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The purpose of this research is to find out which factors affect entrepreneurs’ tax-related
decision-making process. The main target is to find out which cognitive biases work as
factors affecting the decisions and if an investment profile can explain an entrepreneur’s tax-
related decisions. This subject is topical and important because the current economic state
of Finland is in difficult place and society relies on current and new entrepreneurs. Taxation
is a complex subject, and the research aims to understand which the factors are causing the
biases and therefore which biases modify the decisions strongly.

The research is conducted as a qualitative case study by interviewing four entrepreneurs
from different backgrounds. The interview aim is to understand the phenomena by having
real talk with people who make tax-related decisions on a monthly basis. The interviews
were conducted as semi-structured interviews. The data from the interviews is analysed by
thematic analysis as an analysing tool. The results are displayed in accordance with research
questions where the practical side from the interviews are linked to the theoretical side of
the literature.

The results show that the investment profile cannot reliably explain the tax-related decisions.
The investment-related risk is seen differently than the risk and possible negative
consequences that come along with tax matters. Cognitive biases were found to have a large
affect on entrepreneurs’ tax-related decisions due to different reasons. Authority bias,
bandwagon effect, loss aversion, status quo bias and present bias were found to be the most
relevant biases modifying tax-related decisions. These biases were born from different
reasons where the experiences of other entrepreneurs, one’s own experiences, own morale,
trust on expertise, fear of losses, fear of sanctions, and personal expenses create these biases.



TIIVISTELMA

Lappeenrannan—Lahden teknillinen yliopisto LUT
LUT-kauppakorkeakoulu

Kauppatieteet

Roope Fernstrom

Tekijat yrittdjin verotukseen liittyvin piitoksentekoprosessin takana

Kauppatieteiden kandidaatti -tutkielma

2026

49 sivua, 2 kuvaa, 3 taulukkoa ja 3 liitettd
Tarkastaja: Yliopisto-opettaja Roman Stepanov

Avainsanat: Verotus, yrittdjyys, sijoittaminen, kognitiiviset vinoumat

Tédmin tutkielman tarkoituksena on 16ytdd mitkd ovat tekijét, jotka vaikuttavat yrittdjan
veropditoksiin liittyvddn prosessiin. Erityisesti tarkoituksena on 10ytdd mitkd kognitiiviset
vinoumat ovat tekijoitd, jotka vaikuttavat padtoksiin, ja jos sijoitusprofiili voi selittdd
yrittdjan veropdétoksid. Aihe on ajankohtainen ja tdrked, koska Suomen nykyinen
taloustilanne on vaikeassa tilanteessa ja yhteiskunta on riippuvainen nykyisisti ja uusista
yrittdjistd. Verotus on monimutkainen aihe, ja tutkielma yrittdjd ymmartad mitk4 ovat tekijat,
jotka aiheuttavat vinoumia, ja titen mitkd vinoumat muokkaavat vahvasti paatoksia.

Tutkielma on toteutettu laadullisena tapaustutkimuksena haastattelemalla neljaa yrittdjéa eri
taustoista. Haastattelujen tarkoituksena on ymmaértdd aihetta aidon keskustelun kautta
ihmisten kanssa, jotka tekevit veropddtoksid kuukausittain. Haastattelut toteutettiin
puolistrukturoituina haastatteluina. Haastattelut ovat analysoitu kéayttden teemoittelua
analyysityokaluna. Tulokset ovat Kkisitelty tutkimuskysymysten mukaisesti, missé
haastatteluiden perusteella saatu ymmairrys kéytdnndstd kohtaa teoreettisen puolen kanssa,
joka on saatu kirjallisuudesta.

Tulokset ndyttavit, ettd sijoitusprofiili ei pysty luotettavasti selittdmédn veropddtoksii.
Sijoituksiin liityva riski ndhddan erilaisena kuin verotukseen liittyvé riski ja mahdolliset
negatiiviset seuraukset, jotka tulevat riskin mukana. Kognitiivisilla vinoumilla 16ydettiin
olevan suuri vaikutus yrittdjien veropédétoksiin eri syiden takia. Auktoriteettiin liittyva
vinouma, suosittu suuntaus vinouma, tappion vilttimiseen liittyvd vinouma, nykytilan
suosiminen vinouma ja nykyhetken painotukseen liittyvd vinouma I8ydettiin olevan
merkityksellisimpid vinoumia, jotka muokkaavat veropdétoksid. Ndméd vinoumat syntyvét
eri syistd, jossa muiden kokemus, oma kokemus, oma moraali, luotto asiantunijuuteen,
tappion pelko, sanktioiden pelko ja henkil6kohtaiset menot luovat nditd vinoumia.
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1 Introduction

Companies create well-being in our society, and entrepreneurs are seen as the backbone of
the economy (Kanniainen, 2006). In 2024, approximately 94% out of all companies in
Finland employed 0-4 employees (Stat, 2025). Natural observations suggest that individuals
who take action and establish their company are different from those who are working in
large organizations (Busenitz & Barney, 1997). When an individual is employed within a
company, dependent of the role, the decisions taken can only affect one’s career. However,
if erroneous decisions are made as an entrepreneur, it can affect entrepreneur’s whole life.
Entrepreneurship functions as a mechanism where society converts technical information
into different products or services (Shane & Venkataraman, 2000). Depending on the
approach, entrepreneurship can be seen either as a combination of activities linked with
organization creation or as a combination of personality traits and characteristics (Gartner,
1988). As a whole, entrepreneurs are individuals on whom society depends. When society is
relying on new entrepreneurs and the success of current entrepreneurs, there ought to be

more heard from their perspective, not just implement detrimental decisions regarding them.

Tax culture can not only be defined as a tax system, and the actual practise behind it, but
rather as a special relationship between the tax authority and taxpayers (Nerré¢, 2008). Tax
authorities implement the legal decisions made by the government and also play a significant
role as interpreters regarding tax-related subjects. The effect of the decisions ruled by the
authorities can have a major impact on how the entrepreneurs act. Taxation generates
incentives that shape economic behaviour in numerous ways (Kanniainen, 2006), such as
dividend-related incentives. Finding situations which are rewarding for both the government
and the entrepreneurs is difficult. Different tax incentives can be tools to increase
productivity, which then leads to higher incomes for the government; thus, it is crucial to
have incentives as appealing. According to Chen and Mintz (2011) the purpose and target of
tax incentives ought to be to try to prevent creation of obstacles that hinders growth in rather
small companies. Instead, they should flatten corporate and personal taxes with respect to

incentives which are structured to persuade growth.



1.1 Research topic, objectives and research questions

This research aims to identify which are the factors affecting the decision-making process
of entrepreneurs. Entrepreneurs face multiple decisions which can be critical for their
business or them as individuals. Taxation is an example topic where an entrepreneur can
optimize or jeopardize their business. How do small entrepreneurs make these decisions, on
which they are based on and what are the main factors linked with their risk-taking attitude
and behavioural characteristics that shape the outcome? Do small entrepreneurs have enough
knowledge, resources, time or motivation to examine the taxation? Do they take advantage
of tax incentives when making investment decisions and how the incentives are utilized?
The research aims to answer from perspective of four Finnish small business entrepreneurs
who make these decisions on a daily basis. The psychological aspect will provide insights
into how the entrepreneurs differ from one another and the experiences behind the actions

taken by these entrepreneurs.
The research answers to the following main research question:

- Which factors influence an entrepreneur’s tax-related decision-making process?
The following sub questions were defined to support the main research question:

- How do cognitive biases influence the entrepreneur with tax-related decisions?

- Does the investment profile explain the entrepreneur’s tax-related behaviour?

1.2 Research method and empirical data

The research is conducted as a qualitative case study, which enables an in-depth exploration
of intricate phenomena within some specific context (Rashid, Rashid, Warraich, Sabir &
Waseem, 2019). The empirical part is carried out by conducting semi-structured interviews.
This method provides a flexible and fluid structure for the interviews (Lewis-Beck, Bryman
& Liao, 2004). A qualitative case study fits this research well because the aim is to achieve
a comprehensive overview of first-hand experience and gain knowledge of small business
owners’ mindset regarding taxation-related decisions. The research is executed by

conducting four different interviews. The interviews give an opportunity to obtain a practical



understanding of the subjects and first-hand experience to support the theory behind. Three
of the entrepreneurs are representing the younger generation, and are the only ones working
for the company, and the fourth one is a longline entrepreneur, and has employed many
people throughout the years. The main goal is to understand the psychological factors behind
decisions, what things have influenced the decisions, and how differently entrepreneurs

make the decisions, whether they are optimal or not.

1.3 Theoretical framework and limitations

This research is limited to the experience of four different Finnish entrepreneurs. It is a
qualitative study, and the aim is to understand the factors which affect entrepreneurs
decision-making process, therefore the research cannot be generalized to the whole
population of entrepreneurs. The research is conducted by focusing on different biases that
are present in entrepreneurs’ decisions. The research topic is limited to focus on the taxation
aspects relevant to small entrepreneurs. Thus, focusing on tax incentives of small
entrepreneurs plays a central role in this research. Method is limited to semi-structured
interviews, and the research focuses on entrepreneur’s own experiences and interpretation.
The research is limited to the experiences of entrepreneurs rather than analysing their
companies’ financial or taxation statements. The research is limited to focus only on key
taxation aspects of a limited company because it is the corporate form of all the entrepreneurs
interviewed. The research main aim is to understand how behavioural features affect the
decision-making regarding taxation matters; thus, the research does not evaluate on what the

best tax strategy is, or which tax incentives should the entrepreneur use.

In recent years, there has been a growing interest in the combination of psychology and
economics. That subject is recognized as behavioural economics. (Thaler, 2016) Figure 1
displays the theoretical framework behind this thesis. Bounded rationality is the main theme
on which behavioural economics is based on. Simon (1955) introduced the behavioral model
of rational choice. The study challenges the version of an “economic man” who does
everything rationally based on calculations and optimization. According to Simon (1955) at
the time, the concept of an economic person required re-evaluation The people tend to be
content with solutions that exceed a specific layer rather than seeking the best maximised

option (Simon, 1955).



Bounded Rationality

Overconfidence Loss Aversion Status Quo Bias Band-Wagon Effect

Investment Profile

Figure 1. Theoretical framework (Simon, 1955; Kahneman & Tversky, 1979; Samuelson & Zeckhauser,
1988; Abrahamson & Rosenkopf, 1993; Thaler, 2016)

1.4 Previous research literature and justification for this research

Tax-related decision-making is a continuous process. The economical state of Finland has
been a greatly discussed topic in recent years. Finland’s GDP has been growing deficient
3% per year for the last 15 years (Merimaa, 2025). Based on YLE’s article, Finnish economic
influencer Bjorn Wahlroos stated that major taxation reforms should be considered and
implemented (Vesanummi, 2025). It can be agreed that entrepreneurs live in an uncertain
environment regarding taxation and its effects. This research is conducted to understand the
state of mind regarding these decisions. This subject is an extremely timely and crucial topic
to conduct research on, in order to understand the consequences and effects the taxation

produces.

There are studies regarding taxation for small entrepreneurs and the psychology behind
them. Taxation decisions are often perceived as personal choices made by individuals, where
the decisions are believed to be based on how the situation is seen from a psychological
aspect (Kamleitner, Korunka & Kirchler, 2012). Also, according to Kamleitner et al. (2012)
small entrepreneurs face obstacles to understand and comply with the taxation system
correctly. Studies related to the subject often have concluded that decisions differ from one
another, and the psychology behind them is personal and based on experiences. According
to Shepherd, Williams & Patzelt (2015) the decision-making process presents significant
challenges in an environment of uncertainty, complexity, and continuous change, where

other individuals make better decisions than others. They argue that understanding the whole



phenomenon is not complete and thus it is crucial to conduct research which not only focus
on independent entrepreneurs, but also those acting as entrepreneurs within established
companies. To the author’s knowledge, there is no precisely similar research to how
behavioural features affect the taxation-related decisions of entrepreneurs. In order to
understand the real world, we must hear from the perspectives of those who represent all of

the things mentioned above.

Decisions, whether they are linked with taxes, investments, or family, are based on
something. According to Ozkan & Zhang (2024) rational decision-making relies on the
evaluation of numerous possibilities to determine what is the most optimal outcome with the
highest gain versus cost. Choices are made by the process of integration, from pieces of
information available to the final decision. However, the decisions are not always rational
ones, and the decisions are not always the most optimized one. When humans make
decisions, they often rely on decisional shortcuts, known as heuristic strategies, that can lead

to cognitive biases (Blumenthal-Barby & Krieger, 2015).

1.5 Research structure

The research commences with the introduction part, which presents the background,
objectives, and purpose for the research. The introduction chapter includes the description
of the theoretical framework, limitations and the structure for the research. The introduction
also displays the research questions. The second chapter focuses on entrepreneurship,
taxation, and the decision-making process, whereas the third chapter introduces the
psychological aspect, behavioural economics. The fourth chapter describes the
methodology, detailing how the research was conducted and analysed. The fifth chapter
focuses on analysing the interviews in accordance with the theoretical framework. The sixth
chapter explains the conclusions, limitations of the results, and proposes suggestions for

future research.



2 Entrepreneurship, taxation and decision-making

This chapter focuses on explaining the meanings of entrepreneurship and answers to the
question of how entrepreneurship can be defined. It also investigates taxation, highlighting
the justification why taxes are needed, what relevant taxes and tax incentives are for small
entrepreneurs and explaining the burden of taxation. The chapter also focuses and explains

individual’s decision-making process and factors influencing it.

2.1 Entrepreneurship

According to Prince, Chapman and Cassey (2021) entrepreneurship should be defined in a
way that unites all entrepreneurs regardless of the activity they practise. They offer a
definition of entrepreneurship as: “the act of generating and developing an idea for
validation”. They justify the definition of entrepreneurship by dividing it into three different
categories which explain the meaning. First one is linked with building an idea into reality,
the second one is developing the idea and making it concrete, and the third is the concluding
phase, validation, meaning that the idea generated and developed has become accepted and
useful for others. This view indicates that entrepreneurship is a combination of continuous
activity. Prince et al. (2021) argue that the key factor defining who is an entrepreneur is that
the individual participates in the process of generating and developing ideas toward
validation. This suggests that the success of an entrepreneur or the end goal of reaching
validation is not linked with who is or who is not an entrepreneur. Knight (1921) highlights
that the entrepreneur is the person who is willing to bear the risks and shall be rewarded for

those risks taken.

Based on the researched conducted by Bennett (2006) regarding how entrepreneurship is
taught and how the entrepreneurship is defined, it was found that the definitions of
entrepreneurship were based on the backgrounds and years active in businesses. The key
result was that there was no clear common view regarding responses of how
entrepreneurship ought to be defined and taught. The article presented two views on
entrepreneurship; the first one meaning that entrepreneurship is the combination of uniting

all different factors of production influenced by the view presented by Schumpeter (1942),



in addition to owning and controlling the company. The other view was presented as the
entrepreneurs are distinguished by their personal attributes such as creation, vision,
perseverance, and willingness to assume and manage risk. Overall, it was found that the
responses were inclined towards the original explanation of entrepreneurs as individuals who
own and control the business compared to the view of entrepreneurs defined by their
personal attributes. (Bennet, 2006). As a conclusion to previous studies, all of the studies
combined suggest an overview of the entrepreneur as an individual who bears risk, owns and
controls businesses, and is part of the process of generating and developing ideas towards

validation.

2.2 Justification for taxation

Taxation is a key factor affecting the quality of public services provided by the country, such
as healthcare and infrastructure. (Pasin, Szekely & Squazzoni, 2026) This suggests that
taxation is crucial in order to maintain a functional society. Hannah, O’Hare, Lopez, Murray,
Etter-Phoya, Hall and Masiya (2023) argue that taxation is a necessity for countries in order
to have the fiscal capacity for providing public services. They state that taxes should be
constructed fairly. Furman, Furman, Marzec and Baginska (2025) argue that tax systems are
key factors impacting resource allocation, social cohesion and the legitimacy of power. They
state that when countries are able to cooperate regarding the design of tax systems to be
consistent with one another in a global economy, it is a catalyst for economic efficiency,

social justice, cultural acceptability, and institutional resilience.

Taxation can work both ways regarding company growth, negative and positive. It can be
an obstacle or an assist towards growth. In an ideal state of affairs, the taxation system ought
to be designed to be neutral regarding the business choices. This means that it should not be
the affecting factor to company’s decisions, such as establishing a company or increasing

the growth of the company. (OECD, 2015)

Taxation can be categorized into three main categories: taxes on ownership, taxes on earning
and taxes on purchasing (Tax foundation, 2026). From the point of a small entrepreneur who
owns a limited company, the focus is on the corporate tax, value-added tax, and capital gains
tax. In addition, if an entrepreneur employs personnel, there are social security contributions

that the employer is required to pay, such as pension insurance and health insurance



contributions. In 2026, the employer pays an approximate of 20,5% as social contributions

(Palkanlaskijanopas, 2026).

2.3 Corporate tax and capital gains tax

Corporate tax is an amount paid to the tax authority from the taxable income a company has
after the deduction of possible confirmed losses of earlier fiscal years. (Verohallinto, 2026d)
For instance, if a company generates a profit of 10000 euros, it will be taxed based on that
amount. According to Verohallinto (2026d) corporate tax in Finland is 20% of the
company’s taxable income. From the start of 2027, corporate tax is planned to decrease from
20% to 18% and will be confirmed later in 2026 (Veronmaksajat, 2026). According to Harju,
Koivisto and Matikka (2022) corporate tax cuts do not have a significant impact on
investments, but they can affect a company’s sales and inputs. They suggest that it has a
greater impact on those companies who held less cash resources prior to the change. When
a company practises investment activity, the gains and dividends are taxed based on
corporate tax (Veronmaksajat, 2026). This means that when a company owns shares and
sells them for 100 euros of profit, the profit is added to the taxable income of the company,
which leads the company to pay 20% from the gains. Compared to taxation of individuals
where an individual pays a tax of 30% up to 30000 euros of gains and 34% from the amount
that surpasses 30000 euros (Verohallinto, 2026a). According to Pirttild and Selin (2021)
entrepreneurs have more ways to adjust and modify taxes which are paid. This appears to
suggest that, for instance, an entrepreneur has an opportunity to mitigate the tax base by tax
planning and ultimately optimise when and how taxes are paid. Harju et al. (2022) argue that
decreases of corporate taxes lead to incentives to conduct more investments funded by cash

from previous earnings or debt.

2.4 Value-added tax

Value-added tax is a tax that is based on consumption. The common tax rate for value-added
tax in Finland is 25,5%. Depending on the line of business, the value-added tax rate can be
reduced to 13,5% or 10%. Double taxation of value-added tax is prevented with a possibility

for the business owner to deduct the value-added tax one has paid when purchasing



something from what one has collected from consumers in one’s own line of business.
(Verohallinto, 2026c) For example, if a company purchases a laptop for work and pays 200
euros of value-added tax from it, and has collected 2000 euros worth of value-added tax,
they can deduct the paid amount of 200 euros and ultimately remit 1800 euros to the tax
authority. Vishnuhavedi (2021) argues that value-added tax compliance costs are heavier for

small entrepreneurs compared to large companies relative to companies’ revenues.

2.5 Tax incentives

Zee, Stotsky and Ley (2002) state that tax incentives can be defined by statutory terms or
effective terms. As a statutory term, it is a unique tax regulation which is established for
“qualified investment projects”. In effective terms it is defined as a special tax regulation
which is to mitigate the tax burden. Harju et al. (2022) argue that in small companies, which
are usually controlled by the entrepreneurs as the main owners, corporate-level tax incentive

changes can have influencing effect on entrepreneurs’ effort.

According to Harju and Matikka (2016) entrepreneurs have a broader range of opportunities
compared to wage earners to practise “income-shifting”, meaning that they have the option
to apply different methods as a source for personal compensation. The owner of a private
company can withdraw earnings from the company as wages or dividends (Harju et al.,

2022).

When withdrawing the money from the company as a salary, it is taxed progressively,
whereas the taxation of dividends is more intricate. The dividend taxation includes two
crucial tax thresholds, where the first is determined by the net assets of the company and the
second is defined by how much the company has withdrawn dividends from the company.
(Harju et al., 2022) According to Verohallinto (2026b), in Finland, there is an 8% tax-
advantaged dividend possibility for unlisted companies up to a margin of 150000 euros in a
year. Harju et al. (2022) confirm this by defining that return on the net assets of the company
is the factor determining how dividends are taxed, resulting to an effective rate of 26%. They
state that this is calculated by a fixed share of 8% of the company’s net assets divided by the
ownership shares. According to the definition of tax incentive by Zee et al. (2002), this can
be defined as a crucial tax incentive for entrepreneurs due to its ability to lower

entrepreneurs’ tax burden.
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There are other crucial incentives for entrepreneurs to be used as well. An entrepreneur is
entitled to withdraw money as tax-free compensation from limited company if one has used
their own car for business-related activities. The tax authority focuses strictly on the
compensations that an entrepreneur withdraws from a company as tax free compensation,
which is why it is crucial that the travel claim is filed properly. In addition, an entrepreneur
can withdraw daily allowance as tax free compensation from a limited company when
specific conditions are fulfilled. (Veronmaksajat, 2024) Entrepreneurs in a limited company
are entitled to numerous fringe benefits to be used where the most common ones are housing-

, car-, phone- and commuter-linked benefits (Ukko, 2025).

2.6 Administrative burden of taxation

Tax compliance creates costs for companies by the process of completing the requested
policies. (Eichfelder & Schorn, 2012) Taxation is a large field and requires a significant
amount of effort in accuracy, leading to a considerable administrative burden. According to
the report conducted by D’Andria, D. and Heinemann (2023) on the tax compliance costs
in the European Union, small and medium sized companies face significantly larger burden
than large companies. The research results state that micro companies cover the majority of
costs born from tax compliance with a share of 87%, followed by small companies with a
share of 10%. It was found that value-added tax, corporate tax, and wage-related
contributions cause the largest tax compliance costs. These numbers suggest that tax
compliance is a major factor affecting entrepreneurs’ business decisions, which is in
contradiction with OECD (2015) statement that taxation should be neutral and not affect the

business-related decisions.

2.7 Decision-making process

According to Jackson, Kleitman, Stankov and Howie (2017) decision-making is a process
where actions are first formed and then implemented. They highlight that it is a symbiosis
of cognitive processes where the decision-making is based on one’s own thinking and
potential actions, monitoring and processes which define when to implement the action to

behaviour. Stanovich and West (2000) presented a dual processing model of how brains
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work based on prior research. In the dual process model, the decision-making is based on
system | and 2. System 1 is described as automatic and unconscious, which leads it to use
heuristics when making decisions. The latter is defined as a model which practises analytical
thinking, leading one to think and analyse things thoroughly before making decisions.
System 2 focuses on different rules and principles rather than system 1 which is based on
more emotional decision-making. Jackson et al. (2017) argue that in order to make optimal
decision-making, it is crucial for one to have the skill and ability to build a precise image of

the outcomes of different actions.

Shepherd et al. (2015) present a view on what entrepreneurial decision-making should be
based on. The core is four different stages of decision-making: opportunity assessment
decisions, entrepreneurial entry decisions, decisions about exploiting opportunities and
entrepreneurial exit decisions. They present that the factors affecting these decision stages
are heuristics and biases that entrepreneurs rely on, characteristics such as background and
experience and thirdly, the environment that entrepreneur is altered to such as legislation,
and the current economic state of the company. This view suggests that the final decisions
that entrepreneurs make all based on many factors which modify how the entrepreneur

finally makes the decision.
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3 Behavioural economics and bounded rationality

In 1955, Simon presented a challenging and opposite model contrary to the classic model of
an “economic man” in the article “A behavioural Model of Rational Choice”. The article
challenges the traditional view of the economic man which is assumed to have all the
knowledge, skills and capabilities to always seek for the most optimised strategy. According
to Marschak (1950), the rational man does not make logical mistakes, meaning that the
rational man is able to compare the alternatives logically. Simon (1955) stated that this model
of a rational economic man was in need of a significant revision. The goal was to replace
this model with the idea of an economic man, who in practice, practises rational behaviour.
This is compatible with the information and capabilities that the man possesses in the

environment.

Rationality should not be viewed as an individualistic feature, rather it collects its meaning
from the social context it is linked to. The classical model of rational choice can only be
applied when the conditions are ideal. However, when these conditions are not met, the
traditional model’s suggestions of rational man become unrealistic. (Arrow, 1986)
According to Simon (1955), instead of seeking the best optimized level, individuals are
satisfied with some level that exceeds a specific aspiration level. The whole concept of a
rational man came to be known as bounded rationality, which suggests that the ultimate
decision-making is limited by time, information and cognitive constraints and leads people
to be satisfied with a good option instead of the most optimal one (Simon, 1955). Arrow
(1986) confirmed the bounded rationality model of an economic man to be relevant. Thaler
(2000) argues that when the models of rational man became more mathematical, the models
suggested that the individuals were able to interpret the models in the same manner that the
economic researcher had developed the model for. Thaler (2000) stated: “The 1Q of Homo
Economicus became bounded by the 1Q of the smartest economic theorist!”, meaning that
the mathematical models abandoned human features, cognitive restraints and became

irrelevant.

The model of bounded rationality has served as a foundation for behavioural economics. In
1974, Tversky and Kahneman continued to explain the behaviour of rational man. The article

argues and displays that people are relying on “heuristic” principles, which are a way to
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execute intricate tasks. The article introduced three main heuristic themes as follows:
representativeness, availability, and adjustment and anchoring. Heuristics can be practical
for human to execute and use, but as a consequence can lead to systematic and significant
errors (Tversky & Kahneman, 1974). This emphasises the bounded rationality of a human.
In 1979, Kahneman & Tversky published another article, prospect theory, focusing on the
theme of how humans choose and decide matters linked with cognitive biases possessed.
The article states that the theory of maximising the utility has been a dominant theory
regarding decision-making and that the model of utility maximising suppose that most
people adhere to this model without question. The article challenges the utility maximising
model and states that the model is inadequate to be used, hence proposing a new model on
which choices should be based on. Prospect theory serves as a foundation for cognitive

biases, focusing on certainty, probabilities and possibilities and how these shape decisions.

A recent study has demonstrated that these milestone studies from the last century are still
relevant in research. In 2020, Ruggeri, Ali, Berge, Bertoldo, Bjerndal, Cortijos-Bernabeu,
Davison, Demic, Esteban-Serna, Friedemann, Gibson, Jarke, Karakasheva, Khorrami,
Kveder, Andersen, Lofthus, McGill, Nieto, Pérez, Quail, Rutherford, Tavera, Tomat, Van
Reyn, Veckalov, Wang, Yosifova, Papa, Rubaltelli, Van der Linden and Folke confirmed
the aspects presented by Kahneman & Tversky in 1979, prospect theory was empirically
tested globally. The article justifies the theory, acknowledging the prospect theory to be one
of the influential frameworks regarding behavioural studies. It was stated that the prospect
theory is a solid framework, and its replicability of it is strong. “We conclude that the
empirical foundations for prospect theory replicate beyond any reasonable thresholds”.

(Ruggeri et al., 2020)

Kahneman & Tversky (1974) explained that heuristics can lead to systematic errors,
resulting as cognitive biases. Cognitive bias can be seen as a systematic error in the thinking
process that take place when humans are processing and interpreting information, and it
influences their decisions and judgements based on that matter. Cognitive bias should not be
mixed with logical fallacy, which is rather a flaw in an argument, compared to cognitive bias
which has deep roots in our thought process linked to the limits of memory, attention and

attribution. (Cherry, 2025)
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3.1 Status quo bias

Status quo bias can be defined as a state where an individual prefers one option over another
for a reason that is the status quo. The status quo is seen as the current state of affairs. (Nebel,
2015) According to Dean, Kibris and Masatliogly (2017) when there is a decision for an
individual to make, quite frequently the one option is the status quo, which is the one that
the decision maker will ultimately retain with if they do not actively change options to
another. They emphasize the impact that status quo might have on one’s behaviour and
decision-making. According to Nebel (2015) there is a tendency to prefer the status quo in
some specific situations, and this follows a clear pattern. A situation where a group is given
options A, B and C, with none of them as the status quo, is called neutral framing. In a
situation where the status quo is involved in, a group is given options A, B and C, where the
A is set as the status quo. Now, when there is a status quo presented, it is extremely more
probable that the group members choose option A instead of in the neutral framing situation.

This explains that one conducts resistance to change from the current state of affairs.

In 1988, Samuelsson and Zeckhauser focused on the status quo bias in the decision-making
process. According to their article, the dominant and crucial question is if the framing of
another alternative, regardless of if it is the status quo or not, will have a major and important
effect to the likelihood of the alternative being chosen. Samuelsson and Zeckhauser (1988)
concluded in their research that the choice percentage of the alternative was highest when it
was stated as the status quo. They explained this by framing the status quo as a
“psychological anchor”, meaning that the status quo alternative is stronger depending on if
the individual has more experience and commitment to the status quo state. This strengthens

the explanation of resistance to change.

Samuelsson and Zeckhauser (1988) divided the reasons for status quo bias into three
categories. These categories explain the reasons why status quo bias exists. The first one is
linked with rational decision-making, where there are transition costs and unpredictability.
When one encounters change, there is always a cost or a state of uncertainty which leads one
to avoid change. The second category is linked with cognitive misperceptions. Status quo
bias has a strong link to other biases. According to Godefroid, Plattfaut and Niehaves (2023)
many biases are linked with status quo bias, such as loss aversion and innovation resistance.

Status quo bias can be seen as a consequence of loss aversion, where the potential loss
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exceeds the same amount of gain and it leads to a state of status quo, maintaining the current
position (Kahneman, Knetsch & Thaler, 1991). The third category is a consequence of
psychological commitment. This means that one experiences regret from admitting a choice
made not to have been the optimal one or if one has not been as consistent as should have

been in one’s mind (Samuelsson & Zeckhauser, 1988).

According to Burmeister and Schade (2007) entrepreneurs are not viewed more biased
compared to students and bankers. However, a substantial proportion of the choices they
make are highly affected by the status quo state. In the article, Burmeister and Schade (2007)
confirm the stereotypical “Schumpeterian” profile of an entrepreneur who is more open to
new alternatives than other individuals, but they emphasize that entrepreneurs are still
affected by the status quo bias. This means that when stating that entrepreneurs are somewhat
different than other individuals, it is crucial to keep in mind that they are still affected by the
same cognitive biases than other individuals, in this case, status quo. In the article published
by Blaufus, Maiterth, Midle and Sureth-Sloane (2025) results support the “Behavioral
Taxpayers Response Model” and its main assumption that concrete choices depend on the
subjective tax burden. They emphasize that this is linked with bounded rationality, meaning
that behavioural characteristics such as status quo bias greatly shape the tax decisions made.
Status quo bias can be an obstacle towards innovation and improvement when one maintains
a current state of affairs (Godefroid et al., 2023). Groves and Vance (2025) confirm the
problem of innovation, stating that status quo bias can be a critical barrier towards productive

decision-making.

3.1 Overconfidence

The phenomena of overconfidence and observations of it already have roots in Adam
Smith’s milestone book “An Inquiry into the Nature and Causes of the Wealth of Nations”,
which was published in 1776. According to Smith (1776), individuals tend to overestimate
their own capabilities beyond the actual performance. He stated that each person overvalues
the probabilities of success and most of the people undervalue the possibility of loss. This
indicates that individuals tend to have a misperception regarding the reality on the subject.
Overconfidence is recognized as a cognitive bias which greatly impacts how people act and

make decisions (Yu, 2024). Yu (2024) confirms what Smith (1776) proposed earlier,
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individuals have more faith in their own skills, knowledge and abilities relative to what they
should have. According to Ilieva, Brudermann and Drakulevski (2018), overconfidence is a
routine bias among entrepreneurs, and it has been shown to have had harmful impacts on the

outcome of decisions.

Overconfidence can have both advantages and disadvantages. According to Johnson and
Fowler (2011), it is a crucial part of the key driver of success, and it increases one’s ambition,
persistence, and resolve in order to enhance one’s probabilities to achieve success. However,
they note that it can lead to flawed judgment ability and risk underestimation. Camerer and
Lovallo (1999) state that there is a consistency in the research findings indicating that
overconfidence is the leading factor to excessive business entries. This means that
entrepreneurs ignore the fact that most businesses fail due to overconfidence.
Overconfidence might be useful in the start-up process of entrepreneurship, but it can lead
to overoptimistic forecasts regarding future and thus to failure (Invernizzi, Menozzi,
Passarani, Patton, Viglia, 2017). Yu (2024) confirms the prior statements by arguing that it
increases risk-taking and entrepreneurship, which can result to positive economic expansion.
These abilities can improve one’s self-confidence, leading to better motivation,
perseverance, and performance. However, Yu (2024) warns that it may lead to erroneous
decision-making and risk underestimation. These studies emphasize that overconfidence

bias can have both impacts affecting one’s behaviour and choices.

Overconfidence can easily be seen as a single concept; however, this is not the case.
According to Moore and Schatz (2017) it is a mistake to assume that overconfidence is one
clear concept, in reality, it should be viewed as three different approaches, as seen in Figure
2. Moore & Healy (2007) focused on combining three different approaches to one in order
to better explain the phenomena. These approaches are overestimation, overplacement, and
overprecision. Overestimation is defined as viewing oneself better than you actually are,
overplacement, on the other hand, is the belief that you exceed others in your capabilities,

and overprecision is the exaggerated faith in yourself knowing what the truth is.
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Overconfidence

A 4

Overestimation Overplacement Overprecision

Figure 2. Dimensions of overconfidence (Moore & Healy, 2008)

Moore and Healy (2007) justify the need to distinguish these different approaches to
overconfidence phenomena, in order to avoid inconsistency. They point out the
contradictions that other researchers’ have faced when conducting the research from a
different point of view. Moore and Healy (2007) reviewed the literature available at the time
and concluded that there were roughly 64% of the papers focusing on overestimation, 5%
focusing on overplacement, and 31% focusing on overprecision. These numbers mirror that
research has been focusing on the different aspects of overconfidence rather than them
together. In order to understand the entire phenomena, it is crucial to focus on these three
pillars combined. According to Grezo (2021), based on the findings of the study, he states it
is extremely crucial to separate different approaches to overconfidence for their different
impact on financial decision-making. According to Liu, Yuan and Chen (2026)
overconfidence can be a factor leading towards unnecessary risks caused by overestimation,

overprecision, and overplacement.

3.2 Loss aversion

In 1979, Kahneman and Tversky presented a new, challenging theory of decision-making
under uncertainty compared to established and accepted theory, expected utility theory. In
order to explain human behaviour, Kahneman and Tversky (1979) presented three “effects”
displaying how individuals act. These effects are certainty effect, reflection effect and
isolation effect. The effects focused on explaining how humans behave, and the weighting
function and value function in the article are their tools to explain why humans exhibit such

behaviour. Loss aversion is defined by the value function; losses are seen greater than gains.
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Individuals fear an equivalent amount of loss more than they value an equivalent magnitude

of gain.

Certainty effect is defined to rely on the following logic: humans underweight results that
are just probable compared with results that are certain. For instance, this means that when
an individual is given option A of a certain event or option B, an event likely to happen with

a probability of 90%, the majority chooses option A. (Kahneman & Tversky, 1979)

Reflection effect is an explanation of humans’ change of behaviour where the attitude
towards risk is reversed: when the alternatives shift from winning to losses. For example, if
one avoids taking any risks when seeking winnings, one’s logic is shifted when there is a
possibility of a loss. One feels a certain loss as a negative alternative, which leads one to
take more risk in order to avoid the certain loss. This enables the logic to shift from risk

avoidance to risk seeking. (Kahneman & Tversky, 1979)

The isolation effect is defined as a phenomenon where an individual ignores the common
features that two alternatives have and focus only on the differentiating factors when making
choices between two options. It may lead to illogical results because one can split these
decisions in different ways and it can lead to different outcomes depending on which part
one “isolates”. For instance, if one is given 100€ but can get an extra S0€ for a certain or an
extra 100€ if he chooses right option out of two alternatives, the majority chooses the certain
50€. But if you are given a certain amount of 200€, but you must choose to either give 50€
away or choose to gamble between two options leading to a loss of 100€ or none, the majority
chooses the gamble option. These alternatives shape that one isolates the first amount given
and in the first scenario sees a certain 50€ win, and in scenario B sees the event as a certain
loss, leading to seeking risk. The example sums up that isolation can lead to illogical results.

(Kahneman & Tversky, 1979)

In 1991, Kahneman and Tversky expanded the decision-making from uncertainty to
certainty. They argue that loss aversion is the reason for individual hold the current state of
affairs, as introduced by Samuelson and Zeckhauser (1988), the status quo. In the article,
they presented an example of an event highlighting the impact of the status quo and loss
aversion. An experiment conducted by Knetsch (1989), two classes were given a different
present. Both classes’ students were given an opportunity to switch their present with others.

90% of the students kept the original present even though it was a riskless choice with no
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transaction costs, shadowing the endowment effect. The endowment effect is a state where
one values something he already has more than something he is yet to have (Apicella,

Azevedo, Christakis, and Fowler, 2014).

Loss aversion could be seen as a key factor affecting entrepreneurs’ decisions. According to
He, Li and Zhang (2024), loss aversion works as an obstacle to prevent individuals from
practising entrepreneurial activity. This means that loss aversion can prevent an individual
who has entrepreneurial intentions to take concrete action, such as founding an own
company. They explain the reasons behind loss aversion with an example that one
distinguishes the anticipated result with some kind of reference point. “If the loss is too high,
they tend to avoid risk to reduce the loss; if the loss is too low, they tend to take risky actions
to avoid the potential loss” (He et al., 2024). This highlights that loss aversion works vice
versa, maintaining the core need to avoid loss. Emami and Kapoor (2026) argue based on
their findings that loss aversion is stronger depending on how many times one has faced a
loss. This appears to suggest that the amount of exposure to losses influences and strengthens

one’s loss aversion.

An interesting finding, which is in contradiction to the study by He et al. (2024), was
conducted by Arafat, Saleem, Dwivedi and Khan (2020), where they studied agricultural
entrepreneurship. They state that loss aversion does not prevent individual from becoming
an entrepreneur and their findings display that individuals who identify and perceive
entrepreneurial activities, has self-trust and maintains social networks with entrepreneurs are

likely to become entrepreneurs by themselves.

3.3 Bandwagon effect

According to Heo, Moon, Jones-Jang and Chung (2025), the bandwagon effect takes place
when individuals join a wave of what they find and believe to be existing dominant way of
doing things. Leibenstein (1950) defined the bandwagon effect to be explained by the
behaviour of others. He stated that the desire to be part of the others defines the bias. This
means that it is a psychological subconscious action taken by an individual in order to
become part of the tribe. The article by Leibenstein (1950) emphasizes that individual must
obtain the information by some kind of mechanism, for instance, individuals appear to be

influenced by other through networks regarding their experiences on the subject matter.
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According to Abrahamson and Rosenkopf (1993), the bandwagon effect takes place when
actions are taken because of the pressure of others doing so, instead of seeking solutions
individually. Lieberman and Asaba (2006) state that companies may copy the policies of
other companies if they fear the consequence of falling behind or if they believe that other
companies’ actions include information that should be taken into account. This is a clear
signal of the bandwagon effect; it is not only a way to follow others blindly, but it is a way

to seek information and use that information for one’s own advantage.

In the bandwagon effect, an individual acts only for a reason that others are doing so. In this
case, the individual ignores the possible contradiction that the action might have with one’s
own opinion. This kind of action to follow others, as Leibenstein (1950) stated: “to be one
of the boys”, can be explained by the ignorance of the information having the other
individuals as the only source of information. The other purpose can be adjusting oneself to
how others act. (Bindra, Sharma, Parameswar, Dhir & Paul, 2022; Mirbagheri & Rafiei,
2025) Hence, the bandwagon effect can be seen happening from the pressure of others or

from the ignorance of how things ought to be done.

In a literature review regarding bandwagon effects in networks, conducted by Hess (2018)
focused on 59 peer reviewed articles. Hess (2018) stated that the research field lacks
understanding of band wagon effect in the entrepreneurial context, regardless of it being
established as a phenomenon many years ago. This emphasizes the need for research
regarding the subject. According to Cherry (2023) the bandwagon effect takes place due to
the fear of one not to be part of the group. Based on these articles, the bandwagon effect
could be apprehended in the entrepreneurial context as follows: a new novice entrepreneur
implements a way to take advantage of tax incentives based on the experience of others,
which can be an optimal one or end up being the wrong one. This decision is based on the
experience of others, being part of the bandwagon rather than optimising the subject matter

by oneself.

3.4 Other possible biases

Entrepreneurs’ decision-making process could be affected by other biases as well. Because
there is not much research focusing on entrepreneurs’ factors affecting tax-related decision-

making, it is unclear to state which biases are indeed the right ones. There are numerous
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different biases which could be affecting the decisions, but a few other ones that could be
relevant in this context are anchoring bias, authority bias and present bias. According to Berg
and Moss (2022), anchoring bias mean that people utilise the prior available knowledge they
have as a reference point when making decisions. This means that one is strongly influenced
on the information they have received in the first place, which leads to irrational decision-
making due to the resistance to change. Daily, Dalby and Greiten (2025) define authority
bias as a state of excessive trust on opinions or recommendations of people who have
authority, whether they are experts or individuals who hold power of some sort. They state
that it can lead to a state where one accepts everything as the truth that the authority suggests
without conducting one’s own research. Brewer and Erdem (2020) define present bias as a
state where one prefers immediate reward over long-term reward. This means that one has
difficulties resisting immediate gain and therefore is prone to lose the future benefit for the

sake of present need.

3.5 Investment profile as a behavioural indicator

According to Statman (2018), an investment profile is rather an integration of an identity
and values than only a risk-reward relationship. This suggests that investment profile shapes
the behaviour and gives insights regarding one’s attitude towards not only risk and reward
but also to other aspects of life, such as one’s values and morale. This highlights the
importance of how an investment portfolio can build an image of one’s behavioural model.
According to Grable and Lytton (1999), risk tolerance is accepted as a fundamental factor
affecting numerous financial decisions. Individuals categorised as safe and preferring risk
avoidance were found to have lower confidence in their investment method, to be more
conservative when making investments and more likely to practise risk avoidance in
comparison to those who were categorised as more risk seeking and speculative regarding

investments.

According to Charness and Gneezy (2010), behavioural and psychological factors have a
strong link to financial decisions. They emphasise that when individuals are making
decisions under uncertainty, they may rely on “rules of thumb” on a conscious or
subconscious stage. This appears to suggest that psychology affects financial decisions,

whether it is an investment or taxation decision. Charness and Gneezy (2010) argue that
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myopic loss aversion, which is a symbiosis of loss aversion and a will to assess and rate
different outcomes frequently, leads investors to be more precautious. This means that when
an individual continuously evaluates the outcomes and adjusts one’s investments, it leads
them to mitigate risk and thus can be an obstacle towards wealth accumulation. These studies
show that psychology is present when making investment decisions and the same behaviour

can link to other decision as well, whether it is taxation or life as a whole.
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4 Methodology and data

This chapter solely focuses on how the research was conducted. The research includes the
introduction of the entrepreneurs, and the research method, in addition data collection

process, analysis process and quality measures are introduced and explained.

4.1 Entrepreneurs

The research was conducted by interviewing four different entrepreneurs from different
backgrounds. The identity of each entrepreneur is covered by using pseudonymization. The
entrepreneurs are separated as entrepreneur A, B, C and D according to Table 1.
Entrepreneurs have variation in the years of being an active entrepreneur, regarding the line
of business and with the approximate turnover. The common characteristic for each
entrepreneur is owning a limited company. Entrepreneurs face taxation related decisions on

a monthly basis and thus have palpable experience regarding the subject.

Entrepreneur ID | Line of Years asan | Approximate Duration of Corporate Form
Business entrepreneur | turnover throughout | Interview (min)
the years of being an
entrepreneur
A Lock and 26 3,5M.€ -4,5M.€ 36 Limited
security Company
industry
B Consultant 4,5 80 000€ 42 Limited
Company
C Insurance 7 160 000€ 52 Limited
Industry Company
D Consultant 55 130 000€ 42 Limited
Company

Table 1. Entrepreneur identification

4.2 Research data collection

According to Tuomi and Sarajirvi (2018), interviews are one of the most common data
collection methods in qualitative analysis. Data collection method was chosen to be semi-

structured interviews due to their ability to be flexible, where the interviewer can choose the
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order of questions asked and thus enable more free conversation (Tuomi & Sarajérvi, 2018).
Interviews were selected to be data collection method because they are a method to obtain
clear and understandable answers from entrepreneurs with explanations, compared to just a
questionnaire, where the answers are more or less plain in accordance with the questions.
Interviews were split into two sections, where the first section focused on the investment
profile of an entrepreneur. This part included ten yes or no questions. The second phase
focused on the taxation-related questions, and it was constructed to be a space for freer talk.
There were 14 questions asked in phase 2, but they acted as leading factors towards open
conversation, which enabled a space for real and true answers where individuals’

behavioural features were displayed.

4.3 Research method and analysis process

Interview questions (Appendix 1) were formed aligned to the theoretical framework of
behavioural economics (Figure 1), and research questions. Analysis was conducted as
deductive thematic analysis. According to Saunders, Lewis and Thornhill (2016), thematic
analysis is a way to approach qualitative data with a systematic way that is flexible. They
state that in a deductive approach, the themes that one seeks to analyse are linked with
already existing theory. The main idea of using this analysis method is to find patterns or
themes for further analysis using coding as a tool. For instance, in my research, the four main
coding categories were status quo bias, overconfidence, bandwagon effect and loss aversion.
Investment profile worked as the factor explaining how a specific investment profile
correlated with the biases. The interviews were conducted via Teams and were transcribed
afterwards. The main themes were investments and taxation, where taxation was the main

subject.

4.3.1 Analysis procedure

Analysis procedure was a multiphase operation. It started with transcribing all of the four
interviews very precisely word to word. Before any categorisation, transcriptions were read
five times in order to understand thoroughly the content of each interview. The first coding

phase included building biases into five different categories by using colour-coding. These
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categories were in line with the theoretical framework, and, in addition there was a fifth
category. The colour-codes were loss aversion, status quo bias, bandwagon effect and
overconfidence. The fifth category was named as “other possible biases”. Colour-codes were
the following: loss aversion as yellow, status quo bias as purple, overconfidence as turquoise,
bandwagon effect as red and other possible biases as green. The main goal of this phase was

to separate different categories from the raw data.

After choosing the colour-codes the next coding phase started. Firstly, quotes were picked
from the transcription if the quote described entrepreneur’s attitude towards risk-seeking,
decision-making or taxation as a whole. The focus was not on specific questions, rather the
whole concept, meaning that the author did not take quotes in accordance with specific
questions, rather as a meaning unit. After that phase, quotes were divided to these colour
categories according to theoretical framework. For instance, if entrepreneur displayed an
attitude towards fear of losses, it was coded as loss aversion and colour coded as yellow. In
other words, the coding phase to different colour categories were done in accordance with
the theoretical framework’s literature which described how that specific bias is present in

one’s attitude.

After having coded the five categories, the author recognized two other biases affecting
entrepreneur’s decision-making process which were found in the “other biases” category.
After coding the answers from the fifth category, there were six bias categories; loss
aversion, status quo bias, bandwagon effect, overconfidence, present bias and authority bias.
The next coding phase was to find patterns and themes inside these colour-categories. Some
biases were found to have many different patterns which were the subsections in the analysis,
such as loss aversion had: risk avoidance and confirmation seeking. Some biases did not
have many different patterns, rather a one ruling aspect how the bias was present. The
heatmap shown in the analysis was conducted by the number of quotes linked to a specific
bias, and also the strength of each quote was a factor. The scoring process of heatmap can

be seen in the appendix three.

4.4 Quality measures

According to Lincoln and Guba (1985), it is crucial in qualitative research for the researcher

to defend the trustworthiness of the research. They state that the qualitative researcher will
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be attacked regarding the trustworthiness of the work, they suggest four main techniques for
establishing trustworthiness. These are credibility, transferability, dependability, and
confirmability. How these quality measures are applied to this research is discussed in the

conclusions section of the research trustworthiness.

Credibility means that the perceptions and interpretations that the researcher has done match
the reality. They display that this can be reached, for instance, by prolonged engagement,
persistent observation, and member checks. Prolonged engagement is defined as
understanding the research subject thoroughly, for instance, by testing for misinformation
and building trust and learning the subject in order to understand what the interviewees
message and thus interpretations to be precise and correct. Persistent observation means that
the researcher recognizes the correct patterns and themes which are the most relevant from
the view of the research questions. This can be reached by being persistent and doing
multiple times the reading of the transcript and coding phase. Lincoln and Guba (1985) state
that member checks are most crucial when establishing credibility. This means that the
researcher secures from the person interviewed that things that one said were correct and the

researcher understood them correctly.

Transferability means that the “hypothesis” conducted from the research can be transferred
to new research, where the transferability is dependent on the original research context and
the new receiving context. They state that for someone to be interested to use the results for
their own research, the new researcher must have a clear and thick view of the process which
they state as “thick description”. This can be done by providing the reader as many as details
as possible. This can be reached by displaying quotes and interpreting and analysing them.
Dependability means that the researcher is able to provide details supporting that the research
process has been logical and traceable. This can be done by describing an audit trail and
documenting changes during the process. The fourth quality measure tool, confirmability,
focuses on explaining the results, meaning that if the conclusions and themes the researcher
provides are derived from the data. This can be reached as well by audit trail by having the
original transcripts, and analysis notes, such as coding phase saved and available. (Lincoln

& Guba, 1985)
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5 Analysis of entrepreneurs

This chapter focuses on the empirical part of the research by analysing the interviews
conducted with four different entrepreneurs. The interviews are analysed first from the
deductive view of four main biases and then from the abductive view, analysing the biases
that surged from the interviews. The chapter serves as an empirical answer to research

questions and is a groundwork for the discussion and conclusion section.

5.1 Loss aversion

Taxation-related subjects are complex, and the tax authority and the entrepreneur might
interpret some things differently. Loss aversion was seen to be a major factor affecting
entrepreneur tax-related decision-making process by two main approaches, which are
unnecessary risk avoidance and the need to be certain that taxation related decisions are

conducted correctly.

5.1.1 Risk avoidance

Unnecessary risk is something that could be difficult to apprehend especially when one has
just started to be an entrepreneur. Entrepreneurs see the risks differently; others downplay
them, and others overplay them. Loss aversion was seen to be present in different decisions,
but each decision is united by the need to avoid unnecessary risk. The risk could lead to a
situation where the possible gain from taking the risk is seen to be lower than the positive
side of not taking the unnecessary risk. Entrepreneur B indicates that entrepreneur is not
interested to take extra risk because money is not everything to focus on, and every possible

way to save money is not all that there is.

6

or myself to use a new tax incentive or tax strategy requires that it for certain follows
the rules. I am not interested in stretching every penny for a saving of some kind. I would
never do anything which could be interpreted to be in the grey zone or seen as an illegal
activity. I think each entrepreneur should have common sense and must stand behind own

actions. — B
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“My actions follow the guideline of everything I do, I must stand behind the actions so the
limit of tax planning and unnecessary risk for me goes there that I don’t lie or make up
something. For instance, I am very strict with the kilometre allowances that they are paid
correctly. I don’t want to fool around; if there is something that could be in the grey zone, I

put a stop to it immediately. I want to sleep my nights well. “— C

Entrepreneur C gives a concrete example of that following a strict structure of how kilometre
allowances are paid is more important than possibly cheating with them. This highlights that

the losses are seen greater than the gains which leads entrepreneur to be cautious.

“I know that there are different tricks for instance to move salary income to the next
financial year, but things like that are something I have not gone for. The limit between
unnecessary risk and wise tax planning for me is that I don’t want to do things that [ can’t

explain if the tax authority asks about them.” — D

Entrepreneur D displays that the possibility of illegal or questionable action is not worth it
to take if there is nothing to back up the action. An entrepreneur is aware of the possibilities
but denies them due to loss aversion. Entrepreneur A appears to be influenced by the need
to avoid risks because the risks taken could affect others as well. The attitude to avoid risk
is good, but it can turn out to be negative if it goes too far. For instance, if an entrepreneur

starts to fear that each deduction is questionable and seen as a risk.

“I have always tried to avoid all unnecessary risk. When I still employed others, I always

had an attitude that employees come first and no risks were taken” — A

Statements suggest that if entrepreneurs consider something to be in the grey zone, it can be
seen as a direct route to losses, and they want to avoid it by being very strict on their tax
strategy. Losses such as sanctions by working in the grey zone are seen greater than the
possible gains. All of the statements display that entrepreneurs have some kind of reference
point where the potential outcome of unnecessary risk is seen to be greater as the possible
gain from the activity leading to loss aversion. Based on these answers, the entrepreneurs’
views lean more towards reasonable tax planning and the need to follow rules, thus
suggesting that loss aversion is not an obstacle towards sensible tax planning rather a positive

bias defining the tax decisions to be reasonable.

“Many years ago, I faced a tax audit, and it was not that bad. I was given sanctions for

wrong activity and the sanctions were paid. But after that I quit fooling around and started
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following the guideline that if the tax authority says something must be paid, then it must
be paid” — A

“A Couple of years ago I started to understand that the tax audit might come for my
company as well when one of the familiar entrepreneurs faced a tax audit. That made me
to think own choices more regarding tax matters that [ want to do them in that kind of way
that there is not a lot of risk. Because then one faces difficulties if something is in the grey
zone due to activity of trying to maximise gains from every aspect. I have stopped to buy
many things for company and maybe the main reason is the peace of mind so that I don’t

have to worry about those kinds of things all the time” - D

These excerpts display that previous experiences have worked as a catalyst for loss
aversion’s presence in present time activity. Entrepreneur A has faced a tax audit with
sanctions that came along with it. Entrepreneur A emphasizes that it was not as adverse as
entrepreneurs might think. However, it appears that it was detrimental enough for the
entrepreneur to stop taking unnecessary risk in tax-related decisions and since then has tried
to avoid risks for the sake of the entrepreneur’s employees as the entrepreneur stated earlier.
Entrepreneur D has seen from close that tax audit is possible for one’s own business as well,
and that experience has changed the way tax matters are handled. The statement appears to
suggest that entrepreneur D has earlier felt to have taken unnecessary risk and nowadays loss

aversion works as an obstacle in a positive way to avoid those risks.

5.1.2 Confirmation seeking

Confirmation of the truth was seen to be an important factor affecting entrepreneurs. Where
earlier it was stated that entrepreneurs avoid unnecessary risk, the confirmation need
emphasizes the need to be 100% certain of decisions made properly, leading to the earlier

situation of not having unnecessary risk.
“In tax matters, I choose the option where there is no subject to interpretation” — C

“There have been situations in which my accountant has given some proposals, and I have
questioned them and stated that these might not be the best ones. In the early stage, I had

bad experience with my accounting firm which led me to change my accounting firm” — C
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Entrepreneur C appears to be influenced by earlier adverse experience, suggesting that the
prior negative experience has strengthened the loss aversion. Entrepreneur C does not want
to take any risks and therefore questions what the accountant might propose. It is reasonable
to question and challenge the views of others, but it can lead to an obstacle from practising

sensible tax decisions due to high fear of losses.

“It is absolute for me that the validity of information is confirmed via tax authority
because if one does not do so, the actions are fully relied on other peoples’ beliefs. Not a
single payment is done with the company’s credit card without making sure that it is 100%

correct to do so” - B

“It is certain that I think thoroughly through each proposal that comes from my accounting
firm. The attitude is definitely not that “do what you want”, I feel that one has to use

common sense in tax matters as well”. — A

Entrepreneurs B and A display the need to make decisions based on facts. Entrepreneur B
appears to be heavily influenced by the need to avoid losses through their own research,
whereas entrepreneur A relies more on their own sensible thinking. Both of them show
sensible decision-making regarding tax matters where the fear of losses is influenced by the

need to practise one’s own common sense.

5.2 Overconfidence

Overconfidence was found to have the least affect to most entrepreneur’s tax-related
decision-making compared to all of the other biases, thus still being somewhat present in the
decision-making process of entrepreneurs. The least amount of effect can be stated by not

finding many relevant quotes to support the overconfidence bias.
“I have never missed out on any grant or incentive as far as I know” — C

“I don’t recognize a situation during my time as an entrepreneur where I wouldve left a

grant or incentive on the table” — A

Overprecision, the overvalued faith in oneself to know the absolute truth, was present in the
quotes above. Entrepreneurs A and C suggests that they have never left anything on the table,

meaning that they have taken full usage of all the possible grants there are. It might be that
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both of the entrepreneurs have indeed utilized each and every grant there is. However, the
other statements from entrepreneurs A and C in other biases, do not support this claim,

highlighting the overprecision to be present in entrepreneurs’ statements.

“Finnish taxation for entrepreneurs is far away from the optimal level because it is stupid
that company is taxed based on the operating profit, money that has yet to be withdrawn
from the company” — D

Entrepreneur D appears to be influenced by the overvalued belief of knowing what the
correct way to conduct tax policies is by shaming the current policies. In reality, tax policies
are difficult to conduct. It can be a dangerous route to claim something to be correct or
erroneous, as each society has its own features and needs which the taxation policies must

be applied to.

“The whole point of being an entrepreneur is to understand and use different tax incentives
and if you don'’t, it becomes very expensive for one. I think it is just matter of time for each
entrepreneur to gather the needed pot for one and take advantage of tax-advantaged

dividends, which is “cheap money” compared to withdrawing salary.” — B

This statement indicates the presence of overestimation, the thought of viewing yourself
better than you are in reality. Entrepreneur B stated in the latter part of the analysis, that not
all incentives or grants are used, and the reasons behind it is emotional. In this quote,
entrepreneur B gives a clear statement that entrepreneur uses tax incentives wisely by
claiming that if one does not, it becomes expensive. However, entrepreneur B doesn’t use

all of them emphasizing the view of oneself to be better than the reality is.

“«

t is crystal clear to me how much money I need for my expenses, thus I have a clear view
of how much money I have to have in my company’s assets for me to jump out the rat race.

After reaching that amount, the optimization is just mathematics” — B

“As simply as it gets, the optimal strategy for me is to pay as little salary as possible and
withdraw as much as possible as a tax-advantaged dividend. I think that is all that

matters” — D

These statements above strengthen the overprecision bias of thinking that own strategy is the
optimal. Entrepreneur B and D appear to be influenced by overconfidence; they view their

own way of conducting tax matters to be correct. This further emphasize that overconfidence



32

could be an erroneous state of one’s knowledge and might affect crucial decisions regarding

tax matters.

5.3 Status quo bias

Status quo bias was seen to be affecting entrepreneurs by maintaining the current state of
affairs due to the inability to influence tax matters at a societal level. It was also found to be
present in a situation that requires change. When there are transition costs and the possibility
of something uncertain, other biases, such as loss aversion, can lead to a state where the

entrepreneur maintains the current state of affairs, the status quo.

5.3.1 Accepting the current state of affairs

Each entrepreneur appears to be accepting the current state of affairs in different ways. This
leads to a status quo of holding the current state of affairs and not seeking to possibly identify
methods to affect policies and influence changes. Entrepreneurs A and B feel like there is
not a possibility to affect tax policies, which leads to a state of holding the current state of
affairs. Entrepreneurs see that focusing on their own business is more crucial for them than
trying to affect societal-level matters. This can be result of other biases such as loss aversion
where the loss is the possible lost amount out of the core business is seen greater than the

impact they view, they could have as the gain.

“When I cannot affect how tax politics are conducted, I just go with the rules and apply
them to my tax planning” - A

“When I cannot affect tax policy changes myself at all and I am so small fish in the sea, I
don’t see a reason for myself to put a thought to the possible changes and uncertainty of

tax politics” — B

“My view on Finnish tax policies is that when you don’t know better, you don’t. All in all, 1

am satisfied regarding tax policies for entrepreneurs in Finland” — B

Entrepreneur D seems to be satisfied with entrepreneurs’ taxation because it is the best

option out of unfavourable options leading for the entrepreneur to practise business in
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Finland. It could be an option for entrepreneur to seek better alternatives but still has decided

to hold status quo, being an entrepreneur in Finland.

“[ see the entrepreneurship taxation as encouraging compared to personal taxation and its
models which are so terrible in Finland, so I would say that being entrepreneurship

taxation is the best choice out of bad choices” — D

Entrepreneur C has a more neutral view; he is content with how taxation policies are
conducted. This emphasises the status quo as a psychological anchor, something the

entrepreneur has committed to and therefore is satisfied with the current state of affairs.

“I really don’t have any opinion regarding tax policies for entrepreneurs. I would say that

the tax policies are okay” - C

All of the excerpts above highlight that the current state of affairs is good enough for
entrepreneurs not to seek better options and thus maintain the status quo. As Groves and
Vance (2025) stated, the status quo can be a major block towards productive decision-
making. If one is unsatisfied with other options, one could find other alternatives, the
statements appear to suggest that entrepreneurs are satisfied at least in some level leading to

stay in the status quo.

5.3.2 Resistance to change

Resistance to change from the current state of affairs was found to be a factor affecting
decision-making. This was mainly explained by the link to other biases which lead

entrepreneurs to hold the current state of affairs.

Entrepreneur A appears to be heavily influenced by the anchoring bias. Tax matters are
handled in the way they have always been handled, leading to a situation holding the current
status quo. That appears to suggest that there have not been any reasons to change the tax
strategy. However, earlier entrepreneur A said that he faced a tax audit and stopped “fooling

around” after that, leading to a contradiction of statements.

“I do not have any specific factors affecting my tax behaviour, I do those things the same

way I have always done them” — A
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It might be that the entrepreneur A’s earlier experience of tax audit led the entrepreneur to
change tax-related matters, and after doing so, the entrepreneur has maintained the current
state of affairs and the previous experience might be an obstacle towards change affected by
loss aversion. Entrepreneur D displays that the main reason for holding the current state of
affairs regarding optimisation is affected by the present bias. The entrepreneur practises
sensible tax planning when it’s possible highlighting that personal affairs can be obstacles

towards optimisation.

“In the end, I don’t do much of any tax planning. I pay myself tax-advantaged dividend

always when it’s possible from the view of personal expenses” — D

Entrepreneur C seems to be heavily affected by the loss aversion. The investment loan is
seen as a great tool but too risky from the view of current life situation, highlighting that the

loss is greater than the gain from it, leading to a status quo.

“In this life situation that I am in, I don’t want to take any unnecessary risks and for
instance [ see investment loan as a smart option if you know what you are doing but for

me, I just have not wanted to be involved in that.” - C

All of the excerpts above display the link to other biases which prevent entrepreneurs to
change how they handle tax matters. Dependent of the subject, entrepreneur seem to be
heavily relying on the current state of affairs and do not express to have any thought towards

change and innovation, which can be a problem caused by the status quo.

5.3.3 Other motives to maintain status quo

The reason to hold the status quo was also found to be explained by other factors such as
lack of resources and time, the burden of bureaucracy, and emotions. Entrepreneur A
justifies the reason for not optimising to be the lack of resources and time. This can be linked
to other biases as well, for instance, entrepreneur A could have seen that the time spent on
optimising could be a loss somewhere else in the business, displaying loss aversion’s

presence.

“Before selling my company, I simply did not have time or proper resources or advisors on
tax related subjects. When making business, entrepreneur does not have time to optimise

everything” — A
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Entrepreneur B notes that the bureaucracy has been an obstacle towards capitalizing on all
incentives, such as grants for entrepreneurs. However, the other excerpt displays that the

emotions and earlier experiences have shaped the behaviour towards tax incentives usage.

“I have never applied for any financial incentives, for instance a start grants due to the

bureaucracy behind them” — B

“For me, I have had a great childhood thanks to the tax system of Finland, I am a great
example that when people pay a great price to the government from doing work, the tax
money can sometimes go to good things. I understand why the taxes are paid and 1
personally have compassion towards tax authority which leads to a state that I don’t take

full advantage of all tax incentives there are” — B

Status quo can affect one’s behaviour and decision-making, and in entrepreneur B’s case it
has led to a state where not everything is optimised due to a need to justice own good

childhood by not taking full advantage of all possible incentives.

5.4 Bandwagon effect

Bandwagon effect was found to be a significant factor regarding taxation decisions for two
entrepreneurs, and for the other two, it was less visible. It was found to be affecting based
on others experience and opinions. Bandwagon was observed to influence in two different
ways, one by totally relying on others and another by using others’ knowledge for one’s own

advantage.

Entrepreneur D emphasizes that in the beginning he relied too much on other people’s
opinions and later discovered it to have been the wrong choice. In the bandwagon effect an
individual appears to execute tasks in the same way that others do it due to the pressure or
lack of knowledge. Entrepreneurs might become prone to this through networks or familiar
entrepreneurs who have more experience. This leads an individual who is just started to be
an entrepreneur to think that it is wise for one to follow others instead of seeking solutions

individually.
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“When I started as an entrepreneur, I might have listened too much what others said for

instance I was told that each expense is eligible to put to the deductions of a company” — D

“In the beginning, I was told that there will not be any tax audits for small entrepreneurs

which made me to be indifferent of the subject” - D

The outcome of jumping on the bandwagon in taxation matters could be a positive or an
unfavourable situation which entrepreneur D suggested to have encountered. The excerpts
from entrepreneur D highlights the core meaning of bandwagon as desire to follow others.
Entrepreneur D appears to be influenced by others’ experiences and has implemented same
kinds of tax planning decisions to own tax planning strategy. Entrepreneur D appears that

relying on others too much was rather a burden than reward.

“In a big picture most of my tax-related decisions have been influenced by other
entrepreneurs who have helped me to understand how they have utilised different tax
incentives. I don't feel like I have realized anything by myself, all these tax planning

decisions have come on a practical level from people around me” — D

“Same logic is valid in every aspect of life including taxation that one cannot follow others
blindly, I have my own brain, thus I make the final decisions based on what I think to be
the right ones” — D

These excerpts highlight that entrepreneur D has realized that relying on others too much
has been detrimental. The statement that most of the tax-related decisions are influenced by
others indicate that, at some level, the entrepreneur has still continued to rely on others. This
could be explained as Leibenstein (1950) said: “to be one of the boys” where one still feels
the need to follow others. This can be seen from the defending excerpt of having “own
brain”, entrepreneur D is reluctant to admit the reliance on others, even though the

entrepreneur has continued to do so.

Entrepreneur C appears to be heavily influenced by other entrepreneurs’ beliefs rather than
optimising taxation matters individually. The excerpt by the entrepreneur can be approached
from two different sides of the bandwagon effect. The route to follow solely others is a
dangerous in that way that if the decisions others suggest ultimately prove to be erroneous,

the outcome might be a damaging on one’s own business.
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“Based on my experience, if one has familiar entrepreneurs with whom can have these
conversations regarding taxation, one can build own opinion related to those. My own
thoughts of how I handle tax related decisions is based solely on what I have heard from

others” — C

On the other hand, entrepreneur emphasizes that one can build own opinion related to the
opinions of others and therefore use the information from others for own advantage.
However, the other excerpt of not trusting at all to be able to do taxation matters on own

suggest that entrepreneur C is more towards the dangerous route of bandwagon effect.

“If [ were to conduct a tax strategy on my own, I believe that the result would be quite

bad” - C

In these excerpts below, entrepreneur A displays a strong opinion of how there is no space
to listen to others but still has consulted a familiar entrepreneur when there have been

complex matters to understand.

“I have not listened other entrepreneurs regarding taxation matters because I don’t have
information of how others do these taxation decisions or if I do, I don’t necessarily trust on

them.” — A

“When I was doing a company acquisition, I consulted my friend who is an entrepreneur

as well and I asked the question “why” and ensured how these decisions are done” — A

Even though it is suggested that entrepreneur A only consulted and, in the end, made the
decisions by oneself, there was still a need to listen to others. This signals that the
entrepreneur is using the knowledge of others for their own advantage and doesn’t rely fully

on others’ opinions.

The bandwagon effect has an interesting view on the following excerpt. Entrepreneur B says
that the tax strategy is based on the research conducted individually but there is still a need

to rely on others.

“How I do my tax decisions are mostly based on my own research, but I have surrounded
myself around people who know well tax-related subjects and understand how optimal

taxation planning should be done” — B
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The stand how entrepreneur B is in the bandwagon can be seen to be more a utilizer to obtain
information from others than to totally rely on them. This suggests that entrepreneur B
understands the help and information that one can obtain from people around but has the loss

aversion affecting there because the entrepreneur does not want to make mistakes.

“It is clear for me that if you are totally relying on other peoples’ opinions, it is a waste to
make excuses to the authority. So, I always want to check and ensure that things are like

they are said to be by other entrepreneurs.” — B

5.5 Other biases found in the research

In addition to four different biases examined from the deductive point, two affecting biases,
present bias and authority bias, were found to be present in entrepreneurs’ decisions

regarding tax-matters. These will be analysed in the following sub chapters.

5.5.1 Present bias

Present bias was found to affect entrepreneurs’ tax-related decision-making regarding
optimization. The need to meet the financial requirements of personal expenses was found
to be a dominant factor leading entrepreneurs to be unable to optimize, for instance, a
dividend versus salary optimal level. However, entrepreneurs displayed an understanding of

long-term goals but are not able to perform fully towards those goals due to present bias.

“Primarily I don’t pay myself more salary than I need. Sometimes I have large expenses in

personal life that have to be covered so I don’t live under a constant optimization.” — D

This excerpt displays that entrepreneur struggle with personal needs, valuing the money
needed in the present over long-term goals. Entrepreneur D admits that doesn’t optimize

everything that could be optimised, which is a hindering factor towards asset accumulation.

“Regarding dividend versus salary question, my situation has now been that for instance
when [ purchased a home I had to withdraw over 20 000€ as a salary. All in all, personal

expenses affect a lot how I can optimize different tax incentives” — B
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“I have had some kind of learning curve these years when I have been an entrepreneur
regarding how to optimise tax matters better. Of course, personal expenses affect a lot how
I can optimise when I have had to withdraw for myself to be able to cover all the personal

expenses” — C

Entrepreneurs B and C point out that personal expenses affect the optimization, and due to
the need for personal income over the optimised level, it is not relevant for either of them to
try optimizing every tax incentive there is. These statements display the nature of mundane;
life brings expenses that have to be covered, which leads to a state where full optimization

of tax matters seems to be unreachable.

“Long-term goal for myself'is to get an investment portfolio for my company which could

provide myself money either as a salary or dividend” — D

“I have followed my personal expenses quite strictly over a year now and therefore

optimised more tax matters” — D

“For me to reach my long-term goal is practically seen there that I think more thoroughly

my own personal expenses and that is crucial if [ want to reach my goal” — B

“Last couple of years all of the money I have had left in the company’s account, I have

invested.” — C

These statements show that the entrepreneurs are well aware of how they should optimise,
for instance, a dividend versus salary question, and are trying the best they can to reach the
best optimised state of affairs. Entrepreneurs D and B appear to have taken concrete action
by following their own expenses strictly, leading to less salary needed to be withdrawn from
company, whereas entrepreneur C invests what is left, which could be a longer journey to

reach the optimized state, because one keeps valuing the present more than the future.

5.5.2 Authority bias

Authority bias, the tendency to overvalue opinions or credibility of authority, such as
accountants, as experts, was found to be present, affecting three of the entrepreneurs.
Listening to experts of the matter is reasonable, but it might ultimately prove to be

unfavourable by relying excessively on authority. These excerpts display that entrepreneurs
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rely on people who have expertise, which might be the result of a mindset: I do my job well,

you do yours.

“[ listen a lot to my accountant regarding tax optimization, for instance what is the optimal
level of not withdrawing too much money as a salary. I would say that I have outsourced a

lot to my accountant” — C

This excerpt highlights the core of authority bias. Entrepreneur C does not only hear the
advice the accountant might have, rather the planning of taxation is also almost totally
externalised to be conducted by the accountant. The reason for this might be the overvalued
belief on expertise of an accountant, leading the entrepreneur to delegate the responsibility

of complex tax decisions to the authority rather than having to address them individually.

“If there were some new tax planning proposals in my accountant’s desk, I would
definitely use them but of course, firstly I would make sure that the facts of that tax

incentive were correct” — B

Entrepreneur B has a more controlled aspect of the authority bias, but the bias is still strongly
present. This appears to suggest that the proposals of accountants are reasonable to follow,
but there is still an urge to ensure the facts individually, which has a slight overconfidence
and loss aversion nuance. Overconfidence due to the trust in oneself to be able to understand

facts fully individually, and loss aversion as seeking confirmation for correctness.

“If there were to come some tax politics changes, then it would be perceived and reacted
with the accounting firm. In the end, I don’t get this kind of information from anywhere

else than from my accounting firm” — A

“I have an accounting firm which has a legal department, so it is easy to think these

taxation decisions with them” - A

Authority bias is present from the perspective of a lack of information. This emphasizes that
entrepreneur A believes that the only truth comes from the accounting firm, which might
cause negative effects if the entrepreneur is not able to question any decisions proposed by

the accounting firm.
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5.6 Investment profile as behavioural indicator

The results of the link between investment profile and tax decisions were divergent.
Investment profiles were compiled from the answers of entrepreneurs regarding investment-
related questions (Appendix 1). They were graded based on yes or no answers, where the
entrepreneur was given one point if the answer supported a more risk-seeking alternative.
The scoring process can be seen in the appendix 2 and the result of each investment profile

Table 2.

Entrepreneur ID Investment Profile
A Safe (2/10)

B Moderate (5/10)

C Moderate (4/10)
D Speculative (9/10)

Table 2. Investment profile of an entrepreneur

Heatmap in Table 3 displays the strength of each bias for every entrepreneur. It was
conducted by the number of quotes and how strongly each quote displayed the bias to be

present in entrepreneurs’ decisions.

Factor

Loss aversion
Overconfidence
Status quo bias
Bandwagon effect _
Present bias
Authority bias

Entrepreneur A |Entrepreneur B |Entrepreneur C |Entrepreneur D

Table 3. Heatmap of the strength of each bias
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5.6.1 Entrepreneur A

Entrepreneur A’s risk profile was calculated to be safe. This would suggest that an
entrepreneur is quite non-speculative when it comes to tax decisions as well. As seen in
Table 3, three major biases that affected entrepreneur A’s decision-making were loss
aversion, status quo bias, and authority bias. As found in the earlier research, loss aversion
can cause one to maintain status quo, and it was found to be correct here as well. The
entrepreneur’s earlier experience of tax audit affected the tax behaviour, and it was
emphasized that no unnecessary risks were taken for the sake of employees. The
entrepreneur appeared to be quite influenced by the authority bias, stating that in the end,
that is the source of information for the entrepreneur. The entrepreneur’s investment profile
was found to match the tax behaviour. The entrepreneur is a safe operator when it comes to

financial matters and maintains the current state of affairs that work.

5.6.2 Entrepreneur B

Entrepreneur B’s investment profile was calculated to be moderate. This was found to match
the tax decisions as well. The entrepreneur appeared to have strong opinions and beliefs
about knowing what the optimal way is to conduct tax matters, highlighting overconfidence.
However, at the same time, the entrepreneur was quite affected by loss aversion and the
status quo. As seen Table 3, entrepreneur B’s decision-making was affected by all of the
biases. The entrepreneur displayed to be safe in a way that the confirmation seeking was
heavily present, never relying fully on others, even experts. Entrepreneur B’s moderate

profile is matched in the taxation matters due to the combination of all of the biases.

5.6.3 Entrepreneur C

Entrepreneur C was scored to be a moderate investor by one point exceeding the level of a
safe investor. In taxation matters, entrepreneur C was found to be the safest one out of the
interviewed entrepreneurs. As seen in Table 3, all of the biases except overconfidence were
found to be quite heavily present in the entrepreneur’s tax-related decision-making.

Entrepreneur C has a high trust in accountant and is influenced by other entrepreneurs as
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well. There is not a lot of trust in oneself, stating that if entrepreneur were to do taxation
decisions alone, the results would be unfavourable. Present bias affected the entrepreneur’s
decisions, and the quotes indicate that entrepreneur does not view optimization of tax matters
to be significant factor for the entrepreneur. Entrepreneur C was found to be extremely safe
when it comes to tax matters; the peace of mind was the core factor for this entrepreneur. It
was found that the investment profile of a moderate investor does not match how the

entrepreneur conducts taxation matters.

5.6.4 Entrepreneur D

Entrepreneur D has the clearest conflict between the tax decision-making and investment
profile. The investment profile was scored as speculative. Regarding investment questions,
entrepreneur D was extremely confident, trusting one’s own research and believing to be
quite an expert in the investment decisions. This was not seen to be accurate regarding
taxation matters. A speculative profile would suggest that an entrepreneur displays a strong
presence in the bias of overconfidence and scores low, for instance, in loss aversion and
status quo bias. As seen Table 3, regardless of overconfidence being present, all of the other
biases except authority bias were present quite moderately as well. Entrepreneur D admitted
that in the early stages of entrepreneurship, unnecessary risks were taken by listening to
others and stated that many taxation decisions are influenced by others. The entrepreneur
appeared to have a clear view of how to optimise but present bias was present in the decisions
and stated that does not practise a lot of tax planning. Loss aversion was found to be present
in the sense that the entrepreneur does not want to go to the grey zone which leads the
entrepreneur to stay in status quo. Overconfidence was seen to be present, but not as strongly
as the investment profile would suggest. All in all, it was found that entrepreneur D is rather
a moderate operator when it comes to taxation matters, and thus the investment profile of

speculative cannot explain the tax behaviour of entrepreneur D.
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6 Discussion and conclusions

The aim of the research was to investigate which behavioural factors affect entrepreneurs’
tax-related decision-making process. The literature section focused on taxation, decision-
making and different biases. This research was conducted as a qualitative case study, and
the interviews were conducted as semi-structured interviews. The empirical part was
gathered by interviewing four different entrepreneurs with different backgrounds. The aim
for the interviews was to understand from the perspective of entrepreneurs which
behavioural factors are behind taxation-linked decisions. The data was analysed by using
thematic analysis as an analysing tool. This chapter focuses on the results and explains the
answers to the research questions. In addition, the trustworthiness of this research,

limitations and possible future research suggestions are discussed.

6.1 Main findings of the study, conclusions and the answers to research questions

The research questions were conducted to understand how behavioural factors influence and
explain the tax-related decision-making process. There was one main research question and
two sub-research questions. The main research question was: “Which factors influence an
entrepreneur’s tax-related decision-making process?” and the two sub-research questions
were the following: 1: “How do cognitive biases influence the entrepreneur with tax-related
decisions?” and 2: “Does the investment profile explain the entrepreneur’s tax-related

behaviour?”.
Investment profile as a behavioural indicator

Statman (2018) suggested that investment profile is a combining of one’s identity and values
and does not only reflect only on risk-reward relationship. This was not seen to match
reliably in this research. Two out of four investment profiles couldn’t explain the tax
behaviour of entrepreneurs. For instance, entrepreneur D, who scored as a speculative
investor, displayed high loss aversion and a will to stay out of the grey zone regarding tax
matters. This indicates that entrepreneur D values are more towards proper behaviour and
the attitude is more towards following law than breaking it. Grable and Lytton (1999) stated

that people categorised as safe investors are more likely to practise risk avoidance compared
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to those who were categorised to be more risk seeking. This was partly seen to come true
regarding tax matters as well. Entrepreneur A tax behaviour was matched to be safe as well
by relying strongly on the status quo and loss aversion. Compared to entrepreneurs B and D,
entrepreneur A was slightly more cautious on tax matters. However, the difference between
entrepreneur B and D was not visible, and entrepreneur C was more towards risk avoidance
than the investment profile would suggest, due to cognitive biases modifying the tax

decisions aspect.

The findings suggest that the investment profile cannot explain the taxation-related decision
as reliably as was suggested from the literature. Taxation-related risk seeking and risk
avoidance was found to differ a lot from investing. Regardless of an entrepreneur being
extremely risk-seeking in investment matters, it is not present when one has to make “bigger
impact” financial decisions, which here were tax-related. In tax-related decisions, cognitive
biases create limitations and fear of losses, leading to more cautious tax behaviour. The
results suggest that taxation linked psychological decisions are apart from investing ones.
Based on the results, the risk profile of a human is not one that is applicable to all decisions,

rather it is linked to the nature of the decision.
Cognitive biases

As Simon (1955) suggested, people do not act as machines. Instead of seeking the best
optimised strategy, they are satisfied with decisions exceeding a layer of some level. Simon
(1955) stated that an individual therefore practises rational behaviour, which is linked to the
information and capabilities that one has in the environment around. This was seen in the
tax behaviour of entrepreneurs. How and why an entrepreneur acts in some sort of way is
linked to the earlier experience, events or the current state of affairs. The environment around
entrepreneur has modified and will continue to modify the decisions they do regarding tax
matters. Kamleitner et al. (2012) stated that entrepreneurs face challenges to understand how
the tax system works and how to comply with it. This statement was partly correct and partly
incorrect in this research. Entrepreneurs appeared to have understood taxation decisions
quite well and more heavily how to comply with taxation policies, but it was correct in that
sense that by obeying it too strictly, it leads to a state of not obeying it correctly. This means
that entrepreneurs do not take advantage of optimisation in all tax matters, which appears to
be explained by the bounded rationality. The research question of how cognitive biases

influence tax-related decisions can be approached via three main aspects.
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Loss aversion and status quo were found to affect entrepreneurs’ decisions for the sake of
peace of mind. Both of the biases were found to be strongly apparent in each entrepreneurs’
decisions. All of the entrepreneurs were individuals who would rather seek safe options than
risk options when making tax-related decisions. As Samuelson and Zeckhauser (1988)
suggested and later confirmed by Kahneman and Tversky (1991), loss aversion is a reason
for individual to hold the status quo. This was seen to be correct in this research as well.
Each of the entrepreneurs displayed a strong willingness to avoid risky activities. Risky
activities, which could lead to sanctions were seen greater than the possible gains from taking
the activity, which has led entrepreneurs to stay in status quo. As Apicella et al. (2014) stated,
the endowment effect is a state where an individual values something one already has more
than something one could have. Entrepreneurs value more the state of satisfied level rather

than overdone optimization leading to possible sanctions.

A concrete example of how loss aversion started to impact entrepreneur A’s decisions was
when the entrepreneur faced a tax audit. Entrepreneur A downplayed the effect on it, but the
sanction that entrepreneur A faced appeared to be strong enough for loss aversion to start
working by the effect of that experience. As Godefroid et al. (2023) stated, the status quo
can be an obstacle towards innovation and improvement. This was found to be correct in the
research due to the lack of will to optimise tax matters due to other biases. The research
supports the suggestion that Burmeister and Schade (2007) stated that a large percentage of
choices entrepreneurs make are greatly affected by the status quo bias. Loss aversion and
status quo appear to influence the tax-related decisions by the need to have peace of mind
and as a positive obstacle to prevent entrepreneurs from taking unnecessary tax-related risks.

These risks could affect not only business but entrepreneur’s whole life.

Entrepreneurs’ decisions were affected by the need to rely on others. This was seen via two
biases, authority bias and band-wagon effect. Entrepreneurs do not make taxation decisions
individually; the decisions are modified by the experiences and opinions of others. There
were differences, which of these two biases affected each entrepreneur. For instance,
entrepreneur D was highly affected by the bandwagon effect and not at all by the authority
bias, whereas entrepreneur A was poorly affected by the bandwagon effect and quite heavily
by the authority bias. Entrepreneur C was affected heavily by both of the bias and
entrepreneur B was moderately affected by both. Mirbagheri and Rafiei (2025) stated that

the bandwagon effect can be seen from the pressure of others or from the ignorance of one’s
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own knowledge. This was found to be correct in the research as well. Entrepreneurs D and
C emphasized how their tax-related decisions are influenced by other entrepreneurs’
experiences and opinions, which appeared to be explained be the lack of knowledge. Daily
et al. (2025) stated that authority bias can lead to a situation where one ignores one’s own
research on the subject matter and accepts everything the authority suggests. This appeared
to be correct as well, for instance, entrepreneur C highlighted the poor trust on own
knowledge and outsourcing tax matters to an accountant. These biases were found to
influence the decisions by the need to rely on others. D’ Andria and Heinemann (2023) stated
that small and medium-sized companies face a larger burden of the tax matters than large
companies. The need to rely on others might be explained by the complexity of tax matters,
where the “experts” or other entrepreneurs can be seen as a guard network helping to

navigate.

The third approach, which was found to have affected entrepreneurs’ decisions, was the
present bias. This bias strongly displayed why three out of four entrepreneurs do not optimise
all the tax matters and are rather satisfied with the current state of affairs. This comes down
to bounded rationality as well; people are satisfied in accordance with the environment
around them. As Brewer and Erdem (2020) stated, present bias is a state where an individual
is inclined towards an immediate reward rather than reaching a long-term goal. In this
research, it was found that present bias works as an obstacle that prevents entrepreneur from
optimising tax matters even if they had the knowledge or plan to do it. Personal expenses
rule over the will to optimise tax matters which could lead to more optimal state of assets
and income. This is rather a consequence of life, even if individual is acting rationally, the
behaviour might not be rational due to the reality of life. Capital is required more or less
dependent on the situation, and the individual just applies the situation to their own

behaviour.
Factors affecting entrepreneur’s tax-related decision-making

Factors affecting entrepreneur’s tax related decisions were found to be a mix of interactions.
This means that cognitive biases, which were greatly present in the decisions are born and
present due to different reasons. The need to rely on others, the fear of losses, the reality of
the current state of affairs, and earlier experiences of own and others. This research confirms
what Shepherd et al. (2015) stated that factors, which affect decisions are biases, one’s own

background, and experience and the environment which alters how an entrepreneur makes
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decisions. Biases aren’t just there; they are born from different reasons. These biases work
as factors to be satisfied and have peace of mind, which supports that entrepreneurs are

affected by bounded rationality.

6.2 Research trustworthiness, limitations, and suggestions for future research

As stated in the methodology chapter, the researcher must prove the trustworthiness of the
research. The trustworthiness of this research is discussed via four different criteria:
credibility, transferability, dependability, and confirmability. Credibility was secured by
prolonged engagement, persistent observation, and member checks. Prolonged engagement
meant that the author did deep research on taxation, entrepreneurship, and different
psychological biases. This was a must in order to reliably understand entrepreneurs’ answers
on the subject matter. Persistent observation was secured by reading multiple times
transcripts and making precise observations, which became themes. This ensured that the
citations were not just picked in a random order from the interview transcripts. Member
checks were done by ensuring, in the interview moment, that the statement the entrepreneur
said really meant that by confirming the quote from entrepreneur. The transferability was
secured by displaying precise quotes from entrepreneurs, showing precise interview
questions, and the scoring process of the investment profile. Thematic analysis was
conducted first by color-coding answers to four pre-determined biases: status quo,
bandwagon-effect, overconfidence, loss aversion, and in addition all of the rest relevant
answers to a fifth group “other possible bias”. After that, answers were compiled to themes
after multiple readings of the quotes. This provided research with a clear audit trail and
therefore accounts for the dependability. Confirmability was secured by having original
transcripts from each interview available. In addition, the analysis notes on color-coding and
derived themes from biases are available. These four quality measures prove the

trustworthiness of this research.

The results of this research cannot be generalized to all Finnish small entrepreneurs. The
research included interviews of four different entrepreneurs, which is a rather small sample.
The other limitation is that taxation can be a sensitive subject for entrepreneurs, which may
lead entrepreneurs to whitewash their answers to seem more law-abiding or reasonable. That

can lead, for instance, an entrepreneur to downplay the overconfidence bias impact on
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entrepreneurs’ tax matters as seen in this research. Lastly, the research is limited to the
Finnish taxation system which means that the answers could differ depending on, which

taxation system entrepreneurs were to be interviewed.

This research gives a solid groundwork for future studies. The research indicates how
entrepreneurs see tax matters and which biases can be the factors behind the actions. The
research can work as a practical contribution for future research indicating preliminary
results on the subject matter. Suggestions for future research are that the subject could be
studied by how artificial intelligence software, such as an artificial intelligence-powered
accountant could affects these biases. The artificial intelligence is advancing rapidly each
year to be more precise. In the future, there could be law- and accounting firms run totally
by artificial intelligence. This could lead to a situation where the strength of biases could be
very different. In addition, it is recommended for future research to have a large sample size,
which could lead the results to be generalised, and therefore applied to governmental tax
policy discussions as indicators of how different tax laws could be constructed. Additionally,
the future research could be conducted as an anonymous questionnaire, to further increase

the reliability and trustworthiness of the answers.
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Appendices

Appendix 1, Interview questions

Background
1. How many years have you been an entrepreneur?
2. What is your firm’s corporate form?
3. What is your line of business?
4. What has been an approximate turnover throughout the time you have been an
entrepreneur?
5. How familiar are you with different tax incentives?
6. How familiar are you with different investment instruments?

Investment profile

7.

10.

11.

12.

13.

Is preserving the earned value of your investment portfolio more important to you

than pursuing its rapid growth?
Are you willing to invest in an instrument which is rather volatile than firm?

Do you believe that you are capable of choosing better investments than an average

person based on your own research?

Have you ever used or have thought about seeking for an investment loan as a

leverage for higher investment returns?

Does an investment loss feel more mentally heavy than an equivalent investment

gain?
Do you rather invest in stocks or crypto instead of index funds or government bonds?

When making investment decisions, do you rely more on your own research and

intuition than third parties?



14.

15.

16.
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Do you prefer to invest in a few high potential stocks rather than diversifying in many

stocks?

If one of your investments were to drop 10% in one day, would you see it as a rebuy

option?

Do you regret more a missed investment opportunity rather than losing money on an

investment?

Tax-related decision-making process

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

27.

28.

29.

What is your stand on the Finnish taxation system for entrepreneurs and how

lucrative do you find it to be?

What influences you when making tax-related decisions?

How can tax incentives work as a tool for tax optimization?

How do you draw the line between smart tax optimization and unnecessary risk?

In what ways do potential tax audits, errors and sanctions affect the level of risk you

are willing to take in your tax-related decision-making?

In what ways do emotions affect your tax-related decisions?

Which tax incentives do you use and how?

How does the uncertainty of future tax politics shape your tax-related decisions?
Describe what is the best optimized tax-related strategy in your mind?

How do you balance the need for personal income today with the long-term goal of

tax-efficient wealth accumulation within the company?

What kind of tax incentive would encourage entrepreneurs more towards wealth

accumulation and how that would affect your decisions?
If a third party were to propose a new tax-related planning, how would you act?

Have you ever opted out of a grant or tax incentive because the bureaucracy behind

it felt too heavy?
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30. Describe how your decision-making process has changed throughout the years?

Appendix 2, Scoring process of an investment profile

QUESTION

SCORING

Is preserving the earned value of your investment portfolio more
important to you rather than pursuing its rapid growth?

Yes = 0 Point
No = 1 Point

Are you willing to invest in an investment instrument which is
rather volatile than firm?

Yes = 1 Point
No = 0 Point

Do you believe that you are capable of choosing better investments
than an average person based on your own research?

Yes = 1 Point
No = 0 Point

Have you ever used or have thought about seeking for an
investment loan as an leverage for higher investment returns?

Yes = 1 Point
No = 0 Point

Does an investment loss feel more mentally heavy than an
equivalent investment gain?

Yes = 0 Point
No = 1 Point

Do you rather invest in stocks or crypto instead of low-risk index
funds or government bonds?

Yes = 1 Point
No = 0 Point

‘When making investment decisions, do you trust more on your
own research and intuition instead of third parties?

Yes = 1 Point
No = 0 Point

Do you prefer to invest in a few high potential stocks rather than
diversifying your investment portfolio?

Yes = 1 Point
No = 0 Point

If one of your investments were to drop 10% in one day, would
you see it as a rebuy option?

Yes = 1 Point
No = 0 Point

Do you regret more a missed opportunity than losing money on an
investment?

Yes = 1 Point
No = 0 Point

Appendix 3, Scoring process of the heatmap

‘Strength of each bias (0-5) ‘Criteria \

1 Bias found but no significant control in the decision-making |

Bias present, having a minor control in the decision-making

The main difference between the grade 4
and 5

Bias present, having a moderate control in the decision-
making, influencing decisions in a moderate wa;

If the strength was found to be five, the entrepreneur
displayed a strong unchangeable attitude. The bias scored
as five affected so strongly on decision-making that the
entrepreneur displayed a resistance to change




