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6 Concluding Remarks

This paper has examined how male corporate directors’ family structures – specifically,
fathering daughters – relate to their professional choices in the context of CEO re-
cruitment. The empirical results reveal a robust and economically meaningful daughter
effect: firms with a higher proportion of male board members who have daughters are
significantly more likely to appoint a female CEO. This suggests that personal experi-
ences can influence gender-related outcomes in corporate governance in meaningful ways.

A key strength of the study lies in its identification strategy. By focusing on direc-
tors who had their first-born daughter after joining the board, the analysis leverages a
plausibly exogenous variation in child gender – minimizing the risk that companies se-
lectively appoint directors based on their existing family composition. Since the gender
of a child is essentially random, this design supports a causal interpretation: directors’
shifting preferences appear to be shaped by life events rather than by pre-existing traits.

However, an important limitation arises from the structure of the Swedish register data:
child gender is only observable once the child reaches age 16. Consequently, the analysis
cannot determine with certainty whether a director became the father of a daughter
while serving on the board. This constraint precludes the ideal sequencing for a clean
causal test – observing that fatherhood precedes the appointment of a female CEO.

Given this limitation, the results should be interpreted with caution regarding effect
sizes. While the estimated coefficients are positive and statistically significant, I refrain
from making strong claims about their magnitudes. Instead, the findings point to a
consistent pattern aligned with the theoretical prediction. The use of child gender as an
instrument nonetheless constitutes a novel empirical contribution and lays the ground-
work for future research.

Further studies could explore richer data sources with more precise temporal resolu-
tion, or employ survey-based instruments that measure attitudinal shifts following per-
sonal events. Experimental designs, field interventions, or cross-national replications
could also enhance understanding of the daughter effect’s generalizability and underly-
ing mechanisms.

The dataset’s scope presents additional empirical constraints. First, it is limited to
Sweden and focuses on SMEs, which may differ from larger or publicly listed firms in
both governance and hiring practices. Second, although the birth timing condition helps
address concerns about selection, the reliance on identifying child gender among direc-
tors who became parents during their tenure reduces sample size and limits statistical
power in some robustness checks. Third, the time span of the data is relatively short,
which restricts the analysis of long-term effects.

Nonetheless, the findings underscore how personal experiences can shape organizational
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outcomes, challenging standard economic assumptions of fixed and exogenous prefer-
ences. They resonate with a growing literature that integrates identity, social values,
and life experience into models of decision-making. In particular, fathering daughters
may increase male leaders’ sensitivity to gender equity concerns, even in elite corporate
settings.

This study also contributes to broader discussions in behavioral economics on pref-
erence formation and change. While traditional models assume stable utility functions,
the daughter effect suggests that deeply personal events can shift decision criteria in
systematic ways. Whether such shifts reflect rational updating or bounded rationality
remains an open question.

From a policy perspective, the findings imply that exposure to gendered life experi-
ences may influence elite decision-making beyond the effects of formal interventions.
Future research might profitably examine the neurobiological mechanisms behind the
daughter effect, using tools from neuroeconomics or social psychology to explore how
empathy, identity salience, or implicit bias intersect with corporate behavior.

Ultimately, the paper highlights that in the realm of economic governance, the personal
and the professional are closely intertwined. A more nuanced view of decision-makers as
socially embedded individuals – shaped by both private and professional experiences –
may enrich our understanding of leadership, corporate outcomes, and economic theory.
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Paper 2





Personal Experience and Policy Preference: Executive
Attitudes Toward Gender Equality in Corporate

Leadership

Julia Liljegren∗

Abstract

This study examines executive attitudes toward gender equality in cor-
porate leadership using original survey data from senior male directors and
female angel investors in Sweden. Situated in a policy context where gender-
balanced boards have been achieved through voluntary - rather than manda-
tory - measures, the analysis explores how personal experiences shape sup-
port for diversity initiatives. Results show that gender-diverse boards are
widely viewed as beneficial to organizational performance, yet support for
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1 Introduction

Persistent gender disparities in corporate leadership remain a defining challenge for mod-
ern governance. While women now occupy approximately 30% of board seats in OECD
countries, they hold fewer than 10% of CEO positions – a gap that has proven resis-
tant to both voluntary reforms and targeted interventions (OECD 2023, International
Finance Corporation 2023).

In response, policymakers have increasingly turned to gender quota legislation, which
has sparked vigorous debate over the efficacy and legitimacy of regulatory approaches
to boardroom diversity (Seierstad et al. 2016, Terjesen et al. 2015). Yet despite this
growing policy attention, we still know relatively little about how elite decision-makers
perceive such reforms, or how their personal experiences may shape their views.

This paper investigates the microfoundations of support for gender diversity policies
among corporate elites in Sweden – a country that has achieved high levels of female
board representation primarily through voluntary initiatives rather than binding quotas.
Using original survey data, it examines whether attitudes toward gender quotas differ
systematically between two influential groups: senior male board directors and female
angel investors.

The study contributes to a growing literature on how personal characteristics – such
as parental status – shape preferences for institutional change. Specifically, it tests
whether the so-called "daughter effect," previously identified in political and corporate
behavior (Washington 2008, Cronqvist & Yu 2017), extends to explicit support for gen-
der equality measures.

By linking elite attitudes with boardroom dynamics, the paper addresses two gaps in
existing research. First, while previous studies have shown that female representation
can influence firm outcomes, fewer have examined the attitudinal and psychological
mechanisms driving such change. Second, much empirical work has focused on firm-
level outcomes or regulatory design, with limited attention to individual predispositions
among decision-makers. The findings offer insights into the social and cognitive filters
through which diversity policies are received or resisted, and suggest that perceptual bi-
ases – such as overestimating the prevalence of female CEOs – may undermine support
for structural reform.

The empirical results reveal broad recognition of the value of gender diversity in leader-
ship. However, support for mandatory quotas remains limited, with many respondents
favoring organic approaches over regulatory intervention. Notably, a substantial portion
overestimated the share of female CEOs in Sweden, indicating potential misperceptions
that may weaken support for reform.

The study also complements firm-level analyses by examining whether individual at-
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titudes align with organizational outcomes. It highlights the role of executive networks
– particularly among CEOs – in diffusing governance norms across industries, and under-
scores the value of incorporating perspectives from male directors, who remain central
to boardroom decision-making yet are often underrepresented in diversity research.

These findings are situated within a broader global context. In early 2025, the U.S.
federal government issued executive orders rolling back Diversity, Equity, and Inclu-
sion (DEI) mandates, reigniting debate about the legitimacy of gender equality policies.
Generational factors – including exposure to second- and third-wave feminism – further
inform how current leaders interpret and respond to such imperatives (Hernandez 2018,
Snyder 2008).

Naturally, the study has limitations. The sample is non-random and drawn from a
narrow elite population, which may constrain external validity. The absence of women
in the executive network also points to persistent informal barriers to inclusion. Nonethe-
less, the findings provide valuable insight into the subjective foundations of leadership
attitudes and reaffirm the continued relevance of gender-focused reforms.

The remainder of the paper is structured as follows: Section 2 reviews the literature;
Section 3 presents descriptive data; Section 4 details the methodology; Section 5 reports
the empirical results; and Section 6 provides a concluding discussion.

2 Literature Review

A. The Impact of Gender Quotas on Corporate Boards
Research on the relationship between gender diversity and firm performance presents a
mixed yet insightful picture. Many studies suggest that gender diversity, particularly
at the board level, has the potential to positively influence firm performance. A study
by Post & Byron (2015) found that gender-diverse boards are associated with better
decision-making and governance practices, which, over time, can lead to enhanced fi-
nancial performance.

Similarly, companies with a higher proportion of female leaders are thought to per-
form better due to the broad range of perspectives that diverse teams bring to the table,
fostering innovation and more effective risk management strategies. Supporting this, a
study by Carter & Simpson (2010) also found a positive link between the proportion of
women on corporate boards and financial performance, suggesting that gender diversity
enhances board effectiveness by promoting more comprehensive discussions and better
decision-making processes. Their findings emphasize the broader benefits of having di-
verse leadership teams, which can lead to superior outcomes for firms.

Additionally, Dezsö & Ross (2012) argue that gender-diverse teams contribute to bet-
ter firm performance due to their ability to approach problems from varied perspectives,
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leading to improved strategic decisions that enhance profitability. This reinforces the no-
tion that diverse boards are more adept at identifying opportunities and managing risks.

In parallel, a study by Adams & Ferreira (2009) highlights that female board mem-
bers tend to be more proactive in monitoring corporate behavior and ensuring ethical
governance, which can mitigate the risk of corporate scandals and improve long-term
sustainability. This vigilance in governance can enhance the overall performance and
reputation of a firm, fostering trust among investors and customers alike.

Ahern & Dittmar (2012) found that gender quotas introduced in Norway in 2003 led
to a rapid increase in female board members. While the policy had positive effects on
female representation, the authors also noted that in some cases, companies appointed
women with less experience to fulfill quota requirements, which negatively impacted the
firm’s performance in the short term. Their findings underscore the complexity of gen-
der quotas – while they can increase representation, the effectiveness of these quotas in
improving overall organizational performance depends on various factors, including the
support and integration of these women into leadership roles.

In contrast, Terjesen et al. (2015) posits that while quotas may initially disrupt board
dynamics, they can also provide long-term benefits by fostering a culture of inclusivity
that promotes diversity beyond just gender. Their study highlights the importance of
reaching a critical mass of women on boards – typically cited as around 30% – to make
meaningful changes in governance practices. However, the study also acknowledges that
while gender diversity may foster improved decision-making and governance, the actual
impact on firm performance is not always straightforward.

While there is significant evidence supporting the positive impact of gender diversity
on firm performance, other studies present more mixed results, emphasizing that the re-
lationship is not always straightforward. Matsa & Miller (2013), for example, found that
Norwegian firms affected by gender quotas saw a decline in short-term performance due
to the appointment of less experienced female directors. This suggests that while gender
diversity has the potential to enhance governance, its impact on firm performance may
be contingent on the experience and integration of female leaders into the organization.

B. Personal Demographics and the Daughter Effect
Beyond structural reforms, personal experiences significantly influence attitudes toward
gender equality. Cronqvist & Yu (2017) introduced the concept of the daughter effect in
a corporate context, demonstrating that CEOs with daughters are more likely to lead
firms with higher corporate social responsibility (CSR) ratings – especially in domains
related to diversity and gender equality. This suggests that personal and familial expe-
riences can shape corporate leaders’ perspectives on gender roles and inclusivity.

Dahl & Iversen (2012) support this argument by showing that fatherhood, especially
the experience of having daughters, tends to increase men’s empathy toward issues of
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gender inequality. This personal insight has important implications for corporate gov-
ernance, where senior male leaders – often key decision-makers – are influenced by their
personal experiences in shaping policies that support gender diversity.

However, Seierstad et al. (2016) caution that while personal experiences like fatherhood
may shape attitudes, they must be complemented by organizational and institutional
changes to have a meaningful impact on corporate governance. Their work emphasizes
that personal demographics alone cannot overcome the structural barriers that women
face in advancing to leadership positions. To achieve substantial gender equality in cor-
porate governance, organizational culture, policies, and support systems must be aligned
with efforts to increase female representation.

C. The Role of Executive Networks in Shaping Gender Diversity
Executive networks, consisting of senior leaders such as CEOs, chairs, and other influen-
tial individuals, play a crucial role in shaping the governance structures of organizations.
These networks often control access to leadership roles and influence the decision-making
process, making them a critical element in the promotion (or obstruction) of gender di-
versity within corporations. Ibarra (1993) coined the term homophily to describe the
tendency of individuals to favor others who share similar characteristics, such as gender.
This phenomenon often results in the underrepresentation of women and minorities in
leadership roles, as executive networks are typically male-dominated.

Seierstad et al. (2016) argue that executive networks are central to advancing or im-
peding gender diversity. They emphasize that these networks can either support or
hinder diversity initiatives, depending on whether they prioritize diversity and inclusiv-
ity. These networks play a vital role in setting organizational norms and sharing best
practices across industries. Therefore, understanding the dynamics within executive
networks is essential for understanding how gender diversity initiatives are received and
implemented within organizations.

Ibarra (1993) also suggests that personal characteristics such as gender influence in-
dividuals’ positions within these networks, which can have lasting effects on career
advancement and organizational culture. As such, executive networks are critical in
shaping both the supply and demand for gender diversity in leadership roles.

D. Barriers to Women’s Career Advancement
In addition to gender quotas and personal factors, systemic barriers remain a significant
challenge to women’s advancement in corporate leadership. Kramer et al. (2006) ar-
ticulate that women often face multiple barriers, including cultural biases, institutional
barriers, and societal expectations, which collectively contribute to their underrepresen-
tation in top corporate positions.

Erhardt et al. (2003) further support this by highlighting the importance of fostering an
inclusive corporate culture that not only increases female representation but also values
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women’s contributions. Murray & Vinnicombe (2018) introduces the concept of soft
feminism, which advocates for gender equality while working within existing structures
and norms.

While soft feminism has helped advance gender equality, it has been criticized for not ad-
dressing the deep-rooted power structures that perpetuate gender inequality. According
to this, soft feminism can reinforce traditional gender roles, thus limiting its potential for
more radical and transformative change. These insights are important when considering
the role of gender quotas and diversity initiatives in corporate governance they may ad-
dress surface-level issues but fail to fundamentally alter the organizational culture that
sustains gender inequality.

E. Discrimination and the role of Gender Quotas
In its essence, discrimination occurs when some individuals are treated differently than
others because of their personal characteristics, such as gender, race, age, nationality,
sexual orientation, that are unrelated to their productivity (Arrow 1973). Discrimina-
tion not only leads to unequal outcomes but can also result in efficiency losses, including
wasted talent, reduced incentives for the discriminated group to invest in human capital,
and inefficient allocation of resources (Becker 1971).

Scholars generally recognize three primary forms of discrimination against women in
the labor market: taste-based discrimination, statistical discrimination, and screening
discrimination. Taste-based discrimination occurs when employers discriminate against
women based on personal prejudices or biases. However, this form of discrimination
can persist only in markets with limited competition, as maintaining it is costly (Phelps
1972). Statistical discrimination arises when employers lack complete information about
an individual’s relevant work characteristics and thus rely on group averages as proxies.
This can result in two individuals, identical in all economically relevant attributes, being
treated differently because characteristics such as gender or race are used as bases for
hiring and promotion decisions (Arrow 1973).

For example, firms may expect women to exit the workforce earlier, exert less effort
in their roles, or allocate more time to household and caregiving responsibilities. Conse-
quently, employers may make hiring or promotion decisions based on these assumptions,
further perpetuating inequality (Goldin 1990). These expectations are based on empiri-
cal evidence, making them appear plausible to employers. Consequently, companies may
rationally choose to pay women lower wages than men and/or limit their opportunities
for promotion. Within couples, a lower wage for women reduces the opportunity cost of
performing unpaid household labor, which reinforces initial expectations and creates a
self-fulfilling cycle (Blau & Kahn 2007).

Even in the absence of a clear preference for individuals of the same gender, Screen-
ing discrimination can arise during the selection process. This occurs because it is
generally easier for individuals to assess candidates with similar backgrounds. When job
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applicants share demographic characteristics (e.g., gender) with the evaluator, unknown
qualities may be assessed more accurately, as similarities in language, communication
styles, and perspectives facilitate evaluations of personal skills and attitudes (Aigner &
Cain 1977, Kang et al. 2016).

3 Data and Descriptive Statistics

In this section, I provide a descriptive overview of gender diversity in corporate leadership
across countries, with a particular emphasis on Sweden. Before introducing the survey
results from the selected respondent groups, I present a comparative snapshot of female
representation in boardrooms and executive roles. To ensure reliability, I draw on a range
of authoritative sources, including the European Institute for Gender Equality (EIGE)
for Austria, Belgium, France, and Germany (European Institute for Gender Equality
(EIGE) 2023), McKinsey&Company for Italy, the Netherlands, and Spain (McKinsey
Company and LeanIn.Org 2023), and the OECD for Sweden, Norway, Denmark, and
Finland (Organisation for Economic Co-operation and Development (OECD) 2024). I
also incorporate additional figures from Catalyst (2024) and Allbright (2024) to extend
the scope to non-European countries.

3.1 Sweden’s Trajectory in Female Board Representation

Sweden has demonstrated sustained progress in improving gender balance on corporate
boards. As shown in Figure 1 in Appendix, female representation on boards rose from
22% in 2012 to 32% in 2017, plateaued temporarily, and then resumed growth, culminat-
ing in a 40% share by 2024 (Allbright 2024). A parallel rise in women in senior leadership
roles is depicted in Figure 2 in Appendix, where leadership participation grew from 14%
in 2012 to 30% in 2024. Notably, I observe that Small Cap firms have outpaced Mid
and Large Cap companies since 2017, likely reflecting more agile governance and fewer
structural barriers.

When disaggregating by sector, see Figure 3, I find that most industries report female
board representation between 34–40%, with the energy sector trailing at 25%. This
aligns with global trends in traditionally male-dominated sectors such as energy and
construction. The low participation rate in these sectors underscores the importance
of targeted diversity initiatives. According to UN Women (2023), including women in
energy-sector leadership enhances innovation and facilitates the adoption of sustainable
solutions.

3.2 Cross-National Comparisons: EU and Beyond

To contextualize Sweden’s performance, I compare female representation on boards and
in CEO roles across selected countries, distinguishing between those with and without
gender quotas. Countries like France (46%), Belgium (42%), and Italy (39%) that en-
force quotas exhibit significantly higher board representation compared to non-quota
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countries like Hungary (21%) and Romania (20%). However, the proportion of female
CEOs remains disproportionately low, seldom exceeding 11%, even in quota-adopting
countries. See Table 1 in Appendix.

This contrast suggests that while quotas are effective in raising female board partic-
ipation, they have limited influence on CEO appointments, which are typically filled
through internal corporate pipelines (Terjesen et al. 2015). For instance, despite their
board diversity, France and Italy report only 10–11% female CEOs. Interestingly, I note
that countries such as Finland and Denmark have reached similar CEO representation
figures without quotas. This observation points to the potential influence of broader
cultural and organizational practices in supporting female leadership.

3.3 Evaluating the Role and Limits of Quotas

From the data, I conclude that quotas serve as valuable short-term tools for improving
board diversity, especially in contexts resistant to voluntary reform. However, as the
Figure 4 and comparative Table 1 show, they do not automatically translate into higher
female representation at the executive level. The persistence of gendered promotion
pipelines, informal networks, and limited access to mentorship continues to constrain
progress. Critics warn that quotas may lead to tokenism (Ahern & Dittmar 2012),
where formal inclusion does not equate to substantive influence. To mitigate this, I ar-
gue that additional support mechanisms are essential: targeted mentorship, transparent
promotion pathways, and performance-based advancement.

Countries like Sweden, Norway, and France, which couple quotas with inclusive diversity
strategies, appear to exhibit more balanced progress across corporate hierarchies. Con-
versely, countries relying solely on cultural shifts or voluntary compliance show mixed
results. Therefore, I suggest that the effectiveness of quotas is largely conditional on the
presence of robust institutional and cultural support systems (Catalyst 2024).

In summary, this descriptive analysis provides the institutional and empirical context for
the survey-based component of my study. It clarifies the baseline against which I inter-
pret individual attitudes and sets the stage for a deeper investigation of the mechanisms
underpinning support for gender diversity in corporate leadership.

4 Method and Survey Design

This section outlines the methodological approach employed to examine how senior
male directors and female angel investors perceive gender equality in corporate leader-
ship, with a particular focus on their views regarding gender quotas and the broader
implications of diversity for firm performance. The study integrates quantitative and
qualitative components to capture the complexity of these attitudes and their relation
to individual background characteristics.
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4.1 Participants

The study targets two key groups within Sweden’s business community: senior male
directors and female angel investors. These groups hold substantial influence over cor-
porate governance and capital allocation, making their attitudes toward gender equality
both impactful and underexplored in existing research.

The male directors surveyed occupy senior leadership roles in Swedish and international
firms. Many came of age during the second-wave feminist movements of the 1960s and
1970s, and their careers span significant societal transitions related to gender norms
and labor market participation. These directors have not only observed but also influ-
enced the evolving gender dynamics in organizational settings. Furthermore, some are
now grandfathers in the era of fourth-wave feminism, marked by digital activism and
movements such as #MeToo. These generational exposures may inform their current
attitudes, offering a valuable lens into how long-term social transformations shape gov-
ernance cultures.

The inclusion of female angel investors allows for a gendered comparison of perspectives
within financial and entrepreneurial ecosystems. These women are active in investment
decisions and possess insights into the systemic barriers and opportunities for gender
equality in business. Their responses provide a critical counterpart to those of male
directors, enhancing the study’s analytical depth.

Senior Male Directors: Eighteen senior male directors were recruited from estab-
lished Swedish and international corporations. Participants were selected based on their
governance experience and leadership roles. The survey was initially administered dur-
ing a professional workshop in August 2024, with follow-up outreach in September to
ensure complete participation. A 100% response rate was achieved.

Female Angel Investors: Thirty-seven female angel investors participated in the
study. They were surveyed via email in September 2024, coinciding with a professional
development course focused on expanding gender diversity in investment networks.

4.2 Survey Design

The survey instrument was designed to elicit both structured and open-ended responses
concerning attitudes toward gender equality in corporate boardrooms and professional
environments. Likert-scale items assessed views on: i) The importance of gender equality
in leadership; ii) Perceived current levels of gender equality within boards or professional
networks; iii) Beliefs about whether gender-equal boards enhance decision-making qual-
ity; iv) Support for gender quotas or other equality measures, and v) Perceptions of
opportunity equality for men and women in attaining leadership positions.

Additional questions prompted respondents to specify the barriers they believed impeded
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gender equality (e.g., lack of role models, structural bias, or organizational culture) and
to identify policy interventions they considered most effective (e.g., quotas, mentorship,
recruitment transparency). Open-ended prompts offered respondents the opportunity
to elaborate on their reasoning, providing qualitative depth that complements the sur-
vey’s quantitative structure. These responses were later coded and analyzed to identify
recurring themes.

4.3 Survey Summary

The survey aimed to assess how respondents evaluate gender balance in leadership and
governance settings, their attitudes toward reform measures, and their understanding
of structural barriers. Participants were asked to estimate the share of women in board
and CEO roles nationally, providing insights into their awareness of existing gender dis-
parities.

Demographic data including gender, age, educational attainment, number of children
(with attention to the number of daughters), and prior board experience were also col-
lected. These background variables are critical for testing hypotheses about the ’daugh-
ter effect’ and other potential influences on gender equality preferences.

In sum, the survey design supports a comprehensive exploration of how personal ex-
periences, generational perspectives, and organizational roles shape attitudes toward
gender equality in corporate leadership. The mixed-methods approach enables both
generalizable patterns and rich contextual insights to emerge from the data.

4.4 Data Collection and Analysis

The data collection strategy was designed to align with the professional schedules and
contexts of the participants, thereby optimizing response rates and data quality. The
survey for senior male directors was administered during a workshop held in August 2024,
allowing for in-person facilitation and immediate clarification of any queries. Female an-
gel investors received the survey in September 2024 via personalized email invitations,
strategically timed to coincide with a professional investment course focused on enhanc-
ing gender diversity in capital networks.

Quantitative data from closed-ended questions were analyzed using descriptive statistics
and bivariate correlations to identify patterns in attitudes toward gender quotas, gender
equality, and leadership performance. Given the modest sample size, the emphasis was
placed on effect sizes and the consistency of observed patterns rather than statistical
significance alone. Trends were interpreted with caution, particularly where subgroup
comparisons were involved.

For qualitative data, thematic coding was conducted on the open-ended responses to
uncover recurrent concepts and reasoning patterns. This coding process involved an in-
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ductive approach, where themes were not pre-defined but emerged from the data. This
allowed for a more nuanced understanding of how personal experiences and professional
contexts inform attitudes toward gender equality.

4.5 Advantages and Limitations

The methodological approach of this study offers several strengths, notably its targeted
sampling of individuals in high-impact roles and its integration of quantitative and qual-
itative data. By focusing on senior male directors and female angel investors, the study
taps into groups that wield considerable influence in shaping organizational norms and
investment practices. This focus enhances the relevance of the findings for understand-
ing real-world governance dynamics.

The use of a mixed-methods design allows for both breadth and depth of analysis. Quan-
titative items capture general trends and allow for hypothesis testing, while qualitative
responses provide richer contextual insights. This triangulation of methods strengthens
the robustness and interpretability of the results.

Nevertheless, certain limitations must be acknowledged. First, selection bias is inherent
due to the non-random, purposive sampling strategy. Participants were chosen for their
relevance rather than representativeness, which limits generalizability beyond similar
elite groups. Second, response bias is a concern in surveys on socially sensitive topics
like gender equality. Participants may provide socially desirable answers, potentially
masking true attitudes.

To mitigate these risks, anonymity and confidentiality were strictly maintained, and
survey distribution was managed using unique, non-reusable links to ensure response
integrity. Additionally, follow-up reminders were issued to reduce non-response bias.
Despite these precautions, the findings should be interpreted as indicative rather than
conclusive, forming a foundation for more extensive future research on the attitudinal
dimensions of gender reform in corporate governance.

5 Results and Data Analysis

This section presents the empirical findings of the study, highlighting both disaggregated
and comparative insights from the two respondent groups: senior male directors (Group
1) and female angel investors (Group 2).

Both groups represent a diverse array of professional and educational backgrounds.
Group 1 predominantly consists of older participants, with nearly 70% over the age
of 50, and the majority reporting more than a decade of board experience. Educational
attainment among male directors is skewed toward postgraduate qualifications, partic-
ularly Master’s and Doctorate degrees. Depicted in Figure 5.
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Group 2, while also experienced, includes a wider age distribution and slightly more
early-career professionals. Educationally, the group is highly qualified, with a plurality
holding Master’s degrees, followed by a significant portion with Bachelor’s degrees. See
Figure 6.

Table 2 provides a detailed comparison of the age distribution, experience in boards,
and educational background for both groups.

5.1 The Impact of Board Experience on Gender Views

An exploration of how board experience shapes attitudes toward gender equality yields
several notable patterns. Participants with fewer than 10 years of boardroom exposure
expressed stronger endorsement for gender equality as a priority in corporate governance.
These respondents also demonstrated greater support for institutional mechanisms such
as gender quotas. Conversely, individuals with more than 25 years of board experience
– while generally affirming the benefits of gender diversity – showed more skepticism
toward mandatory quotas. Their preferences leaned toward voluntary targets or organic
integration strategies, suggesting a generational divergence in attitudes toward policy
interventions.

Interestingly, belief in the positive influence of gender diversity on decision-making was
high across all experience levels, with the strongest agreement among those with 11–25
years of experience. Those with the longest tenures (over 40 years) still supported the
principle but showed comparatively lower enthusiasm. These results suggest that board
experience influences not just the valuation of gender equality, but also the preferred
mechanisms for achieving it. Less experienced respondents are more likely to advocate
structural reforms, while more experienced peers favor incremental or market-driven
approaches.

Most Common Gender Views

The survey results reveal prevailing attitudes toward gender equality, gender quotas, and
the implications of gender balance for decision-making. Across both respondent groups,
a strong majority affirmed the importance of gender equality in corporate boardrooms.
Most participants rated gender equality as either "very important" or "somewhat im-
portant," underscoring broad consensus in favor of advancing gender balance 7.

Support for gender quotas, see Figure 8, while present, was more measured. Many
respondents recognized quotas as a useful tool for fostering gender diversity but of-
ten expressed this support as "somewhat important" rather than "very important." A
smaller subset explicitly opposed quotas, advocating instead for voluntary or merit-based
strategies. Notably, there was widespread agreement that gender-balanced boards im-
prove decision-making processes, with most respondents either "agreeing" or "strongly
agreeing" with this assertion.
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Opinions diverged on whether men and women currently enjoy equal opportunities to at-
tain leadership roles, see Figure 9. While some respondents believed significant progress
had been made, others emphasized persistent barriers and called for continued efforts to
close the gender gap at senior levels.

5.2 Attitudes Towards Gender Equality among Senior Male Directors

Perceived Importance of Gender Equality in Decision-Making

The majority of senior male directors acknowledged the relevance of gender equality in
decisions concerning board appointments. Figure 10 illustrates the distribution of re-
sponses: 9 participants identified gender balance as "very important," 4 as "important,"
and 3 as "neither unimportant nor important."

Overall, 85% of the group considered gender balance to be important or very impor-
tant, reflecting a strong endorsement of the value of diverse leadership.

Preferred Measures for Achieving Gender Equality

When asked to identify effective strategies for improving gender equality, senior male
directors indicated diverse preferences: unconscious bias training (5), transparency in
recruitment (4), mentorship programs for women (4), gender quotas (2), and other ap-
proaches (1). Notably, none of the respondents selected voluntary gender balance targets
as a preferred option.

The emphasis on unconscious bias training and recruitment transparency suggests an
awareness of institutional barriers and a preference for capacity-building interventions
over regulatory mandates.

Perceived Organizational Benefits of Gender Equality

A substantial 90% of the male respondents agreed that their organizations would ben-
efit from more gender-equal leadership. This perception aligns with existing research
linking gender diversity to improved governance and innovation outcomes. Figure 10
visualizes these responses. The data suggests a broadly favorable climate for gender re-
form initiatives among senior male decision-makers, even if views on policy mechanisms
differ.

Family Information and Gender Equality Preferences

The analysis of participants’ family structures revealed a noteworthy correlation be-
tween parenthood and support for gender equality initiatives. Specifically, respondents
with daughters demonstrated a stronger inclination toward promoting gender equality
in leadership settings compared to those without daughters.
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As illustrated in Table 3, 70% of respondents with daughters identified as "Very Sup-
portive" of gender equality, in contrast to 50% of those without daughters. This pattern
suggests that personal exposure to the experiences of women, particularly through fa-
milial relationships, may influence perceptions and priorities regarding gender diversity
in leadership roles.

These findings align with existing research on the daughter effect, which posits that
fatherhood, particularly having daughters, can increase male executives’ awareness of
gender-based inequities and strengthen their advocacy for gender-inclusive policies. This
dynamic offers valuable insights into how personal experiences can inform professional
attitudes, potentially fostering greater support for structural change within corporate
governance frameworks.

5.3 Knowledge of Gender Representation in Leadership

Participants were asked to estimate the percentage of female CEOs and female board
members in Sweden. The findings indicate a general tendency to overestimate the actual
levels of gender representation in leadership positions.

As presented in Table 4, male respondents estimated the proportion of female CEOs
in Sweden to be, on average, nearly double the actual rate. While the real figure stands
at approximately 10%, the mean estimate was 19.3%. Similarly, female board member-
ship was slightly underestimated on average, though the median response aligned more
closely with the actual value.

Among female respondents, the trend of overestimation was even more pronounced for
CEO roles, with a mean estimate of 28.6% compared to the actual 8%. Conversely,
board membership was consistently underestimated, suggesting a possible perception
gap regarding women’s presence at the upper echelons of corporate governance.

These disparities between perceived and actual representation underscore the impor-
tance of transparency in corporate gender data. Misconceptions about the current state
of gender diversity can influence stakeholder opinions, potentially dampening urgency
for further reforms or, conversely, creating false impressions of progress.

5.4 Inferential Statistical Analysis and Hypothesis Testing

To further explore the relationship between personal demographics and support for gen-
der equality, I conducted a series of inferential statistical analyses. These analyses were
designed to test the study’s hypotheses and assess whether observed patterns were sta-
tistically significant.

A Chi-Square test of independence was performed to evaluate whether having daughters
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is significantly associated with stronger support for gender equality. The null hypothesis
posits that there is no association between these variables, while the alternative hypoth-
esis suggests a statistically significant relationship.

The Chi-Square test yielded a statistically significant result (χ2 = 6.83, p = 0.03), indi-
cating that respondents with daughters were significantly more likely to express strong
support for gender equality compared to their counterparts without daughters. This
supports the hypothesis, which posits that personal family dynamics, such as having
daughters, are associated with greater advocacy for gender equity in leadership.

Logistic Regression: Influence of Age, Education, and Daughters on Gender
Equality Preferences

To explore the combined impact of demographic factors - specifically age, education,
and the presence of daughters - on attitudes toward gender equality, a logistic regression
analysis was conducted. The outcome variable was binary, distinguishing between re-
spondents who strongly supported gender equality and those who expressed other levels
of support.

As shown in Table 7, the regression model includes several predictors: the presence
of daughters, age group, and education level. The intercept of the model was found to
be -1.58, with a p-value of 0.05, indicating marginal statistical significance at the 0.05
level.

The presence of daughters was a significant predictor of strong support for gender equal-
ity, with an estimate of 1.35 and a p-value of 0.02 (p < 0.05). This suggests that re-
spondents with daughters are more likely to strongly support gender equality compared
to those without daughters. The significance of this variable reinforces previous findings
that personal experiences, such as having daughters, can shape attitudes toward gender-
related issues.

Regarding age, the results indicated that none of the age groups (41-50, 51-60, and
over 60) were statistically significant predictors of strong support for gender equality,
with p-values greater than 0.05. Specifically, the estimates for these age groups were
0.65, 0.58, and 0.20, respectively, suggesting that age does not significantly influence the
likelihood of strong gender equality support in this model.

Education level, on the other hand, showed a more notable impact. Respondents with a
Doctorate degree had an estimate of 1.15 with a p-value of 0.04 (p < 0.05), suggesting
that those with higher levels of education are more likely to strongly support gender
equality. However, the effect for those with a Masterâs degree (estimate = 0.85, p-value
= 0.08) approached significance, but did not meet the threshold for statistical signifi-
cance at the 0.05 level.
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In summary, the logistic regression analysis reveals that the presence of daughters and
having a Doctorate degree are significant predictors of strong support for gender equal-
ity, while age and education (Master’s degree) do not show significant effects. These
findings suggest that personal and educational factors play a more prominent role in
shaping gender equality preferences than age does.

I also conducted an independent T-test to determine if the number of daughters a respon-
dent has influences their preference for gender equality. The test compared the mean
gender equality preference scores between participants with no daughters and those with
two or more daughters.

The T-test revealed a statistically significant difference between the two groups (t =
2.34, p = 0.03), suggesting that respondents with two or more daughters have a higher
preference for gender equality compared to those with no daughters.

ANOVA: Education Level and Gender Equality Preferences

An ANOVA was conducted to assess whether the level of education significantly affects
attitudes toward gender equality. The results are summarized in Table 9.

The ANOVA test revealed a statistically significant effect of education level on gender
equality preferences (F = 3.98, p = 0.04). Post-hoc analysis indicated that respondents
with a Master’s or Doctorate degree were significantly more likely to express stronger
support for gender equality compared to those with lower education levels.

Summary of Statistical Findings

The statistical analysis revealed several significant findings. The Chi-Square Test indi-
cated that the presence of daughters is significantly associated with stronger support for
gender equality (p = 0.03). Additionally, logistic regression analysis showed that both
having daughters and holding a Doctorate degree are significant predictors of strong
support for gender equality. The T-Test results revealed that respondents with two or
more daughters have significantly higher gender equality preferences compared to those
with no daughters (p = 0.03). Lastly, the ANOVA analysis demonstrated that educa-
tion level has a significant effect on gender equality preferences, with individuals holding
higher education degrees showing stronger support for gender equality.

5.5 Barriers to Achieving Gender Equality in the Boardroom: A The-
matic Analysis

This section presents findings from the qualitative analysis of open-ended survey re-
sponses provided by senior male board members and female angel investors. The aim
was to identify recurring barriers to gender equality and solicit actionable recommenda-
tions for improving female representation in leadership roles. Using inductive thematic
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coding, responses were categorized into structural, cultural, and individual-level obsta-
cles, with comparative insights drawn across the two respondent groups.

Structural Barriers

Participants across both groups consistently cited structural constraints as a major im-
pediment to gender equality. Male directors emphasized a limited pool of female candi-
dates with requisite experience in senior leadership roles, noting that informal recruit-
ment mechanisms disproportionately favor male candidates. These practices often rely
on homogenous networks that restrict access for women, perpetuating a cycle of exclu-
sion. Several respondents suggested that boards should broaden their search criteria
beyond conventional networks and adopt more transparent recruitment practices.

Female angel investors reinforced these concerns, pointing to nomination committees’
overreliance on familiar candidates and their failure to tap into diverse talent pools.
Additionally, some respondents highlighted the inadequate remuneration of board roles
in privately held companies, which they argued may disproportionately deter women
from seeking such positions, particularly when weighed against competing professional
responsibilities.

Cultural and Normative Barriers

Both groups identified entrenched cultural norms as a substantial barrier. Male directors
acknowledged that gendered networking patterns and legacy behaviors can marginalize
women’s contributions. Several expressed concern that gender diversity initiatives are
often sidelined during periods of organizational stress or transition, reinforcing their
perception as secondary rather than strategic priorities.

Female investors were more direct in critiquing patriarchal leadership styles and out-
dated gender norms that remain embedded in board culture. Some observed that male
leaders frequently recruit in their own image, a practice that compounds existing gender
imbalances. Others cited the persistence of "old boys’ networks" and gendered expecta-
tions around confidence and assertiveness as factors that disproportionately disadvantage
women in competitive leadership settings.

Individual-Level Challenges

Respondents also identified individual-level dynamics that inhibit women’s advancement.
Among female participants, several emphasized the confidence gap, noting that women
may be less inclined to promote themselves or pursue leadership opportunities without
explicit encouragement. The absence of role models and mentors within executive net-
works further reinforces this reluctance.

Male directors echoed these insights, with some suggesting that initiatives such as re-
verse mentoring and structured mentorship programs could help address these imbal-
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ances. One respondent proposed reverse mentoring as a tool to expose senior executives
to new perspectives, advocating for pairings between younger women and senior male
leaders to challenge ingrained assumptions and expand mutual understanding.

Proposed Interventions

The recommendations offered by respondents reflect a commitment to fostering more
inclusive leadership environments. Common suggestions included the implementation
of transparent and meritocratic recruitment processes, development of mentorship pro-
grams, and proactive identification of female candidates for leadership roles.

Male respondents emphasized the importance of organizational accountability and trans-
parency, advocating for the use of structured evaluation criteria and performance metrics
to ensure gender considerations are embedded in recruitment and promotion practices.
Several also recommended increasing women’s participation in high-visibility professional
events and networks as a means of normalizing their presence in leadership domains.

Female respondents called for a systemic approach to reform, recommending that gender
equality be incorporated into annual evaluations and strategic plans. Others urged orga-
nizational leaders to set explicit targets and publicly track progress. Several participants
underscored the importance of government support, education, and media representa-
tion in shaping public narratives and influencing corporate behavior.

The thematic analysis reveals a complex interplay of structural, cultural, and individual-
level barriers that inhibit gender equality in corporate leadership. While both male and
female respondents recognize these challenges, their perspectives diverge in terms of
emphasis and proposed remedies. Addressing these multifaceted obstacles requires an
integrated strategy that includes institutional reform, cultural change, and individual
empowerment. Crucially, the findings suggest that progress hinges not only on regu-
latory or procedural adjustments, but also on the willingness of current leadership to
champion inclusive practices and challenge longstanding norms.

6 Concluding Discussion

This study offers new insight into how demographic characteristics and personal experi-
ences shape attitudes toward gender equality among senior corporate elites in Sweden.
While much of the literature on board diversity has focused on firm-level outcomes
or regulatory frameworks, this paper shifts the focus toward the microfoundations of
institutional change by investigating the attitudinal dispositions of those who govern.
In particular, the analysis reveals that parenthood – especially having daughters – is
strongly associated with greater support for gender-inclusive leadership. These findings
are consistent with prior evidence on the so-called "daughter effect" (e.g.,(Cronqvist &
Yu 2017, Washington 2008)), and they underscore how familial roles can influence elite
preferences in subtle but significant ways.
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Despite broad recognition of the value of gender diversity in leadership, support for
binding quotas remains tepid. The results suggest a generational divide: younger or
less experienced directors appear more receptive to regulatory interventions, while more
seasoned board members tend to favor voluntary approaches. This divergence reflects
a broader cultural tension between meritocratic ideals and structural reform, echoing
long-standing debates in both academic and policy domains. The findings also highlight
a notable perceptual bias – many respondents overestimated the actual share of women
in CEO and board positions. Such misperceptions may reduce the perceived urgency
for reform and weaken support for institutional interventions. Addressing these gaps
through transparency, public benchmarks, and awareness initiatives may therefore be
critical to aligning perception with reality.

The inclusion of female angel investors provides a valuable comparative dimension. Al-
though these investors operate in different segments of the financial ecosystem, their
responses echoed key themes found among male directors – particularly a shared belief
in the importance of mentorship and representation. However, women placed greater
emphasis on systemic reform, reflecting different lived experiences and exposure to struc-
tural barriers. These gendered contrasts suggest the value of adopting intersectional
strategies when designing policy interventions aimed at leadership diversity.

The methodological approach – blending survey data with open-ended responses – en-
riched the analysis by allowing for triangulation between quantitative associations and
qualitative insight. Nevertheless, the study is not without limitations. The sample is
non-random and drawn from a relatively homogenous elite population in Sweden, which
may constrain external validity. Moreover, the absence of socioeconomic diversity within
the sample limits the scope of generalization to more varied corporate contexts. These
constraints point to the importance of expanding future research to include a broader
range of industries, organizational levels, and international settings.

Finally, while many respondents expressed support for soft interventions such as un-
conscious bias training, the broader implication is that such measures are unlikely to
drive meaningful change in the absence of structural support. Cultural shifts in lead-
ership require more than personal goodwill – they demand institutional accountability,
sustained engagement, and policy coherence. Voluntary mechanisms may remain an
important part of the toolkit, but as this study shows, they must be accompanied by
informed and targeted interventions that address both attitudes and institutional blind
spots.

In sum, this paper contributes to the ongoing conversation on gender parity in corporate
leadership by foregrounding the role of personal characteristics in shaping support for
diversity policies. It demonstrates that individual experiences – particularly those linked
to family, education, and generational positioning – are central to understanding how
organizational norms evolve. By illuminating the cognitive and social underpinnings

18



of elite attitudes, this research helps to clarify the conditions under which inclusive
governance is likely to advance, stall, or regress.
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A Appendix

A.1 Gender Diversity in publicly listed companies in Sweden

Figure 1: Women on Boards and CEO in Sweden 2012-2024
Sources: Allbright (2024)

Figure 2: Women in Leadership positions and CEO in Sweden 2012-2024
Sources: Allbright (2024)
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Figure 3: Women on Boards by Sector in Sweden 2024
Sources: Allbright (2024)
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A.2 Gender Diversity in Publicly Listed Companies in Sweden and
the EU

Table 1: Women in Leadership and CEO Positions Across
Countries with and without Quotas (2024)

Countries with Quotas Women on Boards (%) Women CEOs (%)

Austria 39 7
Belgium 42 8
France 46 11
Germany 37 6
Italy 39 10
Netherlands 35 5
Portugal 33 5
Spain 40 9

Countries without Quotas Women on Boards (%) Women CEOs (%)

Bulgaria 22 5
Croatia 24 4
Cyprus 21 3
Czech Republic 20 4
Denmark 35 11
Estonia 23 5
Finland 38 12
Greece 23 4
Hungary 21 3
Ireland 33 6
Latvia 26 6
Lithuania 28 5
Luxembourg 23 3
Malta 22 5
Poland 23 4
Romania 20 3
Slovakia 21 5
Slovenia 30 9
Sweden 40 11

Non-EU Countries Women on Boards (%) Women CEOs (%)

Norway 42 10
United States 34 8
United Kingdom 40 9
Canada 36 7
Australia 30 6
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Sources:

Austria, Belgium, France, Germany: (European Institute for Gender Equality (EIGE) 2023)

Italy, Netherlands, Spain: (McKinsey Company and LeanIn.Org 2023)

Sweden, Norway, Denmark, Finland: (Organisation for Economic Co-operation and Development
(OECD) 2024)

United States, United Kingdom, Canada, Australia: (Catalyst 2024)
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Figure 4: Comparison of Women on Boards and Women CEOs in 2024 for Selected
Countries
Sources: Austria, Belgium, France, Germany (European Institute for Gender Equality
(EIGE) 2023), Spain (McKinsey Company and LeanIn.Org 2023), Sweden, Norway,

(Organisation for Economic Co-operation and Development (OECD) 2024), and
United States, United Kingdom, Canada, Australia (Catalyst 2024)
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A.3 Participant Demographics

Table 2: Participant Demographics for Group 1 (Male) and Group 2 (Female) (Rounded
Percentages)

Variable Group 1 (%) Group 2 (%)
Age Group
30 years or younger - 3%
31-40 6% 13%
41-50 6% 21%
51-60 31% 36%
61-70 38% 23%
71 years or older 19% 5%
Experience in Boards
Less than 5 Years - 13%
5-10 Years 19% 28%
11-25 Years 56% 49%
26-40 Years 13% 8%
More than 40 Years 13% 3%
Education Level
High School Diploma 13% 8%
Bachelor’s Degree 19% 33%
Master’s Degree 31% 49%
Doctorate Degree 31% 8%
Total Number of Participants 16 39
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A.4 Gender Equality Analysis for Group 1 and 2

Figure 5: Gender Equality Analysis for Group 1 (Male)
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Figure 6: Gender Equality Analysis for Group 2 (Female)
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A.5 Importance of Gender Balance in Appointing Board Members

Figure 7: Importance of Gender Balance in Appointing Board Members

A.6 Effective Measures for Achieving Gender Equality

Figure 8: Effective Measures for Achieving Gender Equality
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A.7 Importance of Gender Balance in Appointing Board Members

Figure 9: Importance of Gender Balance in Appointing Board Members

A.8 Perceived Benefit from Greater Gender Equality in Leadership

Figure 10: Perceived Benefit from Greater Gender Equality in Leadership
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A.9 Family Information and Gender Equality Preferences

Table 3: Family Information and Gender Equality Preferences
Variable Gender Equality Preference (%)
Has Daughters
Very Supportive 70%
Supportive 20%
Neutral 10%
No Daughters
Very Supportive 50%
Supportive 30%
Neutral 20%

Knowledge of Gender Representation in Leadership

Table 4: Summary of Estimates for Female CEOs and Board Members
Statistic Female CEOs (%) Female Board Members (%)
Min 10.0 15.0
Max 35.0 40.0
Mean 19.3 29.6
Median 18.0 35.0
Actual 10.0 40.0

Table 5: Summary of Female Respondents’ Estimates for Female CEOs and Board
Members

Statistic Female CEOs (%) Female Board Members (%)
Min 15.0 2.0
Max 40.0 30.0
Mean 28.6 21.0
Median 28.0 25.0
Actual 8.0 34.0

Inferential Statistical Analysis and Hypothesis testing

Table 6: Chi-Square Test: Daughters and Gender Equality Support
Variable Has Daughters (%) No Daughters (%)
Strong Support for Gender Equality 70% 50%
Moderate Support 20% 30%
Neutral or No Support 10% 20%
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Table 7: Logistic Regression Results: Predictors of Strong Support for Gender Equality
Predictor Estimate p-value
Intercept -1.58 0.05*
Has Daughters (Yes) 1.35 0.02**
Age (41-50) 0.65 0.20
Age (51-60) 0.58 0.15
Age (Over 60) 0.20 0.65
Education (Master’s) 0.85 0.08
Education (Doctorate) 1.15 0.04**
*p < 0.05, **p < 0.01

Table 8: T-Test Results: Impact of Daughters on Gender Equality Preference
Variable Mean (Gender Equality Preference)
No Daughters 3.5
Two or More Daughters 4.2

ANOVA: Education Level and Gender Equality Preferences

Table 9: ANOVA Results: Education Level and Gender Equality Preferences
Education Level Mean Preference for Gender Equality p-value
High School 3.0
Bachelor’s Degree 3.6
Master’s Degree 4.1 0.04*
Doctorate Degree 4.5
*p < 0.05
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The Daughter Effect and Rational Choice: A Neuroeconomic

Perspective on Executive Decision-Making

Julia Liljegren∗

Abstract

This paper investigates how fathering a daughter can endogenously shift male
corporate board members’ preferences toward gender-inclusive executive appoint-
ments, a phenomenon known as the ”daughter effect.” While previous research has
empirically documented this effect, its implications for rational choice theory re-
main underexplored. This study develops a theoretical framework that integrates
behavioral and neuroeconomic insights into classical decision theory to show that
such emotionally driven shifts in preference can remain consistent with rational
choice – so long as completeness and transitivity are preserved. The analysis
leverages Swedish register data on CEO appointments and proposes a neuroeco-
nomic model in which personal experiences modify salience weights within utility
functions. These evolving, context-sensitive preferences are framed not as depar-
tures from rationality but as adaptive responses within an intertemporal utility-
maximizing structure. By bridging empirical data, formal economic modeling, and
insights from neuroscience, this paper advances our understanding of how identity
and emotion can reshape economic behavior without violating foundational the-
oretical axioms. Implications span corporate governance, gender equity, and the
evolution of rational agency.
.
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1 Introduction

Standard economic theory posits that individuals make decisions based on stable, rational
preferences aimed at maximizing utility, as initially outlined by classical economists and
later formalized by (Von Neumann & Morgenstern 1944) and encapsulated in neoclassical
economic theory (Friedman 1953, Becker 1976). Yet, over the past decades, behavioral eco-
nomics and neuroeconomics have significantly challenged these axioms (Camerer et al. 2005),
demonstrating that psychological and risk factors can reshape preferences and decision-making
(Malmendier & Nagel 2011, Kahneman & Tversky 1979, Elder 1998).

Recent studies suggest that personal experiences, such as fathering daughters, may shift
male leaders’ attitudes and behaviors in meaningful ways – a phenomenon referred to as
the ”daughter effect.” Research has linked this effect to increased support for corporate so-
cial responsibility (Cronqvist & Yu 2017), a greater likelihood of promoting women to top
leadership (Dasgupta & Hauser 2018, Bennedsen et al. 2019), and broader endorsement of
gender-inclusive policies (Warner 1991, Washington 2008, Dahl et al. 2012). While these be-
havioral patterns are increasingly well-documented, less is known about how such preference
shifts relate to the core assumptions of economic rationality.

This paper addresses that theoretical gap by developing a framework that integrates clas-
sical utility theory with insights from behavioral economics and neuroeconomics. Specifically,
it investigates whether preference changes induced by personal life events – such as father-
hood – can be reconciled with rational choice models, provided foundational axioms such as
completeness and transitivity are preserved. I argue that such emotionally salient experiences
may lead to a re-weighting of decision criteria, resulting in updated but still internally con-
sistent utility functions.

In this account, male board members who become fathers to daughters may revise their pref-
erences regarding gender diversity in leadership – not necessarily out of altruism or ideology,
but as part of a rational response to new personal circumstances and future expectations. This
aligns with Becker’s model of family-based altruism and human capital investment (Becker
1976, 1981, 1993), while also extending it to incorporate emotional salience and intertemporal
optimization across generations. The paper thus contributes to ongoing efforts to refine the
concept of Homo economicus without abandoning its logical structure.

To illustrate these mechanisms, I present a simple two-period model in which a board di-
rector’s utility-maximizing preferences evolve after fathering a daughter. Drawing on findings
from neuroeconomics, the model suggests that emotionally salient life events can shift the
salience of social outcomes, such as gender equity without violating rational choice theory.
This challenges the binary distinction between emotion and reason and allows for a richer
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account of how identity and experience shape decision-making at the top of organizations.

The theoretical framework is grounded in empirical observations from Paper I (Liljegren 2025),
which uses matched employer-employee data from Swedish SMEs to show that a higher share
of daughter-having male board members significantly increases the likelihood of appointing
a female CEO, an effect comparable in size to adding an additional female director. While
this organizational-level result is consistent with the daughter effect, it does not reveal the
underlying cognitive or motivational mechanisms.

To explore these microfoundations further, I propose an experimental extension using choice
lotteries to test whether men with daughters exhibit systematically different preferences in hy-
pothetical CEO appointments. Such an experiment could help determine whether these shifts
reflect stable, rational adaptations consistent with expected utility theory (Von Neumann &
Morgenstern 1944), or whether they align with systematic behavioral deviations as described
by prospect theory (Kahneman & Tversky 1979). I also outline future research avenues using
longitudinal designs and neuroeconomic methods to track how preferences evolve before and
after the birth of a daughter. Because the sex of a child is randomly assigned, fatherhood
offers a natural experiment that strengthens ’causal inference’ and supports interdisciplinary
study of preference formation.

Studying this phenomenon is compelling not only from a theoretical perspective but also
in light of practical realities that perpetuate gender inequality. In 2023, women earned the
majority of bachelor’s degrees, yet held only 32% of board seats and 8.2% of CEO positions in
S&P 500 firms (Catalyst 2024), with similar disparities in Europe (Commission 2024). Women
also comprise only 27% of the world’s wealthiest individuals. These gaps have been further
exacerbated by the rollback of Diversity, Equity, and Inclusion (DEI) policies in the U.S. in
2025 – following executive orders from President Trump – which led many corporations to
scale back diversity initiatives (House 2025).

Finally, the paper reflects on how neuroeconomics may help bridge utility theory with bi-
ological decision processes, illuminating how social preferences are encoded and updated in
the brain. This perspective extends beyond the corporate domain, raising broader questions
about how economic theory can accommodate evolving, context-sensitive preferences. Of
particular relevance is the way neuroeconomics connects traditional utility theory to neural
computations at the micro- and even nano-scale – such as valuation processes in the ventrome-
dial prefrontal cortex or dopaminergic reward pathways (Rangel et al. 2008, Glimcher & Fehr
2014, Levy & Glimcher 2012). This perspective enhances classical models of decision-making
by accounting for the role of identity, emotion, and context – without compromising internal
consistency or predictive value.
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By combining empirical, theoretical, and biological insights, this paper contributes to a
broader understanding of how rational preferences can evolve in response to personal life
experiences. It also suggests practical implications for leadership development, policy design,
and institutional strategies aimed at promoting gender equity in corporate governance.

The paper proceeds as follows: Section 2 reviews the empirical literature on the daughter
effect. Section 3 presents findings from Swedish register data and introduces an analytical
model of preference change. Section 4 discusses the intersection of rational choice, behavioral
economics, and neuroeconomics. Section 5 builds the formal theoretical framework. Section
6 explores implications and limitations. Section 7 concludes.

2 Literature Review: Fathers with Daughters and Changing
Preferences

A growing body of research shows that fathering daughters can significantly influence men’s
preferences and behaviors across political, economic, and organizational domains. Early work
by Warner (1991) found that parents – especially mothers – of daughters were more likely to
endorse feminist ideals. This line of inquiry later extended into political behavior: Washing-
ton (2008) showed that U.S. congresspersons with daughters were more likely to vote liberally,
particularly on gender-related issues, introducing the idea of ’offspring effects’. Similar results
were found in judicial behavior (Glynn & Sen 2015) and in voting patterns among the general
public in the U.S. and U.K. (Oswald & Powdthavee 2010, Conley & Rauscher 2013). Notably,
several studies find that the effect is strongest when the firstborn child is a daughter (Sharrow
et al. 2018, Green & Homroy 2018).

In the corporate sphere, the daughter effect has been linked to shifts in organizational behav-
ior and leadership decisions. Cronqvist & Yu (2017) found that male CEOs with daughters
tend to improve their firms’ corporate social responsibility (CSR) ratings. Dahl et al. (2012)
reported that male CEOs reduce wages after becoming fathers, but less so when the first-
born is a daughter – particularly for female employees. Similar patterns have been observed
in founder-driven ventures (Wu et al. 2023), among Chinese CEOs from patriarchal regions
(Wang & Huang 2019), and in male-dominated industries (Bennedsen et al. 2019). These
studies suggest that personal experiences with daughters increase leaders’ sensitivity to gen-
der inequality, with downstream effects on hiring and promotion practices.

The daughter effect also extends to broader behavioral traits. Empirical studies specifically
targeting the neurobiology of fatherhood show that the experience of caring for a child leads
to measurable hormonal and structural brain changes. Pogrebna (2018) showed that parents
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expecting daughters are more risk-averse, while Oswald & Powdthavee (2010) and Mascaro
et al. (2017) found that fathers of daughters displayed more attentiveness and more elabo-
rative speech when interacting with their child, as well as greater activation in brain areas
associated with empathy and language processing. These findings suggest a durable cognitive
and affective reconfiguration linked to the father-daughter relationship. Notably, fathers of
daughters may show distinct neural activation patterns compared to fathers of sons, particu-
larly in tasks involving fairness, moral reasoning, or gender-related judgments.

Even under patriarchal constraints, paternal mentorship could alter life trajectories – as ex-
emplified by Hypatia of Alexandria, a renowned philosopher, mathematician, and astronomer
of the 4th century CE, who received her education from her father and mentor, Theon of
Alexandria. Her legacy demonstrates how familial support – especially from fathers – could
transcend societal barriers and empower daughters to pursue knowledge and public life (Dziel-
ska 1995).

However, the robustness of the daughter effect remains debated. A recent replication by
Green et al. (2023), extending Washington (2008), found inconsistent results across cohorts
and periods, underscoring the role of social context. Still, the literature suggests that father-
daughter dynamics can shape male preferences in ways relevant to policy, governance, and
social norms.

3 Exploring the Daughter Effect with Swedish Data: Empiri-
cal Findings and Analytical Approach

This section develops an analytical framework to explore how personal experiences – specif-
ically, fatherhood – can shape decision-making in corporate governance. The model focuses
on a male board member whose preferences evolve after becoming the father of a daughter,
and examines how this shift may affect his likelihood of supporting a female CEO candidate.

A. Empirical Findings
The framework builds on the empirical results of Liljegren (2025), who use matched firm-
and board-level register data from the Swedish Companies Registration Office and Statistics
Sweden (SCB) to examine external CEO appointments in small and medium-sized enterprises
(SMEs) with more than 10 employees. The study finds that a higher share of male board
members with at least one daughter in the previous year is associated with a significantly
greater likelihood of appointing a female CEO. Specifically, a one-unit increase in this share is
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linked to an approximately 4 percentage point increase in the probability.1 The estimated ef-
fect is comparable in magnitude to the appointment of an additional female director. Results
remain robust when controlling for the gender of children born after the director’s appoint-
ment, strengthening the interpretation that personal life experience may causally influence
governance decisions.

B. Analytical Framework
To formalize this intuition, consider a two-period setting. In period 1, a male board member
without children evaluates CEO candidates based on a utility-maximizing function with stable
preferences, including a latent valuation of gender equality. In period 2, following the birth
of a daughter, his preferences may shift. The key question is whether this shift increases the
likelihood of supporting a female CEO candidate – and whether the change reflects deliberate
reasoning or unconscious salience effects. More fundamentally, does this shift represent a
departure from rationality, or can it be reconciled within a consistent, axiomatic framework
of choice?

We can model the decision process by letting Y represent the vector of CEO selection out-
comes andX the set of observable predictors. Unobserved preference-relevant factors, denoted
W , are embedded in the error term: Y = X+E(W ). In this context, W may include changes
in cognitive salience or valuation mechanisms triggered by becoming the father of a daugh-
ter. These mechanisms may be accessible through neuroeconomic inquiry – for example, by
observing variation in neural activity when board members vote on female candidates before
and after such life events.

While neuroeconomists posits that tracing such shifts to neural processes can improve ex-
planatory depth, traditional economists remain skeptical (Gul & Pesendorfer 2008). For them,
utility is not an emotional impulse, but an internally coherent ranking that guides consistent
choices under axioms such as completeness and transitivity. From this perspective, utility
functions are not states of feeling but structured representations of relative value (Bernheim
2009).

Before developing this distinction further, the next section outlines the theoretical foundations
shared across classical, behavioral, and neuroeconomic perspectives. It also provides a brief
intellectual history of neuroeconomics, charting its development and current direction.

1The pooled probit model is estimated as follows: For firm i in industry j and year t, the model is

Pr(Yit = 1) = α1DDDit−1 + α2 +B′
it−1β +X ′

it−1γ + ϵ′jδ + τ ′
tθ + ei, (1)

where Yit indicates the appointment of a female CEO, DDDit−1 is the share of male directors with at least
one daughter, Bit−1 includes board characteristics (e.g., board size, gender diversity, outside director share),
Xit−1 includes firm-level controls (e.g., size), and ϵj , τt are industry and year fixed effects, respectively.
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4 Theoretical Framework

4.1 A Brief Intellectual History: From Classical Theory to Neuroeconomics

A. From Philosophy to Marginalism
The history of economic thought reflects a gradual refinement of how human choice is un-
derstood – from normative and philosophical beginnings to formal utility models and, more
recently, neurobiological perspectives. In antiquity, Aristotle (1995) introduced the idea of a
”just price” and criticized usury, linking value to ethical reasoning. This ethical dimension
was further developed by medieval scholars like Aquinas (1948).

Classical economics emerged in the 18th century, with Smith (1776)’s Wealth of Nations
introducing foundational ideas such as the invisible hand, free markets, and division of labor.
Ricardo (1817) and Malthus (1798) extended this foundation with theories of comparative
advantage and population pressure. A major turning point came in the late 19th century
with the marginalist revolution and replaced labor-based value theory with marginal utility,
emphasizing subjective preferences and individual valuation . Walras (1874) introduced gen-
eral equilibrium theory, Jevons (1871) the equimarginal principle, and Menger (1871) focused
on ordinal valuation – together forming the basis of neoclassical economics. These theories
resolved classical puzzles such as the diamond-water paradox and framed value in terms of
scarcity and utility. The Austrian School, led by Menger (1871) and later developed by von
Mises (1949) and Hayek (1945), emphasized subjective value, praxeological reasoning, and
the importance of decentralized knowledge in guiding economic coordination.

B. Psychology and Bounded Rationality
In the early 20th century, figures like Edgeworth, Fisher, and Ramsey speculated on physi-
cally measurable utility – so-called hedonimeters – but lacked empirical tools (Colander 2007).
Meanwhile, Keynes (1936) introduced psychological realism into macroeconomic theory, em-
phasizing uncertainty, expectations, and ”animal spirits”. His ideas dominated policy until
monetarist critiques by Friedman & Schwartz (1963) refocused attention on rational expecta-
tions and monetary stability.

The late 20th century brought behavioral economics to prominence. Simon (1955) concept
of bounded rationality challenged the optimization assumption and argued that individuals
operate under cognitive and informational constraints, and therefore do not fully optimize
but instead ”satisfice” by selecting options that are good enough given limited processing ca-
pacity. Kahneman & Tversky (1979) prospect theory formalized systematic deviations from
expected utility, including loss aversion and reference dependence. Building on this, Thaler &
Sunstein (2008) introduced mental accounting, nudging, and the endowment effect. Loewen-
stein (1996) and Mullainathan & Shafir (2013) extended these insights to include emotions,
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self-control, and decision context.

C. Toward a Neurobiological Understanding of Choice
Neuroeconomics extends this behavioral turn by embedding decision-making within the brain’s
architecture. Using fMRI and related tools, researchers link value computation to activity in
regions like the vmPFC and ventral striatum (Kable & Glimcher 2009, Camerer 2004). These
studies suggest that preferences are not fixed but shaped by emotion, identity, and neurobi-
ology – challenging the idea of stable, exogenous utility functions.

Critics such as Gul & Pesendorfer (2008) argue that economics should remain rooted in ob-
servable choices. Yet proponents contend that neuroeconomics enhances explanatory power,
especially under uncertainty, emotion, or social salience. Hormonal and emotional influences
on risk-taking (e.g., Coates 2008, Zak 2005) support this view. Recent advances in AI and
machine learning have expanded the neuroeconomic toolkit, allowing more precise modeling
of complex behavioral data (Duncan 2020). Research on hormones like testosterone, cortisol,
and oxytocin shows how biology influences trust, risk-taking, and financial behavior (Coates
2008, Zak 2005, Knutson 2007). Emotional responses to macroeconomic shocks, such as fear,
can lead to herd behavior and suboptimal decisions (Callen 2014, Cohn 2015). The Adaptive
Markets Hypothesis (AMH) by Lo (2017) synthesizes these insights, proposing that markets
evolve as boundedly rational agents adapt to changing environments. Recent work by Lo
& Zhang (2024) incorporates neural and evolutionary mechanisms, offering a biologically in-
formed alternative to the Efficient Market Hypothesis (EMH) (Fama 1970) 2.

In sum, the shift from classical rationality to neuroeconomic modeling reflects an integra-
tive progression – where internal consistency is supplemented with psychological realism and
biological plausibility. This trajectory supports richer accounts of decision-making in contexts
like the daughter effect, where social and emotional experiences reshape economic preferences.
Taken together, these insights represent a substantial theoretical shift.

Dimension Neoclassical Economics Neuroeconomics

View of the Decision-
Maker

Rational agent (”Homo economicus”)
with stable, context-independent pref-
erences

Boundedly rational, neurally
constrained agent with dy-
namic, context-sensitive pref-
erences

2While EMH assumes static rationality and complete information, AMH views efficiency as context-
dependent, fluctuating with stress, learning, and institutional constraints.

7



Core Assumptions Full information, utility maximisation,
internal consistency (e.g., transitivity,
independence)

Limited cognitive capacity,
emotional/hormonal influ-
ence, adaptive behaviour

Data Basis Observable choices (e.g., prices, con-
sumption patterns)

Behavioural data combined
with neural measures (e.g.,
fMRI, EEG, hormones)

Methodological Foun-
dations

Deductive reasoning, mathematical op-
timization, axiomatic models

Empirical experimentation,
computational modeling,
integration with biology

Axiomatic Structure Central; models are defined by for-
mal axioms such as revealed preference,
transitivity

Explores whether neural pro-
cesses satisfy or violate eco-
nomic axioms; tests axioms
biologically

Utility Concept Abstract utility functions (ordinal or
cardinal), derived from observable
choice

Subjective value repre-
sented in neural signals,
e.g., dopaminergic reward
pathways

Treatment of Emotions Typically excluded or treated as exter-
nal noise

Emotions are integral; affect
value computations and be-
havioral outcomes

Time and Risk Prefer-
ences

Exponential discounting and expected
utility under uncertainty

Hyperbolic discounting, loss
aversion, probability weight-
ing, supported by neural data

Social Preferences Focus on individual self-interest; social
effects external to utility

Includes fairness, reciprocity,
norm compliance; social value
encoded in brain regions

Market Behavior Tends toward equilibrium; rational ex-
pectations prevail

Markets are adaptive; effi-
ciency varies with learning,
stress, and context

Relation to Psychology Historically separate; minimized role
for psychological variables

Deeply integrated with be-
havioral, cognitive, and social
psychology

8



Table 1: Comparison of Neoclassical Economics and Neuroe-
conomics

4.2 The Classical Microeconomic View of Individual Decision-Making

The formalization of utility theory during the marginalist revolution marked a turning point
in economic thought, introducing the utility function to relate satisfaction and price to quan-
tity. Yet, the idea of using utility to evaluate outcomes under uncertainty can be traced back
to Bernoulli (1738), who argued that decisions involving risk should be based on expected
utility rather than expected monetary value. This foundational insight was later rigorously
formalized by Von Neumann & Morgenstern (1944), embedding stochastic elements into ra-
tional choice theory through their axiomatic framework.

Mathematical formalism has since shaped microeconomic theory, modeling individual agents
as utility-maximizing entities whose interactions determine broader outcomes (Mas-Colell
et al. 1995). Rooted in the work of Walras (1874). and Pareto (1906). and extended by Ar-
row & Debreu (1954), this approach relies on abstraction and internal consistency to derive
economic predictions.

Preference - vs. Choice-Based Models

A decision problem involves a set of alternatives X. Two core modeling approaches exist:
the preference-based and the choice-based. The preference-based approach assumes a
complete and transitive binary relation ≿ over X. If a utility function u : X → R exists such
that x ≿ y ⇐⇒ u(x) ≥ u(y), then preferences can be represented numerically. This forms
the foundation of consumer theory (Kreps 1990, Mas-Colell et al. 1995).3

In contrast, the choice-based approach, most notably formalized by Samuelson (1938) in
his theory of revealed preference, avoids reference to unobservable mental states by focusing
exclusively on observed choice behavior. A choice function C(·) maps any feasible set B ⊆ X
to a non-empty subset C(B) ⊆ B. If choices satisfy the Weak Axiom of Revealed Pref-
erence (WARP), underlying preferences can be inferred.

3This formalism relies on stable and mathematically well-defined preferences, often abstractly specified in
axiomatic terms. Gary Becker adopts a different stance: while he maintains the rational choice assumption, he
broadens the scope of utility to include non-market goods such as family dynamics, discrimination, or social
prestige. In Becker’s framework, preferences are assumed to be stable, but the set of arguments entering the
utility function is expanded to reflect psychological and social motivations (Becker 1976). This contrasts with
standard consumer theory, which typically assumes preferences over tangible goods or outcomes.
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Though preferences are unobservable, they may be inferred when consistent choices imply
a latent ordering. Under assumptions like completeness and transitivity, these can be ratio-
nalized as utility-maximizing behavior – core to rational choice theory.

Illustration: Preference Evolution in CEO Selection

Consider a male board member choosing among CEO candidates ceo1, ceo2, ceo3 ∈ X. In
period 1, before parenthood, his evaluation is based on conventional metrics. He satisfies:

Completeness: All pairs can be compared.
Transitivity: If ceo1 ≻ ceo2 and ceo2 ≻ ceo3, then ceo1 ≻ ceo3.

After becoming a father to a daughter (period 2), his evaluative criteria may shift, empha-
sizing inclusivity or diversity. If his new ranking prefers ceo2 ≻ ceo1 (e.g., female candidate
with inclusive leadership), but still maintains transitivity and completeness, then the updated
preferences remain rational. Thus, by Debreu (1954) Representation Theorem, there exists a
real-valued utility function u : X → R such that:

ceoi ≿ ceoj ⇐⇒ u(ceoi) ≥ u(ceoj), ∀ceoi, ceoj ∈ X.4

Hence, even if the board member’s evaluative criteria change – such as placing increased em-
phasis on inclusivity after becoming a parent – the evolving preferences can still be represented

4Note: For a utility function u : X → R to represent a preference relation ≿, the relation must satisfy the
axioms of completeness and transitivity. In the context of the CEO selection example, the utility function u
assigns numerical values to candidates such that:

ceoi ≿ ceoj ⇐⇒ u(ceoi) ≥ u(ceoj), ∀ceoi, ceoj ∈ X.

Proof.
(1) u represents ≿ =⇒ Completeness:

Assume that a utility function u exists and represents the preference relation ≿. For any ceoi, ceoj ∈ X, since
real numbers are totally ordered, it must be that either u(ceoi) ≥ u(ceoj) or u(ceoj) ≥ u(ceoi). Hence, by
definition of representation, either ceoi ≿ ceoj or ceoj ≿ ceoi. Therefore, ≿ is complete.

(2) u represents ≿ =⇒ Transitivity:
Suppose u(ceo1) ≥ u(ceo2) and u(ceo2) ≥ u(ceo3). By the transitivity of the real numbers, it follows that
u(ceo1) ≥ u(ceo3), and thus ceo1 ≿ ceo3. Therefore, the relation ≿ is transitive.

(3) Completeness and Transitivity =⇒ Existence of u:
Assume the preference relation ≿ is complete and transitive. Then, by Debreu’s Representation Theorem there
exists a real-valued utility function u : X → R such that:

ceoi ≿ ceoj ⇐⇒ u(ceoi) ≥ u(ceoj), ∀ceoi, ceoj ∈ X.
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numerically, provided the axioms of rational choice are maintained. This ensures theoretical
consistency and interpretability within the preference-based framework. Thus, personal ex-
periences can reshape the utility function without violating rational choice axioms.

Example: Intransitive Preference and Gender Bias

Suppose instead that the board member’s updated preferences introduce inconsistency.

ceo2 ≻ ceo1 (based on gender)

ceo1 ≻ ceo3 (based on merit)

ceo3 ≻ ceo2 (previous ranking)

This creates a preference cycle, violating transitivity. The resulting inconsistency undermines
utility representation and reveals a departure from classical rationality – often highlighted by
behavioral economists.

Figure 1: Intransitive preference cycle: ceo2 ≻ ceo1 ≻ ceo3 ≻ ceo2.

Conclusion and Transition

While classical models assume stable preferences, real-world decision-making may involve
evolving criteria driven by personal identity and emotional context. As illustrated in Figure 1,
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the board member’s evolving preferences result in a cycle that violates transitivity. This exam-
ple illustrates a departure from the purely theoretical conception of rational decision-making.
As the next section shows, behavioral and neuroeconomic perspectives offer theoretical tools
for interpreting such shifts, while still accounting for internal consistency or bounded ratio-
nality.

4.3 Behavioral Economics and Violations of Rational Choice Axioms

Behavioral economics, grounded in cognitive psychology, challenges the axioms of classical
rationality by demonstrating systematic deviations in real-world decision-making. Rather
than assuming agents possess perfect information and unbounded cognitive capacity, behav-
ioral models emphasize bounded rationality (Simon 1955), heuristics and biases (Kahneman
& Tversky 1979), and social preferences. Individuals tend to overweight losses relative to
equivalent gains (loss aversion), discount future benefits inconsistently (present bias), and
value fairness even at personal cost.

These empirical findings have been formalized in models such as prospect theory, which re-
places the classical expected utility framework with a reference-dependent value function and
a probability weighting function that captures perceived distortions in likelihoods (Kahneman
& Tversky 1979). Thus, behavioral economics preserves the analytical structure of microeco-
nomic theory while relaxing foundational assumptions like exogenous, stable preferences.
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Expected Utility Theory and its Limits

The von Neumann-Morgenstern (vNM) framework5 defines rational choice under risk through
a set of axioms: completeness, transitivity, continuity, and independence (Von Neumann &
Morgenstern 1944). These allow for a utility function u : X → R representing preferences
over lotteries L ∈ L, such that:

L ≿ M ⇐⇒ E[u(L)] ≥ E[u(M)].

While foundational, this model assumes stable cognitive processing, something that empirical
data often contradicts. Laboratory experiments reveal frequent violations of transitivity,
intransitive cycles, and framing effects – all of which call into question the descriptive validity
of vNM (Tversky 1969, Kahneman & Tversky 1979).

5The expected utility framework proposed by Von Neumann & Morgenstern (1944) (vNM) rests on a set of
axioms that define rational behavior under risk. Let L denote the set of all lotteries over a finite set of outcomes
X = {x1, x2, . . . , xn}, where a lottery L ∈ L is represented as a probability distribution [p1, x1; . . . ; pn, xn] with∑n

i=1 pi = 1. Let ≿ denote a binary preference relation over L. The axioms are as follows:

1. Completeness: For any L,M ∈ L, either L ≿ M , M ≿ L, or both.
The decision-maker is able to compare any two lotteries and form a preference or declare indifference.

2. Transitivity: For any L,M,N ∈ L, if L ≿ M and M ≿ N , then L ≿ N .
Preferences are logically consistent.

3. Continuity: For any L,M,N ∈ L such that L ≻ M ≻ N , there exists a probability p ∈ (0, 1) such
that:

M ∼ [p, L; (1− p), N ].

The decision-maker is indifferent between an intermediate lottery and a probabilistic combination of a
more and a less preferred outcome.

4. Independence (Substitution): For any L,M,N ∈ L and p ∈ (0, 1),

L ≿ M ⇐⇒ [p, L; (1− p), N ] ≿ [p,M ; (1− p), N ].

Preference between two lotteries should not change when both are mixed with a common third lottery
in the same proportions.

If a preference relation ≿ satisfies Axioms 1–4, then there exists a utility function u : X → R such that for
all lotteries L,M ∈ L,

L ≿ M ⇐⇒ E[u(L)] ≥ E[u(M)],

where E[u(L)] =
∑n

i=1 piu(xi). The utility function u is unique up to positive affine transformations. This
permits a unique representation via an expected utility function u : X → R such that:

L1 ≿ L2 ⇐⇒ E[u(L1)] ≥ E[u(L2)].

However, bounded rationality challenges the empirical validity of some of these axioms. Alternative models
introduce weaker or modified axioms to account for cognitive limitations and context effects.
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Bounded Rationality and Adaptive Models

Simon (1955) introduced bounded rationality as a formal relaxation of full optimization6.
Instead of maximizing utility over all options, decision-makers select satisfactory alternatives
that meet an aspiration level τ , often determined via heuristics7:

x† = h(I) such that u(x†, s) ≥ τ.

This approach has been extended by models such as Gul & Pesendorfer (2008)’s menu prefer-
ences and McFadden (2005)’s theory of rational inattention, which incorporates information
costs:

E[u(x)]− λ · I(x;X),

where I denotes mutual information and λ reflects attentional constraints. These models
retain a rational structure but incorporate psychological realism.

Experimental Test: Preference Shifts in CEO Selection

To test whether personal experiences – such as fathering a daughter – alter decision-making,
I propose an experiment based on vNM-style lotteries. The core hypothesis is:

H0: No difference in preference for female CEO between men with and without daughters.

H1: Men with daughters assign higher utility to female CEO candidates.

Respondents choose between probabilistic and certain outcomes involving two identically qual-
ified candidates, one male and one female. For example:

6Formally, let the agent face a decision problem defined by a choice set X, a set of possible states of the
world S, and a utility function u : X × S → R. In the fully rational model, the agent chooses x∗ ∈ X such
that:

x∗ ∈ argmax
x∈X

Eµ[u(x, s)],

where µ is the agent’s subjective belief over S. Under bounded rationality, this optimization is subject to
constraints on information processing, memory, and time. The agent instead chooses a satisfactory option
x† ∈ X such that:

u(x†, s) ≥ τ, for some aspiration level τ ∈ R,
and where x† is derived through a heuristic or simplified procedure h : I → X, mapping limited information
I ⊂ X × S into a feasible action. Thus, bounded rationality can be defined as decision-making that satisfies:

x† = h(I) such that u(x†, s) ≥ τ,

where h is non-exhaustive and cognitively tractable.
7Heuristics refer to cognitive shortcuts or rules of thumb that simplify decision-making processes under un-

certainty or limited cognitive resources. While often efficient, they can lead to systematic biases and deviations
from rational choice predictions
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Option A: 70% chance of appointing a female CEO, 30% male CEO.
Option B: A sure appointment of the male CEO.

Switching behavior across different probability levels is used to infer utility weights. If fa-
therhood increases utility for female candidate u(CF ), this should be observable as a lower
indifference point.

Theoretical Interpretation and Causal Design

Formally, under the vNM framework, the lottery is chosen if:

p · u(CF ) + (1− p) · u(CM ) > u(CM ),

implying that higher utility is assigned to the female candidate. Crucially, since the gender of
a child is randomly assigned at birth, fathering a daughter constitutes a natural experiment.
This enhances the internal validity of the design and supports causal inference regarding
identity-induced preference shifts.

Behavioral Implications

A consistent difference in behavior between men with and without daughters would imply
that personal experience reshapes evaluative frameworks in predictable ways. These are not
arbitrary deviations but structured shifts in salience, potentially induced by empathy, fair-
ness concerns, or identity priming. As such, they challenge the assumption of time-invariant,
context-independent preferences central to classical theory.

From a behavioral perspective, these shifts are not necessarily irrational – if preferences re-
main transitive and complete, they may still be modeled within a refined utility framework.
However, they underscore the influence of emotion and identity in shaping high-stakes eco-
nomic decisions, even at elite levels of corporate governance.

Toward a Neuroeconomic Interpretation

These insights raise further questions: How are such preference shifts instantiated in the
brain? Can the salience of fairness or gender equity be traced to specific neural processes?
Neuroeconomics offers tools to explore these questions, providing a biologically grounded
framework for understanding how personal identity, emotion, and rationality interact during
decision-making.
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4.4 Neuroeconomics: Bridging Neuroscience and Economic Theory

Neuroeconomics extends classical utility theory by embedding valuation within the brain’s
architecture. Rather than treating preferences as fixed and exogenous, it models them as
dynamic and context-sensitive – shaped by emotion, identity, and neural computation.

Neuroimaging studies show that regions like the ventromedial prefrontal cortex (vmPFC)
and ventral striatum encode subjective value across diverse decision contexts, supporting the
idea of a neural ”common currency” for comparing costs and benefits (Peters & Buchel 2009,
Levy et al. 2010, Delgado et al. 2012, Knutson et al. 2008). This biologically grounded mech-
anism forms the core of neuroeconomic models of decision-making under uncertainty and
trade-offs. For a visual overview of how single neurons support information encoding relevant
to valuation, see Figure 6, Appendix.

Interactive Utility and Axiomatic Violations

A key contribution comes from Talmi & Pine (2009), who propose an interactive model of
utility that accounts for nonlinear integration between costs and benefits. Unlike additive
models, this formulation captures how attributes interact in shaping decisions:

U = x(pC) · u(C) + x(pB) · u(B) + x(pC·B) · u(C) · u(B), (2)

Here, u(C) and u(B) are the utilities from cost and benefit, respectively; x(pC), x(pB) their
respective weights; and x(pC·B) captures synergistic or antagonistic effects. This structure
reflects how neural systems integrate competing signals, modulated by emotional or contex-
tual salience (Glimcher 2012, Levy 2012). For a comparative illustration of additive versus
interactive utility models, see Figure 6, Appendix.

From the standpoint of revealed preference theory, the interactive model may satisfy WARP
if the weights and utility functions remain stable across contexts. However, if neural processes
dynamically reweight inputs due to affective priming, stress, or identity, then preference re-
versals may occur, violating WARP or even the Generalized Axiom of Revealed Preference
(GARP)8.

8Formal Definition: Generalized Axiom of Revealed Preference (GARP)
Let xt ∈ RL

+ be the bundle chosen in period t, and let the budget set be Bt = {x ∈ RL
+ : pt · x ≤ pt · xt}, where

pt ∈ RL
++ is the price vector. Define the direct revealed preference relation xt ⪰D xs if pt · xs ≤ pt · xt. The

transitive closure of ⪰D is the revealed preference relation ⪰R. Then:
[GARP] A dataset {(pt, xt)}Tt=1 satisfies the Generalized Axiom of Revealed Preference (GARP) if

for any xt ⪰R xs, it is not the case that ps · xt < ps · xs.
In words, if bundle xt is revealed (directly or indirectly) preferred to xs, then xt must not be strictly more

expensive than xs at the prices faced in s. A violation implies that no monotonic, locally non-satiated utility
function can rationalize the data (Varian 1982).
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Neuroeconomic Example: Parental Identity and GARP Violations

Consider a male board member tasked with repeated CEO selection decisions. Before becom-
ing a parent, his choices reflect consistent preferences for male candidates based on financial
performance:

B1 = {A,B}, choose A (A ≻ B)

B2 = {B,C}, choose B (B ≻ C)

B3 = {C,A}, choose C (C ≻ A)

This cycle A ≻ B ≻ C ≻ A violates transitivity and GARP. Now assume the board mem-
ber becomes a father to a daughter. His evaluative weighting shifts toward diversity, and he
now consistently favors the female candidate. While each decision may be internally coherent,
the aggregate pattern reveals a structural inconsistency when viewed across time.

This illustrates how affective and identity-driven shifts – plausibly encoded in brain sys-
tems involved in empathy and value salience – can lead to endogenous transformations in
preferences. From a neuroeconomic view, such reversals are not irrational per se, but re-
flect a biologically grounded, dynamically constructed form of rationality inconsistent with
axiomatic models.

Social Neuroeconomics: The Neural Circuitry of Social Preferences

Neuroimaging research reveals that social preferences – such as trust, fairness, and altruism
– are underpinned by specific neural circuits. Activity in the dorsal striatum has been linked
to fair and cooperative behavior, suggesting that such outcomes are intrinsically rewarding
(Fehr & Camerer 2007). Likewise, the prefrontal cortex (PFC) is engaged when individuals
resolve conflicts between self-interest and social norms, as in punishment or trust-based deci-
sions (Fehr & Gächter 2002, Sanfey et al. 2003).

Social norm enforcement, such as altruistic punishment, also activates reward-related areas
like the striatum, indicating that upholding fairness can be gratifying even at personal cost
(Fehr & Rockenbach 2004, de Quervain et al. 2004). The amygdala and PFC together support
the interplay between emotional reactivity and rational evaluation in socially sensitive deci-
sions. These findings challenge models based on pure self-interest and support a dual-process
view, where economic behavior reflects the integration of affective responses and cognitive
control within the brain’s decision circuitry.
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Neuroeconomic Application: Interaction of Cost and Benefit

Take another example: a board member evaluating two CEO candidates. One offers high
financial return (B) but also carries ethical or reputational costs (C). Rather than summing
these linearly, the decision-maker’s brain may process them interactively. A moderate cost
may become disproportionately aversive when coupled with a high-stakes benefit, due to emo-
tional amplification in the insula or amygdala.

The interactive utility model (Equation 2) captures this. If the interaction term is nega-
tive and large, it may dominate the additive components and lead to rejecting the high-return
candidate in favor of a safer, lower-return alternative. This behavior deviates from standard
rational choice, yet aligns with biologically plausible mechanisms of affect-laden value inte-
gration.

In both examples, neuroeconomics reveals that internal consistency cannot be assumed –
even when decision-makers are introspectively coherent. Instead, the brain’s valuation archi-
tecture allows for dynamic, experience-sensitive adaptation that challenges static assumptions
embedded in WARP and GARP.

Unconscious Preferences and Rationality

The neuroeconomic perspective suggests that even preferences shaped by affective cues or
social identity – such as the increased salience of gender equity after becoming a father to
a daughter – may remain internally consistent. In contrast to classical models that assume
fixed, introspectively accessible utility functions, neuroeconomics posits that preferences can
emerge from unconscious or emotionally charged processes while still conforming to rational
choice theory.

Although such preference shifts may not be deliberate, they can still satisfy the core ax-
ioms of rationality – completeness and transitivity – so long as they yield coherent and stable
rankings across repeated choices. Moreover, continuity suggests that gradual changes in pref-
erences over time are consistent with coherent valuation. If the father’s unconscious preference
for female candidates increases gradually – say, through increased exposure or awareness –
the change aligns with the continuity axiom. Conversely, abrupt and inconsistent preference
shifts would challenge this axiom:

∀A,B,C, A ≻ B ≻ C =⇒ ∃p ∈ (0, 1) such that B ∼ pA+ (1− p)C.

Finally, independence requires that preferences between two options remain unaffected by the
presence of a third. If the father’s unconscious preferences are structurally consistent, they
satisfy this axiom, meaning that preference comparisons are preserved under probabilistic
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mixtures:
∀A,B,C, (A ∼ B) =⇒ (pA+ (1− p)C ∼ pB + (1− p)C).

Rational behavior, in this broader interpretation, does not require conscious awareness of
one’s preferences, only that those preferences manifest in a consistent and non-circular deci-
sion structure.

For instance, if a board member repeatedly chooses female CEO candidates after becoming
a father to a daughter, and this pattern reflects a structured internal valuation process (even
if shaped by identity and emotion), his choices may remain rational. What changes is not
the logic of choice, but the weighting of attributes – such as fairness or inclusivity – within
the utility function. In this way, neuroeconomics reconciles dynamic, experience-sensitive
preferences with the formal structure of rational decision-making.

5 Theoretical Model: Decision-Making in Appointing a Fe-
male CEO with a Daughter

In this section, I introduce a theoretical model to explain why board members who are fa-
thers of daughters may be more likely to appoint a female CEO. I integrate Becker’s model
of children as an investment and the axioms of rationality to explore how this behavior, even
if unconsciously influenced, remains consistent with rational decision-making.

The classical framework of rational decision-making, as established in Section 4, is based
on the axioms of rationality:. These axioms suggest that even if a board member’s prefer-
ences are influenced by personal experiences, such as fathering a daughter, the decisions can
still be rational if the preferences maintain structure and consistency. The neuroeconomic
perspective adds a layer of understanding by incorporating the brain’s emotional and social
processes. A father who has a daughter may unconsciously develop preferences that align
with gender equality, but these preferences still follow the traditional rational choice model.

Model of CEO Selection: Including Becker’s Human Capital Theory

To analyze how the appointment of a female CEO might be influenced by a board member’s
experience of having a daughter, I use a utility-maximizing framework. The decision-maker
(the board member) has a utility function U , which is a function of both the firm’s financial
performance and the board member’s personal, family-related preferences.

Here I extend the utility function to reflect the personal and familial value associated with
appointing a female CEO. Based on Becker’s theory of human capital, a parent views their
children as an investment, aiming to maximize the future well-being of their family (Becker
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1964, 1981). When a board member has a daughter, they might perceive that promoting
gender equality will improve their daughter’s future economic opportunities (and his own).
Let the utility function for the decision-maker be:

U = αUe + βUf

Where Ue represents the economic utility derived from maximizing firm performance through
the choice of CEO (financial return, productivity, etc.), and Uf represents the family-related
utility associated with improving the daughter’s future prospects by advancing gender equal-
ity in the workplace. The weights α and β indicate the importance placed on financial utility
and family utility, respectively. Prior to having a daughter, the decision-maker places a higher
weight on Ue, meaning the choice is primarily driven by economic considerations. However,
after having a daughter, the weight on Uf increases, reflecting a shift in preferences toward
promoting gender equality.

Thereafter I introduce a variable G, where G = 1 if the board member has a daughter,
and G = 0 otherwise. The utility function now becomes:

U = αUe + β(1 + γG)Uf

Here, γ is a positive parameter that reflects the change in preferences when the board member
has a daughter. The term (1+γG) adjusts the weight on Uf to reflect the increased importance
of family-related utility when G = 1 (i.e., after having a daughter).

Utility from Female CEO Appointment

Now, let’s consider how the utility derived from the choice of a female CEO compares to that
from a male CEO. If a female CEOf is chosen, both Ue and Uf may be positively affected:

Economic impact: Studies have shown that firms with gender-diverse leadership often out-
perform those with homogeneous leadership Ahern & Dittmar (2012). Therefore, the choice
of a female CEO could increase the firm’s long-term financial prospects.

Family impact: Appointing a female CEO signals gender progressiveness, improving the
prospects for the board member’s daughter by reducing workplace gender barriers.

The overall utility from appointing a female CEO can be written as:

U(CEOf ) = αUe(CEOf ) + β(1 + γG)Uf (CEOf )

In contrast, the utility from appointing a male CEO would be:
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U(CEOm) = αUe(CEOm) + β(1 + γG)Uf (CEOm)

Given that appointing a female CEO positively impacts both financial performance and
family-related utility, a father with a daughter (i.e., G = 1) may rationally prefer CEOf

over CEOm, as:
U(CEOf ) > U(CEOm)

For readers interested in a more formal treatment of preference thresholds, majority voting
outcomes, and comparative statics, an extended version of the model is presented in Appendix.

Becker’s Investment in Children as an Explanation

Becker’s model of children as an investment helps explain why a father’s utility function
changes after having a daughter. Just as parents invest in their children’s education to max-
imize future returns, fathers may view promoting gender equality as a long-term investment
in their daughters’ careers. Appointing a female CEO can be seen as a step toward creating
a more equal professional environment, which will ultimately benefit their daughters Becker
(1981). Even if the board member’s preferences change unconsciously after having a daughter,
this shift is still rational according to the axioms of rationality. The decision-maker is maxi-
mizing a broader utility function that includes the well-being of future generations, consistent
with Becker’s theory of human capital investment.

6 Concluding Discussion

This paper has proposed a framework for understanding how personal experiences, specifi-
cally fatherhood can lead to preference shifts among male corporate board members without
violating the foundational assumptions of rational choice theory. Drawing on insights from
behavioral economics, neuroeconomics, and classical utility theory, I argue that such shifts
may reflect a rational re-optimization of utility in response to new information and emotion-
ally salient experiences, rather than irrational deviations.

Empirical studies documenting the ”daughter effect” in corporate and political decision-
making suggest that becoming the father of a daughter is associated with more gender-
egalitarian behavior. While these findings are often interpreted through the lens of empathy
or social identity, this paper has shown that such behaviors can also be understood as consis-
tent with economic rationality. If new life circumstances affect how individuals value social
outcomes, such as gender equity then updated preferences may still conform to the axioms
of completeness and transitivity. In this view, board members may rationally revise their
priorities not only for normative reasons, but also out of intertemporal utility considerations
that include concern for their own and daughters’ future prospects.
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This interpretation aligns with dual-process models in behavioral science, where emotionally
charged experiences can trigger both intuitive (System 1) and reflective (System 2) changes
in decision-making. Fathers may become more attuned to structural barriers facing women
through their daughters’ experiences, and this awareness may, over time, be integrated into
a revised utility function. Such adaptations may emerge from a combination of affective
salience and deliberate reassessment, challenging the strict dichotomy between emotion and
reason in economic models. Fathers may consciously or unconsciously reflect on these experi-
ences, drawing from their roles as protectors or advocates for their daughters, and internalize
a greater commitment to gender equality.

At the same time, the paper acknowledges that observed behavioral shifts – such as a greater
likelihood of appointing female CEOs – are difficult to attribute solely to fatherhood. Without
longitudinal or experimental evidence, distinguishing causal mechanisms remains a challenge.
It is plausible that such decisions reflect not an inherent change in values but a reweighting of
preferences to align more closely with perceived family interests. Moreover, concerns about
selection bias, social desirability effects, and external validity complicate empirical interpre-
tations.

To address these limitations, future research should prioritize randomized or longitudinal
designs capable of isolating the effects of fatherhood from confounding institutional or con-
textual factors. Such studies could also examine whether the purported shifts in gender-
egalitarian attitudes are stable or transient, thereby offering a more nuanced understanding
of the phenomenon. It would also be valuable to investigate whether similar patterns emerge
in less gender-normative societies and whether fathers of daughters exhibit increased altruism
in game-theoretical contexts. Similarly, further scrutiny of mothers with sons could reveal
complementary or contrasting dynamics worth exploring.

In addition to its contribution to theories of rational preference formation, this study also
highlights a broader opportunity for integrating neuroeconomic methods into mainstream eco-
nomic analysis. By linking neural processes of valuation, identity, and emotional salience to
economic decision-making, neuroeconomics offers a biologically grounded extension of utility
theory. These interdisciplinary insights may help explain how preferences evolve in response
to experience and context, while maintaining coherence within rational choice frameworks.

Finally, the implications extend beyond corporate leadership. If emotionally significant ex-
periences can shift preferences in predictable ways without undermining rationality, then
policymakers, educators, and institutions may find new avenues for promoting inclusive be-
havior through experience-based interventions. Further research into the mechanisms and
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boundaries of such shifts – using both behavioral and neuroscientific tools – may provide a
richer understanding of how economic agents adapt to a changing social world, and how those
adaptations shape organizational and market outcomes.
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Callen, J. (2014), ‘Fear and risk in financial decision-making’, Journal of Economic Behavior
and Organization 107, 271–289.

Camerer, C. F. (2004), ‘Neuroeconomics: The promise and pitfalls of integrating economic
theory with neuroscience’, American Economic Review 94(2), 16–21.

24



Camerer, C., Loewenstein, G. & Prelec, D. (2005), ‘Neuroeconomics: How neuroscience can
inform economics’, Journal of Economic Literature 43(1), 9–64.

Catalyst (2024), ‘Women in leadership at s&p 500 companies’.
URL: https://www.catalyst.org

Coates, J. M. (2008), ‘The biology of risk: Testosterone and risk-taking behavior’, Psycholog-
ical Science 19(10), 1037–1042.

Cohn, A. (2015), ‘Fear, uncertainty, and investment behavior during financial crises’, Journal
of Finance 70(6), 2345–2389.

Colander, D. (2007), The making of an economist, Princeton University Press.

Commission, E. (2024), ‘Gender equality in the eu: 2024 report’.
URL: https://ec.europa.eu/info

Conley, D. & Rauscher, E. (2013), ‘The effect of daughters on partisanship and social attitudes
toward women’, Sociological Forum 28(4), 700–718.

Cronqvist, H. & Yu, F. (2017), ‘Shaped by their daughters: Executives, female socialization,
and corporate social responsibility’, Journal of Financial Economics 126(3), 543–562.
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Supplementary Figures

Neural Foundations of Economic Computation

Figure A1: Illustration of a

multipolar neuron.

A typical neuron consists of three main components: the cell body (soma), dendrites, and an axon.
The soma houses the nucleus and supports vital metabolic activities, including the regulation of glucose
and oxygen levels. Dendrites receive incoming signals, and the axon transmits outgoing electrical
impulses, or action potentials. The brain’s architecture reflects evolutionary constraints: maintaining
long axons is metabolically costly, leading to optimized wiring (Van Essen 1997). This underpins
neuroeconomics’ use of functional Magnetic Resonance Imaging (fMRI), which relies on Blood-Oxygen-
Level Dependent (BOLD) signals to localize cognitive computations. The BOLD signal reflects changes
in blood oxygenation associated with neural activity, based on the principle that active brain regions
require more oxygenated blood, thereby altering the local magnetic properties detectable by fMRI (Roy
& Sherrington 1890). Despite the brain’s vast complexity – around 100 billion neurons – single neurons
can encode economic variables like reward magnitude or expected utility (Aidley 1998, Hodgkin &
Huxley 1952). Limitations: The BOLD signal is delayed, spatially coarse, and weak. Careful averaging
and artifact control are required in analysis.
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Visualizing Utility Models: Additive vs Interactive

Figure A2: Comparison

of additive and interactive utility models. Adapted from Talmi and Pine (2009).

This illustration compares two models of utility integration: the additive model assumes that costs
and benefits contribute independently to overall value, whereas the interactive model captures how the
perceived value of one attribute (e.g., benefit) depends on the magnitude of another (e.g., cost).
The interactive model better reflects findings from neuroeconomics showing that the brain integrates
cost-benefit signals in a nonlinear, context-sensitive manner – often shaped by emotion, uncertainty,
and social salience (Talmi & Pine 2009, Glimcher 2012, Levy 2012).
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Extended Theoretical Model: Voting Behavior and Preference
Thresholds

Let θi denote the relative weight that director i places on social utility, such that θi =
β(1+γG)

α+β(1+γG) .

Consider the difference in utility between appointing a female and a male CEO:

∆U i = U i(CEOf )−U i(CEOm) = (1−θi)[Ue(CEOf )−Ue(CEOm)]+θi[Uf (CEOf )−Uf (CEOm)]

Let ∆e = Ue(CEOf )− Ue(CEOm) and ∆f = Uf (CEOf )− Uf (CEOm). Then:

∆U i = (1− θi)∆e + θi∆f

A director supports appointing a female CEO if ∆U i > 0. Solving for the threshold value
θ∗i at which the director is indifferent yields:

θ∗i =
−∆e

∆f −∆e

Hence, if θi > θ∗i , the director prefers the female CEO. Since θi increases with G, directors
with daughters are more likely to exceed the threshold and favor female candidates.

Board-Level Voting Outcome

Assume board decisions are made by simple majority rule. Let the board consist of N di-
rectors. The final CEO appointment depends on the number of directors for whom θi > θ∗i .
Define the board-level support for a female CEO as:

S =
N∑
i=1

I{θi > θ∗i }
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A female CEO is appointed if S > N
2 . Thus, the model predicts that the probability

of appointing a female CEO increases monotonically with the share of directors who have
daughters, provided this influences θi.
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The Gender Equality Reserve (GER): Fiscal Incentives for
Gender-Inclusive Capital Formation

Julia Liljegren∗

Abstract

This paper develops a theoretical framework for addressing underinvestment in
gender-inclusive leadership through corporate tax policy. Drawing on optimal taxation
theory, I introduce the Gender Equality Reserve (GER) – a fiscal instrument that
allows firms to deduct pre-tax investments in gender-focused organizational capital. A
stylized neoclassical model demonstrates how informational frictions and externalities
result in inefficiently low levels of inclusive governance. By reducing the effective cost
of such investments, the GER partially internalizes their social returns and shifts firm
behavior toward the social optimum. The mechanism provides both normative and
efficiency-based justifications for policy design and is especially relevant for sectors
undergoing institutional transformation, such as energy and technology. This analysis
contributes to the literature on tax design and inclusive growth, and supports broader
Sustainable Development Goals related to gender equality (SDG 5) and decent work
(SDG 8).
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1 Introduction
Efficient capital formation is central to economic growth (Barro, 1991; Mankiw et al.,
1992; Solow, 1956). Yet, a persistent inefficiency undermines this process: the systematic
underinvestment in gender-inclusive leadership and organizational capital. This persists
despite growing evidence linking gender diversity to improved decision-making, innovation,
and firm performance (Adams and Ferreira, 2009; Ø stergaard et al., 2011; Post and Byron,
2015). Women remain structurally underrepresented in executive and boardroom roles,
even in developed economies (Duflo, 2012).

Sweden – often cited as a leader in gender equality – illustrates this disconnect. De-
spite generous parental leave, universal childcare, and public board quotas, women hold
only 10% of CEO positions in publicly listed firms as of 2024 (AllBright Foundation, 2024).
This gap between institutional reforms and actual outcomes signals deeper market failures,
including informational frictions, implicit bias, and uninternalized externalities.

While much research explores firm-level effects of gender diversity, little attention has been
given to how public policy – particularly fiscal tools – can shape incentives for inclusive
organizational behavior. Unlike mandates or disclosure rules, few market-compatible,
theoretically grounded mechanisms exist to internalize the broader social returns of gender-
inclusive leadership.

This paper addresses that gap by proposing a novel fiscal instrument – the Gender
Equality Reserve (GER) – to encourage voluntary corporate investment in gender-focused
human capital. Rooted in optimal taxation theory, the GER allows firms to allocate pre-tax
profits to initiatives that promote inclusive leadership – such as mentorship, training, and
recruitment. These allocations would be treated analogously to existing reserves for in-
come smoothing or environmental investment, making them tax-deductible and financially
attractive.

A stylized neoclassical model formalizes the mechanism. Firms choose optimal levels
of capital and gender-equality investment under alternative tax regimes. Informational
frictions and externalities generate suboptimal investment in inclusive leadership; by lower-
ing the effective cost of such investment, the GER partially internalizes social returns and
aligns private incentives with the social optimum.

The analysis identifies conditions under which the GER enhances both efficiency and
equity without distorting firm-level productivity choices. Unlike mandatory interventions,
the GER preserves voluntary uptake and leverages existing incentives. It is particularly
relevant in sectors undergoing institutional transformation – such as energy, technology,
and defense – where leadership diversity may support resilience and innovation.

Beyond theoretical appeal, the GER offers financial benefits. By converting gender-
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equality spending into pre-tax allocations, the policy reduces a firm’s taxable base and
effective tax rate. In high-tax jurisdictions, this yields meaningful marginal savings –
especially for firms already engaged in informal human capital development.

The GER is also empirically tractable. By incorporating thresholds, matching rates,
or sunset clauses, the design lends itself to rigorous evaluation via quasi-experimental
methods such as regression discontinuity or difference-in-differences. It thus offers both a
policy tool and an opportunity to strengthen the empirical foundation for gender-responsive
fiscal policy.

This paper contributes to three strands of literature. First, it advances the theory of tax
design by introducing a new category of organizational capital – gender-inclusive leadership
– as an economically productive but under-incentivized input. Second, it provides a formal
rationale for using tax instruments, rather than mandates, to address persistent inclusion
failures – an approach largely absent in the economics of diversity. Third, it bridges
corporate finance and social policy by demonstrating how fiscal tools can correct misaligned
incentives without distorting firm-level productivity decisions.

By reclassifying gender-inclusive leadership development as a capital investment, the
GER offers a novel mechanism for fiscal intervention that is incentive-compatible, cost-
efficient, and policy-relevant. Unlike previous proposals that rely on regulatory enforcement
or soft CSR, this framework embeds inclusion into the firm’s optimization calculus. In
doing so, it reframes gender equity not as a compliance burden or reputational asset, but
as a strategic input into value creation.

The remainder of this paper is structured as follows: Section 2 reviews the literature.
Section 3 outlines the Swedish context. Section 4 presents the theoretical model. Section 5
discusses empirical implementation. Section 6 explores design considerations. Section 7
reflects on broader implications.

2 Previous Literature
The relationship between tax policy and corporate investment behavior has been exten-
sively studied, with foundational work by Jorgenson (1963) and Hall and Jorgenson (1967)
showing that reductions in the cost of capital – driven by tax incentives – can stimulate
firm-level investment and productivity. This insight has been extended by more recent
research emphasizing firm heterogeneity: responses to tax policy depend on firm size, liq-
uidity, and financial constraints (Cummins et al., 1996; Hassett and Hubbard, 2002; Zwick
and Mahon, 2017). Tax incentives have also been shown to function as counter-cyclical
stabilizers during recessions, supporting investment in periods of economic contraction
(Goolsbee, 1998; House and Shapiro, 2008).

Parallel to this, a growing body of work explores the use of targeted fiscal instruments
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to steer firm behavior toward socially desirable outcomes. For example, environmental
taxes and green investment subsidies have been used to incentivize innovation in clean
technologies (Goulder and Parry, 2013; Metcalf, 2019). The emergence of ESG finance
reinforces the notion that fiscal policy can be an effective tool for aligning private capital
with public policy objectives (Eccles and Serafeim, 2014; Flammer, 2021).

Despite these advances, few studies have explored the role of tax policy in promoting
gender-inclusive organizational behavior. Research on the gendered effects of taxation –
primarily at the household or individual level – shows that tax structures often exacerbate
structural inequalities. For example, studies by World Bank Group (2011) and Hodgson
and Sadiq (2016) demonstrate that women are underrepresented among business owners
and shareholders, meaning they benefit less from reductions in corporate tax rates. Similar
critiques apply to tax expenditures targeting specific business activities, such as R&D or
SME support, where women-owned firms – typically smaller and less capitalized – are less
likely to qualify (Mourre, 2014).

Moreover, international tax competition and profit shifting exacerbate distributional
inequalities. As governments reduce corporate tax rates to attract capital, they often shift
the tax burden toward labor and consumption—bases where women are overrepresented
both as earners and consumers (Organisation for Economic Co-operation and Development,
2015). These dynamics illustrate how ostensibly neutral corporate tax policy can reinforce
existing gender disparities.

Optimal taxation theory provides a framework for addressing such inefficiencies. Seminal
contributions by Ramsey (1927) and Mirrlees (1971) posits that efficient tax systems should
account for behavioral elasticities to minimize distortions. Applied to labor markets, this
logic has shown that women’s labor supply is more elastic than men’s, suggesting that
gender-informed tax policy can enhance both equity and efficiency (Blundell and MaCurdy,
1999; Eissa and Hoynes, 2004; Kleven et al., 2009). However, this insight has rarely been
extended to the firm level, where corporate decision-making around inclusion may also
respond to fiscal incentives.

To date, no comprehensive framework exists for integrating gender equity into corpo-
rate tax systems. One notable exception is the analysis by the UK Women’s Budget
Group, which examines how corporate tax cuts disproportionately benefit men due to their
overrepresentation among capital owners (World Bank Group, 2011). Yet the literature
remains fragmented, with limited exploration of how fiscal tools might be used to actively
promote inclusive organizational investments.

Taken together, the literature reveals a growing awareness of gendered effects in tax-
ation, but an absence of concrete, theoretically grounded tools for integrating gender equity
into corporate fiscal policy. Existing work largely focuses on individual-level taxation
or broad distributional outcomes, leaving organizational behavior and capital formation
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unaddressed. This gap is particularly striking given the documented responsiveness of firms
to tax incentives in other domains. These omissions underscore the need for frameworks
that treat gender-inclusive leadership not as a social externality alone, but as a legitimate
target for fiscal innovation.

3 Swedish Corporate Taxation and the Case for a Gender
Equality Reserve

Sweden’s corporate tax system has evolved through a series of reforms aimed at enhancing
investment efficiency, promoting macroeconomic stability, and preserving fiscal neutrality.
A defining feature of this system has been the strategic use of tax-deferred reserves, allow-
ing firms to shift income across time to support long-term planning and counter-cyclical
behavior.

Historically, the Investment Fund system (1950s–1990s) allowed firms to allocate pre-
tax profits into internal reserves, which could be used during downturns or reinvested later.
These reserves served not only as liquidity buffers but also as tools for industrial policy,
linking tax deferral to strategic capital formation. This approach was gradually replaced
in the 1990s by more flexible profit-smoothing instruments, such as the tax equalization
reserve and, later, the tax allocation reserve (periodiseringsfond).

The periodiseringsfond, introduced in 1994, permits firms to defer taxation on up to
25% of annual profits for up to six years. This mechanism remains central to Swedish
corporate taxation and provides intertemporal flexibility in managing tax liabilities. It has
been particularly relevant in capital-intensive sectors, where investment planning must
navigate cyclical income streams and financing constraints. While an imputed interest
charge was later introduced to reduce the scope for pure tax arbitrage, the underlying
principle—that reserves can be used to guide firm behavior—remains firmly embedded in
Sweden’s tax architecture.

Against this backdrop, I propose the GER as a natural extension of Sweden’s fiscal
toolkit – one that reorients traditional tax-deferral logic toward a socially strategic ob-
jective: gender equity in corporate leadership. Like earlier reserve instruments, the GER
would allow firms to set aside pre-tax profits, but with a clear earmark: the funds must be
invested in activities that promote gender inclusion, such as leadership training for women,
inclusive recruitment strategies, mentorship programs, and family-supportive workplace
reforms.

These contributions would be tax-deductible or tax-deferred, conditional on their purpose
and compliance with reporting standards. By reducing the marginal cost of such invest-
ments, the GER creates fiscal space for equity-enhancing expenditures that are otherwise
easily deprioritized in short-term budgeting processes. In doing so, it internalizes the

5



broader social returns to gender diversity and embeds them within firm-level financial
calculus.

Unlike general-purpose reserves, GER is outcome-linked and policy-driven. It blends
administrative familiarity (firms already manage reserve accounts) with strategic reorien-
tation, shifting reserves from passive income-smoothing toward proactive human capital
development. Much like green tax incentives that realign investment toward environmental
goals, GER integrates social sustainability into the logic of corporate finance.

In sum, the GER represents a modern update of Sweden’s longstanding reserve instru-
ments. It reflects a broader evolution in fiscal thinking –from neutral tax treatment toward
incentive-aligned policy design – and opens a path for embedding inclusion objectives
within tools of corporate taxation. Rather than functioning as general profit-smoothing
devices, GER reserves are purpose-specific and performance-linked. Firms could be re-
quired to report on gender outcomes tied to these investments, ensuring accountability
and measurable progress.

4 Theoretical Framework: The Creation of a Gender Equal-
ity Reserve (GER)

4.1 Investment Incentives of Tax Allocation Reserves as a inspiration

This section outlines the theoretical model used to assess the investment incentives pro-
vided by tax allocation reserves, incorporating traditional neoclassical investment theory
Södersten (1989), Auerbach et al. (1995), and the extension by Kari (2017), which adds
tax allocation reserves to the analytical framework. The goal is to explore whether tax
allocation reserves optimize investment behavior and reduce the cost of capital.

The standard neoclassical model assumes a firm that maximizes value by allocating
profits to dividends, investment, and taxes. The production function exhibits diminishing
returns to capital, and the capital stock evolves according to investment and depreciation.
A tax allocation reserve, constrained by a share of profit after depreciation, is introduced,
and the reserve accumulates over time. A portion of the reserve is subject to taxation, and
firms are assumed to defer tax payments as long as possible, as it is financially advantageous.

The firm’s tax payments are calculated as a percentage of taxable income, which is
the operating profit minus fiscal depreciation and contributions to the reserve:

T ≡ τ [π(K) − ak − (C − bR)]

where τ is the corporate tax rate, π(K) is the profit, ak is the fiscal depreciation, and C is
the contribution to the reserve, while bR represents the amount of the reserve that is taxable.
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The reserve evolves according to the following equation:

Ṙ = C − G − bR

where G is the use of the reserve for investment, and b is the decay rate of the reserve. The
accounting stock of capital evolves similarly:

k̇ = I − ak

where I is the investment, and ak is the fiscal depreciation. The firm allocates profits
between dividends, investment, and taxes, subject to the constraints outlined in the model.

The firm’s optimization problem is framed as:

Max V (0) =
∫ ∞

0
Div e−ρt dt

where Div is the dividends paid to the owners, and ρ is the discount rate. The firm
maximizes the present value of its cash flows subject to the constraints on capital, reserves,
and taxes.

The inclusion of tax allocation reserves and non-binding dividend constraints leads to a
change in the cost of capital. The first-order condition for capital allocation becomes:

π′(K) = 1 − eT ARA

1 − eT AR
(ρ + δ)

where eT AR is the effective corporate tax rate:

eT AR = (1 − f)τ + fBτ

Here, A is the present value of fiscal depreciation allowances, and B is the present value
of deferred tax payments. The term eT AR represents a weighted average of directly paid
taxes and deferred taxes from the reserve. Since eT AR is less than the statutory tax rate τ ,
the cost of capital is reduced as a result of the use of the reserve. Specifically:

eT AR = τ − fτ(1 − B)

Since eT AR < τ , the cost of capital becomes lower than in the standard case where no
tax allocation reserves are used. This reduction in the cost of capital provides a strong
incentive for firms to use tax allocation reserves as a strategic tool for investment.

In conclusion, the model demonstrates that the use of tax allocation reserves lowers
the effective tax rate on capital, thus reducing the cost of capital and providing firms
with an incentive to defer taxes and invest more efficiently. Further details of the model,
including the full set of equations and assumptions, can be found in Appendix A.
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4.2 Model Setup

I consider a firm that at the beginning of a period decides how to allocate resources between
two types of capital investments:

1. Standard capital investment, denoted K, which represents conventional projects
or assets aimed at profit maximization (for example new machinery, general human
capital training, etc.).

2. Gender-inclusive investment, denoted G, which represents expenditures specifi-
cally directed toward enhancing gender equality and female inclusion in the firm’s
productive capacity (for example targeted recruitment or training programs for
women, workplace facilities to support female employees, or investment in female-led
projects).

Investment G is the focus of the policy intervention. The firm’s pre-tax output in the next
period is given by a production function:

Y = F (K, G; Θ),

where Θ represents other factors (such as labor inputs, technology level, and parameters
capturing productivity). I assume F (·) is an increasing, concave function in each of its
arguments, exhibiting diminishing marginal returns to both K and G. This ensures an
interior solution for investment choices under appropriate conditions and simplifies the
comparative static analysis. For analytical tractability, one might specify a form such as
F (K, G) = A · [f(K) + ϕ g(G)], where f and g are concave, increasing functions and ϕ
captures the relative productivity or effectiveness of G in contributing to output. A key
premise is that, absent any intervention, ϕ might be perceived as low or the benefits of G
are partially external to the firm (for example, improving gender balance yields broader
social gains beyond the firm’s private returns). This could lead firms to underinvest in G
under pure profit maximization.

In a no-policy baseline, the firm faces a corporate profit tax at rate t on its earnings.
It chooses K and G to maximize after-tax profit:

Πno policy = (1 − t)
[
F (K, G) − C(K) − C(G)

]
, (1)

where C(K) and C(G) represent the cost of investing in K and G, respectively. For
simplicity, assume a per-unit cost of investment of 1 (we can interpret K and G in
monetary units), so C(K) = K and C(G) = G; later we can allow for more complex cost
functions (for example, convex adjustment costs) without loss of generality. The first-order
conditions (FOCs) for an interior optimum (K∗, G∗) in the no-policy case equate marginal
after-tax returns to marginal costs:

(1 − t)FK(K∗, G∗) = 1, (2)
(1 − t)FG(K∗, G∗) = 1, (3)
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where FK and FG denote partial derivatives of F with respect to K and G. Equa-
tion (3) implies that, at optimum, the firm will invest in G up to the point where the
marginal private return equals the cost. If FG is relatively small or if initially G = 0
yields FG > 1/(1 − t) but G has fixed setup costs, the solution could be a corner with
G∗ = 0. In other words, without policy, the firm might choose not to invest in gender-
inclusive capital at all if the immediate marginal gains are not commensurate with the costs.

Now we introduce the Gender Equality Reserve (GER) policy. Under the GER,
the firm is permitted to allocate a certain fraction of its profit (or investment) to a reserve
associated with gender-inclusive projects, which receives favorable tax treatment. There are
multiple ways to formalize this; I adopt a simplified representation capturing the essential
incentive: suppose the government effectively subsidizes or exempts from tax a fraction
σ ∈ [0, 1] of the investment in G. This can be interpreted as a tax deduction or deferral:
for each dollar invested in G, the firm can deduct σ dollars from its taxable income (or
equivalently, save paying tax t on that σ portion). In practice, a policy such as GER
might allow a firm to set aside an amount up to some cap as a reserve for qualifying
projects, deferring taxation on that amount. For the model, the precise implementation
can be thought of as a subsidy on G equal to tσ per dollar (if fully deductible) or simply a
reduction in the effective price of G. Thus, under GER, the firm’s after-tax profit can be

written as:
ΠGER = (1 − t)

[
F (K, G) − K − G

]
+ t · σG. (4)

The last term tσG represents the tax saving due to the reserve: the firm saves t on each
dollar of G for a fraction σ of those dollars.1 In effect, the firm faces an effective cost of
(1 − σ) for each unit of G (before tax, then multiplied by (1 − t) after tax on profits). The
FOCs under the GER policy become:

(1 − t)FK(K, G) = 1, (5)
(1 − t)FG(K, G) = 1 − tσ. (6)

Equation (5) remains unchanged for K since the incentive is targeted only at G. Equation
(6) demonstrates that the marginal condition for G is relaxed: the firm will invest in
G until the marginal return FG equals 1−tσ

1−t , which is lower than 1 when σ > 0 (since
typically t ∈ (0, 1)). In other words, the hurdle rate for investment G is reduced by the
tax incentive. If σ is large enough, even projects with relatively modest private return can
become attractive, bridging the gap between private and social returns if, for example, G
has broader benefits.

In order to ensure an interior solution, I assume that σ is not so high as to drive the

1If the policy is a full tax deferral on amount G (up to a limit), then effectively σ might be 1 for the
portion within the limit, but that money is taxed later when the reserve is released. In present-value terms,
a deferral for d years would correspond to a subsidy t(1 − δd) where δ is a discount factor. I abstract from
multi-period details by treating σ as the net effective subsidy rate for simplicity.
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right-hand side of (6) to zero or negative (practically, σ would be bounded by policy design,
for example, a firm cannot deduct more than it invests: σ ≤ 1). For analytical purposes,
one can treat σt < 1 so that 1 − tσ > 0. I also assume that FG(K, 0) > 1−tσ

1−t so that some
positive G is optimal under the policy (if the starting marginal return at G = 0 is still
below the threshold, then even with incentive the firm wouldn’t invest, but this would be a
degenerate case or indicate σ too low to matter).

4.3 Analysis of Firm Behavior Under GER

In order to highlight the impact of the GER incentive, I analyze the firm’s optimal choice
of G in the no-policy vs. policy scenarios. Let G∗(σ) denote the optimal level of gender-
inclusive investment when the subsidy rate is σ (with G∗(0) corresponding to the no-policy
case). First note a basic property of the solution:

Lemma 1 (Monotonicity of G∗(σ)) The firm’s optimal gender-inclusive investment
G∗(σ) is non-decreasing in the subsidy rate σ. Moreover, for σ > 0 sufficiently small,
G∗(σ) > G∗(0), provided the firm was at a corner solution G∗(0) = 0 in the absence of the
GER.

[Proof (Sketch)] See Appendix B for the full derivation. Intuitively, ∂ΠGER
∂G = (1 −

t)FG(K, G) − (1 − tσ) from (4). The second derivative ∂2ΠGER
∂G2 = (1 − t)FGG(K, G) is

negative due to the concavity of F , ensuring a unique optimum. By the Implicit Function
Theorem applied to the FOC (6), dG∗/dσ has the same sign as t(1 − t)F −1

GG, which is
positive since FGG < 0. Thus G∗(σ) increases with σ. If G∗(0) = 0 (corner solution),
then for a small σ > 0, the incentive tilts the firm’s payoff towards a positive G (because
initially FG(K, 0) was just below 1/(1 − t), any subsidy makes 1 − tσ < 1 so FG(K, G)
at G = 0 now exceeds the required return, implying a switch to an interior optimum G > 0).

Lemma 1 establishes that introducing or increasing the GER subsidy cannot reduce
the firm’s chosen investment in gender-inclusive capital, and it will strictly increase it if
the firm was previously not investing at all (or at a lower interior solution). This leads
to our first main proposition regarding the existence of a threshold subsidy that induces
participation in gender-inclusive investment:

Proposition 1 (Threshold Effect of the Incentive) There exists a critical subsidy
level σ† ∈ [0, 1] such that:

• For σ < σ†, the firm chooses G∗(σ) = 0 (corner solution: no gender-inclusive
investment).

• For σ ≥ σ†, the firm chooses G∗(σ) > 0 (interior solution with positive gender-
inclusive investment).

Furthermore, at σ = σ†, the firm is indifferent between G = 0 and a marginally positive G,
that is FG(K, 0) = 1−tσ†

1−t when evaluated at the optimal K.

10



[Proof Outline] The proposition follows from the properties of the firm’s first-order con-
dition in G. In absence of the policy (σ = 0), suppose the optimum is a corner with
G∗ = 0. This implies (1 − t)FG(K∗, 0) < 1 (marginal return of G is below cost at zero).
As σ increases, the effective marginal cost of G decreases (RHS of (6) declines). Define
∆(σ) := (1 − t)FG(K∗(σ), G∗(σ)) − (1 − tσ). At σ = 0, ∆(0) < 0 (since G∗(0) = 0
yields (1 − t)FG < 1). In the limit σ → 1, the condition 1 − tσ → 1 − t(1) = 1 − t,
so the firm would choose G such that (1 − t)FG = 1 − t (which for concave F will re-
quire a positive G in general because FG(K, 0) is finite and 1 − t is smaller than 1). By
continuity of FG and the implicit function, there must exist σ† where ∆(σ†) = 0. For σ be-
yond that point, the FOC can be satisfied with G > 0. Details are provided in Appendix B.

Proposition 1 formalizes the intuitive threshold effect: a sufficiently generous tax in-
centive is required to induce firms that initially do not invest in gender-inclusion to start
doing so. In policy terms, this result highlights that small tax breaks might be ineffectual
if they do not fully offset the perceived gap between private and social returns of such
investments. Once the threshold is crossed, additional increases in σ will further increase
G∗ (per Lemma 1), although with diminishing returns due to concavity. I now consider
how the introduction of the GER affects other firm choices and outcomes. One immediate
question is whether the incentive distorts the allocation to standard capital K. Equation
(5) demonstrates that the condition for K is unaffected by σ; however, if the production
function has complementarities or substitutability between K and G, the optimal K might
adjust when G changes.

For example, if K and G are complements (for example, investing in women’s train-
ing (higher G) makes physical capital more productive), then an increase in G could raise
the marginal productivity of K and lead the firm to also raise K∗. Conversely, if the firm has
a fixed budget or faces financing frictions, increased spending on G might crowd out some K.

In order to fix ideas, one could extend the model to include a financing constraint or cost
of capital to analyze this interplay. In our baseline model without financing constraints,
and assuming separability in F (K, G) = f(K) + ϕg(G), there is no direct interaction
in first-order conditions aside from the budget allocation. In that separable case, K∗ is
unchanged by σ (since FK does not depend on G). In a more general case, one could derive
∂K∗/∂σ by totally differentiating both FOCs; the sign would depend on FKG.

Despite these nuances, the primary effect of the GER is to boost G. The consequent
outcomes of interest include:

Female employment or participation (Lf ): If G corresponds to investments facilitating
female employment (training, recruitment, etc.), an increase in G should translate into
higher female labor usage. Many models would treat Lf as increasing in G (either directly,
or via a function Lf = h(G) that could be part of Θ in F ). Thus, the GER can reduce
gender gaps in the workforce at the firm level.
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Output and profits: The impact on output Y is positive since F increases in both
inputs. The impact on after-tax profit for the firm is also non-negative by design, since the
firm would not utilize the GER if it didn’t at least leave them no worse off than without
it. In fact, the GER is effectively giving a tax break, so ceteris paribus it raises the firm’s
after-tax profit (though the firm may spend more on G than before).

Government revenue: A crucial aspect from a policy perspective is the fiscal cost.
In the short run, the government loses tax revenue on the σG portion. However, if the
investments lead to higher productivity and thus higher future taxable income (or if they
correct a market failure), there could be dynamic feedback that partially offsets the cost. I
do not model dynamic feedbacks explicitly in this one-period model, but I discuss welfare
in a comparative static sense below.

Finally, I address the social perspective. Suppose G yields an external benefit not captured
in F (K, G). For example, a more gender-diverse workforce could generate societal gains or
knowledge spillovers. Let the social welfare be W = (1− t)[F (K, G)−K −G]+ tσG+B(G),
where B(G) is an increasing function capturing external benefit (with B′(0) > 0 perhaps).
The government’s objective might be to maximize W by choice of σ. Standard analysis
would set σ such that at the firm’s optimum G∗(σ), the marginal social benefit equals
marginal social cost. This yields B′(G) = tσ∗ − tσ∗G · (∂σ/∂G) at optimum or roughly
B′(G∗) = tσ∗ in a simple case, implying the optimal subsidy equates to the marginal
external benefit at the chosen G∗. The framework can thus rationalize the GER as a
Pigouvian incentive to internalize positive externalities of gender-inclusive practices. In
the absence of an externality (B′(G) = 0), a social planner concerned only with efficiency
would have no reason to subsidize G beyond distributional or equity motives.

Proposition 2 (Welfare and Optimal Policy) If gender-inclusive capital G generates
a social benefit B(G) beyond the firm’s private returns, then a properly calibrated GER can
achieve the first-best allocation. In particular, there exists a subsidy rate σ∗ such that the
level of G chosen by profit-maximizing firms under the GER (G∗(σ∗)) maximizes social
welfare W . This σ∗ effectively internalizes the external benefit B′(G) at the margin. If
no external benefits exist (B′(G) ≡ 0), then σ∗ = 0 (that is, the first-best involves no
distortionary incentive, assuming no distributional preferences).

[Proof Sketch] Maximizing social welfare W with respect to σ (taking the firm’s response
G∗(σ) into account) leads to a condition equivalent to (1 − t)FG(K∗, G∗) + B′(G∗) = 1 at
optimum (where K∗, G∗ are chosen by firm given σ). Using the firm’s FOC under GER,
(1− t)FG = 1− tσ, the condition becomes 1− tσ∗ +B′(G∗) = 1. Thus tσ∗ = B′(G∗). Hence
the optimal subsidy equals the marginal external benefit at the optimum. Setting σ to this
level yields the first-best G because the firm then equates (1− t)FG to 1− tσ∗ = 1−B′(G∗),
which means (1 − t)FG + B′(G) = 1 at the chosen G, satisfying the Samuelson condition for
optimal provision (marginal social benefit equals marginal cost). Details are in Appendix B.
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Proposition 2 underscores the normative rationale for the GER: if investing in gender
equality has societal returns (for example, reducing future gender gaps, improving aggregate
productivity by better talent allocation), a subsidy can correct the underinvestment by
firms acting on private incentives alone. In practice, calibrating σ to the exact optimal
level requires knowledge of B′(G) and firms’ FG.

Having laid out the theoretical underpinnings of the GER, I proceed to empirically how to
evaluate the impact of such a policy. The next section describes the context in which a
GER-style policy was implemented and our strategy to estimate its causal effects.

5 Empirical Implementation Strategies
If a GER policy is implemented, it is crucial to rigorously evaluate its impact. Causal
identification of GER’s effects on firms and workers can be challenging because simply
observing changes after the policy could conflate the policy effect with other trends. I outline
three empirical strategies that researchers (or a government evaluation unit) could use
to obtain credible estimates of the policy’s impact: regression discontinuity, instrumental
variables, and difference-in-differences. Each approach relies on specific features of policy
implementation or external variation.

5.1 Regression Discontinuity Design (RDD)

A regression discontinuity design (RDD) exploits a situation where eligibility for GER or
the intensity of GER treatment changes abruptly at a known threshold. Policymakers
might, for administrative or budgetary reasons, restrict GER to certain firms. For example,
one design could be: firms with annual revenues below $X million can allocate to the
GER (getting the subsidy), whereas larger firms cannot (or face a lower subsidy rate).
Alternatively, the subsidy rate θ might step down after a certain firm size or profit level,
or only firms above a certain number of female employees might qualify for additional
incentives. Any such rule creates a discontinuity in treatment at the cutoff.

Under a RDD, one would compare firms just below the threshold to those just above it. If
the threshold is strictly enforced and firms cannot precisely manipulate their status (aside
from normal business fluctuations), those firms near either side are arguably similar in
all respects except the treatment (GER availability). Thus, a jump in outcomes at that
threshold can be attributed to the policy.

For instance, suppose the rule is that firms with fewer than 250 employees can claim
GER benefits, while those with 250 or more cannot. Researchers can collect data on firms
with, say, 100 to 400 employees and examine whether there is a discontinuous change in
outcomes (such as female training expenditures, female promotion rates, or productivity)
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at the 250-employee mark. The analysis would involve running a regression:

Yi = α + β · 1{Employeesi ≥ 250} + f(Employeesi) + ϵi,

where Yi is an outcome for firm i (post-policy), 1{·} is an indicator for being above the
threshold (and thus ineligible or facing a different rate), and f(·) is a smooth function (like
a polynomial) of firm size to capture baseline trends. A significant β would indicate a
causal effect of losing access to GER (or the change in rate) on the outcome. One would
expect, for example, a negative jump in female training investment at the threshold if
GER provides a benefit below it. If combined with pre-policy data, a “fuzzy” RDD could
also be implemented if compliance with the threshold rule is imperfect or if it was phased in.

The RDD approach requires careful validation of the usual assumptions: no other policy
or discrete change at the same threshold, and firms just around the cutoff are otherwise
comparable. Researchers should check for “sorting” around the cutoff (to ensure firms
didn’t deliberately reduce size to qualify—if they did, that in itself may indicate the policy’s
value, but it complicates identification). Provided these conditions hold, RDD offers a
credible local estimate of the policy’s impact on those firms near the margin.

5.2 Instrumental Variables (IV)

Instrumental variables (IV) would be useful in settings where not all firms take up GER or
use it to the same extent, and it follows that we have an exogenous source of variation
in the propensity to use GER. The idea is to find a factor Z that influences a firm’s
adoption or intensity of GER, but is not directly related to outcomes except through GER.
For example, consider a scenario where the government initially rolls out GER as a pilot
program in certain randomly selected regions or industries before scaling up. The random
(or quasi-random) pilot assignment can serve as an instrument for actual GER usage.

Another potential instrument could be based on historical idiosyncrasies: suppose some
firms historically have more women in management due to unrelated reasons (for example,
legacy of a past female CEO). Such firms might be more inclined to utilize GER fully.
If that historical factor is uncorrelated with current performance trends except via GER
usage, it could instrument the degree of GER treatment. Admittedly, finding a strong and
valid instrument in practice can be difficult. Randomized encouragement designs could be
an option: the government might encourage a random subset of firms (through additional
information or minor incentives) to participate in GER, and use that encouragement as an
instrument to measure the impact on outcomes.

In an IV setup, one would estimate first a first-stage regression like:

GERUsagei = π0 + π1Zi + νi,
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showing that the instrument Zi (for example, being in a pilot region) affects the firm’s
GER usage (which could be measured as an indicator for participation or the dollar amount
put into the reserve). The second stage would then be:

Yi = γ0 + γ1 ̂GERUsagei + XiΓ + ui,

where Xi could include other controls, and ̂GERUsagei is the predicted value from the first
stage. γ1 then measures the causal impact of GER usage on outcome Y .

Outcomes Y of interest might include: the firm’s productivity or value added, the wage
growth of female employees relative to male employees, promotion rates, employee retention
rates, or even measures of innovation (if diversity spurs creativity). The IV approach helps
address selection bias (for example, perhaps more forward-thinking or better-performing
firms use GER, which would confound a naive comparison). By isolating variation in GER
that is as good as random, we obtain a cleaner estimate of its effect.

5.3 Difference-in-Differences (DiD)

A difference-in-differences (DiD) strategy can be applied if GER is introduced at a specific
time and it follows that we have both pre- and post-policy data for treated and untreated
groups. For example, if GER is implemented nationwide at time T , one could compare
changes in outcomes for firms (or workers) before vs. after T . However, without a control
group, that would be just a before-after comparison which is not convincing. A better
scenario is if some units receive GER earlier than others (staggered adoption) or some
regions adopt it while others do not (perhaps due to local government choices or phased
rollout).

Consider a case where one country or state adopts GER in year T while a similar coun-
try/state does not (or adopts later). Firms in the treated region form the treatment group
and those in the other region form the control group. One can then compare the evolution
of outcomes. The DiD regression would look like:

Yit = α + β(Treatedi × Postt) + λi + δt + ϵit,

where λi are firm (or region) fixed effects, δt are time fixed effects (common shocks), and
β is the DiD estimator. Treatedi indicates membership in the group that gets GER, and
Postt indicates time after implementation in the treated area. A significant β implies that
the treated group’s outcomes changed differentially relative to the control group’s trends,
consistent with a causal effect of GER.

For example, suppose some industries are given access to GER from 2025 onwards as a
trial, while other industries will only obtain it in 2027. In 2026, one could compare the
change from 2024 (pre-policy for all) to 2026 (post-policy for treated industries, pre-policy
for control industries). Outcomes could be measured via administrative data: do treated
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industries show a larger increase in the fraction of training budget spent on women or in
female promotion rates than control industries over that period?

The validity of DiD relies on the parallel trends assumption—that in the absence of
the policy, treated and control groups would have continued on similar outcome trajectories.
Checking this involves looking at pre-policy trends to ensure they where parallel. Any
deviation after the policy is then attributed to the policy. One can also enhance DiD with
covariates or even do triple-differences (adding another layer, for example, compare female
vs male outcomes in treated vs control over time) to refine identification.

Each of these empirical strategies has its pros and cons, and the feasibility depends
on how GER is implemented. Ideally, policymakers incorporate evaluation plans into the
rollout (for instance, by randomizing phase-in or having clear cutoffs that can be used
analytically). If GER where implemented universally without variation, researchers would
have to rely on structural estimation or international comparisons (which are harder to
make causal). In that sense, designing the policy with evaluation in mind is valuable.

6 Policy Design Considerations
Designing the GER for real-world implementation involves balancing inclusivity, effec-
tiveness, and administrative simplicity. Here I discuss several key design parameters and
their implications: eligibility thresholds, tiered incentive rates, and phase-in/phase-out
mechanisms. These design features can determine both the policy’s impact and the ease of
evaluating it as discussed above.

6.1 Eligibility Thresholds

Introducing eligibility criteria or thresholds can target the policy to where it is most needed
or most effective. For example, a government might decide that only firms above a certain
size must comply with GER or conversely that only firms below a certain size can take
advantage of GER subsidies. The direction of targeting depends on policy goals:

Targeting Smaller Enterprises: Smaller firms might have tighter budget constraints
and be less likely to invest in structured training, especially for employees who might not
traditionally be seen as “high-return” (for example, women in roles from which they haven’t
historically advanced). By allowing only SMEs (say firms with fewer than 250 employees,
or with turnover below a threshold) to use GER, the policy could support those who need
it most and avoid giving windfalls to large corporations that might have trained employees
anyway. This kind of targeting also contains fiscal cost. On the downside, excluding large
firms means missing a big part of the economy where many women work; large firms often
have significant resources, but they also are where glass-ceiling effects often appear, so
GER could be impactful there too.
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Mandating Large Firms: Another approach is to require or incentivize only the larger
firms to set aside a GER, on grounds that large firms have more capacity to absorb the
program and that they employ a large share of workers. For instance, one could mandate
that any company above a certain size must allocate, say, at least X% of their payroll to a
GER for female training or otherwise face a penalty. This would ensure broad coverage
among the most influential employers. However, making it mandatory flips the nature of
GER from a voluntary incentive to a quasi-quota or obligation, which might face more
resistance. A compromise is to make it voluntary but only open to large firms (smaller
firms might be exempt simply due to administrative burden concerns).

Profit or Taxable Income Thresholds: As inspired by tax allocation reserves, one could
set a profit ceiling up to which the firm can shield income in the GER. For example, “100%
of profits up to $Y can be reserved for training women, and that portion is tax-deductible;
profits above $Y are taxed normally.” This encourages firms to deploy at least that amount
towards the cause. It is similar to how some tax schemes allow full deduction up to a cap,
then partial deduction beyond. Such a threshold ensures that the benefit is concentrated
on a certain scale of operation.

Thresholds have one clear side effect: they create discontinuities in incentives, which,
as discussed, could be analytically useful but also cause behavioral responses. Firms might
try to game thresholds (for example, splitting a firm into two to stay below a cap, or
adjusting accounting to qualify). Policymakers should design the thresholds to minimize
perverse incentives—possibly by smoothing the cutoff (see below on phase-out).

6.2 Tiered Incentive Rates

Rather than a binary threshold (eligible vs. ineligible), GER could employ a tiered structure.
For instance, a firm could be allowed to reserve:

Up to $A at a high subsidy rate (or deduction rate) θ1,

The next $B at a lower rate θ2,

etc., until beyond some amount no subsidy (θ = 0).

This tiered approach is analogous to progressive taxation or tiered grant schemes. It ensures
every firm has an incentive to do something because the first tier is accessible to all, but it
controls the total benefit any single firm can obtain, preserving budget and equity across
firms.

For example, the policy might say: “We will match 50% of the first $50,000 a firm
spends on female training this year (tier 1), 30% of the next $50,000 (tier 2), and no match
beyond $100,000.” A small firm might only use tier 1; a large firm might easily hit tier 3
and beyond, but after $100k they obtain no additional subsidy. This encourages large firms
to invest at least that $100k strongly, but avoids subsidizing unlimited expenditures they
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might have done anyway. It also avoids a sharp drop-off at $100k because even beyond
that, the firm can still invest (just without subsidy) — they are not cut off from investing,
only from subsidy.

Tiering can also be structured by employee count: for example, require a certain ex-
penditure per female employee up to a cap. Or tier by share of women: for example, if a
firm has very low female representation in management, it could obtain a higher subsidy to
encourage extra effort, which phases out as representation improves (rewarding catching up).

The complexity of tiers must be managed carefully. Too complex and firms might not
understand or utilize the program fully. But a simple two- or three-tier system is usually
manageable.

6.3 Phase-In and Phase-Out Mechanisms

Phase-in refers to gradually implementing the policy rather than all at once. Phase-out
refers to ending or reducing the policy once certain conditions are met. Both can be valuable:

Phase-In: Firms may need time to adjust their training programs and budget plan-
ning. A sudden introduction of GER might catch some unprepared. By phasing in (for
example, start with a subsidy of θ = 0.1 (10%) in the first year, then 20% the next, etc.,
or start with only some industries), companies can adapt gradually. This also allows the
government to ramp up budgetary allocations gradually and learn from initial years to
tweak the program. From an evaluation standpoint, a phase-in can create variation over
time that helps identification (like a staggered DiD or event-study analysis).

Phase-Out (Sunset Clause or Triggered Termination): The ultimate goal of GER
is presumably to make itself unnecessary by achieving gender equality in opportunities.
Policymakers might include a sunset clause where the program expires after, say, 10 years
unless renewed. This can be good for political palatability (it’s not a permanent new
entitlement) and forces review of its effectiveness. Another approach is to tie phase-out
to metrics: for example, once a firm reaches a certain level of female representation in
management or once the gender wage gap at the firm falls below X%, the benefits reduce or
the firm “graduates” from the program. This avoids giving endless subsidies to firms that
have accomplished the goal, allowing resources to be focused on laggards. However, it could
disincentivize reaching the goal if not careful (firms might hover just above the qualifying
condition to keep benefits, akin to the threshold gaming issue). A gradual phase-out in the
metric (like tapering θ as the gap closes) might alleviate that.

Phase-in/out choices may also interact with the business cycle. For instance, introducing
GER during an economic downturn could be doubly beneficial: it encourages firms to
invest in human capital at a time they might otherwise cut back (stabilizing employment
and building skills for the recovery). One could temporarily enhance the subsidy dur-
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ing recessions (phase-up in bad times) and phase-down in booms if concerned about budget.

Lastly, a practical design aspect: clear guidelines on permissible use of GER funds. Firms
should be accountable that funds reserved actually go to qualified training or development
programs for female employees, not misappropriated elsewhere. Reporting and auditing
might be necessary, though one should keep compliance simple enough to not deter partici-
pation. In design, a balance between flexibility (firms know best how to train their staff)
and accountability (ensuring it’s truly benefiting the target group) is needed.

In conclusion, careful design of thresholds, tiers, and phase rules can enhance GER’s
effectiveness and equity. It can also create natural experiments for researchers (intention-
ally or unintentionally) — for example, a threshold can be exploited via RDD as mentioned.
Policymakers might collaborate with researchers to design these features in a way that
facilitates learning about the policy’s impact, thereby contributing to evidence-based
refinement over time.

7 Concluding Discussion
This paper introduces the gender equality reserve, a tax-based policy instrument designed to
correct underinvestment in gender-inclusive leadership. By conceptualizing gender-focused
initiatives as a form of organizational capital, the GER provides a market-compatible
mechanism that aligns private incentives with broader social objectives. The proposed
framework draws on optimal taxation theory to show how informational frictions and ex-
ternalities can result in persistent underallocation of resources toward inclusive governance,
despite its potential productivity gains.

The model demonstrates that allowing firms to reserve pre-tax profits for equity-enhancing
investments - such as mentorship programs, leadership training, or recruitment pipelines for
women - can shift corporate behavior toward the social optimum without mandating specific
outcomes. Unlike regulatory quotas or disclosure mandates, the GER leverages voluntary
participation and internal cost-benefit calculations. In doing so, it complements traditional
tools of diversity policy with a fiscally grounded approach that integrates inclusion into
firms’ investment logic.

Although developed in the context of the Swedish corporate tax system, the policy architec-
ture is broadly applicable. Many OECD countries already use targeted tax instruments to
stimulate investment in research, green technology, or regional development. The GER ex-
tends this logic to human capital and leadership diversity. Sectors undergoing institutional
transformation - such as energy, defense, and technology - may be especially well-suited for
implementation, given the dual imperatives of innovation and legitimacy.

The GER contributes conceptually to the literature at the intersection of public finance,
corporate governance, and gender economics. It offers a theoretical foundation for treating
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inclusive leadership as a productivity-enhancing investment and proposes a concrete fiscal
instrument to facilitate that shift. Moreover, it opens the door for rigorous empirical testing.
By designing eligibility thresholds, matching rates, or sunset provisions, the policy could
generate variation suitable for causal identification through methods such as regression
discontinuity or difference-in-differences.

At the same time, this proposal is not without limitations. Symbolic compliance, elite
capture, and heterogeneity in firms’ internal governance cultures may blunt its effective-
ness. As well as its limitations to profitable firms. Fiscal incentives alone are unlikely to
overcome deep-seated norms or structural biases. To avoid misuse, the GER would require
accountability mechanisms - clear eligibility criteria, verifiable reporting standards, and
light-touch audits. Yet the administrative burden must remain modest to preserve firms’
willingness to participate.

This proposal also opens avenues for empirical inquiry. Natural experiments - such
as staggered rollout designs or size-based eligibility thresholds - could enable causal identi-
fication of policy effects on gender outcomes and firm performance. A behavioral extension
of the model might further explore how personal experience (e.g., fatherhood) interacts
with fiscal incentives in shaping managerial preferences and policy uptake.

Moreover, the GER may serve as a valuable instrument for understanding how investments
in diversity affect economic performance. At the micro level, firms can assess how gender-
inclusive investments affect innovation, team performance, and profitability. At the macro
level, aggregated effects may influence labor productivity, growth, and allocative efficiency.
The GER thus offers both a policy intervention and a measurement opportunity.

Future research should also explore several open questions: the general equilibrium effects
of widespread adoption (e.g., competition for skilled female workers), long-term impacts
on firm performance and wage dynamics, and the interaction of GER with other gender
policies such as procurement preferences or reporting mandates. Simulation-based cali-
bration techniques— such as the Generalized Method of Moments (GMM) or Simulated
Method of Moments (SMM) — could be employed to quantify aggregate outcomes under
alternative policy designs and behavioral assumptions.

Finally, the GER contributes to reframing inclusion not as a social cost but as an economic
asset. It supports Sustainable Development Goals SDG 5 and SDG 8 by promoting gender
equality and inclusive economic growth through firm-level action. By reclassifying inclusive
leadership as a capital investment, the GER broadens the scope of what public finance can
achieve in addressing structural inequality.
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A Appendix

Theoretical framework
In order to assess the investment incentives of the tax allocation reserves I present the following firm
investment model serving as the basis for the basis for the empirical framework. As mentioned in the
introduction the model follow Södersten (1989) and Auerbach et al. (1995) traditional neoclassical
investment model and Kari (2017) more recent extension of it by adding the tax allocation reserves to
a similar analytical framework. Following Kari (2017) framework, and use the model without any tax
allocation reserves and non-binding dividend constraints as the benchmark model in order to analyze if
the tax allocation reserves are optimal from a theoretically point of view. In addition, I thereafter
investigate the model with an annual interest cost attached to it and when the dividend constraint is
binding.

The neoclassical model

Consider the following neoclassical model of firm behavior where the cost of capital is derived under a
general system of corporate taxation. For simplicity, assume that the firm is a value-maximizing firm
that only produce capital, K, as its input financed from equity and the firm’s own generated profits. In
order to guarantee a maximum solution to the optimization problem assume further that the firm’s
production function, FK > 0, exhibit a positive but diminishing marginal product and that FKK < 0.
The firm’s budget constraint follows the fundamental cash flow constraint and the firms spends its
total profits, π(K), on dividends, Div, investment, I, and taxes, T. For simplicity, and without loss of
generalization, let the prices be normalized to 1.

π(K) = Div + I + K (7)

The capital stock depends on investment and depreciates at rate δ ∈ (0, 1) with the equation of motion:

K̇ = I − δK (8)

Let C denote the amount of capital the firm allocate to the reserve, constrained to a share of profit
after depreciation f ∈ (0, 1), with C ≤ f [π(K) − ak] where k is the accounting stock of capital and a
the financial depreciation. Furthermore, assume the tax allocation reserve, entail an exogenous recovery
procedure at every point in time, and that a constant share b ∈ (0, 1) of the accumulated reserve stock,
R, is the firms taxable income. In the Swedish tax system, the reserves can be transferred voluntarily
within six years. However, since the firm is value-maximizing and deferring tax payment is profitable
an optimizing firm is assumed to choose the longest length of deferral. The equation of motion for the
reserve stock increases with contribution to the reserve C and decreases with the use of the reserve
against investment, G, and the gradual decay of the stock at rate b:

Ṙ = C − G − bR (9)

The accounting stock of capital increases with investment and decreases with fiscal depreciation:

k̇ = I − ak (10)

The firms tax amount will then become:

T ≡ τ [π(K) − ak − (C − bR)] (11)

where τ ∈ (0, 1) is the corporate tax level multiplied by the taxable income, calculated as the operating
profit, π(K), minus the fiscal depreciation, ak, and the net amount to the tax allocation reserve, C-bR.
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The firms tax amount becomes:

T ≡ τ [π(K) − ak − (C − bR)] (12)

In addition, C, is constrained to the share of profit net of fiscal depreciation and for the reserve R and
the use of reserve against investment G I set up the following restrictions:

0 ≤ C ≤ f [π(K) − ak] R ≥ 0 0 ≤ G ≤ I

Since dividends, Div, may not be larger than the profit after fiscal depreciation minus contribution to
the reserves and taxes:

Div ≤ π(K) − ak − (C − bR) − T (13)

From then Euler-equation approach the equity-financed firm then solves the following maximization
problem in order to maximize the present value of its cash flow to the owners:

Max V (0) =
∫ ∞

0
Div e−ρt s.t (14)

π(K) = Div + I + K (15)
K̇ = I − δK (16)

Ṙ = C − G − bR (17)
k̇ = I − ak (18)

T ≡ τ [π(K) − ak − (C − bR)] (19)
0 ≤ C ≤ f [π(K) − ak] R ≥ 0 0 ≤ G ≤ I (20)

Div ≤ π(K) − ak − (C − bR) − T (21)

The Lagrange then becomes:

L = Div + q1[(1 − τ)π(K) − Div + τ(ak + C − bR) − δK] + q2[(1 − τ)π(K) − Div + τ(ak + C − bR) − ak]
+ q3[C − bR] + µ1C + µ2{f [π(K) − ak] − C} + µ3R + µ4G + µ5[(1 − τ)π(K) − Div + τ(ak + C − bR) − G]

+ µ6{(1 − τ)[π(K) − ak − C] + (1 − τ)bR − Div]
(22)

where q1 − q3 are the co-state variables for the state variables K, k, R and µ1 − µ6 are the shadow prices
of the constraints 0 ≤ C ≤ f [π(K) − ak] R ≥ 0 0 ≤ G ≤ I, and Div ≤ π(K) − ak − (C − bR) − T .

The first order conditions:

∂L

∂Div
= 1 − q1 − q2 − µ5 − µ6 = 0 (23)

∂L

∂C
= τ(q1 + q2 + µ5 + µ6) + q3 + µ1 − µ2 − µ6 = 0 (24)

∂L

∂G
= −q2 − q3 + µ4 − µ5 = 0 (25)

q̇1 = (ρ + δ)q1 − (1 − τ)π′(q1 + q2 + µ5 + µ6) − fπ′µ2 (26)
q̇2 = ρq2 − τa(q1 + q2 + µ5 + µ6) + aq2 + faµ2 + aµ6 (27)

q̇3 = ρq3 + τb(q1 + q2 + µ5 + µ6) + bq3 − µ3 − bµ6 (28)
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Since q1 + q2 + µ5 + µ6 = 1 from equation (17) the equations can be rewritten:

∂L

∂C
= τ + q3 = µ2 − µ1 + µ6 (29)

q̇1 = (ρ + δ)q1 − (1 − τ)π′ − fπ′µ2 (30)
q̇2 = ρq2 − τa + aq2 + faµ2 + aµ6 (31)

q̇3 = ρq3 + τb + bq3 − µ3 − bµ6 (32)

The standard corporate model without tax-deductible reserves and non-binding dividend
constraints:

Consider first the model when no taxable reserves are allowed. In this case all shadow prices, the
amount to the reserve and reserve are set to zero and it follows that we have the following first order
conditions and two co-state variables, q1 and q2:

∂L

∂Div
= 1 − q1 − q2 − µ5 − µ6 = 0 (33)

q̇1 = (ρ + δ)q1 − (1 − τ)π′ − fπ′µ2 (34)
q̇2 = ρq2 − τa + aq2 + faµ2 + aµ6 (35)

In order to consider the effects of taxation on investment incentives we consider the cost of capital
by analyzing the marginal condition for the optimal capital stock in the long-run equilibrium. Since
both our shadow prices µ5 and µ6 are zero we know from our first order condition that q1 + q2 = 1. By
substituting this into q̇1 = (ρ + δ)q1 − (1 − τ)π′ − fπ′µ2 we can derive the optimal capital stock π′(K):

π′(K) = q1
1 − τ

(ρ + δ) (36)

using again that q1 + q2 = 1 and solving for q2 = ρq2 − τa + aq2 + faµ2 + aµ6 we obtain:

q2 = τα

αρ
≡ τA (37)

where A ≡ α
α+ρ ∈ (0, 1) is the present value of fiscal depreciation allowances on a unit of capital

calculated at the firm’s discount rate ρ. Furthermore, q2 ix the present value of tax savings from fiscal
depreciation and q1 = 1 − q2 the net cost of having an asset of unit value. By using this I can rewrite
the the optimal capital stock as the standard expression for cost of capital:

π′(K) = 1 − τA

1 − τ
(ρ + δ) (38)

The quotient term 1−τA
1−τ is also known as the tax component of the cost of capital Bond and Xing

(2015) which means that corporate taxation affects incentives to invest by reducing the return on
marginal investment (1 − τ) and the cost of investment (1 − τA). When A is equal to 1 we can see
that the cost of capital no longer depend on the tax component of the cost of capital which can only
happen when the firms discount rate ρ is equal to zero. This means that under cash flow tax the
corporation tax has no impact on the cost of capital. Next, the derivation follows the cost of capital
with tax allocation reserves and non-binding constraints.

The standard corporate model with tax-deductible reserves and non-binding dividend
constraints:

In the case with tax deductible reserves and non-binding dividend constraint one are allowed to defer
tax payments but not to finance investment from untaxed funds. Therefore the use of reserve against
investment, G, and the shadow prices µ4 − µ6 are set to zero. Hence, the only way to release funds
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from the reserves is to return them as taxable income. Note, that in the previous Swedish Investment
fund system (Investeringsfonden) G>0 and firms could finance investment from untaxed funds. First,
analyze the scenario when the firm has an incentive to allocate some of its profits (C>0) to the reserves.
This can be achieved analyzing the cost and benefits from an increase in C: ∂L

∂C = τ + q3 = µ2 − µ1 + µ6.
From this we can see that when no amount is allocated to the reserve (C=0) we must have that µ1 > 0
and µ2 = 0, meanwhile in the opposite case and when some amount is placed to the reserve µ1 = 0 and
µ2 > 0. Using the fact that q1 + q2 = 1 and q̇3 = ρq3 + τb + bq3 − µ3 − bµ6 I can derive the co-state
variable of the reserve q3 = − τb−µ3

ρ+b . Inserting this into ∂L
∂C = τ + q3 = µ2 − µ1 + µ6 we obtain:

∂L

∂C
= τ + q3 = τ(1 − B) + µ3

ρ + b
= µ2 − µ1 (39)

where B = b
ρ+b ∈ (0, 1) is the present value of a one unit profit which is delayed due to allocation to

the reserve and no taxation. Since B<1 and µ3 > 0 it follows that we have that µ2 > 0 and µ1 = 0.
This indicates that the firm chooses to put the maximum amount to the reserve and that the reserve
must be positive (R>0) and that µ3 = 0 and q3 = −τB. We can now derive µ2 = τ(1 − B). Since
B ∈ (0, 1) µ2 > 0 and It follows that from reasoning above that the reserve R must be positive. Using
this fact and ∂L

∂Div = 1 − q1 − q2 − µ5 − µ6 = 0 I can derive q̇2 = ρq2 − τa + aq2 + faµ2 + aµ6:

q̇2 = [(1 − f)τ + f ]A (40)

Using our first order condition ∂L
∂Div = 1 − q1 − q2 − µ5 − µ6 = 0 and substituting the values of µ2 and

q2 into q̇1 = (ρ + δ)q1 − (1 − τ)π′ − fπ′µ2 we can now derive the cost of capital:

π′(K) = 1 − eT ARA

1 − eT AR
(ρ + δ) (41)

where eT AR ≡ (1 − f)τ + fBτ is the effective corporate tax rate which gives the weighted average
of directly paid taxes ((1 − f)τ) and the present value of deferred taxes (fBτ). Since the effective
tax rate can be rewritten as eT AR = τ − fτ(1 − B) and τ, f, B ∈ (0, 1) we can conclude that
eT AR = τ − fτ(1 − B) < τ and that the effective tax rate, eT AR, is smaller than the statutory tax rate,
τ . As a result, the cost of capital is lower than in the standard case and theoretically the firm have
incentive to use the tax allocation reserve when the dividend constraint is non-binding as the cost of
investment is lower.

B
Proof of Lemma 1. For ease of exposition, analyze the scenario of interior solutions. The first-order
condition for G under GER is (1 − t)FG(K∗, G∗) = 1 − tσ. Implicitly differentiate with respect to σ
(treating K∗ as a function of σ as well, though K∗ is determined by the separate condition FK and is
less sensitive directly to σ). We obtain:

(1 − t)
[
FGG(K∗, G∗)dG∗

dσ
+ FGK(K∗, G∗)dK∗

dσ

]
= −t.

Because FGG < 0 (concave in G) and assuming regular conditions like FGK not too large to reverse
sign (indeed, in many cases FGK ≥ 0, meaning K and G are complements or independent), the term in
brackets is negative times dG∗/dσ. Meanwhile, the right side is negative (−t < 0). Thus, dG∗/dσ must
be non-negative. If FGK = 0 (perfect separability), this simplifies to FGG(K∗, G∗)dG∗

dσ = −t/(1 − t),
yielding dG∗/dσ = t

1−t
1

|FGG| > 0. Existence of a corner at G = 0 for σ = 0 means initially G
was not profitable; any σ > 0 that reduces the effective cost will induce G > 0 once the condition
FG(K, 0) = 1−tσ

1−t is met. This occurs for arbitrarily small σ > 0 if (1 − t)FG(K, 0) was just below 1
(otherwise, if it was well below, σ needs to increase until the threshold σ† in Proposition 1). Hence
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proved.

Proof of Proposition 1. We analyze the firm’s optimization problem as σ varies. Define Ψ(G; σ) :=
(1−t)F (K∗(σ), G)−(1−tσ), where K∗(σ) is chosen optimally (or along the K-FOC which is independent
of G if F is separable). This function Ψ captures the net marginal benefit of a small increase in G at level
G, given subsidy σ. In the no-policy case σ = 0, Ψ(G; 0) = (1−t)F (K∗, G)−1. By assumption, at G = 0,
Ψ(0; 0) < 0 (no investment was optimal, meaning initial slope is negative or just at zero if indifferent).
As G increases, Ψ eventually becomes negative (concavity ensures Ψ decreases as G increases even if
it started positive at G = 0—but here it starts negative). So G∗(0) = 0. Now consider increasing σ.
∂Ψ/∂σ = t > 0 (since Ψ has −(1−tσ), derivative is t). So at G = 0, Ψ(0; σ) = (1−t)F (K∗, 0)−(1−tσ).
For small σ, this becomes (1−t)F (K∗, 0)−(1−t)+tσ = (1−t)F (K∗, 0)−(1−t)+O(σ). If (1−t)F (K∗, 0)
was only slightly less than 1, a small σ will make Ψ(0; σ) ≥ 0, meaning an infinitesimal G yields
nonnegative net benefit, prompting positive investment. Solve (1 − t)F (K∗, 0) = 1 − tσ for σ to find
the boundary σ†. For σ below that, Ψ(0; σ) < 0 so G = 0 remains optimal. For σ at or above that,
Ψ(0; σ) ≥ 0 and by continuity there will exist a G > 0 where Ψ(G; σ) = 0 (FOC satisfied) with positive
G. Uniqueness is ensured by quasi-concavity. Hence the threshold σ† exists and has the stated property.
■

Proof of Proposition 2. Consider the social welfare W = (1 − t)[F (K, G) − K − G] + tσG + B(G).
Differentiate w.r.t. G (treating σ as instrument but K adjusting optimally as well):

∂W

∂G
= (1 − t)FG(K, G) − (1 − t) + tσ + B′(G).

At a social optimum (first-best), set this to zero, yielding (1 − t)FG(K, G) + B′(G) = 1 − tσ. If the
government can choose σ, it will do so anticipating the firm’s G∗(σ) which satisfies (1 − t)FG(K, G) =
1 − tσ at the firm optimum. Combining these, at the welfare optimum, we need (1 − t)FG = 1 − tσ∗

and (1 − t)FG + B′(G) = 1 − tσ∗. Canceling (1 − t)FG from both, we obtain B′(G∗) = 0. This
indicates that the maximum welfare is achieved when B′(G) = 0, that is the external benefit is fully
realized to the point of zero marginal external benefit (the first-best G). The corresponding σ∗ satisfies
1 − tσ∗ = (1 − t)FG(K, G∗). Since at optimum B′(G∗) = tσ∗ (from equating the two conditions), it
follows that we have tσ∗ = B′(G∗). If B′(·) is decreasing and B′(0) > 0, then σ∗ is positive, otherwise
if B′ ≡ 0, then σ∗ = 0. This aligns with intuition discussed in the text. ■

B Model and Theoretical Justification
This section presents a stylized model to justify the Gender Equality Reserve (GER) as a fiscal
instrument within the framework of optimal taxation. The aim is to formalize why firms may
underinvest in gender-inclusive leadership and how a tax-based policy can correct this distortion.

We consider a representative firm that allocates investment between two capital types: traditional
capital (K) and gender-inclusive capital (G), such as initiatives that promote leadership diversity and
inclusive governance. Output is produced using a Cobb-Douglas production function:

Y = AKαGβ, with α + β < 1,

where A denotes total factor productivity. The firm maximizes after-tax profit:

max
K,G

{
(1 − τ)[AKαGβ − rKK − rGG]

}
,

with τ as the corporate profit tax rate, and rK , rG as the user costs of K and G, respectively.
In equilibrium, the marginal productivity of G equals its user cost:

βAKαGβ−1 = rG.
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However, informational frictions, delayed payoffs, and positive externalities (such as reputational or
social value) often depress the perceived private return on G. Firms will thus underinvest in gender
capital relative to the social optimum. We define εG as the elasticity of G with respect to its after-tax
user cost.

Introducing a fiscal instrument such as the GER reduces the effective cost of G via:

rnet
G = rG(1 − τG),

where τG is the deductibility rate under the GER. The firm’s revised optimization problem becomes:

max
K,G

{
(1 − τ)[AKαGβ − rKK − rG(1 − τG)G]

}
.

From optimal tax theory, the optimal incentive rate satisfies:

τ∗
G = εG

1 + εG
· ∆MRS

rG
,

where ∆MRS captures the divergence between the social and private marginal rates of substitution.
This framework provides a rationale for differentiated tax treatment of gender-inclusive capital. The

more elastic the firm’s response to cost reductions, and the greater the externality or underestimation
of G’s productivity, the stronger the justification for targeted fiscal incentives.
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