employees between Self-employed firms who incorporated and both the remaining self-
employed and existing closely held corporations, estimated separately for each sample year. The differences in 
dependent variables are measured two years after incorporation and represented by the estimated coefficient of the 
variable Incorp_, identifying the year of incorporation. The superscripts ***, **, and * indicate significance at the 
1%, 5%, and 10% levels, respectively. Standard deviations are available from the authors upon request. 

4.2 Individual-level effects of incorporation 

We now test whether business owners who change the 
organizational form of their business also increase their total 
income at the individual level. However, any result in this direction 
would only be an association and not a sign of causality. 
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4.2.1 Empirical approach 

We follow the matching methodology described in Box 4.1 and 
compare the observable characteristics of business owners (self-
employed or owners of a partnership) who incorporate with 
comparable business owners of the same legal organizational form 
who stay unincorporated. We perform the matching on a variety of 
socioeconomic variables in the year before an individual 
incorporates. We then measure the outcome on various income 
variables one year after incorporation compared to business owners 
who stayed unincorporated and owners of existing closely held 
corporations. The three outcome variables used in the regressions 
are Total income, Dividend income, and Labor income. We are 
interested in the outcome one year after the matching, that is, one 
full income year after incorporation. Figure 4.2 illustrates the 
timing of the matching and estimation procedure. 

Figure 4.2 Illustration of the Matching and Estimation Period 

 
 
All income variables are measured as natural logarithms. The dual 
income tax in Sweden provides an incentive to use the payout 
channel—dividends versus labor income—that is taxed the least 
(Jacob and Alstadsæter, 2013). Therefore, we are analyzing not 
only the effect on the overall income but also the impact of the 
source of income (see also Jacob and Alstadsæter, 2013). 

4.2.2 Change from a partnership to a closely held corporation  

Table 4.3 presents the difference estimates for all sample years. 
Our results indicate that individuals who switch their 
organizational form from a partnership to a closely held 
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corporation realize lower total income and lower dividend income 
(in both 2002 and 2003). This result holds for both peer groups, 
remaining partnership owners and existing closely held corporation 
owners. Around 2006, we observe a change in differences in 
dividend income. After incorporation, the owners of new closely 
held corporations generate substantially larger dividend incomes 
than their counterparts. We interpret this as an effect of the 2006 
reform of the 3:12 rules, which allows closely held firm owners to 
take out substantially more dividends at the reduced dividend tax 
rate. The change in organizational form does not lead to additional 
gross total income relative to remaining partnerships after the 2006 
tax reform. Since labor income is reduced at the same time, it 
appears as if firms are using incorporation to reclassify labor 
income as capital income around the reform. 

We observe an increase in total income and in dividend income 
in our comparison to existing closely held corporations. That is, 
relative to established closely held corporation owners, individuals 
who change the organizational form of their business from a 
partnership to a closely held corporation experience an increase in 
total income. They use dividends as the payout channel for the 
increase in total income (for details on the payout policies of 
closely held corporations, see Jacob and Alstadsæter, 2013). This 
result indicates that, relative to existing closely held corporations, 
the reform has led to an income increase for new closely held 
corporation owners through higher dividends. 
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Table 4.3 Effects for Owners of Partnerships One Year after Incorporation 

Year of incorp. Total income after 
one year 

Dividend income after 
one year 

Labor income after 
one year 

Panel A: Comparison to Remaining Partnerships 

Incorp_02 -0.2606*** -0.2918* -0.3735*** 
Incorp_03 -0.2521*** -0.4962*** -0.1767*** 
Incorp_04 -0.1048***   0.0686 -0.2492*** 
Incorp_05 -0.0230   0.5600*** -0.2820*** 
Incorp_06 -0.1071***   0.5047*** -0.2932*** 
Incorp_07 -0.0333   1.1844*** -0.0415 
Incorp_08 -0.0144   0.9794*** -0.0572 
Incorp_09   0.0517*   0.6651*** -0.1063 
Incorp_10   0.0551   0.3556 -0.0948 

Panel B: Comparison to Existing Closely Held Corporations 

Incorp_02 -0.1862*** -0.4552*** -0.2141** 
Incorp_03 -0.1777*** -0.6597*** -0.0174 
Incorp_04 -0.0303 -0.0948 -0.0899 
Incorp_05   0.0515   0.3966** -0.1226 
Incorp_06 -0.0327   0.3412** -0.1338 
Incorp_07   0.0412   1.0209***   0.1179 
Incorp_08   0.0600**   0.8159***   0.1022 
Incorp_09   0.1261***   0.5017***   0.0530 
Incorp_10   0.1295***   0.1922   0.0646 

Note: This table presents the regression results for differences in Total income, Dividend Income, and Labor income 
for partnership owners who incorporate, compared to similar owners of remaining partnerships and of existing closely 
held corporations, estimated separately for each sample year. The differences in dependent variables are measured 
one year after incorporation and are represented by the estimated coefficient of the variable Incorp_, identifying the 
year of incorporation. The superscripts ***, **, and * indicate statistical significance at the 1%, 5%, and 10% 
levels, respectively. Standard deviations are not reported but are available from the authors upon request. 

4.2.3 Change from self-employment to a closely held 
corporation  

Table 4.4 replicates Table 4.3 but involves Self-employed firms who 
incorporate their business. Our results indicate that these 
individuals have lower total income if the incorporation took place 
during 2001–2004. This result holds for both comparison groups, 
the self-employed and existing closely held corporation owners. 
For firms incorporated in 2006 or later, we observe a different 
result: Total income is between 7.56% (incorporated in 2007) and 
16.9% (incorporated in 2009) higher for self-employed individuals 
who incorporate than for business owners who remain self-
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employed. The increase in total income is almost entirely driven by 
an increase in dividend income. 

We also observe an increase in total income and in dividend 
income in our comparison to existing closely held corporations. 
Relative to established closely held corporation owners, self-
employed individuals who incorporate their business experience an 
increase in total income. They use dividends as well as labor income 
as payout channels for the increase in total income. These results 
confirm an income increase for new closely held corporation 
owners since the reform. 

Table 4.4 Income Effects for Self-Employed Owners One Year after 
Incorporation 

Year of incorp. Total income after 
one year 

Dividend income after 
one year 

Labor income after 
one year 

Panel A: Comparison to Remaining Self-Employed Individuals 

Incorp_02 -0.1891***   0.1835 -0.4225*** 
Incorp_03 -0.0879*** -0.0184 -0.1698*** 
Incorp_04 -0.0887***   0.0783 -0.1006** 
Incorp_05 -0.1148**   0.8117*** -0.2599*** 
Incorp_06   0.0771***   1.1376***   0.1097*** 
Incorp_07   0.0756***   1.1150***   0.0588 
Incorp_08   0.0488*   1.2967*** -0.0045 
Incorp_09   0.1686***   1.1253*** -0.0509 
Incorp_10   0.1005***   0.6647*** -0.0833 

Panel B: Comparison to Existing Closely Held Corporations 

Incorp_02 -0.2172*** -0.4602*** -0.2760*** 
Incorp_03 -0.1161*** -0.6621*** -0.0233 
Incorp_04 -0.1168*** -0.5654***   0.0460 
Incorp_05 -0.1429***   0.1680 -0.1134 
Incorp_06   0.0490**   0.4940***   0.2563*** 
Incorp_07   0.0475*   0.4713***   0.2053*** 
Incorp_08   0.0207   0.6530***   0.1420*** 
Incorp_09   0.1405***   0.4816***   0.0957* 
Incorp_10   0.0724**   0.0210   0.0632 

Note: This table presents the regression results for differences in Total income, Dividend Income, and Labor income of 
a self-employed individual who incorporates, compared to similar remaining self-employed individuals and similar 
owners of existing closely held corporations, estimated separately for each sample year. The differences in dependent 
variables are measured one year after incorporation and are represented by the estimated coefficient of the variable 
Incorp_, identifying the year of incorporation. The superscripts ***, **, and * indicate statistical significance at the 
1%, 5%, and 10% levels, respectively. Standard deviations are not reported but are available from the authors upon 
request.
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5 Discussion and conclusions 

The present report addresses open questions in the evaluation of 
the 2006 tax reform and closes the gap between previous evidence 
of increased income shifting around 2006 and still unknown, 
potentially positive reform effects on value creation. Using a 
unique dataset that links firm-level information with individual 
characteristics, the purpose of the present report is to investigate 
whether the 2006 reform affected value creation, investments, and 
new business start-ups. 

We find that the 2006 tax reform changed the allocation of 
investments in capital stock across firms and there appears to have 
been a short-term increase in overall investments in real assets. 
After the reform, corporations with limited internal funding 
increased their investments relative to firms with cash reserves and 
retained earnings. In other words, investments have shifted to 
firms with investment opportunities but not the necessary funds. 
The dividend tax cut created access to cash and thereby improved 
resource allocation across firms. In contrast to investments in real 
assets, employment was very modestly affected by the reform. The 
2006 tax reform apparently had a relatively small effect on job 
creation. However, we find that the labor income of employees in 
closely held corporations increased after the reform and more so in 
previously cash constrained closely held corporations. These 
results are in line with theoretical predictions, as well as the 
intended reform effects. 

The next dimension of interest is the start-up of new businesses. 
Around 25% of newly started firms since the reform were pure tax 
planning firms, as defined and documented by Alstadsæter and 
Jacob (2012a). The present report analyzes whether these firms are 
truly new or existing firms that incorporated. We document that 
the 2006 tax reform did not affect the establishment of new closely 
held corporations with real activity. The increased number of new 
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closely held corporations with real activity is mainly driven by an 
increase in the number of existing partnerships and self-employed 
businesses changing organizational form to closely held 
corporations. This increase in the incorporation of self-employed 
businesses and partnerships is driven by the tax incentive. The 
likelihood of an existing unincorporated firm switching 
organizational form is greater if the owner has a tax incentive for 
doing so, that is, if the owner is subject to both local and central 
government income taxes. 

There are several non-tax motives for an existing firm to 
incorporate, such as reduced risk, easier access to external capital, 
or easier coordination between several owners. A reduction in the 
dividend tax rate makes it attractive for firms to incorporate even 
when they have no non-tax incentive to incorporate. Our results 
show that marginal existing firms that incorporated after the 
reform invested and grew less than marginal firms that 
incorporated before the reform. That is, our results suggest that, 
compared to remaining firms and established closely held 
corporations, firms switching their organizational form generate 
additional growth and investment but that this additional growth is 
below thepre-reform levels. This effect is stronger for partnerships 
changing organizational form than for the self-employed. At the 
business owner level, we observe positive income effects. Prior to 
the reform, business owners who changed organizational form had 
a lower total income than their peers (remaining partnership 
owners, self-employed individuals, and existing closely held 
corporation owners, respectively), while those changing 
organizational form after the reform had a higher total income. 
This income increase is due to higher dividend payouts. We 
conclude that the additional growth level created by firms changing 
organizational form is lower but still present since the reform, 
while their dividend payouts have increased. 

We present no exact magnitudes of the aggregated effects of 
value creation (documented in the present report) or of the total 
income-shifting responses to the 2006 reform of the 3:12 rules 
(documented by Alstadsæter and Jacob, 2012a). 

As long as the large differences persist between the top marginal 
tax rates on labor income and capital income within the Swedish 
dual income tax system, there will be tensions in the tax system. 
The 2006 reform and later changes in the rules and rates have made 
it more favorable to be taxed according to the 3:12 rules and the 
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ongoing process in Sweden of reducing the corporate income tax 
rate further extenuates these tensions.40 At this point we discuss 
how the income-shifting effects documented by Alstadsæter and 
Jacob (2012a,c and 2013a) can be counteracted by legislative 
changes without jeopardizing the real value generation  
documented in the present report. By tightening some of the 
loopholes within the 3:12 rules, one could reduce the extent of tax-
minimizing income shifting and tax planning without altering any 
of the 3:12 rules’ positive effects on growth and value creation. 

Given our results, we can summarize the main structural 
problems with the 3:12 rules that enable tax-minimizing income 
shifting. The suggestions below tie together the work on income 
shifting and real responses to the 2006 reform of the 3:12 rules. 
The general problems with the 3:12 rules can be summarized in the 
following open questions. 

1. To whom should the 3:12 rules apply? 
• How should one define a closely held corporation? 

Currently, a corporation is closely held if four or fewer 
owners control at least 50% of the shares. However, since all 
active owners count as one owner when determining whether 
a corporation is closely or widely held, this produces the 
extreme effect where one firm can have more than 1,000 
active owners. 

• What is an active owner? The current tax law definition only 
states that an owner is active if he contributes to the profit 
generation in the CHC to a considerable extent.   

• The 4% capital ownership restriction that was introduced in 
2014 does not affect the definition of a closely held 
corporation or that of an active owner. It merely limits the 
number of active owners who can utilize the wage allowance 
under the general rule. Active owners with less than 4% 
capital share will still be taxed according to the 3:12 rules but 
will have a reduced dividend allowance, since only the capital 
base is included in its calculation. However, since there are 
billions of Swedish kronor in accumulated, unused dividend 
allowances among the active owners of closely held 
corporations, it takes several years until the new rules are 
binding for many active owners. 

                                                                                                                                                          
40 However, such a corporate tax cut can potentially have effects on domestically active 
firms. As Brandstetter and Jacob (2013) show, a corporate tax cut increases the investments 
of domestically owned firms relative to foreign-owned firms. 



Discussion and conclusions  2014:2 
 
 

112 

2. Should owner wages be included in the wage base? 
• The 2006 reform made it beneficial to be an active owner of a 

human capital-intense closely held corporation and to use the 
main rule for calculating the dividend allowance. The reason 
for this is that the tax rate on dividends within the dividend 
allowance was reduced, the wage base was increased, and 
owner wages were included in the wage base for calculating 
dividend allowances under the main rule. This means that if 
an owner increases his own wage by SEK 100, the owner can 
increase his or her dividend allowance by SEK 50. This also 
makes it particularly attractive for owners of human capital-
intensive firms to be taxed according to the 3:12 rules and for 
the employees in such firms to become active owners to earn 
greater compensation for their labor efforts, distributed as 
dividends within the dividend allowance. 

• Should there be exceptions for so-called liberal professions in 
which the main production factor is high-skilled labor and 
where the return consists largely of the return of the labor 
efforts of the owner(s) and employees?41 

 
3. Should firm owners be able to accumulate dividend 

allowances (particularly under the simplification rule) 
when there is no activity in the corporation? 

• There is an activity clause for shareholders to be taxed 
according to the 3:12 rules. The introduction of an activity 
clause at the corporate level as well would eliminate the 
possibility of accumulating dividend allowances under the 
simplification rule in closely held corporations with little or 
no income. As emphasized by Alstadsæter and Jacob 
(2012a), this works as an option for future tax reductions on 
future earnings. 

 
4. Are the 3:12 rules too complex? 

• There should be an initiative to simplify the 3:12 rules. An 
increase in awareness of the reform and tax incentives for 
broader groups, especially employed individuals, could 
incentivize more employed individuals to set up businesses. 

                                                                                                                                                          
41 Norway previously had its version of the 3:12 rules, Delingsmodellen, where special, 
stricter rules applied to active owners in so-called liberal professions, for instance doctors 
and lawyers. Due to widespread income shifting, this rule was removed and replaced by a 
dividend tax in 2006 that also contains a tax-free dividend allowance for an imputed normal 
return to the share. 
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• Another issue is that the ownership share is self-reported 
and, as Alstadsæter and Jacob (2013b) document, the over-
reporting of ownership shares is widespread under the 
simplification rule. Any tax policy based on ownership shares 
requires a shareholder register where the tax authorities can 
cross-check self-reported ownership shares. 

The present report documents the effects of the 2006 tax reform 
on investments in real capital and employment, the foundation of 
truly new closely held corporations with real activity, and the 
income of owners and corporations. The purpose of the present 
report is to document whether the reform spurred any real effects 
on business activity. Quantification of these effects is beyond the 
scope of the report. 

Avenues for further research would be to quantify the 
magnitudes of the effects on value creation that are documented in 
the present report. In particular, it would be of interest to 
determine what drives the documented allocation effects on 
investments, whether they are driven by differences across 
industries, asset types, or source of funds. Our investment results 
point out that an overall effect and a tentative and thorough 
analysis of investment responses across organizational forms, 
industries, asset types, and regions are interesting avenues for 
policy-oriented research. In addition, it would be of interest to 
determine whether the income effects for employees are driven by 
industry differences or unions. Another research avenue would be 
to analyze the distributional effects of such income effects to study 
in more detail which individuals they benefit.
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Appendix: 
Data description and summary 
statistics 

A.1. Data sources 

This appendix presents the sources and compilation of our dataset 
in detail. In the following, we discuss data adjustments of the final 
sample used in this report. 

A.1.1. Firm-level data 

A.1.1.1.  Corporate tax data: Widely and closely held 
corporations 

The firm-level data that we use in our study are from 
FöretagsRegister och IndividDAtabas (FRIDA, or Firm Register and 
Individual Database). This database comprises a number of smaller 
databases for different types of organizational forms. In our 
analysis, we use information on widely held corporations, closely 
held corporations, partnerships, and the self-employed. Widely and 
closely held corporation were required to file the INK 2 form 
(Inkomstdeklaration 2) over the period 2000–2011. In the INK 2 
form, firms provide information on tax balance sheet items such as 
assets, equity, and debt. Further, the INK 2 form comprises 
information on profit and loss statements. Our corporate tax data 
contain all corporate tax returns filed over the 2000–2011 period. A 
unique firm-specific and anonymized identifier allows us to create a 
panel dataset. Following the approach of Alstadsæter and Jacob 
(2012a), we exclude firms with multiple entries in one cross 
section. We further exclude banks, funds, foundations, and state-
owned entities, which we identify by organizational form or 
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industry code. We exclude observations with negative values for 
the following variables: shareholder loans, nominal capital, debt, 
turnover, labor costs, scheduled depreciation, pensions and provisions 
in the liability account, loss carryforwards, and assets. Finally, we 
require firms to have data for at least three consecutive years. This 
ensures that we base our statistical results on sustainable firms. We 
further require firms to have non-zero assets and non-missing 
values for the number of employees. The former condition is 
necessary for the computation of ratios such as the retained 
earnings-to-total assets ratio. This yields our final sample of 
474,687 limited liability firms and 2,310,987 firm–year 
observations, from which we obtain data on 262,607 closely held 
corporations and 1,468,609 observations. 

A.1.1.2. Data on partnerships 

Firms with unlimited liability (handelsbolag), that is, partnerships, 
were required to file the INK 4 form (Inkomstdeklaration 4) over 
the period 2000–2011. Similar to corporations, firms provide 
information on tax balance sheet items and profit and loss 
statements. As for the corporate tax data, we exclude firms with 
multiple entries in one cross section. We exclude observations with 
negative values for the following variables: debt, turnover, labor 
costs, scheduled depreciation, pensions and provisions in the 
liability account, and assets. We require firms to have data for at 
least three consecutive years. We further require firms to have non-
zero assets and non-missing values for the number of employees.42 
This yields our final sample of 82,803 unlimited liability firms and 
444,762 firm–year observations. 

A.1.1.3. Data on the self-employed  

We have information on all Self-employed firms over the period 
2000–2011. The data contain the tax balance sheets and profit and 
loss statements for each self-employed business owner. However, 
many of these businesses appear to have been inactive for many 
years. In addition to the aforementioned data requirements, we 
                                                                                                                                                          
42 The number of employees and wages are missing for years 2000–2002 in the PS-data. We 
impute employees and the sum of wages from the individual data as we have the main 
employer’s id for each employed individual. 
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further require self-employed businesses to have at least one non-
zero value for either assets or turnover over the entire sample 
period. This yields a sample of 343,288 self-employed business 
owners and 1,948,803 observations. 

A.1.2. Individual and income tax data 

The second pillar of our data is individual leveldata, which 
comprise income tax returns, demographic characteristics, and 
family information over the period 1997–2011. Data sources 
include Inkomst och Taxering (IoT, or Income and Taxation), 
Longitudinell integrationsdatabas för Sjukförsäkrings- och 
Arbetsmarknadsstudier (RAMS/LISA, or Longitudinal Database for 
Health Insurance and Labor Market Studies), and entrepreneurship 
data compiled by the Ministry of Enterprises and Statistics Sweden. 
The latter informs us about intergenerational links in 
entrepreneurship.  

We make some sample adjustments to our panel data: We 
require non-missing information on age and income statistics. We 
further restrict the sample to individuals aged 18 to 75 years. We 
also truncate all income variables (e.g., total income, labor income, 
capital income, interest income, dividend income) at the 0.1% and 
99.9% levels to control for outliers. This approach yields a final 
panel of 8,444,441 individuals and 95,440,281 observations. 

A.1.3. Linking firm-level and individual-level data 

A.1.3.1. K10 form data: The identification of closely held 
corporations 

To identify individuals who actively participate in closely held 
corporations and to identify closely held corporations, we use the 
K10 form data. Each active owner of a closely held firm has to file 
the K10-form, and one K10-form per closely held corporation.. A 
unique firm ID and a unique individual ID allow us to link the 
corporate and individual data. A successful link identifies a closely 
held corporation in the corporate tax data. A successful link to 
individual income data identifies a closely held corporation owner. 
We require closely held corporation owners to have filed a K10-
form for at least two consecutive years for one firm.  
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A.1.3.2. N3A and N3B data: The identification of partnerships 

To identify unlimited liability firms, we use the N3A and N3B 
form data. Each individual of a partnership has to file an N3A form 
for each firm. The N3B form covers corporate owners who are not 
of interest in this report. A unique firm ID and a unique individual 
ID allow us to link corporate and individual data on partnerships. 
A successful link identifies a partnership in the corporate tax data. 
A successful link to the individual income data identifies an owner 
of a partnership. Again, we require owners to file an N3A form for 
at least two consecutive years for one firm. We denote these firms 
as partnerships. 

A.1.3.3. The identification of the self-employed 

Self-employed individuals can be identified by directly merging 
individual and firm IDs. These identifiers are identical in both 
datasets. We apply the aforementioned sample restrictions to base 
our report on sustainable businesses. We additionally require the 
self-employed to have total assets of over SEK 50,000 and an active 
income. We also require firms to have non-zero profits in at least 
one year. We denote owners of these businesses as self-employed. 

A.1.3.4. The employer–employee link 

Finally, the data allow a unique link from employee to employer. 
Each individual tax return contains the unique firm ID of the main 
employer. That is, in the individual level dataset, we can identify 
the main employer. This information can then be linked to the 
firm’s dataset. Likewise, employer information can be linked to the 
individual level dataset. 

A.1.4. Data overview 

Figure A.1 summarizes the data and the linking possibilities 
therein. The firm panel is available from 2000 to 2011. It covers 
different types of organizational forms. The identification of 
closely held corporations stems from the successful link of firm 
and individual data via the K10 form data. Data on partnerships are 
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appended and can be linked to the individual data using the N3A 
form data. Firm information for businesses run by the self-
employed is linked to the corresponding self-employed individual 
by the individual’s ID. We have to note that the number of firms 
and the number of firm–year observations also cover the self-
employed. When excluding the self-employed, we obtain 2,649,282 
firm–year observations. 

The individual data cover the period 1997–2011. The data cover 
employed individuals as well as individuals participating in closely 
held corporations, partnerships, and/or self-employment. The 
latter four categories are non-exclusive. That is, individuals can 
participate in different types of businesses. Finally, for each 
individual, we have a unique employer ID that can be linked to the 
firm data. That is, we can link employee characteristics to an 
employer and vice versa. 

Figure A.1 Structure of the Dataset 

 

A.2. Descriptive statistics 

We now present our main variables and descriptive statistics for 
both the firm data and the individual data. This section covers all 
variables used in the report and presents their definitions. 
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A.2.1. Firm-level variables 

A.2.1.1. All firms 

For the sample of closely held corporations, widely held 
corporations, partnerships, and self-employed businesses, we use 
the following variables: Fixed Assets (materiella anläggningstill-
gångar), Financial Assets (finansiella anläggningstillgångar), Cash 
Holdings (Kassa, bank och redovisningsmedel), Total Assets, 
Nominal Equity (bundet eget kapital), Retained Earnings (fritt eget 
kapital), Total Equity (nominal equity and retained earnings), 
Provisions (avsättningar), Long-Term Debt (långfristiga skulder), 
Short-Term Debt (kortfristiga skulder), Turnover (nettoomsättning), 
Labor Costs (personalkostnader), Operating Profit, and Taxable 
Income. Operating profit is defined according to Statistics 
Sweden’s definition of value added.43 Due to attempts to reduce 
administrative costs, the income files are simplified and some 
information, such as marketing and advertisement costs, are not 
available in later years. We base our descriptive statistics and 
analysis on variables that are available in all sample years. All 
variables are defined in Swedish kronor. We additionally include 
two dummy variables indicating if a firm has nominal equity of 
SEK 100,000 (Minimum Equity) or nominal equity below SEK 
150,000 (Low Equity). We additionally obtain information on the 
number of employees. The variable Sales Growth is the percentage 
change in turnover from t - 2 to t; Investment in Capital is defined 
as the change in fixed assets before depreciation relative to the 
previous year’s fixed assets; Employment Effect is defined as the 
absolute change in the number of employees from t - 1 to t; CHC, 
WHC, and PS are indicator variables for the three organizational 
forms closely held corporations (CHC), widely held corporations 
(WHC), and partnerships (PS). 

For our empirical analysis, we need to normalize balance sheet 
and profit and loss statement items. We scale variables by total 
assets of the preceding year. We use the ratios of fixed assets to 
total assets (FA_TA), working capital (sum of inventories and 
receivables) to total assets (WC_TA), cash to assets (Cash_TA), 
short- and long-term debt to assets (Debt_TA), retained earnings 
                                                                                                                                                          
43 For the period 2000–2006, we define operating profit, using variables from the FRIDA 
database, as V0400 + V0401 + V0509 - V0510 + V0402 - V0500 - V0526 - V0528 - V0529 - 
V0531 - V0536 - V0538 - V0541 - V0530 - V0527. As of 2007, we compute operating profits 
as V7410 + V7413 + V7411 - V7510 + V7412 - V7511 - V7512 - V7513. 



 2014:2 Appendix: Data description and summary statistics 
 
 

127 

to assets (RE_TA), labor costs to assets (Wages_TA), operating 
profits to total assets (OpProfits_TA), and earnings before tax and 
depreciation to total assets (EBTDA_TA). 

Table A.1 summarizes firm-level variables. Panel A presents 
firm-level variables in Swedish kronor. As indicated by the large 
difference between the mean and the median—for example, SEK 
13,512,581 and SEK 491,640, respectively, for total assets—some 
very large firms are driving the mean up. The standard deviation is 
very high for all variables in SEK. The median firm has SEK 
110,000 in equity, total assets of about SEK 500,000, and an 
operating profit of SEK 175,062. The average firm has 4.17 
employees. About 18% of all firms are closely held corporations, 
about 9.45% are partnerships, and about 41.5% have self-employed 
owners. Firms invest, on average, about 27% of their prior year’s 
fixed assets in new fixed assets (investment in capital stock). The 
results in Panel B are for normalized variables. On average, 22% of 
total assets are fixed assets, about 35% are working capital, and 
24% are held in cash positions. The average operating profit-to-
total assets ratio amounts to 80.61% However, profitability varies 
considerably, from 0% (25th percentile) to 99.6% (75th 
percentile). 
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Table A.1 Summary Statistics for All Firms 

Variable 
Obser-
vations 

Mean 
Standard 
Deviation 

25th 
Percentile 

Median 
75th 

Percentile 

Panel A: Firm Variables 

Fixed Assets 4,704,552 2,408,298 61,565,986 0 26,320 301,541 
Financial Assets 4,704,552 4,747,565 336,154,905 0 0 15,804 
Cash Holdings 4,704,552 804,428 31,974,958 604 48,536 255,531 
Total Assets 4,704,552 13,512,581 517,035,835 91,634 491,640 2,112,454 
Nominal Equity 4,704,552 1,316,547 69,313,933 1,684 110,000 128,583 
Retained Earnings 4,704,552 3,429,851 259,461,636 0 0 249,744 
Total Equity 4,704,552 4,743,883 280,791,656 0 146,687 662,549 
Provisions 4,704,552 605,219 57,341,817 0 0 0 
Long-Term Debt 4,704,552 3,587,522 173,838,311 0 0 174,000 
Short-Term Debt 4,704,552 3,889,305 181,574,787 5,000 75,156 436,232 
Turnover 4,704,552 9,443,179 304,103,208 30,800 474,476 1,932,575 
Labor Costs 4,704,552 1,380,178 31,191,578 0 0 367,015 
Operating Profit 4,704,552 2,461,640 76,490,207 0 175,062 722,734 
Taxable Income 4,704,552 -8,685 52,489,468 -1,400 35,184 178,767 
Minimum Equity 4,704,552 0.0870 0.2818 0.0000 0.0000 0.0000 
Low Equity 4,704,552 0.7645 0.4243 1.0000 1.0000 1.0000 
Number of Employees 4,704,552 4.1740 66.0700 0.0000 1.0000 2.0000 
Sales Growth 3,442,195 -0.0389 0.6790 -0.1652 0.0000 0.1944 
Investment in Capital 4,675,749 0.2731 1.0390 0.0000 0.0000 0.1714 
Employment Effect 2,769,514 -0.0677 0.4079 0.0000 0.0000 0.0000 
CHC 4,704,552 0.3122 0.4634 0.0000 0.0000 1.0000 
WHC 4,704,552 0.1791 0.3834 0.0000 0.0000 0.0000 
PS 4,704,552 0.0945 0.2926 0.0000 0.0000 0.0000 

Panel B: Normalized Firm Variables 

FA_TA 4,601,626 0.2222 0.3143 0.0000 0.0562 0.3585 
WC_TA 4,604,749 0.3461 0.3998 0.0106 0.2132 0.5656 
Cash_TA 4,597,818 0.2447 0.3734 0.0004 0.0810 0.3526 
Debt_TA 4,589,530 0.4889 0.6744 0.0370 0.3317 0.7188 
RE_TA 4,666,602 0.0999 0.2796 0.0000 0.0000 0.1732 
Wages_TA 4,665,615 0.2433 0.4739 0.0000 0.0000 0.2980 
OpProfits_TA 4,532,682 0.8061 1.5950 0.0000 0.2690 0.9959 
EBTDA_TA 4,227,513 0.3252 1.3650 0.0000 0.0900 0.3289 
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A.2.1.2. Closely held corporations 

Table A.2 summarizes firm-level variables for closely held 
corporations. The median firm has SEK 120,000 in equity, total 
assets of about SEK 1.35 million, and an operating profit of SEK 
571,722. The average firm has four employees. Firms invest, on 
average, about 37% of their prior year’s fixed assets in new fixed 
assets (investment in capital stock). On average, 19% of total 
assets are fixed assets, about 43% are working capital, and 26% are 
held in cash positions. The average operating profit-to-total assets 
ratio amounts to 65.6% Again, profitability varies considerably, 
from 5.5% (25th percentile) to 99% (75th percentile). The average 
debt-to-assets ratio of closely held corporations amounts to 50%. 
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Table A.2 Summary Statistics for Closely Held Corporations 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Firm Variables 

Fixed Assets 1,460,321 1,276,067 12,583,596 6,251 69,795 476,100 
Financial Assets 1,460,321 1,029,923 42,831,220 0 0 180,000 
Cash Holdings 1,460,321 732,791 5,605,749 32,309 169,821 554,180 
Total Assets 1,460,321 5,175,258 72,259,418 530,344 1,350,759 3,577,195 
Nominal Equity 1,460,321 328,076 11,948,804 107,700 120,000 120,000 
Retained Earnings 1,460,321 1,777,593 34,252,564 37,715 265,953 999,265 
Total Equity 1,460,321 2,105,670 40,443,973 160,209 410,040 1,193,821 
Provisions 1,460,321 281,286 7,107,872 0 0 98,178 
Long-Term Debt 1,460,321 1,138,930 21,363,900 0 0 355,478 
Short-Term Debt 1,460,321 1,401,287 19,250,309 112,600 348,542 987,069 
Turnover 1,460,321 6,109,016 31,077,208 337,207 1,474,766 4,579,090 
Labor Costs 1,460,321 1,257,488 7,668,057 16,981 397,434 1,125,224 
Operating Profit 1,460,321 1,931,232 16,072,073 60,336 571,722 1,680,972 
Taxable Income 1,460,321 167,879 4,717,206 -27,938 34,617 217,392 
Minimum Equity 1,460,321 0.1597 0.3664 0.0000 0.0000 0.0000 
Low Equity 1,460,321 0.8539 0.3532 1.0000 1.0000 1.0000 
Number of 
Employees 1,460,321 3.9920 18.5600 0.0000 1.0000 4.0000 
Sales Growth 1,174,406 -0.0374 0.6520 -0.1738 0.0000 0.2082 
Investment in 
Capital 1,460,321 0.3701 1.1660 0.0000 0.0002 0.3058 
Employment Effect 1,003,282 -0.0315 0.4021 -0.0952 0.0000 0.0000 

Panel B: Normalized Firm Variables 
FA_TA 1,460,321 0.1926 0.2717 0.0063 0.0634 0.2788 
WC_TA 1,460,321 0.4324 0.3715 0.1306 0.3605 0.6616 
Cash_TA 1,460,321 0.2648 0.3097 0.0235 0.1531 0.4088 
Debt_TA 1,460,321 0.5052 0.4019 0.2009 0.4520 0.7281 
RE_Ta 1,460,321 0.2343 0.3643 0.0429 0.2154 0.4502 
Wages_TA 1,460,321 0.4715 0.5696 0.0146 0.2899 0.6923 
OpProfits_TA 1,460,321 0.6561 0.8074 0.0550 0.4306 0.9905 
EBTDA_TA 1,460,023 -0.0034 0.5574 -0.0074 0.0694 0.1745 

A.2.1.3. Widely held corporations 

Table A.3 summarizes firm-level variables for widely held 
corporations. The median firm has SEK 120,000 in equity, total 
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assets of about SEK 1.7 million, and an operating profit of SEK 
257,455. The average firm has 14 employees. However, the high 
mean stems from a few very large firms, as indicated by the 
standard deviation of 151. Firms invest, on average, about 27.5% of 
their prior year fixed assets in new fixed assets (investment in 
capital stock). On average, 18% of total assets are fixed assets, 
about 48% are working capital, and 19% are held in cash positions. 
The average operating profit-to-total assets ratio amounts to 43% 
Again, profitability varies considerably, from 0% (25th percentile) 
to 63% (75th percentile). The average debt-to-assets ratio of 
widely held corporations amounts to 50%. 
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Table A.3 Summary Statistics for Widely Held Corporations 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Firm Variables 

Fixed Assets 843,644 8,602,274 137,624,492 0 39,691 712,500 
Financial Assets 843,644 24,026,270 790,520,160 0 0 100,000 
Cash Holdings 843,644 2,730,419 72,592,409 3,000 89,238 531,907 
Total Assets 843,644 60,792,185 1,206,806,965 303,587 1,650,280 8,404,243 
Nominal Equity 843,644 5,506,896 155,940,961 100,300 120,000 217,000 
Retained Earnings 843,644 15,705,047 612,170,578 0 128,626 1,268,394 
Total Equity 843,644 21,211,943 659,718,315 106,453 344,889 1,904,358 
Provisions 843,644 2,793,792 132,446,423 0 0 33,200 
Long-Term Debt 843,644 15,674,569 404,556,869 0 0 482,611 
Short-Term Debt 843,644 18,050,984 420,366,215 28,918 375,589 2,322,328 
Turnover 843,644 39,080,850 701,783,070 0 974,949 7,620,879 
Labor Costs 843,644 5,267,784 70,808,259 0 40,000 1,413,539 
Operating Profit 843,644 9,363,158 178,417,288 0 257,455 2,372,479 
Taxable Income 843,644 -666,559 122,636,338 -58,480 0 108,116 
Minimum Equity 843,644 0.2112 0.4082 0.0000 0.0000 0.0000 
Low Equity 843,644 0.7170 0.4505 0.0000 1.0000 1.0000 
Number of Employees 843,644 13.8600 151.3000 0.0000 0.0000 5.0000 
Sales Growth 624,892 -0.0317 0.6420 -0.1051 0.0000 0.1604 
Investment in Capital 843,644 0.2749 1.0640 0.0000 0.0000 0.1750 
Employment Effect 409,089 -0.0614 0.4231 -0.1667 0.0000 0.0714 

Panel B: Normalized Firm Variables 

FA_TA 843,644 0.1754 0.2924 0.0000 0.0233 0.2118 
WC_TA 843,644 0.4805 0.4347 0.0735 0.4169 0.8042 
Cash_TA 843,644 0.1945 0.3037 0.0012 0.0498 0.2631 
Debt_TA 843,644 0.5030 0.4692 0.0882 0.4497 0.7906 
RE_Ta 843,644 0.1193 0.3776 0.0000 0.0748 0.2949 
Wages_TA 843,644 0.2970 0.4971 0.0000 0.0200 0.4180 
OpProfits_TA 843,644 0.4296 0.7679 0.0000 0.1035 0.6321 
EBTDA_TA 842,159 -0.1169 0.7279 -0.0514 0.0080 0.0861 

A.2.1.4. Partnerships 

Table A.4 summarizes firm-level variables for partnerships. The 
median partnership has total equity of SEK 14,718, total assets of 
about SEK 226,134, and an operating profit of SEK 139,441. The 
average firm has 1.19 employees. Firms invest, on average, about 



 2014:2 Appendix: Data description and summary statistics 
 
 

133 

24% of their prior year’s fixed assets in new fixed assets 
(investment in capital stock). On average, 29% of total assets are 
fixed assets, about 33% are working capital, and 29% are held in 
cash positions. The average operating profit-to-total assets ratio 
amounts to 102% Again, profitability varies considerably, from 
2.8% (25th percentile) to 130% (75th percentile). The high 
operating profit-to-total assets ratio is likely due to low assets and 
low capital intensity. The average debt-to-assets ratio of 
partnerships amounts to 61%. 
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Table A.4 Summary Statistics for Partnerships 

Variable NOBS Mean Std. Dev. P25 Median P75 
Panel A: Firm Variables 

Fixed Assets 438,735 2,996,446 38,814,810 0 21,243 180,000 
Financial Assets 438,735 176,253 6,032,409 0 0 0 
Cash Holdings 438,735 282,953 4,180,861 1,449 24,450 115,284 
Total Assets 438,735 4,848,416 54,386,271 60,750 226,134 816,830 
Nominal Equity 438,735 1,049,169 23,946,089 -122,914 15,435 188,670 
Retained Earnings 438,735 132,581 6,735,368 0 0 0 
Total Equity 438,735 1,155,054 23,648,067 -118,527 14,718 177,502 
Provisions 438,735 4,634 401,129 0 0 0 
Long-Term Debt 438,735 2,263,057 27,225,069 0 0 114,687 
Short-Term Debt 438,735 1,078,029 29,260,077 5,125 36,014 156,225 
Turnover 438,735 2,095,226 34,732,749 49,455 362,912 1,208,023 
Labor Costs 438,735 170,489 3,253,588 0 0 2,500 
Operating Profit 438,735 878,516 8,910,466 4,134 139,441 527,582 
Taxable Income 438,735 281,972 6,056,890 -5,613 39,007 220,382 
Minimum Equity 438,735 0.0004 0.0204 0.0000 0.0000 0.0000 
Low Equity 438,735 0.7215 0.4482 0.0000 1.0000 1.0000 
Number of Employees 438,735 1.1910 13.7500 0.0000 0.0000 1.0000 
Sales Growth 326,882 -0.0692 0.7187 -0.2232 0.0000 0.1907 
Investment in Capital 438,735 0.2403 0.9792 0.0000 0.0000 0.1016 
Employment Effect 173,640 -0.0666 0.4899 -0.1250 0.0000 0.0000 

Panel B: Normalized Firm Variables 

FA_TA 438,735 0.2925 0.3441 0.0000 0.1326 0.5319 
WC_TA 438,735 0.3250 0.4063 0.0120 0.1701 0.5184 
Cash_TA 438,735 0.2944 0.4221 0.0060 0.1099 0.4368 
Debt_TA 438,735 0.6129 0.9480 0.0549 0.3248 0.8573 
RE_Ta 438,735 0.0083 0.0502 0.0000 0.0000 0.0000 
Wages_TA 438,735 0.1266 0.3723 0.0000 0.0000 0.0067 
OpProfits_TA 438,735 1.0190 1.8790 0.0278 0.3250 1.2990 
EBTDA_TA 431,316 0.3325 1.7430 0.0000 0.1589 0.6831 

A.2.1.5. Self-employed Business owners 

Table A.5 summarizes firm-level variables for the. The median total 
equity of such firms is SEK 2,041, with total assets of about SEK 
98,370 and an operating profit of SEK 67,092. The average firm has 
0.7 employees. Firms invest, on average, about 19% of their prior 
year’s fixed assets in new fixed assets (investment in capital stock). 
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On average, 24% of total assets are fixed assets, about 22% are 
working capital, and 23% are held in cash positions. The average 
operating profit-to-total assets ratio amounts to 100% Again, 
profitability varies considerably, from 0% (25th percentile) to 
112% (75th percentile). Again, the high operating profit-to-total 
assets ratio is likely due to low assets and lower capital intensity, as 
opposed to closely and widely held corporations. The average debt-
to-assets ratio of the self-employed amounts to 42%. 
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Table A.5 Summary Statistics for the Self-Employed 

Variable NOBS Mean Std. Dev. P25 Median P75 
Panel A: Firm Variables 

Fixed Assets 2,033,908 409,233 2,677,305 0 7,711 144,370 
Financial Assets 2,033,908 21,548 309,159 0 0 0 
Cash Holdings 2,033,908 106,812 423,397 0 7,907 86,244 
Total Assets 2,033,908 744,369 3,351,358 0 98,370 502,948 
Nominal Equity 2,033,908 232,548 1,294,225 0 2,041 176,468 
Retained Earnings 2,033,908 27,321 215,077 0 0 0 
Total Equity 2,033,908 259,869 1,365,880 0 3,650 188,232 
Provisions 2,033,908 552 27,441 0 0 0 
Long-Term Debt 2,033,908 348,456 2,754,100 0 0 50,000 
Short-Term Debt 2,033,908 74,833 325,966 0 7,189 57,625 
Turnover 2,033,908 506,278 1,125,954 0 177,713 595,615 
Labor Costs 2,033,908 34,086 176,447 0 0 0 
Operating Profit 2,033,908 191,153 405,035 0 67,092 270,611 
Taxable Income 2,033,908 92,043 170,085 202 53,787 163,721 
Minimum Equity 2,033,908 0.0001 0.0122 0.0000 0.0000 0.0000 
Low Equity 2,033,908 0.7325 0.4426 0.0000 1.0000 1.0000 
Number of Employees 2,033,908 0.7096 0.9104 0.0000 1.0000 1.0000 
Sales Growth 1,365,288 -0.0349 0.6930 -0.1535 0.0000 0.1824 
Investment in Capital 2,022,178 0.1943 0.9129 0.0000 0.0000 0.0576 
Employment Effect 1,184,895 -0.1025 0.3891 0.0000 0.0000 0.0000 

Panel B: Normalized Firm Variables 

FA_TA 1,942,844 0.2445 0.3391 0.0000 0.0486 0.4339 
WC_TA 1,954,116 0.2158 0.3608 0.0000 0.0426 0.2981 
Cash_TA 1,946,872 0.2329 0.4234 0.0000 0.0264 0.2962 
Debt_TA 1,943,804 0.4235 0.8113 0.0000 0.1009 0.5726 
RE_Ta 2,021,123 0.0121 0.0599 0.0000 0.0000 0.0000 
Wages_TA 2,009,663 0.0685 0.2834 0.0000 0.0000 0.0000 
OpProfits_TA 1,886,290 0.9997 2.1040 0.0000 0.1654 1.1160 
EBTDA_TA 1,549,995 0.8635 1.7770 0.0360 0.2750 1.0390 

A.2.2. Individual-level variables 

A.2.2.1. All individuals 

Our individual-level variables comprise income variables, as well as 
demographic characteristics. For income variables we use total 
income, earned income (total income minus capital income), labor 



 2014:2 Appendix: Data description and summary statistics 
 
 

137 

income, capital income, dividend income, and interest income. 
Capital income comprises dividends, interest income, capital gains, 
and capital losses. We use wealth tax payments and total tax as tax 
variables. The variable Number Employers counts the number of 
employers. The variables CHC Owner, Owner of Partnership, and 
Self-Employed are dummy variables indicating if an individual 
participates in a closely held corporation, a partnership, and self-
employment, respectively. The dummy variables Father Business 
Owner and Mother Business Owner are related to intergenerational 
links. These dummy variables indicate if the father and mother, 
respectively, owned a business in one of the past 10 years. Since 
these two variables are not available for all sample years, the 
number of observations is less than the number of observations for 
all the other variables. 
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Table A.6 Summary Statistics for All Individuals 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Income Variables 

Total Income 95,440,281 210,799 162,404 113,600 191,700 272,700 
Earned Income 95,440,281 209,572 148,748 115,200 195,600 276,800 
Labor Income 95,440,281 171,709 166,431 5,980 163,499 268,443 
Number Employers 95,440,281 1.055 0.978 0.000 1.000 1.000 
Capital Income 95,440,281 1,227 63,863 -11,900 -500 700 
Dividend Income 95,440,281 2,350 16,375 0 0 608 
Interest Income 95,440,281 1,563 9,653 0 0 575 
Wealth Tax 95,440,281 321 3,201 0 0 0 
Total Tax 95,440,281 69,698 68,455 30,418 58,521 85,598 
CHC Owner 95,440,281 0.025 0.158 0.000 0.000 0.000 
Owner of Partnership 95,440,281 0.009 0.097 0.000 0.000 0.000 
Self-Employed 95,440,281 0.026 0.160 0.000 0.000 0.000 
Father Business Owner 82,380,262 0.158 0.365 0.000 0.000 0.000 
Mother Business Owner 82,380,262 0.101 0.301 0.000 0.000 0.000 

Panel B: Demographic Variables 

Age 95,440,281 44.810 15.820 32.000 44.000 58.000 
Married 95,440,281 0.445 0.497 0.000 0.000 1.000 
Num Children 95,440,281 0.580 0.964 0.000 0.000 1.000 
Female 95,440,281 0.499 0.500 0.000 0.000 1.000 
University Degree 95,440,281 0.135 0.341 0.000 0.000 0.000 
Economics Degree 95,440,281 0.103 0.304 0.000 0.000 0.000 
Law Degree 95,440,281 0.007 0.084 0.000 0.000 0.000 
IT Degree 95,440,281 0.010 0.102 0.000 0.000 0.000 
Medical Degree 95,440,281 0.013 0.114 0.000 0.000 0.000 

 
 

For demographic variables, we use age, an indicator variable for 
being married (Married), the number of children under 18 (Num 
Children), an indicator variable for women (Female), a dummy 
variable for tertiary education (University Degree), and indicator 
variables for the type of education, namely, in economics 
(Economics Degree), law (Law Degree), information technology 
(IT Degree), and medicine (Medical Degree). 

Table A.6 summarizes the variables for the sample of 8,444,441 
individuals over the period 1997–2011. On average, total income 
amounts to SEK 210,799. The average labor income is SEK 
171,709. The majority of individuals have one employer (mean 
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1.055). Individuals, on average, receive few dividends (mean SEK 
2,350) and little interest income (mean SEK 1,563). Total tax 
payments average about SEK 70,000, which is about a third of total 
income. About 2.5% of all individuals are closely held corporation 
owners, about 1% participate in partnerships, and some 5.5% are 
self-employed. In about 15.8% (10.1%) of the observations, we 
find that the father (mother) was self-employed or a business 
owner or held a leading role in a company in any of the 10 past 
years. Individuals are, on average, 44.81 years old (median 44 years) 
and 50% are female. About 44.5% of the individuals in our sample 
were married. Some 13.5% hold a university degree from at least 
four years of tertiary education and 10.3% hold a tertiary business 
or economics degree. 

A.2.2.2. Closely held corporation owners 

Table A.7 summarizes individual-level variables for the sample of 
closely held corporation owners. Over the sample period, we 
observe 382,779 closely held corporation owners, for a total of 
2,375,043 individual–year observations. As additional variables, we 
use the number of closely held corporations in which one 
individual invests (Number of Firms), owner wages from their 
closely held corporation(s) (Labor Income CHC), and dividend 
payouts from the closely held corporation. The latter are divided 
into three variables: Div_CHC Taxable comprises the taxable part 
of dividends from closely held corporation while Div_CHC Tax 
Exempt covers the tax-exempt part; Excess Div_CHC comprises 
excess dividends that are taxed as wage income. 

On average, total income amounts to SEK 373,529 and average 
labor income is SEK 293,569 from about 1.27 employers. 
Dividends from all sources amount, on average, to SEK 28,103. 
Total tax payments average about SEK 134,009. Average labor 
income from the closely held corporation amounts to 174,228 and 
all its dividends amount to over SEK 24,000, on average. The 
average closely held corporation owner participates in about 1.1 
closely held corporations. About 4.3% of closely held corporation 
owners also participate in partnerships. Some 6.3% are additionally 
self-employed. In about 23.8% (17.2%) of the observations, we 
find that the father (mother) was self-employed or a business 
owner or held a leading role in a company in any of the 10 past 
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years. Closely held corporation owners are, on average, 49.25 years 
old (median 50 years) and only 26% are female. About 63.7% of 
the closely held corporation owners are married. Some 19.1% hold 
a university degree from at least four years of tertiary education 
and 16.1% hold a tertiary business or economics degree. 
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Table A.7 Summary Statistics for Closely Held Corporation Owners 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Income Variables 

Total Income 2,375,043 373,529 263,403 217,900 316,000 457,100 
Earned Income 2,375,043 335,435 195,399 217,400 305,900 410,700 
Labor Income 2,375,043 293,569 199,760 168,000 281,151 386,826 
Number Employers 2,375,043 1.274 0.864 1.000 1.000 2.000 
Capital Income 2,375,043 38,095 150,227 -18,700 0 38,700 
Dividend Income 2,375,043 28,103 75,345 3 1,068 13,694 
Interest Income 2,375,043 2,986 38,499 0 152 4,463 
Wealth Tax 2,375,043 1,265 7,715 0 0 0 
Total Tax 2,375,043 134,009 114,162 67,003 101,936 164,286 
CHC Owner 2,375,043 1.000 0.000 1.000 1.000 1.000 
Owner of Partnership 2,375,043 0.043 0.204 0.000 0.000 0.000 
Self-Employed 2,375,043 0.063 0.243 0.000 0.000 0.000 
Father Business Owner 2,368,854 0.238 0.426 0.000 0.000 0.000 
Mother Business Owner 2,368,854 0.172 0.377 0.000 0.000 0.000 
Number of Firms 2,375,043 1.090 0.340 1.000 1.000 1.000 
Labor Income CHC 2,375,043 174,228 182,195 0 155,000 300,000 
Div_CHC Taxable 2,375,043 14,354 39,821 0 0 5,933 
Div_CHC Tax Exempt 2,375,043 10,031 33,236 0 0 6,667 
Excess Div_CHC 2,375,043 1,311 13,873 0 0 0 

Panel B: Demographic Variables 
Age 2,375,043 49.250 11.500 41.000 50.000 58.000 
Married 2,375,043 0.637 0.481 0.000 1.000 1.000 
Num Children 2,375,043 0.708 1.011 0.000 0.000 1.000 
Female 2,375,043 0.258 0.438 0.000 0.000 1.000 
University Degree 2,375,043 0.191 0.393 0.000 0.000 0.000 
Economics Degree 2,375,043 0.161 0.367 0.000 0.000 0.000 
Law Degree 2,375,043 0.015 0.122 0.000 0.000 0.000 
IT Degree 2,375,043 0.013 0.115 0.000 0.000 0.000 
Medical Degree 2,375,043 0.026 0.161 0.000 0.000 0.000 

A.2.2.3. Owners of partnerships 

Table A.8 summarizes individual-level variables for the sample of 
partnership owners. Over the sample period, we observe 162,030 
owners of partnerships, for 902,805 individual–year observations. 
The average income (SEK 273,663) is below that for closely held 
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corporation owners. On average, partnerships owners have a labor 
income of SEK 231,275. They receive few dividends (SEK 5,749) 
and little interest income (SEK 2,373). Income from the firm 
amounts to SEK 41,257. On average, 11.4% of owners of 
partnerships also participate in a closely held corporation. About 
one-fifth (one-seventh) of owners of partnerships have a father 
(mother) who held a business or a leading role in a firm in any of 
the past 10 years. Owners of partnerships are, on average, 49 years 
old (median 50 years) and 35% are female. About 65% of the 
closely held corporation owners are married. Some 18.7% hold a 
university degree from at least four years of tertiary education and 
12.5% hold a tertiary business or economics degree, which is well 
below the average for closely held corporation owners. 
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Table A.8 Summary Statistics for Owners of Partnerships 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Income Variables 

Total Income 902,805 273,662 217,205 139,200 235,500 345,700 
Earned Income 902,805 262,004 181,434 141,500 237,100 337,300 
Labor Income 902,805 231,275 190,367 88,964 210,495 324,167 
Number Employers 902,805 1.438 1.044 1.000 1.000 2.000 
Capital Income 902,805 11,657 111,097 -20,700 -4,200 7,300 
Dividend Income 902,805 5,749 30,405 0 104 1,606 
Interest Income 902,805 2,373 16,300 0 13 987 
Wealth Tax 902,805 590 4,948 0 0 0 
Total Tax 902,805 113,300 101,069 51,903 87,187 142,551 
CHC Owner 902,805 0.114 0.318 0.000 0.000 0.000 
Owner of Partnership 902,805 1.000 0.000 1.000 1.000 1.000 
Self-Employed 902,805 0.065 0.247 0.000 0.000 0.000 
Father Business Owner 899,892 0.200 0.400 0.000 0.000 0.000 
Mother Business Owner 899,892 0.142 0.349 0.000 0.000 0.000 
Business Income Partnership 861,336 41,257 141,354 -3,608 4,183 89,547 

Panel B: Demographic Variables 
Age 902,805 48.870 12.380 40.000 49.000 58.000 
Married 902,805 0.650 0.477 0.000 1.000 1.000 
Num Children 902,805 0.694 1.026 0.000 0.000 1.000 
Female 902,805 0.350 0.477 0.000 0.000 1.000 
University Degree 902,805 0.187 0.390 0.000 0.000 0.000 
Economics Degree 902,805 0.125 0.331 0.000 0.000 0.000 
Law Degree 902,805 0.010 0.101 0.000 0.000 0.000 
IT Degree 902,805 0.011 0.106 0.000 0.000 0.000 
Medical Degree 902,805 0.029 0.168 0.000 0.000 0.000 

A.2.2.4. The self-employed 

Table A.9 finally summarizes the variables for the self-employed. 
Over the sample period, we observe 353,317 self-employed 
individuals and obtain 2,508,140 individual–year observations. The 
average income (SEK 238,936) is below that for closely held 
corporation owners. On average, the self-employed have a labor 
income of SEK 203,143. They receive few dividends (SEK 4,393) 
and little interest income (SEK 1,831). Income from the businesses 
of the self-employed amounts to SEK 90,750 and their median 
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income from the self-employed business is 52,976. On average, 
5.9% of all self-employed individuals also participate in a closely 
held corporation. About 21% (14%) of the self-employed have a 
father (mother) who held a business or a leading role in a firm in 
any of the past 10 years. The self-employed are, on average, 48.4 
years old (median 48 years) and 30% are female. About 54.3% of 
the closely held corporation owners are married. Some 12.9% hold 
a university degree from at least four years of tertiary education 
and 8.6% hold a tertiary business or economics degree, which is 
well below the average for closely held corporation owners. 
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Table A.9 Summary Statistics for Self-Employed Individuals 

Variable NOBS Mean Std. Dev. P25 Median P75 

Panel A: Income Variables 

Total Income 2,508,140 238,936 183,344 121,200 209,700 311,200 
Earned Income 2,508,140 225,720 152,620 119,200 205,000 302,800 
Labor Income 2,508,140 203,143 160,282 81,295 182,421 292,860 
Number Employers 2,508,140 1.434 1.073 1.000 1.000 2.000 
Capital Income 2,508,140 13,217 100,792 -17,100 -1,700 10,000 
Dividend Income 2,508,140 4,393 21,509 0 138 1,758 
Interest Income 2,508,140 1,831 12,180 0 2 955 
Wealth Tax 2,508,140 321 3,208 0 0 0 
Total Tax 2,508,140 115,523 101,283 51,935 89,786 147,450 
CHC Owner 2,508,140 0.059 0.237 0.000 0.000 0.000 
Owner of Partnership 2,508,140 0.024 0.152 0.000 0.000 0.000 
Self-Employed 2,508,140 1.000 0.000 1.000 1.000 1.000 
Father Business Owner 2,504,789 0.208 0.406 0.000 0.000 0.000 
Mother Business Owner 2,504,789 0.140 0.347 0.000 0.000 0.000 
Business Income SP 2,508,140 90,750 131,915 343 52,976 158,815 

Panel B: Demographic Variables 
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