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Zusammenfassung

Die vorliegende Dissertation basiert auf drei emsplien Arbeiten zum Themenfeld kom-
parativer Vorteile in der Selbstandigkeit und zui@tungen aus der Arbeitslosigkeit. In der ers-
ten Arbeit werden die Charaktereigenschaften vorsdten untersucht, die eine grol3e Erfah-
rungsbreite beruflicher Kompetenzen aufweisen. esdderen wird untersucht inwieweit selbst
berichtete Grindungskompetenz und das Einschatzerbgruflich selbstadndigen Tatigkeiten mit
der Anzahl von erworbenen beruflichen Kompetenzerrdlieren. In bisherigen Arbeiten hatte
sich herausgestellt, dass die GrindungsneigungleniErfahrungsbreite steigt. Jingere Untersu-
chungen zeigen jedoch, dass hinter diesem Zusamangnbnterschiedliche Ursachen stecken
kénnen. Die Ergebnisse der vorliegenden Studieergiglass sowohl Griindungkompetenz als
auch Wertschatzung von selbstandiger Tatigkeitdait Anzahl beruflicher Kompetenzen zuneh-
men. Allerdings deuten die Analysen darauf hin,sddi® Grindungskompetenz (Selbsteinschat-
zung) starker korreliert ist und dass hinter delb&einschatzung auch eine reale Zunahme an
Qualifikation steckt. Zudem zeigt sich, dass dibsteeingeschatzte Griindungskompetenz margi-

nal abnehmend mit der Anzahl beruflicher Kompetenzeigt.

Die zweite Arbeit geht der Frage nach, inwieweit berufliche Hintergrund und insbe-
sondere die Berufs- und Erwerbserfahrung einerdpeesnen Einfluss auf die Dauer einer Selb-
standigkeitsperiode haben. Untersucht wird dies@ufndlage von Befragungsdaten von Grin-
dern, die sich aus der Arbeitslosigkeit heraus ftéhdig gemacht haben. Hintergrund ist die
Uberlegung, dass individuelle Merkmale produktiwimerschiedlichen Erwerbsformen eingesetzt
werden kénnen und dass sich spezifische Kompetenmdnkomparative Eigenschaften auf das
zeitbedingte Beenden einer selbstandigen Tatigkestvirken. Die Ergebnisse bestatigen zunachst
bisherige Befunde, insbesondere dass Firmenmerki#alsstattung) bei Grindungen aus der
Arbeitslosigkeit keine sehr groRe Rolle spielenneEbreite Qualifikation plus kaufmannische
Kompetenz sowie ein hohes Mald an intrinsischer Widn zur Selbstandigkeit und nutzbare
Berufserfahrung korrelieren stark positiv mit deau@r in Selbstandigkeit, was auf entsprechende
komparative Vorteile fir eine selbstandige Tatigkendeutet. Kaufmannische Kompetenz allein
verringert allerdings die zeitbedingte Verbleibseiaun Selbstandigkeit und beschleunigt Austritte

in ein abhangiges Beschaftigungsverhaltnis.

In der dritten Untersuchung werden insbesonderekMate des lokalen Arbeitsmarktes in
ihrem Einfluss auf die Verbleibsdauer in Selbstgkdit analysiert. Grundlage sind prozessprodu-
zierte Daten der Bundesagentur fur Arbeit zu Ensbibgrafien von Personen, die bei Existenz-
grindungen aus der Arbeitslosigkeit geférdert warddeben regionalen Determinanten werden
auch individuelle Merkmale untersucht. Hintergrusker Studie ist die Uberlegung, dass lokale

Arbeitsmarktbedingungen unterschiedliche kompaeaiwiswirkungen auf die Einkommensmég-



lichkeiten in abhangiger und selbstandiger Besaidfig haben kénnen. Methodisch-analytisch
wird das Beenden einer selbstandigen TatigkeiBaischaftigungswechsel beschrieben, welcher
sich als Folge einer Evaluation unterschiedlicheinkBmmensmadglichkeiten ergibt. Die
Ergebnisse zeigen, dass lokale Arbeitsmarktbedigganeinen erheblichen Einfluss auf die
Verbleibsdauer in  Selbstandigkeit haben und dassr dEffekt der lokalen
Arbeitsmarktbedingungen sehr komplex ist. Die Ergsfe lassen erwarten, dass ein
eindimensionales Auffangen durch die lokale Ardegsnquote keine ad&quate Kontrolle der
O0konomischen Umfeldbedingungen ist. Zunehmendeonade Arbeitslosigkeit verkirzt die
Verbleibsdauer in Selbstdndigkeit, wahrend zuneltdeerUnsicherheit auf dem lokalen
Arbeitsmarkt zu einer Verlangerung fiuhren. Darilienaus zeigen alle lokalen Merkmale
abnehmende bis sich umkehrende Grenzeffekte. Teditdidueller Charakteristika zeigen, dass
Personen aus Kleinbetrieben sowie Meister und Rwlials auch Personen mit hohen
Einkommenspramien in ihren letzten Beschéaftigungs#énissen langer selbstandig sind als ihre
Vergleichspersonen. Offensichtlich sind mit diedderkmalen komparative Vorteile flir eine
Selbstandigkeit verbunden. Bestatigt wird das Bilas Personen mit einem kaufménnischen Hin-

tergrund schneller wieder in ein abhangiges Besithifgsverhaltnis wechseln.



Abstract

This dissertation is based on three empirical swidin the thematic complex of the
comparative advantages of self-employment and legsirstart-ups out of unemployment. The
first study examines the characteristics of persohs present a broad range of experience in
terms of professional competencies. The extenthizhvself-reported entrepreneurial competence
and the assessment of professionally self-emplogetivities correlate with the number of
professional competencies acquired is examinedaniqular. It emerged from previous studies
that the tendency to establish new businesses dsesewith the variety of experience. More
recent studies show, however, that different cansag lie behind this correlation. The results of
this study show that both entrepreneurial competeacd the estimation of self-employment
increase with the number of professional competendiiowever, the analyses would indicate that
entrepreneurial competence (self-assessment) i mstrongly correlated and that an actual
increase in qualifications lies behind the selfemsgd entrepreneurial competence. Moreover, it
emerges that self-assessed entrepreneurial congeeitecreases at decreasing marginal rates with

the number of professional competencies.

The second study examines the extent to which psidaal background and, in particular,
the professional and employment experience of aividual influence the duration he or she
remains in self-employment. This is studied on blasis of data from a survey of founders who
become self-employed out of unemployment. The stisdpased on the idea that individual
characteristics can be used productively in difiéréorms of employment and that specific
competence and comparative characteristics affectime-dependent exit from self-employment.
The results initially confirm previous findings, particular that firm characteristics do not play a
very significant role in the decision to start upbasiness from a position of unemployment.
Broad-based qualifications plus business skillshigh level of intrinsic motivation for self-
employment and exploitable professional experiatisplay a strong positive correlation with the
duration in self-employment; this would suggestresponding comparative advantages for self-
employment. However, business skills alone redheetime-dependent probability of survival in

self-employment and accelerate exits into employtmen

The third study analyzes features of local laborkegs in terms of their influence on the
duration of self-employment. The basis of the studyprovided by process-produced data
generated by the German Federal Employment Agentythe employment biographies of
individuals who received support in establishingibesses with a view to exiting unemployment.
Individual characteristics were examined in additio regional determinants. The idea behind the
study is that local labor market conditions can éhalifferent comparative effects on income

possibilities in both positions of employment andlf€mployment. The exit from self-



employment is described as a change in work agtiwitich arises following the evaluation of
different income options. The results show thatldabor market conditions have a considerable
influence on the duration of self-employment andittthe effect of local labor market conditions
is very complex. The results would prompt the expeon that a one-dimensional perspective
based on the local unemployment rate does not geoan adequate measure of general economic
conditions. Increasing regional unemployment redutitee duration of self-employment while
increasing uncertainty on the local labor marketutes in its extension. Moreover, all local
characteristics display reducing to reversing maageffects. Tests of individual characteristics
show that persons from small businesses, mastéseran and foremen, and persons with high
income premiums remain longer in their last emplegmsituation than the controls. These
characteristics are clearly associated with contparadvantages for self-employment. The study
also corroborates the impression that people witkiness backgrounds quickly leave self-

employment for employed positions.
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Chapter 1

Introduction

1.1 Overview and motivation

Even if they remain rather small and most of thendt to fail at an early stage, new
businesses are an important engine for firm dynaymeompetition, and technological progress.
Self-employment is one part of this process anddadition, is an important issue of employment
in general (e.g., Audretsch and Feldman 1996)h&enGerman working population alone, almost
one in ten people are self-employed. On average0B0to 800,000 new self-employment entries
are registered each year in Germamurthermore, the fostering of self-employment dtigis has
become a substantial political issue, which hasttedhe provision of various types of public
support including financial subsidies, subsidizeank loans, job training courses, and job

coaching schemes.

In labor economics, the dominant framework use@xplain self-employment is that of
comparative advantage. The basic idea behind thimdwork comes from job choice models
which argue that individuals choose the employnpogition that offers the highest relative net
present value in utility (Arias and Khamis 2008)hi§ means that individuals choose the
employment position that best suits their talentgracteristics, attitudes, and competencies. In
consequence, attributes that positively correlaté self-employment entries and also positively
determine self-employment longevity can be intetgaleas being associated with the comparative

advantages of being self-employed.

A rich body of research now exists which directlyindirectly refers to this framework
(for an overview: e.g., Santarelli and Vivarelli®Q, and in which points to the importance of
individual characteristics, such as socio-demogi@piformation, qualification, and experience
(e.g., Lucas 1978; Kihlstrom and Laffont 1979; Evamd Leighton 1989 and 1990; Bates 1990;
Taylor 1999 and 1996; Cressy 1996; Gimeno et é71®azear 2005). In particular, it has been
shown that males, mid-aged individuals, highly ified people, unemployed individuals, people
with experience in small businesses or in differfggitls of competence, and those with no capital
constraints are more likely to become self-emploged also expect longer self-employment

durations. However, in some cases, the literatutmanot make credible claims about true

! The actual figure is not known and depends onsthéistical measurement of business registratior® statistical
calculation of main employment.



causations, which - in turn - are important to kna# a basis for contributions on political

interventions.

Chapter Twapresents just such a study - which aims to proaidgeater understanding of
the true causation behind correlations. The quesdiddressed in this study concerns with the
effect of experience in various fields on the traos to self-employment. Following Lazear
(2005), individuals who have a greater balancekdfssand experience should have a comparative
advantage in self-employment, as opposed to indalsl with a (specialized) wage work
background (also known as the ‘Jack-of-all-Tradegiotheses). However, the empirical evidence
presented hitherto shows mixed results and indsctiat two dimensions may be inherent to the
balancing property. While Lazear (2005) impliesttttee balancing property operates from skill-
enhancement, recent research indicates that thendiabj property may also operate from
individual specific traits (Silva 2007; Hyytinen @hlmakunnas 2007). Up to now, the research
presents two distinct dimensions that are relatedhe balancing property, which we may
differentiate into taste for variety and competeh8eth dimensions are difficult to measure. The
use of representative survey data covering the @eradult population allows for a simple
approximation of both dimensions. The individuatatements of competence for setting up a
business and the desire to become self-employedused as proxies for ability and taste.
However, the identifying assumption in this papethat individuals must know that the handling
of multiple fields of competence is inherent tofsshployment activities. In addition, the study
also examines descriptive findings for the probleindividuals with high and low numbers of
distinct fields of experience. The core contribataf this study is that it provides a more in-depth

insight into the comparative advantage of a br@adje of employment experience.

Most studies that have used the comparative adganfieamework concentrate on self-
employment entries (e.g., Rees and Shah 1986; Eaadd eighton 1989; Taylor 1996; Cressy
1996; for exceptions see: Taylor 1999; Gimeno etl8PB7). For example, a critical issue with
respect to self-employment entries is that indialdudo not know their potential earnings because
they also do not know the value of non-pecuniarplyment characteristics. Therefore, in the
entry situation, the evaluation of income altermasi is not truly affected by comparative
advantage itself but by the expectation of compagadvantages. Individuals have a more or less
accurate sense of their potential earnings and @npnt conditions based on their own
characteristics, but due to the limited informatiawailable to them, they are unable to make
precise estimates. Becoming self-employed and nghaibusiness is the only way they can obtain
better information in this regard. Therefore, #ftites that increase duration should provide a

more accurate identification of comparative advgesa

21t should be noted that, from a perspective of pamative advantages, it remains unimportant whetéste or ability
cause a positive difference in the utility of setfiployment. This is different to the political peestive because
taste would not offer much working surface in praimg self-employment and would more or less empteashe
need for better screening devices.



Chapters Three and Fouaddress this issue and concentrate on the studgelsf
employment durations. However, two aspects ariséhis context that raise complexity. First,
self-employment is a twofold entity: on the one dhaih is an income option and it also constitutes
a firm that must operate based on capital condgamarket competition, marketing strategies,
and risk in sales, on the other. Therefore, contparaadvantage results from the interaction
between firm characteristics, employee characiesistand external conditions. Second,
investigating duration patterns requires the actiagnof the time-dependency of the exit event
that defines the duration. Technically, this isslesitical. However, the major concern addresses

the theoretical setting of time dependency.

Previous theoretical work mainly focused on firnmawal, in which duration is explained
as a heterogeneous — ae® anteunknown — element in a firm’s production functitimat is
uncovered during a learning process (Jovanovic 1882an be adjusted due to risky investments
(Ericson and Pakes 1995). On an individual levelf-employment can be considered similarly,
that is as a situation, in which the true produtfiwf the individual's characteristics and the
working conditions are unknown. Learning emerges &ayesian updating process and therefore
is correlated with timé Likewise, each start-up project may allow diffarensiness concepts that
relate to specific investments with fixed rewardaven from a known distribution (Ericson and
Pakes 1995). However, focusing on the individuaklealso necessitates accounting for the time
dependency of external employment options; this wasially underreported in previous
theoretical worK. The studies irChapters Three and Founake different contributions to how
the overall time-dependency of self-employment rbayviewed given the presence of external

options.

Of special interest are founders who start thesifess from a position of unemployment
and who were supported by a subsidy (the ‘bridgaigwance’). This focus has two different
motivations. First, it allows for the use of uniqdata and, second, it contributes to a growing
share of self-employment activity. This populatiwes received increasing political attention over
the past decade in Germany. Following a schemeblestad in the mid-1990s which offered
financial support to bridge a period of six monthssecond scheme was introduced in 2003.
Since the mid-1990s, the number of promoted selfleypment entries arising from
unemployment increased from around 80,000 per t@awver 200,000 in 2005, which shows the

relative importance of this population. Variousdias have already addressed this population in

% Individuals know that a parameter of interest imadom draw of known a priori distribution. Realions allow for
the estimation of a parameter. A sequence of esioms will allow the updating of the (time-dependtlea priori
distribution and therefore provide ‘better’ estimsibf the interested parameter.

* The underlying framework can be found in a simjple-worker matching model (e.g., Jovanovic 1979).

5 This second program offered coverage of the samatributions for a period of one to three yedts @letails and
information about the differences between the paoty, see Caliendo and Kritikos 2009). Both schewa® part
of the active labor market policy of the unemploym@surance system and were replaced in 2006 avjphogram
that incorporates elements of both schemes.



Germany® However, most studies focus on the evaluationrofrption schemes and present no
clear results for the causal effect of promoted aon-promoted entries (Pfeiffer and Reize 2000;
Caliendo and Kritikos 2007 and 2009; Baumgartned &aliendo 2008). Pfeiffer and Reize
(2000), for example, studied the difference in fisarvival for firms that received a subsidy for a
two-year period and firms that did not receive asybsidy and found few differences.
Baumgartner and Caliendo (2008) analyzed the outcomthe two subsidies provided by the
German Federal Employment Agency in relation to diference between founders and those
who did not start a venture, and observed a peasiiffect in terms of employment and income.
Hinz and Jungbauer-Gans (1999) used regional sudaég and compared new businesses of
former unemployed and employed individuals. Thefeddnce they found between these
populations were limited to lower monthly incomess invested capital, and lower growth
intentions for unemployed founders. WielRner (208lkp studied several outcome measures for
founders who received support in the form of a ¢irig allowance and found relatively high
survival chances. Reize (2004) showed that unenggldypunders (with or without a bridging
allowance) do relatively well in terms of employmespportunities compared with those who

remained unemployed or those who re-entered wagk imstead of starting a business..

Chapter Threeanalyzes the importance of individual and firm rawaeristics for self-
employment duration with respect to this populatibhe focus of this study is an investigation of
the initial experience of a founder and its relasanfor the exiting of self-employment.
Accounting for competing risks makes it possibleontrol for different exit states and, therefore,
for different reasons for quitting self-employmeRtom a theoretical viewpoint, time dependency
emerges from Bayesian learning and depreciationthef individual's skills for alternative
employment positions while the individual runs lhigsiness. As a result, it is argued that the
comparative advantage of being self-employed ig{dapendent in nature and that the pattern is
conditioned on the initial resources of the stgrtproject. Among other things, the theoretical
underpinning implies that founders tend to exitliearand return to wage work rather than
becoming unemployed. The theory also predicts faviously unemployed founders will
compose a higher share of the exits back into ut@ympent compared with founders who do not
start from a position of unemployment. A specialds in this study is an analysis of the ‘Jack-of-
all-Trades’ hypothesis in support of self-employmdéongevity. Previous research on related
measures is limited to the entry choice (e.g., Véad2003 and 2006; Lazear 2005; Silva 2007).
The data used for this analysis comes from a regienrvey and covers almost 650 individuals
who received a bridging allowance between 1998 2000, giving a total observation period of
55 months.

% For international research on start-ups with aitdout subsidies emerging from a position of unesyplent see Evans and
Leighton 1989; Storey 1991; Meager 1996; Carras@91€6ueto and Mato 2006; Anderson and Wadensj6 2007.
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Chapter Fourpresents a study that investigates the joint obléhe local labor market and
individual information for self-employment duratiofihe analysis refers to the idea that variation
of local labor market conditions measures the changxternal and internal income options, and
that difference in external conditions matter foe tevaluation of continuing self-employment.
Similar to the investigation i€hapter Threethis is carried out using a competing risk durati
model for which we tested different model specificas to assess the complexity of the
correlation between external conditions and theatlon of self-employment. The analysis draws
upon a unique dataset based on administrative dditigh has several advantages, including non-
selectivity, high numbers of observations, a lohgervation period, and detailed micro-data with
deep regional stratification. Altogether, the studgalyzes over 160,000 individuals for a
maximum period of observation of 83 months. Theaddlows for the use of multiple measures to
capture local labor market information. This is @mportant contrast to previous studies. In
addition to the level of unemployment and its riekatchange over time, the study uses proxies for
regional employment risk and expected economicpenty. In addition, several new and recently
discussed variables are used to mirror comparatidgantage in self-employment on the
individual level — for instance, experience in simhlisinesses (‘hot-house’ hypothesis; see
Wagner 2004; Parker 2007 and 2009) and employmaaerience in different jobs (Lazear, 2005;
Hyytinen and limakunnas 2007).

Finally, Chapter Fivesummarizes the results of the three empiricalistudnd presents

conclusions and suggestions for further research.
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Chapter 2

What makes a ‘Jack-of-all-Trades’? The two dimensins
of broad experience

Abstract:' This paper addresses the ‘Jack-of-all-Trades’ higsts, which presumes that
entrepreneurship is driven by an individual’s vayief competencies/experience (Lazear 2005).
The analysis focuses on two related dimensionsisfargument: taste for variety and ability.
First, the results show that it is important to tihguish between discrete and high level
investments. For instance, a high level of investneless correlated with formal schooling than
discrete investment. Second, the results indich&e both taste and ability correlate with the
variety of experience, but the nature of the catieh differs. The ‘Jack-of-all-Trades’-

hypothesis predominately relates to competenckdrcase of males.

Keywords: entrepreneurship, ‘Jack-of-all-Trades’, competemtesire, human capital
JEL-Classification: M13, J23, J24

2.1 Introduction

From an economist’s point of view comparative adagas in the labor productivity of
individuals are the most important determinant o€upational choices. Lazear recently (2005)
presented such a comparative advantage model fogpganeurship, in which he emphasizes the
importance of being multi-skilled for the abilitp successfully run and manage a business (e.g.,
Briderl et al. 1992; Chandler and Hanks 1998).

Empirical investigations support this ‘Jack-of-&iades’ hypothesis (Lazear 2005;
Wagner 2003 and 2006; Astebro and Thomson 2008 eher, recent investigations also present
ambiguous findings that question the skill dimensielated to the increasing number of distinct

fields of experience. While Lazear (2005) focusestloe comparative advantage dimension of

1 An earlier version of this paper was published2®09 as Discussion Paper No 10/2009 of the Institiafr
Employment Research (IAB) under the title "What msla ‘jack-of-all-trades’?”. The study uses datdeoved
within the research project “Regional EntreprenkigrsMonitor (DFG STE 628/7-2 und WA 610/2-2)" whishas
funded by the Deutsche Forschungsgemeinschaft (@erResearch Foundation). Stata 10.1 was used in all
calculations. Do-files and results that are diseds®ut not reported are available from the authdelpful
comments on a previous version of this paper pteserat the 2009 “Interdisciplinary Conference on
Entrepreneurship Research (IECER)” in Lisbon (Pgaty and on related research discussed at the 2007
Personalékonomisches Kollogium (POEK)” in Tubing@Bermany) are grateful acknowledged. All remaining
errors are my own.



labor market productivity (ability), Hyytinen antinakunnas (2007) and Silva (2007) demonstrate
the importance of unsteadiness, taste for varietyinnate characteristics that associate with the

‘Jack-of-all-Trades’ hypothesis.

With respect to these conflicting results, a maraépth knowledge of the ‘Jack-of-all-
Trades’ phenomenon is crucial to the understandinipe driving force behind self-employment
activities as it addresses the causation of coniparadvantages. This also relates to political
attempts to foster entrepreneurship as trainingmas will be less supportive of entrepreneurship

if the dominant dimension of the ‘Jack-of-all-Tradaypothesis relates to taste for variety.

The analysis at hand focuses precisely on thisctbpiinvestigating the two dimensions
(taste for variety and investment in ability) oetllack-of-all-Trades’ hypothesis. The analysis is
structured in two distinct parts: first, the stuelyplores the determinants of high level (‘Jack-of-
all-Trades’) and discrete investments in varietyegperience. Second, the study investigates the
importance of the number of distinct fields of esipace for self-employment competence (ability
dimension) and the desire for a self-employmentitiprs (approximately capturing the taste
dimension). The data used for the empirical analysire specifically collected for the analysis of

nascent entrepreneurship activities and allow timple identification of the relevant dimensions.

The discussion of the investigation is organizedf@dkows: Section 2.2 reports on the
underlying framework and the previous findings tetato the ‘Jack-of-all-Trades’ hypothesis.
Section 2.3 presents the data and briefly introdube variables used. The empirical section is
provided in section 2.4 and contains a bivariatalysis of the profile of the ‘Jack-of-all-Trades’
as well as the multivariate estimations of the dateants of the variety of experience,
entrepreneurship competence, and the desire fbesglloyment. Finally, section 2.5 summarizes

the results of the investigation and draws prelamynconclusions.

2.2 Framework

2.2.1 The ‘Jack-of-all-Trades’ hypothesis

The basic idea of the ‘Jack-of-all-Trades’ hypothestresses how important it is for
entrepreneurs to have a broad skill set (Lazead 200@ 2005). An idea that is also emphasized by
the o-ring theory of production (Kremer 1993). Tgractical implications of both concepts mean
that entrepreneurs and managers must be competenbrioad range of fields: e.g., entrepreneurs
must be able to evaluate business opportunitiesllasiges, and the capabilities of employees;
they must be able to organize processes, chooskeliray strategies, and ensure financing. This

is a complex set of tasks that require a broadeariggcompetences.



In the model discussed by Lazear (2005), self-egnpbnt activities offer an external
market premium that works as a multiplying factorthe productivity of an entrepreneur. The
liability of broad competencies in running a busisas that entrepreneurs will suffer in their
productivity from a deficit in any skill that is oessary to run their business. This leads to an
income function that depends on their most limitspability. In contrast, the market value
(income) of wage workers will be related to theipéecialized’ productivity. In this context Lazear
(2005) shows that an individual’'s occupational clkois exclusively determined by the balancing

property of his skill set rather than the absoleteel of his productivity.

Lazear (2005) assumes that the current skill b&lestould be related to the individuals’
investment in multiple fields of competence in fheest. Investing in a variety of experiences will
be rational as long as the marginal costs of irgngathe balancing property remain lower than
the potential self-employment premitfnAny investment in a distinctive skill will relat® an
increase in the variety of experience and will teihance the balancing property. Empirically,
this can be observed in the number of distinct sesicompleted as a part of formal schooling, the
number of fields of competence, or the distinct bemof company departments an individual has

worked in.

To summarize, the ‘Jack-of-all-Trades’ hypothesi&s hwo major implications: first,
independent of their level of productivity, peomiéh a more balanced skill set (reflected by their
number of distinct competencies) are more likelyp¢ecome self-employed; and, second, the more
balanced an entrepreneur’s skill set and the higieor her level of productivity, the higher his
or her level of income will b&.However, apart from the fact that it should beatedl to the
marginal cost argument, precisely what motivatesnaividual to invest in variety of experience

remains unspecified.

2.2.2 The two dimensions - related empirical evidee

A number of studies have already addressed thek-dkall-Trades’ hypothesis in its
relevance for self-employment entries, and thato afgovide insights into its underlying
dimensions. In this context we will focus on twgpkanations that have been found to follow the

marginal cost argument as emphasized by Lazeabj2@ste for variety and competence.

Astebro et al. (2008), for example, make use ofedént data sets, including cross-
sectional and panel data. As found previously bgdaa (2005) and Wagner (2003 and 2006), the

2 The starting points of the skill set compositiamdathe taste for independence are not taken incowrt. This is
important as neither taste-driven nor ability-driveausation of investing in the variety of expedeis favored.

3 The model proposed by Lazear (2005) also incomgsranore detailed implications for the income dlsttion
related to the individual's skill set. However, gtgubject is not discussed in this paper. For giiegion of the
balanced and weighted skill set approach for incdis&ibution, see, for example, Lee (2005).
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cross-sectional analysis presents evidence for'lhek-of-all-Trades’ hypothesis, whereas the
findings arising from results based on panel dagasanbiguous. In particular, they do not find a
positive relationship between the number of emplsy@ occupations and the level of income
which they interpret as a predominance of non-peeynbenefits that correlate with the

investment in the variety of experience.

Astebro and Thompson (2008) found a positive catieh between experience in a
variety of fields (occupations or industries) ande tprobability of successful business
commercialization, which supports the existencehef skill dimension of the variety argument.
However, they found that a high diversity of expecge is related to a decrease in household

income, which also supports the findings of Asteétral. (2008).

Hyytinen and Illmakunnas (2007) referred to the Klatall-Trades’ hypothesis in
analyzing the aspiration for occupational switchehjch is more or less focused on the taste
dimension. The aspiration to become self-employedneasured by a specific question (‘often
thought about setting up a business’) that is aske@ference to job search aspirations (defined
as ‘having searched for another job’). The resimiticate that varying experience causes not only
greater self-employment aspirations, but also grepb search activities, and therefore stronger

job-switching intentions in general.

Finally, Silva (2007) made use of Italian panel addtongitudinal Survey of Italian
Families; ILFI) that allow the identification of élabor market transitions of household members.
As in Lazear (2005) and Wagner (2003 and 2006), ‘daek-of-all-Trades’ dimension here
corresponds to the total number of task roles hglén individual measured at the start of each
employment observation. The results show that tamber of roles becomes insignificant in
explaining a self-employment spell when controllifig individual unobserved heterogeneity.
Silva (2007) concluded that the relationship betwéee probability of becoming self-employed
and the number of roles may be driven by innatditesi or characteristics rather than skill

acquisition.

2.3 Data

2.3.1 Database

The data set used for the analysis is based onrgpuwer-assisted telephone survey of
individuals aged 18 to 64 years. The survey waslooted between June and August 2003 and
addressed 12,000 adults in 10 selected regionermény (Lickgen and Oberschachtsiek 2004).
The focus of the survey was an analysis of regialitierences in entrepreneurship activities

(Regional Entrepreneurship Monitor). However, thelestion of the regions accounted for
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population density, industrial structure, and easst assignment in order to mirror the structure
of the population in the German regichis. particular, the survey was linked to the corasfpthe
Global Entrepreneurship Monitor (GEM, see Reyna@tal. 2004).

In addition to information about the intervieweesducational and professional
backgrounds and standard biographical charactesisthe survey also requested information
about different aspects of entrepreneurship aatwjtattitudes, and dispositions: i.e. the type of
entrepreneurial activity engaged in, the currenpleyment status, the interviewee’s attitudes to
self-employment, valuation of business opportusia@d of the competencies required to set up a

business, and an assessment of the prestige efpeeatreurship.

Most important, the questionnaire also asked f@ mlumber of different fields of job
experience. This enables the identification of thke model related to the ‘Jack-of-all-Trades’
hypothesis suggested by Lazear (2004 and 2005).

2.3.2 Data sampling and variables

Students, retired people, and individuals who argaged in civil or military service (n =
2,026) are not of interest and were excluded fram dnalysis. Furthermore, in order to ensure
robust estimates (for an overview of the distribntisee Figure A.2.1 in the Appendix), following
Wagner (2006), we eliminated individuals who repdrimore than 13 distinct task roles (99th
percentile, n = 352). Finally, the analysis wasufsed on the full-time working populatidand on
individuals who were not already running a firm=£nl,112). The final sample size consists of

5,027 observations with full informatidn.

Similar to Lazear (2005) and Wagner (2006), we utednumber of different task roles
(used equally: number of distinct task roles; numtifefields of experiences or competences) to
capture the ‘Jack-of-all-Trades’ dimension. In cast to other studies, we also constructed a
classification that enables the simple identificatbf individuals who can be described as ‘Jack-
of-all-Trades’. Technically, we used the upper gilarfor this classification, which means that

‘Jack-of-all-Trades’ must be experienced in momrtithree fields of competente.

The analysis below relies on the identification tbe ability and taste dimensions -

attributes that are hardly observable. What we ndesen the data is an interviewee’s statement of

4 This data set was also used in Wagner (2006).

5 The exact question: ‘In how many distinct fieldscompetence have you ever worked?’ Note that ithidifferent to
the number of job switches or changes of occupafiondetails, see Table A.2.1 in the Appendix).

% Excluding part-time workers (n = 1,852) mainly kies individuals with a lower disposition to emreneurship,
females and individuals with lower human capital.

" This excludes mainly individuals with a highertisition to entrepreneurship.

8 Since there is no theoretical judgment for a vadidntification of that threshold, sensitivity apsis is performed
based on different definitions (see below).
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competence (‘You have the knowledge, the competemue the experience that is needed to start
a business’) and a self-reported desire for selfdeyment (‘From a personal perspective,
becoming self-employed is a worthwhile thing’) thveg used as proxies to identify the ability and
taste dimensions. However, this strongly assumas itidividuals expect entrepreneurs to face
complex working conditions and that entrepreneutsinthallenge a broad set of distinct tasks.
Furthermore, it is assumed that the intervieweés 1@ this perception when they state that they

are competent or desire self-employment activities.

The study also controlled for socio-demographicoinfation, qualifications, family
background, and a set of issues related to self@mment activities. Detailed information can be

found in Table A.2.1 (Appendix). For descriptivéddrmation, see Table A.2.2 (Appendix).

2.4 Empirical investigation

The analysis was carried out in two parts: firsg wsed the set of covariates on hand to
describe the profile of ‘Jack-of-all-Trades’. Thigas done by using mean t-tests of the
characteristics of individuals who are classifiexd ‘dack-of-all-Trades’ and those who are not,
supplemented with a probit model that enables odliig for potential correlations of the
explanatory attributes. In addition, we used a ¢alata model that fits with the basic setup of the
‘Jack-of-all-Trades’ assignment (number of taskes)l The comparison of the probit and the
count data analyses made it possible to differentoetween discrete investments and very high
level investments in the variety of experience.aHin the second part of the analysis focused on
the testing of the two dimensions of the ‘Jack-iHfaades’ hypothesis (ability and taste) and was
based on a regression of two dichotomous indicavorshe number of task roles and a set of

covariates.

2.4.1 Bivariate profile

Table 2.1 presents the results of the t-tests, hwipiovide an initial impression of the
nature of a ‘Jack-of-all-Trades’. The analysis shothat individuals with a high number of
different fields of experience differ from those avlre less experienced. A ‘Jack-of-all-Trades’ is
more often male, older, better educated (as indecdty the completion of an apprenticeship,
qualification as a master craftsman, or the comimneof apprenticeship and a university degree),

and has a family background characterized by greageerience in self-employment.

13



Table 2.1: Means tests of the covariates

‘Jack-of-all-Trades’

no yes test of difference
(n = 3,432) (n = 1,595)

variable Mean Mean | t|-value
gender (maley 0.48 0.58 6.907%*
age" 39.73 41.46 5.310%*
years of schooling 10.51 10.49 0.443
apprenticeship training 0.68 0.74 3.845%**
master craftsmah 0.06 0.10 5,755+
university degreé 0.26 0.28 1.330
training & university* 0.09 0.14 5.498**
household size > % 0.52 0.48 2.767***
self-employed family 0.42 0.48 4.369%
business opportunitiés 0.14 0.16 1.555
fear® 0.55 0.48 4.818%+*
competencé 0.39 0.57 12.413%+
desire 0.46 0.50 2.591 %+
prestige’ 0.56 0.57 0.921

table reports mean values; note that the mearctefdhares in cases of a dummy variable

d stands for a discrete change of dummy variabla 0 to 1; n stands for a numeric variable (metric)
level of statistical significance: * p<0.10, ** pb, *** p<0.01

source: REM, 2003; own calculations

Interesting results can be observed for the vagmikhat are usually thought to be
associated with entrepreneurship disposition (Bamgm 2002). ‘Jacks-of-all-Trades’ are less
afraid to start a business and see self-employmgmbore desirable. Furthermore, a ‘Jack-of-all-
Trades’ appears to be much more confident at magté¢he challenges presented by a business
start-up. In contrast, great breadth of experiatmes not correlate with the valuation of setting up
a business (business opportunities) with entrepnesidgp prestige and formal qualifications

(schooling and the holding of a university degree).

However, the differences found in a bivariate tisinot control for the influences of other
covariates. In particular, it may be assumed thia¢ tsubjective measures related to
entrepreneurship activities (business opportunitiear, competence, desire, prestige) tend to be
inter-correlated. We tested this using a factolyams, which does not support the hypothesis that
these attributes belong to one latent dimensionstMmportantly, the correlation between the
competence assignment and the view of self-employnas a desirable type of employment

indicate orthogonality of both attributes (see alsdle A.2.3 in the appendix).

% To test the sensibility of the results, differegfinitions of a ‘Jack-of-all-Trades’ are used ldhe: more than two
(lower bound) and more than six/eight (upper bouwtd)inct task roles. Referring to the discussefiniteon (using
the upper quartile) only few differences emerger. th@ lower bound the difference in holding a masmaftsman
gualification becomes insignificant. For the uppeund we find stronger differences between maleas famales
and lower differences in age.
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2.4.2 Determinants of the variety of experience

Table 2.2 shows two statistical models coveringofitband poisson regressiotsSince
these models try to explain investments in varigtyxperience, for reasons of endogeneity, we
do not account for the importance of desire, pgesticompetence, fear, and business
opportunities. The explanatory variables are sinijgiked to the universe of attributes on hand.
For both estimation strategies, Table 2.2 repomsgnal effects (fixed at the median of all other

covariates).

The first column focuses on the assignment of iillisls as ‘Jacks-of-all-Trades’ based
on an above average number of different task rdléses have an 8.5% higher probability of
being a ‘Jack-of-all-Trades’ than females. This maflect the fact that males are usually more
likely to invest in careers and have a greaterlilic®d of changing employers or occupations,
which certainly correlates with the number of comepeies. Likewise, the age effect is not
surprising since one could expect that the breaditexperience increases with the extension of
the individual’'s work history, also displaying anverse u-shaped pattern reaching a maximum
around the age of 46.As already found in the bivariate analysis, forrsahooling (years of
schooling, apprenticeship, and university qualifi@a) is not correlated with ‘Jack-of-all-Trades’
assignment. Moreover, the multivariate analysiseads an insignificant effect of apprenticeship
training. This highlights the fact that formal giiglation alone appear to be a poor predictor of a
broad variety of experience. In contrast, the hajdof a master craftsman qualification or being
trained and holding a university qualification @rdction term) raise the likelihood of being a
‘Jack-of-all-Trades’. Both reflect combined praeti@nd formal training and are related per se to

a broader set of capabilities and skills.

The estimations show that combined practical anddamic training increases the
likelihood of being a ‘Jack-of-all-Trades’ by 12.2%hereas a master craftsman qualification
raises the probability by 9.7%. These are the tvastmimportant explanatory characteristics for
the variety of experience. Moreover, individualsoMprew up with self-employed relatives also
reported a high variety of experience. This is satprising if one assumes that many such
individuals have participated in training that wilbtentially ensure the successful takeover of the

family business. In contrast, the likelihood of &ddoexperience decreases with household size.

19 The probit model allows an estimation of the cia@r effects on a dichotomous variable where thabiprfunction
relates to the cumulative distribution functiontbé standard normal distribution, which followsigmnsoid function
ranging from zero to one.

1 Note that the poisson regression is sensitivéhéoassumption of the mean—variance equality. Ifrttean is lower
than the variance, the model predicts an underdsgpe of the number of counts compared to the oleskr
situation. We also tested a negative binomial thstion, which is usually used in cases of overdisjon.
However, the results did not change very much. Mwoeg, the poisson model shows the best fit to thim dh terms
of the BIC (Rodriquez 2005).

2 The presence of an u-shaped pattern for the hikeli of being a ‘Jack-of-all-Trades’ in age is soppd by the
Sasabuchi test (Sasabuchi 1980).
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This may not be surprising if one considers thatltzdwith families (more than two people in the

household) usually claim stable career paths.

Table 2.2: Estimation results for the variety of eperience

‘Jack-qf-aII-Trad'esd _task roles' _ median values
probit regression poisson regression
variable
marginal effects (se) marginal effects (se)

gender (maley 0.085*** 0.483*** 1.000
(0.012) (0.05)

age” 0.030*** 0.173%** 40.000
(0.0086) (0.02)

age (squared) -0.000%*** -0.002*** 1600.000
(0.000) (0.000)

years of schooling -0.004 0.003 10.000
(0.007) (0.027)

apprenticeship training 0.027 0.144** 1.000
(0.017) (0.07)

master craftsmah 0.097*** 0.289*** 0.000
(0.023) (0.108)

university degre8 -0.035 -0.196* 0.000
(0.026) (0.108)

training & university” 0.122%** 0.518** 0.000
(0.04) (0.181)

household size > % -0.053#* -0.336%** 1.000
(0.016) (0.064)

self-empl. family? 0.071%** 0.370% 0.000
(0.015) (0.056)

observations 5,027 5,027

chi2 241.594 300.699

BIC 6183.816 19963.2

table reports marginal effects based on a probiteapoisson regressions

d stands for a discrete change of dummy variabla @ to 1; n stands for a numeric variable (metric)
(se) standard errors in parentheses; standard em@rcluster adjusted (regional districts; see Mo 990)
level of statistical significance: * p<0.10, ** p<b, *** p<0.01

source: REM, 2003; own calculations

The second estimation strategy (presented in coltwm) uses a count data model that
makes use of the discrete number of incidents. flieally, this regression model assumes that the
response variable has a poisson distribution wittependent incidents. The marginal effects in a
count data model reflect a unit change of the cgunbnditional on a discrete change in the

covariate and holding all other variables constant.

Being male increases the difference in the logxpfeeted count by 0.16 relative to being
female, which is a 48.3% increase in the probabiiitat the number of task roles increases by
one. The intuition behind this rise remains the sams it is for the probit model. However, the

magnitude of the effect is much larger in the codaia model. We also find a similar pattern for
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age in raising the number of task roles as foumdHe ‘Jack-of-all-Trades’ classification. Similar

results are found for a self-employed family backgrd and a master craftsman qualification.

Further interesting findings relate to the variablinat capture formal training. For
example, apprenticeship training becomes statifticsignificant in the count data model,
whereas it is insignificant in the probit model.igtighlights the fact that that apprenticeship
training indeed increases discrete investmentsniotithigh level investments in the variety of
experience. In contrast, a university qualificatt@uses a decrease in the expected number of task
roles, which indicates a disposition among the addof university qualifications to seek more

specialized types of occupation.

2.4.3 The variety of experience, self-employment ogpetence, and non-pecuniary
benefits

Whereas the previous section studies the natutbeoflack-of-all-Trades’, the following
section focuses on the two dimensions that retatbe variety of experience. An initial graphical
assessment of the differences in the distributibrihe reported number of task roles for the
populations under consideration can be found irufeig2.1. The solid line (short dashed line)
informs about the relative importance of the numbeértask roles for those who state self-
employment competence (desire) compared to thosedidhnot while the long dashed line refers
to the difference between those who state competenmpared to those who state desire. Two
important results emerge from Figure 2.1. Firsghibws that the relative share of higher numbers
of reported task roles increases for both poputatip.e. for those with desire and for those with
competence - compared to those who did not). Aadomsd, there are relatively more individuals
with higher numbers of reported task roles in thgpuation that states self-employment
competence than in the population that states ele¥ife can interpret this finding as a first
indication for the fact that the number of taskemldominates the competence dimension to a

larger extent than the desire dimension.

In order to investigate this pattern in a multiehel regression analysis, Table 2.3 reports
the results of a probit model specification and siders the same explanatory variables as
before In addition, the number of task roles is addedimsexplanatory factor using the linear

and non-linear term. Again, the estimation resatts presented in terms of marginal effects.

13 Note that the estimates based on the probit aadpthisson regressions are not directly comparatésertheless,
differences in the relative magnitudes of the deefhts — even if not tested — may be used to stliffgrences in
the effects of the variables for a ‘very broad istveent in skills’ and for ‘discrete investments’.

4 Note that a value of one indicates an affirmatiércompetence or of valuing self-employment as siraéle type of
employment.
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Figure 2.1: Differences in the distribution of thenumber task roles
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source: REM, 2003; own calculations

Competence and the variety of experience

The results in Table 2.3 show that gender playsimportant role in self-assessed
competence. However, some studies state that naméesnore confident than females and may
tend to over-assess their capabilities (e.g., Besugt et al. 2005) and this may cause a higher
likelihood of self-reported competence in self-eayphent. In contrast, the importance of formal
qualifications appears to reject this one-way pecsipe. A discrete change in years of schooling
raises the probability of competence assignment2#%y, a master craftsman qualification by
21.7%, and the holding of a university degree b§#&. Competence only correlates marginally
(and linearly) with agé>

The breadth of formal qualifications can be usedwmsnitial indicator of the importance
of variety of skills for self-employment competendedividuals who are trained practically and
academically (interaction term) report more ofteattthey are competent in starting a business
(+8.5%). Second, a family business background ahsweases self-employment competence
(+13.6%), which may reflect the fact that a selfpdmyed family background relates to training in
a sufficient range of capabilities to ensure a ssstul transfer of the family business from one

generation to the next.

15 Table 2.3 only reports results, in which age fketainto account with its linear effect. The intumtion of age
squared reveals insignificant results for age agelsquared.
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Table 2.3: Estimation results for self-employment ampetence and desire

competencé desire* median values
probit-regressiont) probit-regression
variable
AylAX (se) Ay/AX (se)

gender (male 0.125*** 0.088*** 1.000
(-0.015) (0.016)

age” 0.004*** -0.032*** 40.000
(0.001) (0.005)

age (squared) - 0.000*** 1600.000

- (0.000)

years of schooling 0.020%** 0.009 10.000
(0.007) (0.007)

apprenticeship training 0.007 0.017 1.000
(0.019) (0.019)

masters craftsmah 0.217%** -0.016 0.000
(0.033) (0.029)

university degreé 0.067* 0.039 0.000
(0.028) (0.029)

training & university? 0.085%** -0.047 0.000
(0.031) (0.031)

household size > % -0.001 -0.001 1.000
(0.014) (0.013)

self-empl. family” 0.136%* 0.113%* 0.000
(0.016) (0.013)

number (no.) of task rolé's 0.071%** 0.021** 3.000
(0.011) (0.009)

no. of task roles (squared) -0.003*** -0.001 9.000
(0.001) (0.001)

observations 5,027 5,027

chi2 673.564 240.75

BIC 6418.378 6844.558

table reports marginal effectay/Ax) based on probit regressions conditional fortgglian population

d stands for a discrete change of dummy variablie 0 to 1; n stands for a numeric variable (metric)

(se) standard errors in parentheses, standard em®cluster adjusted (regional districts; see lMoul990)

level of statistical significance: * p<0.10, ** p<b, *** p<0.01

) the model only includes the linear term of agé&oducing the non-linear term makes age statisgigas$ignificant
source: REM, 2003; own calculations

The coefficients related to the number of task sotdearly support the relationship
between the breadth of skills and self-employme&mhgetence. An increase in the number of task
roles by one raises the probability of reportindf-eeployment competence by 7.1%. The
negative term of the squared number of task roidi&cates that competence assessment becomes
less likely for a very broad set of experiences.idwerted u-shaped pattern can be rejected using
the Sasabuchi test (Sasabuchi 1980). Thereforappiears that it is not only the variety of
experience per se, but having a sufficient breadtbéxperience and skills that prompts people to

state that they have self-employment competence.

Desire and the variety of experience
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As found for variety and competence, males are niikaly to be affected by non-
pecuniary benefits than females (8.8% higher proibgb More interesting results can be found
for the relationship between age and desire. Thkadifiood of stating ‘desire’ shows a u-shaped
pattern in age, which indicates high desire fof-setployment at younger and older ages. Thus,
middle-aged individuals appear to perceive lowen-pecuniary benefits in starting a business.
This may also reflect the higher opportunity cosssociated with becoming self-employed for
middle aged individuals. However, the meaning oiddhe-aged’ must be scaled with reference to

the extremum found around an age of 48.

Furthermore, desire also increases with an entnepmgal background (self-employed
relatives) and the number of task roles. Havingreeiployed relatives increases the likelihood of
self-employment becoming a desirable employmenioopby a factor of 11.3%. In terms of the
number of task roles, a marginal effect of 2.1% ¥easd for a unit change of desire. Moreover,

the effect of the number of distinct task rolesinsited to a linear relationship,

2.4.4 Gender-specific effects

In order to verify the robustness of the results,separated the estimates presented above
by gender (see Table 2.4). This was mainly motiddtg previous findings that emphasized large
differences between males and females in explaiamigepreneurial behavior or self-employment
activities (e.g., Wagner 2007). In addition, thitsoa provides a deeper insight into the
phenomenon of potential overconfidence as it isulised as being gender-biased (e.g., Bengtsson
et al. 2005).

To facilitate comparability, the results are repdrtin terms of marginal effects fixed at
the median of the (overall) population attributsged above). First, a Chow test only supports
statistically significant (95% confidence levelXfdrences across gender for the task roles model
and the desire estimation (see Chow 1960 for dgtiiFor example, as reported in Table 2.4 the
household context is much more important for femateterms of investments in experience than

it is for males (see the "Jack-of-all-Trades’ ata$k roles’ estimations).

As stated above, apprenticeship training, the mgldif a master craftsman qualification
and the interaction of apprenticeship training andiniversity qualification are significantly
correlated with a marginal increase in the variatly experience (negatively: university
qualification; others: positively). As we can seenfi columns three and four (poisson regression)
the qualification attributes matter most for thende population (a master craftsman qualification
and apprenticeship training are insignificant faales). Furthermore, we find a negative effect of

a university qualification for men whereas thigiatite is insignificant for the female population.

18 The null hypothesis is tested that the parametkres of two distinct estimations are equal.
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In summary, these findings indicate that femalesddtéo make broader investments in human

capital whereas males are more specialized in tefrheman capital investments.

Table 2.4: Gender differences

variable

age”

age (squared)
years of schooling

apprenticeship
training®

master craftsmah

university degreé

training &
university®

household size >%

self-empl. family?

number of task
roles"

no. of task roles
(squared)

observations
chi2
BIC

competencé
probit-regression

task roles'
poisson regression

‘Jack-of-all-Trades’ d
probit regression

male female male female male female } male
AyIAX (se) Ay/IAx (se) Ay/Ax (se) Ay/Ax (se) Ay/Ax (se) Ay/Ax(se)  AylAxv
0.027*  0.029**  0.128**  (0.189**+*  0.014**  0.003***  -0.025***
(0.007) (0.006) (0.027) (0.026) (0.005) (0.001) .0(®)
-0.000***  -0.000***  -0.001**  -0.002* -0.000* - 0.000***
(0.00) (0.00) (0.00) (0.00) (0.00) - (0.00)
-0.013 0.007 -0.049 0.063 0.025*** 0.012 0.004
(0.009) (0.01) (0.031) (0.039) (0.008) (0.01) Bp
0.021 0.025 0.037 0.213** 0.002 0.009 0.018
(0.026) (0.021) (0.112) (0.066) (0.028) (0.027)  .0pB)
0.086*** 0.106* 0.139 0.590***  0.145%*  (0.242** 0.045
(0.03) (0.057) (0.12) (0.209) (0.049) (0.037) gap
-0.037 -0.036 -0.281* -0.096 0.032 0.093** 0.054
(0.045) (0.031) (0.164) (0.119) (0.044) (0.045) .0@B)
0.115** 0.126** 0.646*** 0.330* 0.073 0.094* -0.051
(0.051) (0.052) (0.241) (0.174) (0.051) (0.053) .08B)
-0.027 -0.078*** -0.184* -0.459%* -0.007 0.002 004
(0.022) (0.021) (0.098) (0.088) (0.022) (0.02) 09).
0.077**  0.057**  0.394**  0.288**  (0.132**  0.131***  0.116™**
(0.022) (0.02) (0.095) (0.072) (0.022) (0.019) ol®)
0.072**  0.058*** 0.001
(0.018) (0.014) (0.012)
-0.003** -0.002* 0.001
(0.002) (0.001) (0.001)
2,561 2,466 2,561 2,466 2,561 2,466 5612,
171.523 64.969 141.056 145.338 330.387 209.805164.876
3352.94 2882.281 10521.72 9469.66 3399.66 3383.6 3533.988

desire®
probit-regression

female
Ay/AX (se)

-0.037**
(0.005)
0.000%**
(0.00)
160
(0.008)

0.016
(0.024)
0.067
(0.056)
035
(0.039)

-0.039
(0.041)

0.011
(0.021)

0.106%**
(0.017)

0.036**
(0.015)

-0.002
(0.002)

2,466
124.18
3367.677

table reports marginal effect&y/Ax) based on probit and poisson regressions conditior the media population

d stands for a discrete change of dummy variablie @ to 1; n stands for a numeric variable (metric)
(se) standard errors in parentheses, standard em®icluster adjusted (regional districts; see lMoul990)
level of statistical significance: * p<0.10, ** p<b, *** p<0.01

)! the model only includes the linear term of agapiducing the non-linear term makes age statidfidasignificant

source: REM, 2003; own calculations

In addition, the lower correlation of qualificatioattributes with the self-reported

competence for males also supports the overconfelangument found in the literature. This may

also explain the statistical insignificance of aged schooling for competence and desire.

However, the holding of a university qualificatiar being trained and holding a university

gualification (interaction term) only matters fomahas in reporting competence.
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Finally, while it differs by gender for ‘desire’h¢ effect of task roles for competence
remains the same for males and females. The vaofegxperience does not correlate with taste
for variety for males in terms of statistical sifycé@nce. This clearly indicates a stronger

correlation of broad experience with the competaticgnsion for males than for females.

2.5 Summary and conclusions

Previous studies relating to the ‘Jack-of-all-Traldeypothesis presented evidence for two
different underlying types of causality for the @ation between the variety of experience and
the likelihood of becoming self-employed. This nmgiteads to the question as to whether the

‘Jack-of-all-Trades’ hypothesis is ability driventaste driven.

This paper contributes, first, to this causalityedima and uses different strategies to
investigate the nature of the ‘Jack-of-all-Trademid the effect of broad experience for

competence and self-employment desire.

The results show that there are large differenostsvden high numbers of task roles
(identified as ‘Jack-of-all-Trades’) and marginaicieases in the number of task roles. Most
importantly, formal qualifications show limited cefations with the ‘Jack-of-all-Trades’
assignment, while experience-related human capat#iibutes correlate strongly with this
assignment. We found similar effects for ‘increnshinvestments. Most of these findings are
robust for both genders. However, formal qualificas differ in explaining marginal investments
in the variety of experience. Males appear to beentikely to invest in the variety of experience

irrespective of their level of formal qualificatisn

Second, this paper investigates the correlatiohsd®n competence, taste for variety, and
the number of task roles. The ability dimensiogaptured by self-reported competence in setting
up and running a firm. Taste for variety is meaduby the interviewee’'s responses to the
statement that he or she values self-employmerat dssirable type of employment. The results
show that both competence and taste for varietypasitively influenced by the number of task
roles. However, the results highlight the fact thia number of task roles is more related to
competence than to taste for variety. Moreover, \thgety of experience is uncorrelated with
desire (which proxies taste) for males. Most impotty, we found an inverse u-shaped
relationship between competence and the numbeasif toles, which indicates that it is not the
variety itself but having a sufficient set of difémt skills that enhances self-employment

competence. In contrast, taste is linearly coreglatith the number of task roles.

The results of this study highlight the fact thhe tcompetence dimension appears to
assume a predominant role in the ‘Jack-of-all-Teadssue - particularly in the case of males.

This may support political attempts to make usehaf balanced skill set approach in fostering
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entrepreneurship. However, further research reguoegitudinal data for a better understanding
of the causalities. In particular, nothing is knoahout the quality of the observed variety of
experience. Furthermore, it is worth investigativliether the ‘Jack-of-all-Trades’ hypothesis also

correlates with opportunity creation, opportuniégognition, and success.
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2.7 Appendix

Table A.2.1: Definitions of the variables

gender (male)
equals one if the individual is male
age
age at the time of the interview, measured in years
years of schooling
years of schooling (graduation with access to usite equals 12 or 13 years of schooling)
apprenticeship training
equals one if the individual has graduated fromrapgiceship training
master craftsman

equals one if the individual holds a master crafismualification
university degree

equals one if the individual holds a university ey
training & university (short for apprenticeshipitimg X university degree)

equals one if the apprenticeship training x ursitgrdegree (interaction term)
household size n > 2

equals one if more than two individuals live in #@mne household
self-employed (s-e) family

equals one if someone form the family is or waé-aeiployed
chance

equals one if the individual states a positive atittn of the local macroeconomic situation to séabusiness
fear
equals one if the individual states that fear dfifa is an obstacle to starting a business

competence
equals one if the individual states having the cetapce that is necessary to start and run a bissines
(statement: ‘“You have the knowledge, the competanckthe experience that is needed to start anshta business.’)

desire
equals one if the individual states that he/shaesbelf-employment as a desirable type of employme
(statement: ‘From a personal perspective, becorsétigemployed is a worthwhile thing.”)

number (no.) of task roles
the number of distinct task roles related to prasiperiods of employment. The questionnaire askedte number of
distinct fields of competence’ (question: ‘In howany distinct fields of competence have you everked®? This
question is supplemented with the note that thessdmt mean different employers, but differentdfsedf activity).

‘Jack-of-All-Trades’
equals one if the individual states having expemeim more than 3 distinct fields of competencee@ials the 75
percentile)

25



variable
gender (male)
age
years of schooling
apprenticeship training
master craftsman
university degree
training & university
household n > 2
self-employed (s-e) family
chance
fear
competence
desire
prestige
no. of task roles
‘Jack-of-All-Trades’

Table A.2.2 Descriptive statistics

obs.
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027
5,027

mean
0.51
40.28
10.50
0.70
0.07
0.26
0.11
0.50
0.44
0.15
0.53
0.44
0.48
0.56
3.05
0.32

stdv.
0.500
10.785
1.364
0.458
0.255
0.441
0.309
0.50
0.496
0.354
0.499
0.497
0.499
0.496
2.02
0.46

Table A.2.3: Table of correlations

1 2
gender (male) 1 1.00
age 2 0.02 1.00
years of schooling 3 0.03 -0.10
appr. training 4 -0.04 -0.04
master craftsman 5 013 0.06
university degree 6 0.08 0.09
training & university 7 0.04 0.07
household n > 2 8 -0.01 -0.04
(s-e) family 9 -0.05 -0.04
chance 10 0.04 -0.03
fear 11 -0.11 0.00
competence 12 0.16 0.11
desire 13 0.09 -0.11
prestige 14 0.10 0.05
no. of task roles 15 0.13 0.10
‘Jack-of-All-Trades’ 16 0.10 0.07

4
1.00
-0.22 1.00
-0.01 0.06
0.57 -0.39
0.29 0.23
-0.03 0.01
0.10 -0.02
0.08 -0.06
-0.07 0.01
0.10 -0.01
0.05 -0.01
0.10 -0.06
0.00 0.06
-0.01 0.05

6 8 9
1.00
-0.06 1.00
0.03 58. 1.00
0.04 -0.08.02 1.00
0.03 0.07 20.0-0.01 1.00
-0.01 0.07 0.01 04-0.0.06
-0.05 -0.07 -0.07 00.0-0.07
0.14 013 0.18.01- 0.14
0.00 0.02 0.00 3-0m.12
0.01 012 0.06 02-0.0.13
0.07 0.02.08 -0.06 0.07
0.08 .0D 0.08 -0.04 0.06

10

1.00
-0.07
0.09
0.13
0.10
0.02
0.02

min

18

o o
o © © o ooOOOooo

11

1.00
-0.17

12

1.00

-0.13 0.16
-0.03 0.09

-0.08
-0.07

0.20
0.17

max

64
12

13 14 15 16

1.00

0.17 1.00

0.06 0.02 1.00
0.04 0.01 0.78.00
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Density

Figure A.2.1: Distribution of the number of task rdes
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source: REM, 2003; own calculations
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Chapter 3

The experience of the founder and self-employment
duration

Abstract:* This paper investigates how the initial experienta founder affects self-employment
duration in a competing risks setting. The analysss survey data that provide new perspectives
on the role of the founder's experience. The anslyncentrates, in particular, on the
importance of a balanced skill set for self-empleptnduration. The results show that most self-
employed individuals find themselves unemployecmding their self-employment. Firm level
characteristics are less significant in explainiaglf-employment duration while experience and
motivation appear to be driving forces for self-doypnent longevity. The findings support the
importance of combined practical experience and gad¢e skills. Having broad experience
combined with competence in sales/business is dntheo most important factors for self-
employment duration. Contrary to most other studide results show that previous self-

employment experience is associated with earlhsexit

Keywords: self-employment, human capital, duration, balahslkill set, competing risk
JEL-Classification: C41, J24, J44, J62, J64

3.1 Introduction

The human capital of business founders is one ef itipst important resources in
entrepreneurship as it is proofed to be associatgd entry choices into self-employment,
marketing strategies, financing, the exploitatioh lusiness opportunities, self-employment
duration, and firm survival (e.g., Briderl et a@9P; Cressy 1996; Gimeno et al 1997; Chandler
and Hanks 1998; Parker and van Praag 2006). How#werconcepts of human capital as well as

empirical findings remain imprecise in terms of ttpeality of the qualifications that drive the

1 An earlier version of this paper was published2®08 as Discussion Paper No 40/2008 of the Instifior
Employment Research (IAB) under the title “The Fders' Experience and Self-employment Duration - The
Importance of being a 'Jack-of-all-trades'. An Arsig based on Competing Risks.” The study uses catacted
within the research project “New Business Start tesn Unemployment - Success Factors and Evaluatireg
Support Program implemented in accordance withiSea5 of the German Social Code 111", which wasdied by
the Ministry of Culture and Science in Lower SaxoByata 10.1 was used in all calculations. Do-faesl results
that are discussed but not reported are availabla the author. Helpful comments on a previous ieer®f this
paper presented at the 2008 “31st Institute for IEBwasiness & Entrepreneurship Conference (ISBH)Bielfast
(Northern Ireland) are grateful acknowledged. Alirraining errors are my own.
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success of a new venture. A general concern rekatéde mechanism that underlies the human
capital approach is that higher qualifications wikuse higher productivity in all types of
employment and not only in entrepreneurship. Thereefit is not the level of productivity that

drives occupational choices, but the comparatiwaathges of the founder’s skill set.

Up to now, too little is known about the comparatimet gains of different types of
founder's human capital (or equally, qualificatipngs captured in schooling, training, and
experience. Previous research that accounts for craparative advantage perspective on
entrepreneurship is more or less limited to theyedecision (e.g., Evans and Jovanovic 1989;
Taylor 1996; Lazear 2005; Wagner 2003 and 2006an8vand Leighton (1989), Holtz- Eakin et
al. (1994), Cressy (1996), Gimeno et al. (1997)d dmylor (1999) also use this concept in
describing the mechanism of quitting self-employmetowever, to the best of my knowledge,
no theoretical framework has been developed thebwatds for the time dependency of the exit
choice as empirically emphasized by Taylor (1998 dohansson (2008)The effect of time on

comparative advantages and related changes inotie@tpal income are unknown, in particular.

This paper contributes to this literature and addsamework that allows for the simple
identification of the time dependency of comparatadvantages. The core idea of the framework
highlights two main subjects: first, the updatinfgimformation (Bayesian learning) allows better
estimates of the expected income and, second, iexger for the alternative occupation (wage
work) will be depreciated. As a result, we obtaitimme dependency of comparative advantages
that cause the duration of self-employment. Thenflms’'s human capital will then simply operate
as a shifting factor in scaling that time depengerithis framework adds to the static learning
model of Jovanovic (1982) and concentrates on tbeumation choice situation instead of

focusing on firm formation.

Based on this setting, the empirical analysis tédstsimportance of different dimensions
of the founder’s experience. In particular, thedgtdocuses on the balancing property of the
founder’s qualifications as suggested by Lazeab%20who states that a balanced skill set should
be associated with comparative advantages foreseffloyment. This has not previously been
investigated for the exit situation. The applicatiof Lazear's role concept for self-employment
success constitute be a tougher test for the existef the comparative advantage than the entry
decision (see Lazear 2005; Wagner 2003 and 200@titgn and limakunnas 2007; Silva 2007).
The major point is that running the business yieltter information in relation to the
individual’s entrepreneurial abilities than canailable to an individual when choosing to enter
a position of self-employment. In addition, the dstualso controls for sales background and

previous self-employment experience as well as vatitin.

2 An exception can be found in Jovanovic (1979 ang2)9
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The data used in this study focuses on people wéie wnemployed before setting up
their businesses. This population represented aviggp share of self-employment entries in
Germany in the past decade (Caliendo and Kritika872 and has been underrepresented in the
investigation of factors that determine self-empheynt duration (for some exceptions see:
Carrasco 1999; Cueto and Mato 2006; Reize 2004;efssbn and Wadensjo 2007). We use
survey data that concentrates on this populatioa selected region in northern Germany and

which allows the use of detailed information on tbender’s qualifications.

The discussion of the investigation is structuredfallows: Section 3.2 presents the
analytical framework, which focuses on the identfion of the time dependency of exits, and
presents the role of the founder’s attributes @liag this time dependency. Section 3.3 describes
the dataset. This is followed by a descriptiontd start-up projects and the nature of the exits in
Section 3.4. Section 3.5 presents the parametniatidun model used for the investigation and

contains the results of the analysis. Finally, s section summarizes and discusses the results.

3.2 Framework

3.2.1 Theoretical description

The basic idea behind the current investigatiorensefto a simple occupational choice
model. Individuals will switch employment position$ the net gain from their current
employment position becomes negative compared $eteof alternatives. Therefore, becoming
self-employed can be described as a situation @dthparative advantages for a self-employment
situation, in which the expected net gain is highar self-employment than for other states.
Given this basic setting, the following section derstrates the time dependency of expected net

gains.

Let us consider rational agents who periodicalljuadtheir expectations of the potential
incomes (more generally: gains) of a set of exgsemployment options. Switching is possible at
any time and is costless. The agents are curresglfremployed and will face a (relative)
depreciation of the human capital that is useful fieage work (Lazear 2004 and 2005; for
empirical evidence, see Williams 2000; Bruce anbize 2004; Hyytienen and Rouvinen 2008)

3 Skills may degenerate due to a lack of practicevamking conditions characterized by a high divisiof labor or
they may simply become redundant if the opportutdtyparticipate in (highly specialized) technolagichange is
missed. Bruce and Schitze (2004) show that expegiém self-employment has a limited value with edpto
wages and Hyytienen and Rouvinen (2008) arguedéiitemployment in this context tend to be unempient in
disguise. However, Price (1988) notes that humanitaladecay mainly addresses high skilled individuan fact,
on average people that enter self-employment anallysbetter qualified than the average which soakrue for the
population of formerly unemployed founders observete (see below). Bruce and Schiitze (2004), shmaw t
experience in self-employment has a limited valuh nespect to wages.
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and they periodically adjust their income expectagi (Jovanovic 1982). Being self-employed
mainly improves a broader set of skills. Bayesiaarhing and depreciation of wage-work-

specific human capital will completely determine time—dependent nature of exits.
Technically, we will observe an individual with j alternative occupations where

chooses the option with the highest discountedrmesoY;. Each self-employment project (j=s)

offers a variety of potential (but unknown) incontaat may vary across tinfeThis will lead to

the expressiore?(Y;), which is the mean of the ex ante distributionfdf(Yj), andg; as the

indicator of the varianceo; captures the risk associated with the distributdrthe expected

potential incomei chooses the occupation with the high&st(Y;) (hereafter written a&(Y;) ),

which is the risk-weighted potential income.

However, fi(Yj) varies across time (updating the ex ante distido)it as new
information allows better estimates of . As a result,i sequentially evaluate€(Y,_;) and

E(Y,.s), which leads to a periodic adjustmentaf and changes ok, (Y;) .

The information aboutf{(YFS) improves over time f!(Y.,.) worsens] so that the risk

j%s

decreasesd,_y -5 > Oy5qj=s) [and 0 increases]. Furthermorée, (Y,,) periodically decreases

j%s

as a result of the depreciation process. The lassre can be described by delid= f°(t);

0<d<1), which is an unspecified function of time thatpresents the time-dependent

depreciation processThe comparative advantage is then defined as:
A = E(Yi=s) ~Ei(Yjes X9), with A <O, givenx (3.1)

Lambda (1,) is an unspecified factor that captures a positiviéerence between the

expected potential incomes of the self-employmesitpn and other employment options. X is a
set of observable characteristics. The likelihobdtt quits self-employment or thatremains

self-employed is now completely described by tharibiution of A,. Consequently, the duration

of the self-employmentt} is a function of4, .

However, lambda 4,) captures two aspects: first, the (initial) diface of the expected

potential incomes betweep=s and j # < and, second, it is a function bivheret represents the

4 For example, the variation may be induced on #sidof changes in the price policy or productiechnology.
® Mller (2009), for example, suggests an inverggnsiid pattern of the individuals’ human capital depment for
academic knowledge following entry into the empl@&rhmarket, which implies a sigmoid depreciationdtion.
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time-dependent risk weighting scheme (the levelindbrmation) and the depreciation of the

wage-work-specific human capital:

r=1f(;1) resp. T = f([X,:t) (3.2)

At the beginning of the self-employment periadis solely related to the initial resources
Xy, thereforeA, may be rewritten ag¥,(t) . B8 will represent the scale factor of the comparative
advantages that are associated withas time elapses. Learning and human capital digpi@c

can be described by a time-dependent link funadiotine initial resources:

= (A1) = F((Bxo (D)) (3.3)

Positive values ofB will reflect a comparative advantage of self-enyoh@nt and are
associated with a longer duration in self-employmén contrast, negative values gfreflect

comparative disadvantages for self-employment.

However, quitting self-employment may be followeg different employment states,
which could be unemployment, a new business, ratrd, or new wage worlé may be different
for exits into unemployment and into wage work. istohct perspective of; for different exit
states will allow the precise identification of tbemparative advantage. If ngtjs reduced to an
overall identification of the comparative advantdge a self-employment position compared to

all other employment states.
We may account for the distinct nature of compaeatadvantages withj =0{s,w,a},

where | =a captures unemployment benefits angw represents a wage or salary job. This

also allows the following further implications:

1. If we assume that the incomejir a is lower than the income i =w, we may

expect E,(Y,-,) <E,(Y,-,)- This will correspond to earlier exits into wagenk than

exits into unemployment, conditional 8, (Y,;) < E,(Y) -

2. We will observe a higher share of exits into mpéoyment for previously unemployed
founders than for start-ups out of a position opyment because of a higher ratio of
E (Yi=a)

———— for those who start a business out of unemployment
Et (Yj:W)
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3.2.2 The focus of interest

The framework presented above relates the comparatiivantage to a time-dependent
link function of the initial resources but it doest emphasize specific attributes in their relexanc
for quitting self-employment. Major characteristib&t are exposed to human capital depreciation
and that influence learning capacities are quaifan and experience. In this context several
characteristics have already been discussed ag béisubstantial relevance for firm survival or
self-employment longevity (Briderl et al. 1992; @ino et al. 1997; Taylor 1999 and Johansson
2000) but others have been concentrated on thg seittration. We will focus on some of these

characteristics to test whether they are associatgdtime-dependent comparative advantages.

Recently, Lazear (2005) suggested a theoretical ampirical identification of
comparative advantages for self-employment acésitiHe assumes that individuals must be
multi-skilled to be successful as entrepreneurmanagers (see also Chandler and Hanks 1998).
Wage workers will be better off if they are spei@atl. The core finding of the related model
shows that it is not the level of productivity thaffects comparative advantages, but the
balancing property of the individual's skills. Toree extent, this transfers Kremer’'s (1993) ‘o-
ring-theory’ of production to self-employment lonifiyy, which states that the weakest part of the
production process limits the output. Thus, we magect that a broad set of skills (e.g., due to
training or experience) enhances self-employmenattan — in particular, it should be related to
a high positive impact on self-employment durationexits into employment. Lazear (2005) and
Wagner (2003, 2006), for example, provide evidefarethe empirical relevance of this idea in

relation to self-employment entries.

Furthermore, the findings of Gimeno et al. (199@) aVieRner (2001) support the idea
that comparative advantages correlate with the anaf applicable experience, such as
knowledge of the same industry or the similaritytloé service or product offered by the start-up
firm (see also Bates 1990; Gimeno et al. 1997; dmanand Hanks 1998). Likewise, a self-
employment position may be a better match for iithligls who are already experienced in self-

employment or have experience or training in tleddfiof sales.

In addition, taste is an often discussed but uregemted issue of comparative advantage
(for exceptions see, Arias and Khamis 2008; BerdzFarey 2008). In particular, the motivation of
a founder has been part of many investigations stgwhat this is crucial for the entry choice
because it determines the relative non-pecunianefits associated with employment positions
(e.g., Benz and Frey 2008, Rauch and Frese 20@0Q)ctRand Frese (2000) argue, for example,
that taste will operate as a mediator in affectm@n-pecuniary benefits. However, a deficit
remains that also controls for the comparative athge nature of founder’s motivation for
survival (Block and Sandner 2009).
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3.3 Data and variables

The analysis presented below uses a data set basadurvey of individuals who applied
for bridging allowances in the northern region bEtGerman federal state of Lower Saxony
(administrative district of Lueneburg) between 190% 2000. The bridging allowance was a
program from the active labor market policy in Gany and was launched in 198&or the
survey, which was conducted in fall 2003, we idiéadi 7,418 official applications for the
bridging allowance between 1995 and 2000, from W04 addresses were used in the survey
(including 326 rejections). Of these, 964 peopletipipated, which gives a gross participation
rate of 399

The advantage of using this data is that it prodidietailed information on start-up
projects and the founder’s human capital settingagtured in relation to schooling, training and
different types of experience. The questionnaitkedsor details about the type of start-up, the
point in time at which the business was set up,fittne characteristics (legal form, investments,
number of employees at the beginning), the foursdprbfessional background, and information
concerning the education and vocational trainingh& founder. In addition, the questionnaire
asked about the motivation for setting up the bessn the development of the firm’s

performance, and the founder’s employment staties gliitting self-employment.

The duration of the observation of the self-empleymis defined as the difference
between the start-up date and the point in timeldth the self-employment ended. To control
for the status after quitting self-employment, tingestigation differentiates roughly between
exits into unemployment and exits into periods ofpioyment. Other states are summarized as
‘others’ (covering maternity leave, retirement, gperiods out of the labor force) and are not
included in the investigation. The set of explamateariables covers the founder’s professional
background, education, details of the start-up quipjand the firm’s characteristics as well as
information about the year of the start-up to cohfor environmental variation. More detailed

information can be found in Table A.3.1 in the Apgix.

5Note that the results presented by Hinz and Jurgb&ans (1999) and Pfeiffer and Reize (2000) intdicmly a few
differences between those start-ups that receivggbat in the form of bridging allowances as conguhmwith
ordinary self-employment entries.

" The bridging allowance was part of active laborkea policy until 2006. During the time span undéservation the
program provided a six-month payment of unemployimmmefits during the setting up of a businessvds only
granted if the business concept passed an evatuhyi@ competent authority. For further detailg €aliendo and
Kritikos (2009).

8 The survey consists of two waves with a remindertloe improvement of the participation rate. In Ses, we
were unable to find a valid mailing address. Thpli@ptions were identified on the basis of a docaohresearch in
six regional employment offices of the administvatidistrict of Lueneburg in summer 2001. The surves
conducted in fall 2002. We also conducted a damliaguiry to proof the accuracy of the initially IExted data
and to update mailing addresses.
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Survey data usually provides potentially biaseaiinfation. For this reason, the analysis
is limited to self-employment periods beginning veeén 1998 and 2000In addition, this
procedure also ensures a lower variation of thenewnc conditions that may mediate the
importance of the covariates (addressing the prmldéomitted variables). The final sample size
consists of 645 self-employment observations (1998:184, 1999: n = 292, 2000: n = 169) with

a maximum observation period of 55 months.

3.4 Descriptive results

3.4.1 The profile of the founders

Consistent with other studies (e.g., Reize 2004kigén et al. 2006; see Table 3.1), most
of the surveyed founders were males (70%), ageddsst 30 and 45 (almost 62%) and well
educated. On average, 35% had obtained upper sagoisdhool results qualifying them for
university admission, around 26% held a universiégree, and 34% had been unemployed for

less than four months before starting the business.

Wieliner (2001) points out that those who are smifleyed out of unemployment may
suffer from a deficit of competence in sales or omrcial affairs. However, this was not found
for the current population. Overall, 22% of the riders were experienced in sales/business and
20% were experienced in business management; stt1é& held a master craftsman qualification
and were thus trained in their specialized area @andnanagement. Moreover, according to
Lazear’s (2005) role model, around 12% of the papah can be characterized as having a multi-
experience background (experience in three or rfietds of operation}* Around 32% of the
founders had experience from previous employmeait Was of direct relevance to the service or
product provided by the new business and 20% of fiwenders had experience in self-

employment.

In the case of self-employed individuals out of mmpédoyment, unemployment is usually
discussed as the primary reason for beginningesaffiloyment. This was true for about 65% of

the observed founders (ending or bridging unempkayms the major motive). However, 46% of

® In particular, based on these restrictions, weeekgo reduce for biases related to retrospectivewars and to
reduce problems concerning selectivity in survestipigoation.

10 please note that, due to data confidentiality eons, it was not possible to carry out a more iptdeanalysis to
investigate issues of sample selection and reptaten. As far as possible, descriptive analysemasthat males
have a lower participation rate than females arad the participation probability increases slightfith age and
income. We do not find a bias concerning the spatigresentation of the region.

11 For previous results concerning the balancingifgaff nascent entrepreneurs, see Wagner (20032866). In the
2003 study, Wagner shows that about 31% (12%) efnthscent entrepreneurs had changed their occupatitce
(twice or more). Wagner (2006) reports that, onrage, nascent entrepreneurs are experienced int &6u
(distinct) occupational fields/types of competence.
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the founders responded that they are highly maiyadue to the level of freedom and self-

fulfillment self-employment can provide. In addiioapproximately 50% of the founders stated

that they are strongly or very strongly motivatedtbe opportunity to end or bridge their period

of unemployment (push motives) but, at the same tiame also motivated by the level of freedom

and self-fulfillment provided by self-employmentu{p motives). Caliendo and Kritikos (2007)

obtained similar results based on more recent data.

Table 3.1: Profile of the founders in previous stuiks

this study

survey:
645 founded
businesses
promoted with
bridging

allowance in 2003 allowance during

study Hinz,Jungbauer-  WieRner (2001) Reize (2004) Caliendo, and
Gans (1999) Kritikos (2007)
survey: survey: GSOEP: survey:
229 registrations 3,846 formations 239 self- 1,585 founded
dataset of businesses in of companies employment businesses
Greater Munich; promoted with observations promoted with
founded in 1995 bridging started by bridging
(78 promoted allowance in previously
with bridging selected regions unemployed
allowance) in Germany people between
(1994/1995) 1983 and 1999
variable
gender (male) 70% ~74% 68% 76%
age (in years) 39 ~39 ~35 ~39
upper graduation 50% 28.2% / 46%
university degree 39% 14.7% 22% -
> 0to 2,500 euro - 15.6% - 8.7%
< 5,000 - - - -
< 10,000 euro 17% / - 20.6%
> 25,000 euro 20% 27.6% - -
motive: self-fulfillment ~369%8 - - 53.7%

start-up with employees ~24% - - -

1998 and 2000

69%

35%
26%

38%

26%

27,6%

table reports selected descriptive findings of jmes research about self-employment duration ahésty unemployed founders in

Germany (and allows a brief comparison with theydaion analyzed in this study)
)1 captures the motive ‘self-realization’ as a magson to become self-employed
)2 refers to the statement ‘l always wanted to beom boss’ as a reason to become self-employed

Unlike other studies that focus on self-employedividuals out of unemployment, a large

proportion of those interviewed here started widlgtively) good financial endowments. Indeed,

their capital structure tended to be comparablehtt of founders who did not start out of

unemployment (see Table 3£)To some extent this may increase comparabilitytt@r studies,

but it may also be a bias compared to studies fihais on self-employed individuals out of

12 The share of founders who started their busineisis higher assets (over 25,000 euro) was less &, and
around 38% started with less than 5,000 euro. Atr@8%6 started with employees (28%). WielRner (26019 Hinz
and Jungbauer-Gans (1999) reported a higher priopodf founders who started with low assets (<5,@Q00)

(Wielner: 52%; Hinz and Jungbauer-Gans: 45%).
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unemployment. More detailed descriptive informatt@n be found in the Appendix (Table A.3.2
and Table A.3.3).

3.4.2 Exits and self-employment duration

Table 3.2 and Figure 3.1 present information abtha& pattern of quitting self-
employment. As Table 3.2 shows, 158 founders frdme sample (24.5%) quitted self-
employment. In 93 cases, these founders statedrtbatficient economic success was the main
reason for leaving self-employment. Alternative joffers appear to be less significant (27
observations). Consequently, half of the foundens uit self-employment can be observed with
a sequential unemployment observation, and 31.6&wntered salary work. It should be noted that
this contradicts the findings of Taylor (1999) ad&dhansson (2000), who found the opposite
effect’® However, these studies did not focus on foundepsiicg from a position of
unemployment, Similar to van Praag (2003) on yoorades in the US, the results indicate that
self-employment (ignoring right censoring of thetesvents) also varies in duration depending on
the status that follows the period of self-employmeExits into employment periods (average:
16.55 months) were observed 2 months earlier thats ento unemployment (average: 18.6
months). It may be noted that these descriptivdifigs support the implications derived from the

theoretical discussion in section 3.2.

Table 3.2: Exit and the duration until exit

exit duration until exit
n % 0 (months)
exits total 158 24.5 18.51
exits to
wage work 50 31.6 16.55
unemployment or participation in measures 77 48.7 18.60
other 31 19.66 21.41

table reports selected descriptive findings
source: Survey Data; own calculations

13 Taylor (1999) found a share of 48% for exits imtage work (male, 79-cohort); Johansson (2000) foarsthare of
39%. Cueto and Mato (2007) did not report the sharfeexits by type. In fact, their reported resw@t®w no clear
interpretation: 10% finished their self-employmem@riod with a transition into wage work and 52.58tntinated
the self-employment voluntarily. Andersson and Wegjé (2007) only report the share of exits into wagprk and
other types of exits. They found the second-loveéstre of exits into wage work for the unemployeg@ation.
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Figure 3.1 gives an impression of the time depeogasf the exit events. It shows the
estimated Kaplan-Meier (1958) survival function ahd related (smoothed) hazard functtois
can be seen in the upper left graph, 92% of thendets were still active after a period of 12
months. The survival rates decreased to 83% agnideof the second year (76% after three years)
and declined in the fourth year to a survival rafe72%2 In line with previous findings (see

upper right graph), the hazard rate shows a ‘siski@ped’ pattern (Briderl and Schissler 1990,
Wagner 1994 and Strotmann 2007).

Figure 3.1: Survival and hazard functions
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source: Survey Data; own calculations

However, as can also be seen from the two lowephgadn Figure 3.1, (entry) cohort
effects may be present. The lower right graph iattis earlier hazards for the younger (‘2000)
entry cohort and a right-left shifting of the extrem across the cohorts. Nevertheless, based on a
log-rank test the equality of the survivor functiosmcross the entry cohorts can not be rejected on
the common level of statistical confidence (Hartarg2005).

14 The survival and hazard functions account for trigensoring of the interesting event. In detaile thurvival
function estimates for each time interval the plubty thatthose who have survived to the beginning will suevi
to the end. Therefore it defines as the producthef conditionalprobabilities of surviving each time interval.
Accordingly, the hazard function defines as thé 0§ a failure event in a given time interval cotigimal to the
population that is at risk of failure in that givéme interval.

15 Reize (2004): 75% after two years; WieRner (208E% after two years; Caliendo and Kritikos (20068% after
two years.
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3.5 Self-employment duration and human capital

3.5.1 Econometric setting

To study the determination of self-employment dioratve use duration models, in which
the time dependency of the exit events and righsogng are taken into accoufitin duration

models, the expected self-employment duratiprwill be described as a function of the time

and a set of k covariatesx,k , that scale the time dependency:

I, = explx Bt (3.4)

T is an increasing function of t, and the setxpfaccelerate or decelerate this relationship.

This allows an empirical specification that is ind with section 3.2, whereby the duration of
self-employment will be exclusively explained byetimitial characteristics of the start-up project

and time.

The regression model givetog(r) =Z derives asZ, = B, +x, 5 +¢& (see Guiterrez

2002). The properties of the error term (with m&and standard deviatiot) determine the
systematic misspecification of the regression fimmct The setting ofe defines a specific
baseline distribution of the hazards that is asslubtoebe homogenous for all observations. We
tested different specifications to find the bestapaeterization according to the underlying data.

The lognormal distributiont[~ lognormal (5,,0)] performs best using the BIC criteria for the

model selection (Rodriquez 2005). This parametéionaalso supports the distributional shape of

the hazard functions found in Figure 3'1.

In order to control for the nature of exits, a dioa model also allows for a competing

risk setting (Lancaster 1990). Technically, is then assumed to be specific for each destinatio

state, which yields separate parameter estimatesdoh statg (7, given that the alternatives

ij »
captured inj are uncorrelated conditional of). All non-exit observations will be treated as

censored (Thomas 1996).

18 We also used hazard model specifications whichausiéferent logic to describe time-dependent evefihe most flexible
form is the Cox-proportional hazard function (Cox’2R However, the proportionality assumption doeshold for the
data used here (Schoenfeld 1981).

7 We also tested other model specifications (logligi gamma distributions). The lognormal performest using the
BIC criteria for the model selection (Rodriquez 3D0In addition, we also used a flexible specificatof the
sigma parameter and tested for the existence obsereed heterogeneity (Guiterrez 2002). Howevee, tist
statistics do not reveal statistical significanoe finobserved heterogeneity or a superiority of ftegible sigma
specification.
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The interpretation of the parameter estimgfesorresponds to that in section 3.2, where
positive values off mean a prolonging effect of the covariate for theation of the self-
employment period. Moreover, within a log-normalralion model, these beta coefficients
represent scale parameters for the log durationappdoximately describe a percentage change of
the expected duration by a unit change in the datar(Cleves et al. 2004, p. 209).

Correspondingly, the expk) identifies the time ratio, which is the ratio Wween two expected

durations with a (unit) difference ir* .

3.5.2 Determinants of the self-employment duration

In this section different characteristics are tdste accordance with the discussion
presented in section 3.2 (see Table 3.3; for soraphgcal assessments see Figure A.3.1 in the
appendix). Attributes that are expected to conteldo the comparative advantages framework are
included in the empirical investigation. As spesifiabove, we will distinguish experience and
motivation; firm characteristics and formal qualdtion are discussed as control variabfeEhe
discussion will be concentrated on exit in genenatl the two competing exits risks (i.e. into
employment and unemployment). It is important téenthat competing risk framework must be

interpreted with care as nothing is said aboutstagility of these state$.

Experience

Founders who are experienced or have training liesfausiness have #€ -0.6; & = -
0.54 times) shorter expected self-employment danathan founders who are not qualified in
sales/business (insignificant for exits in genarad exits into wage work). This demonstrates the
comparative advantages of commercial competencddpendent employment as opposed to self-
employment. Furthermore, it emerges that a comrakerbackground combined with broad
experience is insignificant for this type of exkowever, it prolongs the self-employment

duration for exits into unemployment. Moreover,stimportant to note that this is one of the

18 Results of other model specifications (e.g., idalg the field of occupation and position and msdeith reduced
sets of attributes) are not displayed. However,rdseilts of the displayed models are quite comgdarabthose not
displayed. It may be noted that introducing theilafites (en block) ‘master craftsman’, ‘manageriddhigh pull
motivation’ yields a statistically significant madenprovement based on the likelihood ratio testtistics (the
basic model includes all standard individual chteestics like ‘age’, ‘gender’, ‘formal’, ‘schoolgi and controls
for firm specific information). Finally, includingcommercial competence’, ‘broad skills’, ‘self-enogiment
experience’, and ‘product experience’ also yieldgnsicant model improvements on the common levél o
statistical significance. More detailed informatioon these estimation results and on alternative ahod
specifications is available from the author.

For example, problems may arise in cases in wteghs into unemployment increase the individuales r
employment chances because this increases thaiceh& becoming subject to potential interventionsthe part
of active labor market policy. Therefore, the olveer exits risks (employment and unemployment) mayldss
valid for the identification of distinct exit staevhich harm the interpretation related to the cetimy risk setting.
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strongest correlations found in the empirical inigegion (8 = +1.87; time ratio: 6.48) and is
even stronger than the effect found for the holddfiga qualification as a master craftsmagh=
+1.45; time ratio: 4.26). Management experiencesdo® have a significant impact on exits. No

comparative advantage is found that associatetyssith a broad set of experiences.

Relevant industry and product-related experienceevaéso found to be important for self-
employment longevity. This is also supported by d&ni et al. (1992), Gimeno et al. (1997), and
Wiellner (2001). Furthermore, founders who are pegpéo run a business due to their previous
employment experience a 1.35 times longer expestdfdemployment duration in general and a
1.6 times longer duration in the competing riskisgtfor the exit into unemployment. Obviously,
industry experience and service/product similaptgy an important role in survival chances.
Moreover, the insignificant effect of the covaridte exits into wage work emphasizes a low

importance for opportunity costs.

Being experienced in self-employment reduces thatin in self-employment (by a time
ratio of 0.57;8 = -0.561). This is consistent with the findings Jdrgensen (2005) Tervo and
Haapanen (2009) and van Praag (2003) but contoatlgase of Briderl et al. (1992) and Taylor
(1999). However, the effect of self-employment eigece is complex and may be dominated by
the nature of the experience (e.g., whether iaikife driven or relates to commercialization; see
Metzger 2007). In addition, founders with self-eoyghent experience tend to exit into
unemployment soonerB3(= -0.715; time ratio: 0.49) which indicates thhese founders may

simply be less successfill.

Unemployment and motivation

The fact of being unemployed before starting amess is usually taken as an indicator of
founder’s motivation (van Praag 2003; Addison, @eot and Portugal 2004 — particularly,
reflecting higher opportunity costs when startihg self-employment period for short periods of
unemployment). Thus, more motivated founders shoekgect a longer duration in self-
employment. The empirical findings support this btpesis. Complementarily, a short duration
of unemployment before starting the business pgdahe expected self-employment duration by
a factor of 1.34 £ = 0.294). Hinz and Jungbauer-Gans (1999), Wieg2@01), and Cueto and
Mato (2006) also find positive correlatioffs.

For the direct measurement of start-up motivatiae, also used a cluster analysis to

identify high pull-motivated founders (whose attribs include independence, high expected

2 This may also include the ability to identify umsessful projects at an earlier point in time.

2 It is interesting to note that studies that aré fowused on start-ups from a position of unempleginreport a
negative effect of an unemployment spell on theeexpd self-employment duration (Taylor 1999; Jolkans
2000).
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income, and fewer push-oriented motives; see Ta&bRk1). Founders who are highly pull-
motivated expect a 1.49 times long@ £ 0.400) self-employment duration than those who a
not (for exits into unemployment: 2.19 times longé = 0.785). This demonstrates the
importance of non-pecuniary income from a self-esgpient position (Benz and Frey 2008).
However, this finding contradicts the results obéai by Block and Sandner (2009), who did not

find a significant effect of the motivation.

Table 3.3: Determinants of self-employment duration

model exits exits into
variable all wage work unemployment
B (se) B (se) B (se)

cohort (ref: year 1998)

year 1999 -0.037 (0.178) -0.147 (0.330) -0.115 (0.257)

year 2000 -0.221 (0.206) -0.37 (0.385) -0.297 (0.298)
investment > € 25,000 0.474** (0.206) 0.422 (0.380) 0.282 (0.288)
start-up with employeés -0.015 (0.186) 0.423 (0.362) -0.111 (0.266)
takeover’ -0.15 (0.245) 0.427 (0.556) -0.183 (0.334)
gender (malej 0.039 (0.166) -0.123 (0.315) -0.01 (0.241)
age" -0.013 (0.009) -0.004 (0.017) -0.022* (0.013)
higher educatiof 0.243 (0.167) -0.115 (0.297) 0.616** (0.260)
short unemployment duratién 0.294* (0.176) 0.349 (0.323) 0.394 (0.262)
master craftsman /foremén 1.108** (0.445) 0.596 (0.691) 1.452* (0.746)
managemerft -0.106 (0.234) -0.373 (0.401) -0.046 (0.340)
experienced in sales/businéss -0.258 (0.195) -0.613* (0.365) -0.082 (0.277)
broad experiencé -0.159 (0.285) -0.539 (0.484) -0.179 (0.403)
broad & sales competente 0.869 (0.532) 1.091 (0.901) 1.867* (1.016)
exp. with the service/produtt 0.301* (0.163) -0.043 (0.307) 0.478** (0.233)
prior self-employmenit -0.561** (0.162) -0.429 (0.300) -0.715%* (0.232)
high pull motivatiort' 0.400* (0.219) -0.017 (0.365) 0.785** (0.365)
constant 4.840%* (0.430) 6.682%+* (0.865) 5.974 (0.652)
In_sigma 0.361*** (0.066) 0.631*** (0.122) 0.497%*** (0.095)
observations 645 645 645
exits 158 50 77
chi2 59.213 17.258 54.687
BIC 1066.208 543.472 674.849

table reports beta-coefficients based on a lognlodenation model

d stands for a discrete change of dummy variabla @ to 1; n stands for a numeric variable (metric)
(se) standard errors in parentheses

level of statistical significance: *: p < 0.05, *:< 0.01; ***: p <0.001

source: Survey Data; own calculations

Firm characteristics and formal qualifications

Firm characteristics and formal schooling are déisead as being among the most
important success factors for firm survival (e.Bruderl and Schissler 1990; Wagner 1994;

Strotmann 2007). However, this picture is not caetglly borne out in this study.
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The results presented in Table 3.3 indicate thaigspective of the exit status, firm
resources do not appear to have a significant emite on the duration of self-employment. For
example, setting up a business with employeesantisg) from a takeover position does not have
a significant effect on the self-employment duraticStatistical evidence is limited to the
importance of a higher amount of start-up capitaie¢ 25,000 euro), which prolongs the expected
self-employment duration by a factor of 1.6 complate the outcome for founders with less
capital (3= 10.474).

However, the moderate significance of the firm eltéeristics for the self-employment
duration of the formerly unemployed is unsurprisfiog a population that generally experiences
low capital endowment (see Hinz and Jungbauer-Gh9@9). Alternatively, the moderate
significance may also reflect the substitutableatiehship between capital and the founder’'s
qualifications, as discussed by Chandler and H4hR98Y? or simply show the inferior role of
the capital endowment as compared with the fousdeersonal resources (Parker and van Praag
2006).

In keeping with previous findings (e.g., Bates 1980uderl et al. 1992; Cooper et al.
1994; Gimeno et al. 1997), the results show thatenamlucated founders (i.e. those with higher
education) have a longer expected self-employmenio@d. However, this is only the case for
exits into unemployment — formal education appdarbe unimportant for exits in general and

exits into wage work.

3.6 Summary and conclusion

This study analyzes the importance of founder’'seeigmce for self-employment duration
using a population of formerly unemployed peopleowteceived assistance in setting up a
business. Most importantly, this study explicitlyotivates the self-employment duration as a
time-dependent process that is scaled by the lir&tup of the start-up project and the founder’s
human capital. Time is assumed to be crucial sihedfects opportunity costs and the level of
information that controls the Bayesian learning gess in estimating the expected utility

differentials.

First, it may be observed that most self-employmsmlls end in an unemployment
period. This is in keeping with the findings of Asrdson and Wadensjo (2007) while Taylor
(1999) and Johansson (2000) present different testdlowever, this structural difference is
supported by the first implication of the model, ielh states that the share of exits into

unemployment should be higher for those who stadmf a position of unemployment.

22 see Bruderl et al. (1992), Cressy (1996) and Raakel van Praag (2006) for the nexus between thaniial
endowment and the founder’s qualification.
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Additionally, and, moreover, consistently with pieys research (e.g., van Praag 2003) and the
theoretical model (implication 2), we find that &xinto employment occur earlier than exits into

unemployment.

The econometric investigation shows that firm chegastics (legal form and start-up size
— significant results were only obtained for higtarsup capital) and the founder’s formal
gualifications (education and training) appear & df lesser significance for self-employment
longevity. In contrast, the results indicate thatf-employment duration strongly (positively)
relates to experience (e.g., experience with theic= or product provided), higher occupational
position, work experience as a master craftsmarfooeman, and a pull-motivated start-up.
Comparative disadvantages appear to be associatbdpwor experience in self-employment.
This is important as it indicates that there iflditevidence for entrepreneurial learning and the

fact that those who did badly in the past certaddynot do better when starting again.

Moreover, the competing risk setting presents agéng results concerning the balanced
skill hypothesis based on Lazear (2005). We fourat & commercial background (knowledge in
sales/business) alone is associated with a coniparadvantage for wage work. Although
statistically insignificant on the common levelphd experience (identified by a high number of
fields of operation) appears to be negatively eddb self-employment duration. Combining both
attributes, we find a strong positive correlationthwself-employment duration. Comparable
results can be found for experience as a mastésoran or foreman. These findings highlight the
fact that to increase self-employment duratiompipears to be important to combine both types of

qualifications, that is, knowledge in sales/bussnasd a broad set of skills (experience).

Finally, the limitations of this study may provideientation for further research. First,
our study observed relatively few founders in aited regional area in Germany. This may harm
the survival analysis. Second, even if the profdéshe founders appear to be fairly comparable
with the profiles found in other studies, whethee data set suffers from a selection bias remains
unclear. Third, it is important to note that theuks show that previously unemployed founders
differ in the way they exit self-employment as cam to founders who did not start their

businesses from a position of unemployment.
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3.8 Appendix

Table A.3.1: Definition of the variables

gender (male)
equals one if the founder is a male

age
age of the founders at the time the company wasded

higher education
equals one if the founder left school with a quedifion for university admission

job position
The questionnaire asked for the position in whibk founder was last employed before setting upbtiginess. The
classification distinguishes four positions: bludlar or employee with simple duties, qualified wer or employee, master or
foreman, middle or higher management.

master craftsman /foreman
equals one if the founder is experienced (has veérie a master craftsman or foreman.

management
equals one if the founder declared him/herself@cekperienced (has worked) in a management poditiitidle or higher
management)

short unemployment
equals one if the founder had been unemployedhessfour months before setting up the business

experienced in sales/business
equals one if the founder is trained and experigficea commercial field of activity (apprenticesliipsales/business or law
and experience in marketing, sales, purchase, éstnaition)

number of different fields of occupation
number of different fields in which the founder Hasen employed. The questionnaire distinguishesch@aise, services,
production, trade/installation, marketing/salesl administration

broad experience
equals one if the founder is experienced in maoae three different fields of occupation (75th petite)

broad & sales competence
equals one if the founder has broad experiencésamnained or experienced in sales/business

exp with the service/product
equals one if the founder is experienced with ttoelpct or the service he provides due to prior eympent

prior self-employment
equals one if the founder has been self-employedqusly

high pull motivation
equals one if the founder is considered to be kighll motivated. The assignment strategy use®atthical cluster analysis
based on the mahalanobis distance. The clusteromntvere identified by a k-means cluster analpgfore setting up the
hierarchical cluster analysis. Founders who wesssified as high pull motivated are less motivabgdthe threat of
unemployment but are highly motivated by self-firifent or potential improvements in income.

exit
equals one if the person declares not to be sefiarad in the founded company at the time of therinew

duration
difference between the start-up and the date dfimgiself-employment — measured in months

exit to (state following the self-employment pefiod
identifies the individual's employment state afteaving self-employment: I. wage work (independentployment); II.
unemployment, participation in measure; and lllteraity leave, retirement, other

start-up with employees
equals one if the founder started the businessenithloyees

(investment) start-up capital > 25,000 euro
equals one if the amount of start-up capital exedezb,000 euro. The amount of capital investecetaip the business. The
guestionnaire uses seven categories to captuiiearbetween ‘less than 2,500 euro’ up to ‘oves,0Q0 euro’.

takeover
equals one if the start-up was a takeover
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Table A.3.2: Descriptive statistics

n
variable

cohort

1998¢

1999¢

2000

firm characteristics
investment > € 25,000
start-up with employeés
takeover®

individual characteristics
male®

age"

higher educatiof

short unemploymerft
master craftsman /foremén
managemerft

experienced in sales/businss
broad experiencé

broad & sales competente
exp. with the service/product
prior self-employmenit

high pull motivatiorf'

entries

645

mean

0.29
0.45
0.26

0.24
0.28
0.12

0.69
39.01
0.35
0.34
0.07
0.13
0.22
0.12
0.04
0.69
0.32
0.20

exits
all into
employment
158 50
stdv mean stdv mean stdv
0.452 0.34 0.474 0.28 0.454
0.498 0.44 0.498 0.48 0.505
0.440 0.23 0.421 0.24 0.431
0.429 0.18 0.383 0.18 0.388
0.447 0.25 0.436 0.18 0.388
0.326 0.13 0.341 0.06 0.240
0.461 0.66 0.476 0.70 0.463
8.697 40.22 9.196 39.72 8.892
0.478 0.28 0.450 0.38 0.490
0.475 0.23 0.425 0.24 0.431
0.250 0.02 0.137 0.04 0.198
0.337 0.15 0.360 0.22 0.418
0.411 0.27 0.446 0.30 0.463
0.328 0.11 0.319 0.16 0.370
0.193 0.03 0.176 0.04 0.198
0.462 0.59 0.492 0.68 0.471
0.468 0.44 0.498 0.40 0.495
0.397 0.12 0.326 0.18 0.388

into
unemployment
77
anme stdv
0.32 0.471
0.45 0.501
0.22 0.417
0.19 0.399
0.27 0.448
0.14 0.352
0.70 0.461
41.23 9.176
0.19 0.399
0.21 0.408
0.01 0.114
0.14 0.352
0.25 0.434
0.10 0.307
0.01 0.114
0.56 0.500
0.48 0.503
0.08 0.270

into unknown
status

23

mean

0.48
0.35
0.17

0.17
0.35

0.26

0.39

.3938

0.35
0.30
0.00
0.09
0.35
0.09
0.09

0.61

0.43
0.13

stdv

5110
4870
.3880

.3880
4870
4490

4990
10.590
4870
470
.00
.2880
4870
2880.
.2880
0.499
507
.3440

table reports mean values and standard deviatidw){1ote that the mean reflects shares in calsaslommy variable

d stands for a discrete change of dummy variabla 0 to 1; n stands for a numeric variable (metrig) regional information, t = time varying attuite;
source: Survey Data; own calculations
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(1) year 1998
(2) year 1999

(3) year 2000
(4) investment
> €5,000

(5) start-up with
employees

(6) takeover

(7) male (ref: female)
(8) age

(9) higher education

(20) short unemployment

duration

(11) master craftsman

/foreman

(12) management
(13) experienced in
sales/business

(14) broad experience

(15) broad & sales
competence

(16) exp. with the
service/product
(17) prior self-
employment

(18) high pull
motivation

o @
1.00
-0.57 1.00

-0.38 -0.54

0.06 -0.06

0.05-0.04
0.05 -0.06
-0.01 0.04
0.00 -0.03
-0.01 0.00

-0.05 0.03

-0.03 0.11
0.00-0.01

0.05 -0.02
-0.050.05

0.02-0.04
-0.03-0.03
-0.02 0.04

-0.02 0.06

@)

1.00
0.00

-0.01
0.02
-0.03
0.03
0.00

0.02

-0.09
0.01

-0.03
-0.01

0.03
0.06
-0.02

-0.05

Table A.3.3: Table of correlations

@ 6 ©e O @6 © @0 1) a3 @@ @15 18] 1) 189
1.00

0.28 1.00

0.29 0.27 1.00

0.02 0.03 -0.09 1.00

-0.03 -0.05 -0.03 0.03 1.00

0.05 0.04 -0.04 -0.05 -0.06 1.00

0.09 010 0.2 004 -0.13 008 1.00

0.05 0.07 0.03 015 -0.06 -0.11 0.2 1.00

0.06 0.08 -0.06 0.11 020 016 -0.03 -0.10 1.00

0.01 0.06 -0.02 -0.09 0.8 -0.04 -0.06 -0.11 0.21 1.00

0.07 0.02 -0.04 001 -0.02 001 001 011 0.07 0.09 1.00

0.04 0.04 -0.03 -0.04 -0.04 -0.01 -0.04 -0.02 011 0.38 054 1.00

0.09 012 -0.01 007 -0.03 002 013 014 -0.02 -0.13 -0.01 -0.02 1.00

0.05 0.03 0.0 -003 001 -0.06 -0.12 0.02 0.05 006 0.14 0.14 003 1.00
0.02 0.06 -0.03 007 -0.18 006 021 0.07 -0.04 -0.07 0.03 0.0 007 0.00 1.00
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Figure A.3.1: Selected covariate effects on estinet hazard functions
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Chapter 4

How do local labor market conditions and individual
characteristics affect quitting self-employment?

Abstract:* This paper investigates the joint effect of lo@dr market conditions and individual
differences on the duration of self-employment quisi Using register based, data the study
focuses on previously unemployed business fouvdeoshave received public support to realize
their entrepreneurial activities. Local labor matkeonditions account for a high level of
complexity while personal characteristics are reltto the founder’'s employment background.
Using accelerated failure time models, controllifog unobserved heterogeneity and allowing for
competing exit risk we find that higher and incriegslocal labor market pressure decreases the
duration in self-employment whereas higher peratiee-unemployment) risk and lower
economic prosperity for incumbent firms reduce eigks. The results reveal that the effect of
external conditions is multidimensional and norelin. On the individual level, we find strong

support for the ‘hot-house’ hypothesis for gainoagmparative advantages.

Keywords: self-employment, duration, competing risk, lolzior market situation
JEL-Classification: C41, J62, J64, L26, M13, R23

4.1 Introduction

In the last decade, self-employment has becomellaea®blished subject in labor market
research and has substantially contributed toitHd 6f entrepreneurship. In part, this reflects th
growing share of individuals who consider self-eayphent as an alternative income option as it
is discussed to offer flexible (re)employment optdor migrants and the chance to avoid or to
guit unemployment (Blanchflower 2000). Public prdioa in this field also has increased in the
last decade. For example we observed 90,000 fiapupported transitions from unemployed
into self-employment in Germany per year in theeld990s, which increased to more than
250,000 per year in 2003.

! This version of the paper is published in 201@&sxussion Paper P 2010-001 of the Social Scierese&ch Centre
Berlin (WZB) under the title “How do local labor mk@t conditions and individual characteristics affguitting
self-employment”. Stata 10.1 was used in all caltiohs. Do-files and results that are discussechbtireported in
detail are available from the author. Helpful cormtseon a previous version of this paper at the 200%nual
Meeting of the ‘Verein fur Socialpolitik’ are gratul acknowledged. All remaining errors are my own.
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However, reviewing recent literature shows that hresearch in this context has been
focused on individual attributes showing that sede&mmographic characteristics, formal
gualification and experience are driving forces 8ustainable self-employment periods (e.g.,
Bates 1990; Cooper et al. 1994; Robinson and Sex8®4; Gimeno et al. 1997; Cressy 1996).
Little is known about the external economic corafis that determine the duration of self-
employment and how individual differences interagth labor market conditions. This is
surprising since related fields of research showstantial importance of economic conditions
related to job choice, firm survival and unemploymeéuration (e.g., Acs and Armington 2004a
and 2004Db; Fritsch et al. 2006; Blau 1990 and 1998tz and Wilke 2009). Furthermore, several
contributions have been made that explicitly empt®athe importance of regional differences for
the initiation of self-employment (Georgillis and al¥ 2005; Parker 1996; Bergmann and
Sternberg 2006; Wagner and Sternberg 2004 and Za&k 2007).

Only few studies also include information relatity economic conditions in studying
self-employment durations (Taylor 1999; Carrasc®@%ohansson 2000; Andersson 2006; Cueto
and Mato 2006). In particular, little attention Hasen spent on the potential effects of individual
differences across economic settings and on a regs$ie examination of the role of local labor
market conditions. Hence, we use multiple localolalmarket characteristics and include
information about absolute and relative economiespure, control for the instability of labor
market conditions and account for potential nomdin effects. Furthermore, on the individual
level, we also study the relevance of charactesstelated to the individual’s (biographical)
employment background and we include interactiofect$ between individual and regional

characteristics.

We use register based data from the German Fe##ngloyment Service (Integrated
Employment Biographies, IEB) and focus on individuazho were unemployed before entering
self-employment and who received public supportrifing allowance’) for making this
transition? The IEB has been recently compiled to study irdiial employment biographies and
allows the observing of detailed information of fleender’'s employment history as well as for a
valid identification of local labor markets. Thetdamoreover, does not suffer from any types of
survey bias and it covers a period of almost sexars of observation. To account for the time
depending nature and right censoring of quits iftemployment we use accelerated failure time

models. In the empirical investigation we also cohfor the presence of unobserved individual

2 This promotion scheme ran until Fall 2006 and wasnhy a financial subsidy of the Federal Employm@ifice to
encourage self-employment activities among the yrleyed (for other studies that also focus on thipydation in
Germany, see Hinz and Jungbauer-Gans 1999, PfeiffdrReize 2000, Wiel3ner 2001, Reize 2004, Caliamtb
Kritikos 2007, Oberschachtsiek 2008). Note that aineount of start-ups funded with bridging allowanee2003
equals at least 50% of the total number of selfieygd people out of unemployment (Lehnert 2004)r &
international relevance of this population, see,drample: Evans and Leighton (1990), Meager (19@&)rasco
(1999), Boheim and Taylor (2002), Cueto and Mat@0@ or Andersson and Wadensj6 (2007).
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heterogeneity and we study the determination oftiom for competing exit risks to gain deeper

insights about the economic motivation to quit satiployment.

For the structure of this study, the investigat®performed in seven sections. Section 4.2
introduces the framework of the analysis and disesssome related findings. Section 4.3
describes the data and the variables used, folldweal brief overview of the econometric setting
of the empirical investigation (4.4). Section 4éntains descriptive findings. Finally, the last two

sections (4.6 and 4.7) present and discuss thétsesu

4.2 Framework

4.2.1 Theoretical underpinning

To assess the role of local labor market conditiand individual characteristics in exits
from self-employment, we shall consider a situatiorwhich a self-employed persarhas two
options: i.e. remaining self-employed and earniypgor switching to another position of
employment and receiving a wagewef The values foy andw are assumed to be random draws
from distributions of potential incomes (includimpgcuniary and non-pecuniary income) which
will be determined by external labor market corafis /7and the individual’s characteristics
The distributionsf(y| 7z x) andf(w| 7z x) shall define the potential incomeis a rational agent
and will switch if the income changes yo< w.® Assessments in this context will be associated

with benefits in terms of option values relatedpiimal points of exits and are not costless.

Therefore, factors that determine the relative meo position will influence self-
employment longevity. However, the basic idea it flm all cases new information abagi(y| 7z
X) and f(w| 7z X) comes into light, new assessments are made,hamdnd only this prompts exits.
Accordingly, we assume that two sources exist treiermine this evaluation process: time and
external changes while individual characteristies @assumed to operate as general shifting factors

(e.g. due to accelerating learning).

From the perspective df y andw are time-dependent parameters. The start-up @&wa n
venture initially bases on imperfect informationedto the limited knowledge of the relevant
market structure and of the founder’s own (initiability to run the business. Bayesian learning
produces adjusted information regarding the distidn of y. Over time, the variance of
decreases (better estimatesyf which reduces the cost/benefit ratio of adjustfity| 77 X).
Consequently, the exit probability will be highetr the beginning of a new venture and will

decrease over time.

3 A critical objection could be made to the effduat rational behavior may be less valid in the emhbf unemployed
founders. However, for the sake of simplicity, wil wot account for this in the theoretical discioss
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Time not only associates with changesf(g| 7z x) but also produces new information in
relation to the distribution of(w| 7z X). In particular, the value of human capital trefpplicable
for wage employment will decrease (relatively). Baample, we may observe a declining arrival
rate of better job offers across time (Pissarid®341 Bruce and Schutze 2004; Hyytienen and
Rouvinen 2008). This corresponds to a reductiothefoption value of quitting self-employment.
However, the way this affects the evaluation aheéyrefore, the exit probability depends on the
time-dependent pattern of the job offer functiorhieh is simultaneously influenced by labor
market conditions and individual characteristicgy(eMortensen and Pissarides 1994; Blanchard
and Diamond 1994).

Finally, new information also arises if externalnd@tions change. In this case, external
changes have a direct influence on the distribstiohy andw. On the one hand, changes/m
affectthe level of demand and the costs of external nessu Simultaneously, external changes
also determine the distribution pfw| 77 X) as it influences the level of wages, the jobwairirate,
and/or job security. Accordingly, if changes Aroccur, the densities of assessing w; start to
increase because of greater variances in the dssmafy and w. Again, the likelihood of
switching (potentially) increases. However, the eéfect of external changes on exiting self-
employment is complex. Deriving clear-cut expectasi regarding the effect of external changes

on the exit choice depends on which income optsoafiected to a greater extent.

4.2.2 Selected findings for regional and individuatharacteristics

Given this setup only few studies actually allowdeeper insight on potentially
relevant attributes on the regional level. In matr, the empiricaévidence of how variance
in external conditions affects relative income piosi in wage work and self-employment is
ambiguous (for an overview, see Table A4.1 in timpéndix). Taylor (1999), Carrasco (1999),
and Andersson (2006), for example, find that theand& rate rises with an increase in the
unemployment rate. This implies that self-employtienomes are relatively more affected by an
economic downturn than incomes in the wage workasedn contrast, Johansson (2000) and
Cueto and Mato (2006) find a negative correlatiordicating a greater reduction in external
income options than in self-employment incomes.sTfinding reflects that high levels of
unemployment associated with low-quality wage afféPissarides 1994). Returning to wage
work will thus be more costly under the conditidrhggh unemployment and this, in turn, reduces

hazards arising from self-employment.

Tervo and Haapanen (2009) consider indicatorstferdevelopment of local labor market
conditions. They find that the ratio of the unenyphent rate of the current and lagged periods

dominates the effect of the level of unemploym@this finding suggests that it is not the level of
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local labor market pressure per se but the changexiernal economic conditions that causes
exits. Moreover, this result is also in line witretargument of a higher density in evaluatyrand

w due to external changes.

Kangasharju and Pekkala (2002) suggest that tlexteéf economic changes for different
income options may differ along qualifications. Vhehow that across qualification, individuals
differ in their reactions to economic conditionsdam the way in which they quit self-
employment. In a period of an economic upturn, tfiegl an increased likelihood of quitting for
the highly qualified self-employed individuals wdibn economic downturn is correlated with a
lower exit probability. This result implies thatcome elasticity is higher for highly qualified
wage workers than for highly-qualified self-empldypersons. In addition, this finding may also
reflect the presence of differences in the job offete between different types of wage work,
conditional on qualification and external conditsofPissarides 1994). As a result, the highly

gualified will face higher opportunity costs if nkat conditions improve.

Previous empirical studies have also emphasizet a@kernal conditions have varying
effects on self-employment hazards that occur fffeent reasons (e.g., Taylor 1999; Carrasco
1999; Johansson 2000). In particular, the newlf+eelployed evaluate the internal incomeot
only to w but also tou (denoting alternative post-exit positions). Foraewle, exits may be
followed by a period of unemployment, retiremerdrgntal leave or concentration on household
tasks. Previous studies do not reveal consistedtrfgs as to how involuntary (e.g., bankruptcy or
unemployment) and voluntary exits (e.g., wage woetate to external changes (see Table 4.1).
However, previous research suggests that the irapoet of external conditions appear to be more
important for exits into wage work than for invotary exits. This implies greater elasticity in the

sales functions than in the job offer rate condidilbon the variation of external conditions.

On the individual level gender, age, educationtiament, and professional background
are the most prominent discussed attributes inngaunpact on the stability of self-employment
periods (for an overview, see Santarelli and Villag907; Giannetti and Simonov 2004). In this
context qualification is often expected to havesdireffects on the entrepreneurial and managerial
capabilities (e.g., Bruderl et al. 1992; Bates )9%urthermore, qualification also has indirect
correlations with success since it reflects pastine options. Research shows that males, middle-
aged people and higher qualified business founaersalso less capital constrained when starting
a business (Bruderl et al. 1992; Cressy 1996; Clearahd Hanks 1998; Parker and van Praag
2006). In addition, research also shows that thepasition of the individual’'s qualification
correlates with motivation or/and individual peradip traits (e.g., Rauch and Frese 2000; Silva
2007).

However, the net effects of individual charactécistfor self-employment duration are
ambiguous. Evans and Leighton (1989) for examptavstihat returns to human capital are lower
in self-employment than in wage work. Van der Skitisal. (2005) support this and show that the
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returns to wage work are higher for the wage wakihian for the self-employed. This would
imply, in part, a negative correlation between diobeation of self-employment and qualification as
reported, for example, in Johansson (2000) and Asste (2006). However, other studies report
insignificant or positive correlations between dfiehtion and survival (Bruderl et al. 1992;
Taylor 1999; Bates 1990). In addition, results adepend on the observed exit state. Johansson
(2000) for example finds that education decreabesrisk to quit into unemployment while it is
insignificant for exits in general. Likewise, Cueand Mato (2006) find that individuals with a
management background are more likely to have raigxits while it is irrelevant for exits into

wage work.

4.3 Data and variables

4.3.1 The data sources

The data used for this analysis come from the hatiegl Employment Biographies (IEB),
which is a merged dataset compiled by the Institiee Employment Research (see
Jacobebbinghaus and Seth 2007he IEB consists of four distinct sources of régisdata
originating from the registers of the Federal Enypt@ent Agency. These registers cover
employment and benefit histories dating back to0L88d official registrations for job searches,
unemployment periods, and participation in actigbdr market programs dating back to 1999.
The information on employment episodes covers asti¢he period up to the end of 2005 and is

updated on a daily basis.

Each record in the dataset is linked with socioreeoic characteristics and source-
specific information taken from the most current information availaleen the record was
generated. This provides convenient time-dependafdrmation combined with detailed
information on an individual's employment historyn addition, the data uses secondary
information taken from the Establishment Historyn®&(EHP; for details see Spengler 2008) and
regional labor market information from the officistiatistics of the Federal Employment Agency.

This regional information is merged with the indiuil data at three-monthly intervals.

* Note that access to this data (IEB) is usuallyitth to a 2.2% random sample (named IEBS) offengthle research
data centre of the Federal Employment Agency ($ge/Hdz-iab.de).

5 The employment register adds information on waggse of employment, job characteristics, and digations.
Benefit histories cover information on the type aamehount of benefits received. The participationxirasure
register mainly contains information on measured anly includes approximate personal charactesstiinally,
the job search register adds detailed attributemdividuals’ qualifications and job search profile

5 The Establishment History Panel (EHP) contain®rimation on employment notifications valid on 3thdueach
year, which are aggregated at the establishmesmt.lev

" Due to computing restrictions, the merging is performed on a monthly basis.
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Individual characteristics cover socio-demograplméormation, qualifications, prior
duration of unemployment, job characteristics oftpamployment history (e.g., income, firm size,
occupation; within the last five years), and infatron on the founding year and main profession
practiced during previous employment periods. Thelys also uses the official statistics of the
Federal Employment Agency to supplement the dath wetailed characteristics of the local
labor market situation. Furthermore, the EHP ermabllee identification of movements of

establishments at local level. This informatiomisorporated on an annual basis.

4.3.2 Preparation of the data

A shortcomming of the IEB is its lack of (directyformation about self-employment
projects. However, the data includes informationowb periods of participation in self-
employment promotion programs funded by the Fedé&malployment Agency which - in
combination with the regulation of the funding -loals the valid identification of self-

employment observatiotis.

Specifically, the legal system requires that thertsof a self-employment period be close
to the start date of the subsidy. This enablesiieeof the start date of participation as the istgrt
point of the observation of the self-employmentyAibservation in the data after the initiation of
the participation is then used to identify the paah which an individual quits self-employment
(excluding additional promotional periods in sefiy@oyment). An exit event is thus defined
according to the change of an employment position aifferentiates between exits into
unemployment, (full time) wage work positions, asttier states. Finally, the duration of the self-
employment period is measured as the differencevdmt the start date of participation and the
date of the first observation thereafter. Howevershould be noted that the true date of the

termination of the self-employment period and thason for it is not observed in the data

Local labor markets are identified using the Fed&rmaployment Agency’s labor market
district classification. This follows Arntz and Wé& (2009) and allows for an appropriate
approximation of a labor markets context that i® (@verage) relevant to the individual's

behavior. To account for the spatial effects, thalg also uses an alternative identification that

8 The bridging allowance is a nationwide program abhdates back to 1995 in its most latest form aard until fall
2006. This program offered the full payment of upémyment benefits during the start-up period of ewn
business. Applications were approved if an applisamnemployment period ended with the self-empleptmand if
an independent authority evaluated the businesseginas potentially successful (for details, sede@do and
Kritikos 2009).

9 Self-employment activities may have been termidatean earlier or later point in time than obsedrirethe data. It
is also possible that exits will never be obserirethe data, e.g., if the individual retires ordases of full-time
household production. For the interpretation iaiso important to keep in mind that ‘other state€lude minor
employment and official job search periods. It ddoaiso be noted that entitlements to unemployniemtefit will
end after a certain period and that this reducedikelihood of observing exits into unemploymentiéwing long
periods of self-employment and increases the lilegd of observing ‘other’ exits.
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defines local labor markets on the basis of th@mmuter structures (see Section 4.6.6 for
details).

Finally, for methodological reasons, the populatienlimited to participations between
1999 and 2002 and also excludes individuals with implausibleeriods of participation. Due to
computing restrictions, the final data set use9% andom draw of the constructed data. This
results in a data set based on 161,086 foundershom 89,529 quit self-employment within the
observation period (maximum: 83 months). Furthetadprocessing mainly relates to single
variables and is reported Table A.4.2 in the Append

4.3.3 Relevant attributes and hypothesis

Local characteristics

In keeping with previous studies (e.g., Taylor 1998e will use the unemployment rate
as an overall measure of regional economic pressmngarticular, the unemployment rate can be
considered as an indicator of the mismatch betwbeendemand for and supply of labor on the
labor market. To overcome concerns of endogeneig, use the first monthly regional
unemployment rate for the entire split time intérda keeping with previous findings, we may
expect different correlations between the unemplayimate and the self-employment duration of
individuals. An increasing unemployment rate magmote exits from self-employment due to
deteriorating economic conditions and raises thatixe income position in favor of wage work
and unemployment positions. However, the structnag also be inversed if we expect that good

jobs become rare, a development that reduces ti@nogalue of potential wage work positions.

In addition, we also control for a running unempi@mnt index which standardizes the
local unemployment rate to 100 in This adopts the concept developed by Tervo anapBiaen
(2009) and Cueto and Mato (2006) and enables thectdmeasurement of changes in external
conditions since the individual has entered selplyment. As in the case of the unemployment
rate, without further assumptions, previous findirepnd theoretical considerations do not enable
the formulation of precise expectations in relatiorthe correlation between this attribute and the

individual’s self-employment longevity.

19 |n 2003 and 2004, several changes were made #taterto the promotion of self-employment by theléral
Employment Agency in Germany (see Caliendo andika# 2009). This restriction ensures that the papah is
most similar to founders who did not start from @sipion out of unemployment (see Hinz and Jungb#tsms
1999).

1 These are observations with less than 60 daysadicipation (which is a likely indicator of termations) and
periods of participation in excess of 740 days (lowng, incorrect notifications). Accordingly, wesal dropped
individuals with more than three notifications oélfsemployment promotions within the time span unde
observation.
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Furthermore, the proportion of vanishing establishts (exits and movements; firm
hazard) per year and region is used as an inveesesume of regional economic prosperity. To
address endogeneity concerns we use one-year lagfeunation. The intuition behind this
attribute is that firm mobility and firm deaths lexdt a decrease in the degree of expected
economic prosperity for a local market. Howevermfihazard may also characterize reduced
competition, which opens greater market sharesiéw firms or which simply forces individuals
to remain self-employed due to the lack of alteneatemployment options in wage work.
Therefore, the effect on the determination of theividual's self-employment duration remains

unclear.

In line with Parker (1996), we will also test the-{junemployment risk in each region in
relation to its relevance for an individual's egitobability. Risk will be defined in terms of local
employment instability. Employment instability i®fthed as the error variance of a time-series
estimation (root mean squared error) of the locahthly unemployment rate covering the period
between 1999 and 2084 We expect that returning to wage work is more lgoist regions with
high variance because of greater re-unemploymeskisriThe option value of wage work will
decrease in the context of high unemployment ridkserefore, increased variance should be

related to a prolongation of durations in self-eoyphent.

Finally, we distinguish between east and west Gagnta take into account the general
economic differences between the regions in eadtvaest Germany. As is the case for the

measurement of other local labor market condititins,expected findings remain ambiguous.

Individual characteristics and interaction effects

Besides traditionally studied characteristics wsoainvestigate some new factors that
have recently been discussed in the light of selpleyment entry choices and comparative
advantages. Blanchflower and Meyer (1994), Wag2€&04), and Parker (2009), for example,
provide evidence to the effect that, for reasonsatf-selection, individuals starting a new venture
mainly come from small firms (the so called ‘hotuse’-hypothesis). The argument behind this
finding is that small firms may provide more applite knowledge and networks and may also
foster diversity in an individual's skill set (sdeazear 2005; Wagner 2003 and 2006). To
approximate the individual's working background wi#l use the latest employer’'s median firm
size (within a five-year period). Overall, we expéx find a positive correlation between a small-

firm background and self-employment duration.

12 The root mean squared error (rmse) is the diffeedmetween an estimated quantity and the true \a@fltiee quantity
that is estimated. Using the rmse instead of theamae has two major advantages: first, this meagssrless
sensitive to seasonal employment fluctuations tharance (the correlation between rmse and variaad®82),
because it does not measure the difference frommféaxible reference point (the mean). Second, andordingly,
the rmse allows the inclusion of some types of Xpexted’ development and appears, therefore, tanbee
accurate in addressing the underlying intentiothefmeasure.
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Lazear (2005) and Parker (2007) emphasize the itapoe of applicable knowledge
provided by previous job experience; this has dsen accentuated for formerly unemployed
founders by Wiel3ner (2001). To follow up on thigad the study includes information about the
last position held (manager and master craftsmad)iformation as to whether an individual has
worked in a commercial profession. Moreover, théadanables controlling for the level of
unobserved productivity in terms of a wage premianthe last employment position before the
start-up (Andersson and Wadensjo 2087Dverall, these attributes are assumed to reflect
increased productivity, which should cause a prgation in self-employment. However, they
also reflect high opportunity costs which may irage exit probabilities. Accordingly, we may

expect shorter durations in relation to exits image work positions.

Following previous research, information about fhdividual’s motivation is derived
from the founder’s biographical employment inforinat(e.g., Taylor 1999; Johansson 2000; van
Praag 2003). The unemployment duration and ‘minompleyment position’ (@eringfligige
Beschaftigungy before entering self-employment approximatelydiads ‘push motives’. We
expect shorter self-employment durations in refatio these attributes. In addition, the number of
different jobs held (in the past two years) opesas an indicator for an individual’s (voluntary
and involuntary) disposition towards changing jofisyytinen and limakunnas 2007; the

switching disposition’-hypothesis}.

Finally, we test the importance of the founder'snan capital in the context of the local
labor market situation using the interaction of iundual attributes and local labor market
characteristics. However, the local labor markehigdti-dimensional. In this study we concentrate
on the development of the local labor markets. &foge, the investigation uses the
unemployment index as the regional component fa& identification of interaction effects.
According to the findings of Kangasharju and Pe&k§2002) and in keeping with those of
Pissarides (1994), we will expect more qualifiedirfiders to show greater elasticity in their

reactions to external changes.

13 More precisely, we use the difference betweenréadized and predicted monthly gross income based selected
set of covariates (e.g., age, schooling, job changender, job position, size of the establishmeatiditional on
the type of profession and part-time or full-tintatsis). In cases, in which the realized income.& 13 quartile)
times larger than the expected (predicted) incowe,define this as a wage premium. We used thisstiold to
emphasize the notion of a ‘high’ wage premium amdvercome potential measurement errors.

4 In accordance with Lazear (2005), job changes alay operate as an indicator for the balance ohdividual's
skill set. However, we will not pursue this persipee based on the number of job changes.
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4.4 Econometric setting

To conduct the empirical investigation we use aewdbd failure time models which
define an episode as a result of the timithat is scaled by a set of attribute® given a certain

time-scaling function. Technically, this is

I, =expEx B, (4.1)

where Tt denotes a random variable irand £, is a vector that describes the average (scaling)
impact of a covariate on the expected length oépisode. In the current setting, this is the time
elapsed until the quitting of self-employment issetved and its correlation with the explanatory
attributes. In the basic form the model is basedaolinear model of the natural logarithm of

survival time (Cleves et al. 2004):

In(t) = x B, +In(r))
=ﬂ0+xile+Ui (42)

where the logarithm of the process timet)ni€ a linear function of an individual’'s charadsgics
X. The error ternv is assumed to follow a certain distribution angtaaes the properties af For
example, ifv follows the standard normal distribution, the esponding survival tima is

subject to the log-normal distribution.

In the modeling approach, we will allow for unobssst heterogeneity. Absent
information will be treated as a (systematic) mexgfication of the model, which we control for
by assuming that it can be captured due to a cedpécification of a random effect (Guiterrez
2002) Technically, we separate the ertprterm into a random componenr) @nd an individual

systemic componenti:

In(t) =B +xB.+& +a, (4.3)

wherea captures an additional time dependency in thereemon. Taking frailty into account, we

specify the unobserved heterogeneity to follow enga distribution with a mean of one and a

15 Missing information may lead to a misspecificatiohthe duration model, causing an inadequate ss@tion of
the timing of exits. Limited information may be a&td to the characteristics of the start-up progecto limited
individual (e.g., individual risk aversion or theusehold context) and regional information (e.ompetition).
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variance of® (see Cleves et al. 2004J.Given the set of observed information as wellrasty,

we obtain

In(ti) ::30 +XiIBx +Xrﬁx +XrtIBx +Xrt,iIBx +‘9i +ai . (44)

All information referring to the individual levelsitime-invariant X, capturing to).
Regional attributes address both fixed and timeswnar covariates X; and X;1). X; represents

interaction effects between the local labor masketation and individual characteristics.

To account for different economic reasons for lagvself-employment, we will specify

formula (4.4) for different exit events:

In(t’) = f(x', x},x), %}, B),0,9(al)), withj = 1,.....j andr; = min{ty,...,T3}. (4.5)

For the investigation we will focus on a distinctibetween exits into employment and
exits into unemployment. Observations that exib iatdifferent destination than those of interest
are treated as censored. Competing exit risks mestutually exclusive. That means that the
considered exits must describe distinct transistates jE1 is not a subset ¢#1). Furthermore,
for a consistent interpretation, we must assumalitiomal independency of the competing risks
(see Thomas 1996 and Cleves et al. 2004).

4.5 Descriptive findings: profile, exits, and posexit status

4.5.1 The profile of self-employment out of unemplament and the macroeconomic
situation

As Table 4.1 shows, the population consists maoflynales, middle-aged individuals
around the age of 38, and highly qualified peopdee( Table A.4.3 in the appendix for
correlations). Almost 50% came from a small-firmchground. Compared to Wagner’s (2004)
findings, this is slightly higher than the proportifound among German nascent entrepreneurs
(44%).

In addition, with reference to Lazear's ‘Jack-dfEdades’ hypothesis (Lazear 2005), the

average total number of job changes within the ywar period prior to starting the business is

18 Gauss or gamma distributions are usually useamarol for unobserved heterogeneity in duration sledGuiterrez
2002). We chose the gamma distribution becausertdre flexible. Heckman and Singer (1984) haveesged the
criticism that the choice of the parameterizatioaynbe sensitive to estimates [fHowever, following Manton et
al. (1986), we assume that the better the paraimatem of the baseline function, the lower the siginity.
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around 1.37 73% of the founders had experienced a longer sffalhemployment (> 4 months)
before entering self-employment. In accordance Bibigenhold and Staber (1991) and van Praag
(2003), this is indicative of a sample populatibattappears to be more likely to be pushed into

self-employment.

Note that the period under observation (1999 to5208 characterized by an economic
downturni® The non-weighted average unemployment rate acafissegions increased from
10.4% in 2000 to 13.03% in 2005. This picture shatr®ng variation at regional level. The
spread (min-max-distance) of the local unemploynramés rose from a span of 24 percentage
points to 26 percentage points. In addition, betw&899 and 2005, the unemployment index
varied between 40 and 142 points. Likewise, theeslod vanishing firms (firm hazard) ranges
from 6% to 13.8% in 2000 and increases to betweé¥&nd 15.5% in 2005.

4.5.2 Exits and exit status

Table 4.1 also displays the distributions of thearates conditioned for different types of
exits from self-employment (exits in general, exiteo wage work, exits into unemployment, and
exits into other states). Males, founders with leighualifications (high school diploma, college
or university degree, master craftsman qualificatiovith premium income and short
unemployment duration), and founders who have apleyment background associated with
small business tend to be less likely to exit. ey on the post-exit states the results show that
individuals with higher qualifications tend to beore likely to switch to wage work positions. In

addition, exits into unemployment appear to betiaddy more likely in east Germany.

7 sSilva (2007) reports an average of almost 1.8 jobkl by Spanish adults before setting up a businégagner
(2006) finds a higher figure for the number of figlof experience (3.6) among German nascent eetneprs. Both
studies use definitions that differ from the onedisere and will systematically lead to higher figgi

18 Note that the economic situation in Germany change 2006 with an improvement of the macro-economic
conditions.
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Table 4.1: Descriptive statistics for entries and»dts

entries exits
all into into into unknown
employment unemployment status
n 161,086 89,529 24,901 53,598 11,030
variable
mean stdv mean stdv mean stdv nmea stdv mean stdv
individual characteristics
gender (male 0.71 0.452 0.69 0.461 0.68 0.465 0.74 0.441 0.52 0.500
age" 37.79 8.637 37.90 8.922 36.73 8.088 38.55 9.350 37.37 8.262
motivation
short unemployment
(< 4 months}! 0.27 0.444 0.23 0.424 0.26 0.437 0.23 0.421 0.21 0.406
minor employment 0.05 0.212 0.05 0.222 0.04 0.201 0.05 0.207 0.11 0.309
number of job changés 1.34 0.691 1.38 0.736 1.42 0.730 1.38 0.746 1.31 0.691
qualification
schooling (>= high schoof) 0.28 0.449 0.27 0.444 0.32 0.466 0.23 0.419 0.38 0.484
academic degree 0.16 0.371 0.16 0.362 0.18 0.383 0.13 0.339 0.21 0.410
master craftsmahforeman® 0.03 0.168 0.02 0.126 0.02 0.136 0.02 0.123 0.01 0.111
managemert 0.06 0.228 0.05 0.225 0.07 0.250 0.05 0.217 0.04 0.199
commercial backgrountl 0.17 0.371 0.18 0.386 0.20 0.399 0.17 0.378 0.19 0.389
wage premiund 0.26 0.441 0.25 0.431 0.30 0.457 0.22 0.417 0.24 0.427
small business (< 20) 0.51 0.500 0.47 0.499 0.48 0.500 0.46 0.498 0.49 0.500
local labor market
unemployment ratg" 12.30 5.365 12.57 5.439 11.39 5.122 13.30 5.541 11.72 5.031
unemployment indeX " 100.00 0.000 103.38 13.375 102.40 14.551 103.22 12.370 106.42 14.802
variation index"" 0.41 0.193 0.41 0.189 0.39 0.181 0.42 0.192 0.38 0.185
% vanishing establishmerit$** 9.81 2.056 10.53 2.070 10.13 2.069 10.70 2.063 10.61 1.983
east German§ 0.29 0.456 0.28 0.448 0.20 0.397 0.34 0.472 0.19 0.391
cohort
1999¢ 0.21 0.411 0.22 0.415 0.27 0.445 0.20 0.400 0.20 0.403
2000 0.24 0.429 0.25 0.431 0.28 0.447 0.23 0.423 0.24 0.429
2001 0.25 0.432 0.25 0.431 0.23 0.418 0.26 0.437 0.24 0.427
2002° 0.29 0.456 0.29 0.452 0.23 0.418 0.31 0.462 0.31 0.463
profession
1 (primary sectof) 0.02 0.133 0.02 0.128 0.01 0.115 0.02 0.134 0.02 0.124
2 (trade/manufacturing) 0.39 0.488 0.36 0.479 0.32 0.468 0.39 0.489 0.24 0.429
3 (commercial/administratiof) 0.34 0.474 0.37 0.482 0.39 0.488 0.35 0.478 0.38 0.485
4 (transport/security/post) 0.08 0.269 0.09 0.287 0.09 0.283 0.10 0.295 0.07 0.252
5 (medical/caré) 0.04 0.186 0.02 0.153 0.03 0.181 0.02 0.128 0.04 0.191
6 (education/social welfare) 0.05 0.215 0.05 0.218 0.06 0.240 0.04 0.195 0.07 0.263
7 (else professiofi) 0.09 0.280 0.10 0.293 0.09 0.280 0.08 0.274 0.18 0.384

The table reports mean values and standard dewiédtdv); note that the mean reflects shares inafa dummy variable

d stands for a discrete change of dummy variale @ to 1; n stands for a numeric variable (metrig regional information, t = indicates time
varying attributes (monthly information changing aguarterly basis; in the case of vanishing eitaients annual information is used);
source: IEB; own calculations

Information related to the time-dependent natureegit is displayed in Figure 4.1.

Specifically, it shows the survival function (ledraph) and the related hazard function (right
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graph) based on the Kaplan-Meier (1958) procedUFar information purposes, both functions

are displayed separately for each entry cohort.

As can be seen on the graph, time survival is laigthe beginning of the process (above
95%) and rapidly decreases after a period of sixtim® (end of the promotions period). After a
period of 36 (24) months, almost 55% (60%) of alirees are still self-employed. This decreases
to a share of 46% until the end of the observapernod (83 months). This indicates much lower
survival rates than those found in previous rede®rin keeping with the survival function, the
hazard rates (see right graph) increase durinditftenmonths and then decrease before the twelfth
month of activity. In conclusion, the hazard rabddws a ‘sickle-shaped’ function which is also
reported in earlier research (Bruderl et al. 199aylor 1999; WielRner 2001; Oberschachtsiek
2008).

Figure 4.1: Time dependency of self-employment exsit
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source: IEB; own calculations

19 The survival function estimates for each time imgé the probability thathose who have survived the beginning of
the interval will survive to the end. Thereforedgfines as the product of the conditiopedbabilities of surviving
each time interval. Accordingly, the hazard funotidefines as the risk of a failure event in a givieme interval
conditional to the population that is at risk oilifeg in that given time interval.

20 wieRner (2001), for example, reports survivalsatgalmost 70% after a period of three years. Hing Gungbauer-Gans
(1999) find survival rates of 80% after two yeamsd Caliendo and Kritikos (2007) report survivabgabf between 65%
and 70% after a period of two years. However, venéa may arise from different observations perants from different
data sources. In particular, previous researchsiexion survey data which may suffer from a pasttp bias.
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Returning to Table 4.1, we also find that almosk6quit self-employment by exiting into
unemployment and that only 28% entered into newleympent; this is similar to the findings in
Oberschachtsiek (2008).However, focusing on the post-exit state doesamstwer the question
as to whether the observed state remains stabke.data show that almost 45% of all exits into
employment fall back into unemployment and arour@®o3of those who have quit self-
employment by starting a period of unemploymenémger a wage work position. In addition, we
find that 50% of all post-exit states change witthia first six months and that 75% change within

one year.

4.6 Determinants of duration

4.6.1 Model selection and the value of local inforation

Since accelerated failure time models allow differeanderlying time-scaling functions,
we tested different specifications for capturing thost adequate parameterization of the model.
We use likelihood-ratio tests (LR) and the Bayedi@ormation criteria (BIC; see Raftery 1986
and Burnham and Anderson 2004). According to theatdhrate function displayed in Figure 4.1,
we tested gamma, log-normal, and log-logistic distiions, of which the log-normal duration
model shows the best fit to the d&taests for unobserved individual heterogeneity éaté that
individual frailty can not be rejected while contiog for individual and regional
characteristicd® Therefore, all model specifications used for tmepeical investigation below
control for an individual gamma distributed fraifyFor a graphical assessment of the model

selection, see Figure A.4.1 in the appendix.

Before starting the investigation of single atttidmi we will first examine the relative
importance of local information in explaining selfaployment longevity. Using likelihood ratio

tests different model specifications are studiedcivhnclude different sets of covariates. We use

21 Note that for the population of business foundeh® were not unemployed before becoming self-emgdoyraylor
(1999) and Johansson (2000) find an inverse pidtunghich most self-employed people end their peérod self-
employment by entering a new job or quitting setfpdoyment voluntarily.

22 |n addition, we also tested the shape parametdreoffamma-distribution in its support for a logsmal distribution
of the self-employment durations (see Cleves e2@D4) which also supports this choice. Conditiomlall exits,
the shape parameter Kappa is not significantlyegéht to zero, which supports the choice of a logiral
distributed duration model. However, conditioning exits into employment and unemployment does mefep a
specific model.

2 The null hypothesis is tested that the varianaaater theta equals zero (see Guiterrez 2002).

% In keeping with the objections stated by Heckmad &inger (1984), we do not find strong differencelsted to the
inclusion and the specification of the frailty term
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entropy (see Table 4.2).

Table 4.2: LR-test and the entropy of nested models

the development of the likelihood ratio and the BA€ indicators for the improvement of the

exits
all into
employment unemployment
specification
reference (model 1) LR: 3,163* LR: 2,722* LR381*
(introducing b1) BIC: 436,000 BIC: 184,658 BIg12,585
human capital (model 2) LR: 4,440% LR: 970* 1R269*
(adding b2 to modell) BIC: 431,719 BIC: 183,875 BIC: 309,475
labor market | (model 3a) LR: 56* LR: 136* LR7@
(adding b3a to model2 BIC: 431,669 BIC: 183,753 BIC: 300,121
labor market Il (model 3b) LR: 24* LR: >1 LR: 54
(adding b3b to model2 BIC: 431,658 BIC: 183,767 BIC: 309,082
labor market Il (model 3) LR: 1,015* LR: 494* LR: 1,315*
(adding b3 to model2) BIC: 430,820 BIC: 183,496 BIC: 308,276
H*R (model 4) LR: 90* LR: 16* LR: 73*
(adding b4 to model3) BIC: 430,831 BIC: 183,582 BIC: 308,305

table reports Likelihood Ratios (LR) and the Bageslinformation Criteria (BIC)

explanation: * indicates a significant rejectiontioé null-hypothesis of the Likelihood Ratio test;

the tests sequentially relates to the less compledel

content of the blocks: b1 (gender, age (+sq), dolpoofession, east/west); b2 (short unemploymeamior
employment, number of job changes, schooling, av&ddegree, crafts master, management, commercial
background, wage premium, small business); b3anipf®/ment rate); b3b (unemployment rate squaregl); b
(unemployment rate (+sq), unemployment index (+egpiation index (+sq), vanishing establishmentsq}}; b4
(interaction effects as displayed in Table 4.5)

source, IEB; own calculations

As Table 4.2 also shows, the equality of the modalsbe rejected for all steps and for all
types of exits. Concerning the regional attributes are introduced in model 3, this indicates that
controlling for regional characteristics statistigaimproves the modeling of self-employment
durations. However, the sequential introductionnefv attributes also shows a decrease in the
relative informational contribution of the includexbvariates. Testing different orders for the
inclusion of attributes reveals that the highedt gin relates to the introduction of individual
characteristics. Furthermore, Table 4.2 also repthrt the relative importance of different sets of
covariates in explaining self-employment duratiaffeds depending on the type of exit. Unlike

previous findings, our results suggest that extecoaditions predominantly correlate with exits

% The profession, the start-up cohort, gender, agd, the East/West classification are used to canthecreference
model (model 1). The second set of attributes dddber individual characteristics (e.g., motivatjaualification,
model 2). Model 3 and model 4 incorporate regiatedracteristics, in which the latter also inclutles interaction
between individual characteristics and the (linear@mployment index.
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into unemployment. In sum, the highest entropy teslato the model specification that adds

individual and regional characteristics (modef%3).

Second, in accordance with section 4.2, we aldothesnet gain of a higher complexity in
addressing local labor market conditions. Again, wee likelihood ratio tests for model
specifications that include different sets of regibcharacteristics. As can be seen from Table 4.2
(see specification ‘labor market II'), introducireg squared term yields a statistical significant
improvement of the entropy for all type of exitssurthermore, the sequential inclusion of further
local information (linear and squared term of theemployment index and firm hazard; not
displayed) also rejects the equality of the modetsall types of exits with the exception of the
variation indexX® Therefore, there is strong support for the usmoliple measures in addressing
local labor market conditions. Also notice that ceming the entropy of the statistical modeling
greatest improvements result from controlling foe tunemployment index and firm hazards,
which — in the case of the unemployment index —psupthe high relevance of external changes

as discussed earlier and also reported in Terva-aapanen (20095.

4.6.2 Testing single attributes

Two model specifications are differentiated for thgestigation. First, results concerning
local and individual characteristics are based lmnmhodel specification with the highest entropy
(model 3) and are reported in Table 4.3. Secorelsgiecification as described in model 4 is used

for the investigation of the interaction effectfielresults are displayed in Table 4.4.

Note that the interpretation of the coefficientdag-normal duration models is very close
to a percentage changetirelated to a change i(In(t)/Ax), in which the natural exponent of the
coefficients represents the time ratio. Negativeues of B, (¢’ < 1) are associated with shorter
expected durations and therefore accelerated eltitshould also be noted that the results
concerning the competing exit risks must be intetga with care due to data limitations (see
section 4.3) and due to the high dynamics of thst-eait employment states. In particular, the

latter point may limit the validity of a distincdentification of the considered exit risks.

% The BIC supports this pattern. However, the Bl€oashows a negative improvement of the entropytirgjao the
introduction of the interaction between local claaeaistics and individual attributes.

27 We also tested cubic effects of the unemploymatet. However, returns to this inclusion are noisgghg in terms of
statistical significance and model improvement.

% The inclusion of the variation index only showedrabust significant model improvement for exits ant
unemployment. Significant contributions related ttee LR tests depend on the order of the included ofe
covariates.

2 We also tested the entropy of the model specifinabased on model 2 plus the linear and squart=ttedf the
unemployment rate in comparison to the same spatifin based on the unemployment index. The BIC @&dghigher
entropy for the latter specification which also pofis this interpretation. More detailed informatis available from
the author.
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Furthermore, it may be questionable as to whetlkés énto wage work and unemployment are
independent in a very narrow sense when focusintpcal labor markets. Therefore, results are

reported for exits in general and for the two typésompeting exit risks.

Local labor market characteristics

As it can be seen from Table 4.3 the results shat & one percentage-point increase in
the local unemployment rate causes a reductiohetelf-employment period by a factor of 0.91
(=¢; p=-0.095). This effect diminishes for very high urgoyment rates and turns negative for
very high values (peaking around 23% - note that dnge varies from to 2.6% to 30%). The
Sasabuchi test supports this inversely u-shapeterpatSasabuchi 19869. Accounting for
competing exits shows a similar pattern. Furtheamave also see that exits into wage work are
less affected by an increase in the unemploymaeatthean exits into unemployment.

We also tested the traditional implementation irnickhwe studied the effect of the local
unemployment rate without controlling non-lineafeets and without controlling further regional
information (not displayed in Table 4.3, estimatidmase on model 2). Not controlling for other
local characteristics reveals a lower correlatiebaeen the local unemployment rate and duration
in self-employment; and, for exits into wage wohe teffect even turns its direction. In detail,
leaving all other local covariates out and onlyusing on the linear effect reveals that duration
are shorten by a factor @=0.993 according to a percentage change of the plogment rate
(exits into unemploymente’=0.98). The effect found for durations until exitdo wage work
even turns positiveef=1.03) which would indicate an extension of thef-eshployment period
with an increase of the unemployment rate.

For the time-varying unemployment we also find thatlabor market conditions worsen,
the expected self-employment duration decreasesieMer, according to the estimates displayed
in Table 4.3 (model 3, controlling for other loatributes) the unemployment index is only of a
moderate importance for duration. Furthermore, éhisr no support for an inversely u-shaped
correlation between duration and the unemploymedéx (Sasabuchi test). Exits into wage work
are statistically unaffected by changes in the ysleyment index. However, this picture of a
moderate impact depends on the additional inclusibthe attribute in model 3. Testing linear
and non-linear effects related to the unemployniedéx as the only local information (based on
model 2) reveals that the net scaling effect reldtea change of one standard deviation in the
unemployment index is much higher (-0.41) than dwresponding effect found for the

unemployment rate (-0.12).

%0 The null hypothesis was tested that the relatipnsha variable to another increases at low valfean interval and/or
decreases at high values.
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Table 4.3: Scale effects of self-employment duratio(without interaction effects)

all exits exits into employment exits into unemptmnt
variable
p (se) B (se) p (se)
individual characteristics
gender (male 0.127%** (0.01) 0.176%** (0.018) -0.018 (0.012)
age" 0.082*** (0.003 0.012* (0.007) 0.096*** (0.004)
age (squared) -0.001*** (0.00) 0.00 (0.00) -0.001** (0.00)
motivation
short unemployment (< 4 montHs) 0.284*** (0.009) 0.192%** (0.017) 0.304*** (0.011)
minor employment -0.264%+* (0.019) -0.119%** (0.037) 0.094%** (0.02)
number of job changds -0.119%** (0.018) -0.349%* (0.035) -0.039* (0.021
number of job changes (squaréd) -0.016*** (0.005) 0.026*** (0.009) -0.029*** (0.06)
qualification
schooling (>= high schoof) 0.111%** (0.01) -0.077*** (0.02) 0.240*** (0.013)
academic degrek 0.051*** (0.013) -0.084*** (0.024) 0.136*** (0.01p
master craftsman / foremén 0.682*** (0.025) 0.514*** (0.048) 0.730*** (0.031)
managemerft 0.108*** (0.018) -0.113*** (0.034) 0.172%* (0.02p
commercial backgrountl -0.040*** (0.013) -0.104*** (0.024) -0.016 (0.015)
wage premiund 0.177%** (0.009) 0.040** (0.017) 0.183%** (0.011)
small business (< 20) 0.259%+* (0.008) 0.207*** (0.015) 0.279%** (0.01)
local labor market
unemployment raté"’ -0.095%*** (0.005) -0.033*** (0.009) -0.151*** (0.06)
unemployment raté"" (squared) 0.002*** (0.00) 0.001*** (0.00) 0.003*** (0.00)
unemployment indeX " -0.033*** (0.002) 0.00 (0.004) -0.040%*** (0.003)
unemployment inde% "' (squared) 0.000*** (0.00) 0.00 (0.00) 0.000*** (m)
variation index" " 1.100%* (0.097) 1.533%*+ (0.182) 1.228%** (0.119)
variation indexX" " (squared) -0.603*** (0.077) -0.744%** (0.145) -@Brr* (0.094)
% vanishing establishmerit$** 0.349%** (0.021) 0.309%** (0.04) 0.489%** (0.026)
% vanishing establishmerft$** (squared) -0.011%** (0.001) -0.009*** (0.002) -QLe*** (0.001)
east German§ 0.123*** (0.018) 0.237*** (0.035) 0.012 (0.021)
cohort (ref: year 1999)
three dummy variabl&s not reported
profession(ref: trade/manufacturing)
seven dummy variables not reported
constant 1.808*** (0.177) 2.152%** (0.329) 1.943%** (0.212)
In_sigma 0.211%** (0.005) 0.532%** (0.009) 0.177%* (0.006)
In_theta -0.513%** (0.03) 0.572%* (0.064) 0.561*** (0.024)
observations 2,040,855 2,040,855 2,040,855
exits 89.529 24.901 53.598
chi2 8980.863 4285.711 7645.934
BIC 430458.77 183398.74 307596.26

table reports beta-coefficients based on a lognbduation model

d stands for a discrete change of dummy varialole @ to 1; n stands for a numeric variable (metrg regional information, t = time
varying attribute ; (se) standard errors in paresdis

level of statistical significance: * p<0.10, ** p<b, *** p<0.01

X Using 1999 as the reference year, we find thanhgeu start-ups are associated with a higher likaihof exiting, particularly exiting
into unemployment. Note that the cohort has a wrgng effect on scaling the time function (se@&gure 4.1)

source, IEB; own calculations

While the above findings suggest that deteriorateapnomic conditions reduce self-

employment duration, increasing instability (vaioa) and lower economic prosperity (firm
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hazard) have the opposite effect. Again, the resslibw non-monotonic correlations. In the case
of unemployment variation, our findings provide pap for the hypothesis of reduced option
values for quitting self-employment. Based on thaased effect, we expect a negative marginal
effect relating to local instability in durationrfealues above 0.9 (max=1.32). Unfortunately, the
interpretation of this covariate is not a simpleogedure. By way of illustration of this
complexity, one standard deviation (0.193) simylagrolongs the expected self-employment
duration to less than a one year increase in agea(e 1/8 of the standard deviation; not taking
into account non-linear correlations). The level lotal firm hazard is associated with a
diminishing effect in prolonging self-employment rdtion (taking into account a calculated
extremum at 16% and an upper bound of 15.5%). ttiquéar, the high decelerating effect found
for exits into unemployment supports the fact ttat level of firm hazard in a region strongly

associates with reduced competition and/or lowegemaiork options.

Accounting for the differences of the local laboranket conditions in east and west
Germany enables controlling for structural macroramic disparities in Germany. In general,
east Germany has higher unemployment rates, loa@namic dynamics, and higher proportions
of people who receive social transfer payments thast Germany (e.g., Blien and Hirschenauer
2005). As observed by the instability measure @taon index) and the prosperity measure (firm
hazard), worse macroeconomic conditions cause arease in self-employment durations. All
else being equal, a shift to east Germany from @&3smany causes an increase in duration by a
factor of 1.13 (¥’; $=0.123). Note that this reveals a different pictutan found in the

descriptive findings.

Individual characteristics

Results concerning socio-demographic charactesisgénd formal qualification are
moderately in line with previous findings (e.g., darsson 2006; Briderl et al. 1992; Georgellis
and Wall 2005). As Table 4.3 shows, men can be rebseas remaining longer in self-
employment than women (almogt=1.13 times longer$=0.127), self-employment duration in
age (peaking around an age of 38) displays an sevarshaped pattern, and there is support for
the opportunity cost structure of qualification éoall positive effects but negative effects for

exits into wage work).

Interesting findings may be observed for individuatho are experienced in a commercial
line of work. As discussed above, we expect comparadvantages here for the management of
a business which implies a prolongation of self-mpment durations. However, the results in
Table 4.3 show a negative correlation with longeviExits in general and into employment
accelerate in conjunction with a background in mmgwrcial line of work by a time factor of 0.96

(#=-0.04) and 0.354=-1.04), respectively. Two explanations can corra® with this finding:
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founders with such a background appear to expegieliigadvantages in being self-employed and
they may face high opportunity costs. However, @ufoon the insignificant coefficient for exits
into unemployment predominately supports the seconerpretation whereby people with an

employment background in a commercial field willndled out of self-employment.

As can also be seen from Table 4.3, we find strdegelerating effects for all types of
exits related to ‘master craftsmen’ and ‘employmieatkground in small firms’. Specifically, the
fact of being a master craftsmamr foreman almost doubles the expected duratioexis, in
general, and exits into unemployment, in particulelhereas having an employment background
in a small firm increases the expected self-emplaynduration by a factor of between 1.23 and
1.32 (all exits:e’=1.29; p=0.259). These findings strongly support the ‘hotibe’-hypothesis,
including in the context of self-employment duratias argued above (see also Parker 2009 and
2007). Low division of labor obviously fosters (dod selects) specific capabilities which are

associated with comparative advantages for selfleynpent positions.

Furthermore, we also find an overall deceleratiffgat for the attribute ‘wage premium’
(e.g., for all types of exite’=1.19;=0.177). In accordance with the discussion in sect.3.3,
we should expect high associated opportunity codtged to this attribute. This should result in
decreased durations in the case of exits into wegd which is not found here. However, our
findings may reflect the fact that wage premiumsdteo disappear on the return to the wage
sector (Bruce and Schitze 2004 and Hyytinen andviRen 2008) and/or that the related ‘extra’

productivity is also likely to be transferred tdfsemployment.

The final set of individual attributes captures imational characteristics. For the most
part the results found here are in line with presgidindings and support the observation that
pushed individuals (longer unemployment, marginapbyment, and increasing job changes)
tend to display a shorter duration in self-employpihan non-pushed founders. As indicated by
the results presented in Table 4.3 (second panattobutes), we find very strong effects for the
unemployment duration and minor employment posgjomhich are some of the strongest effects
in the scaling of the time function of exits. Hoveeyit is worth noting that the included ‘push
attributes’ (minor employment and the inverse obrslunemployment) not only reduce duration
but also accelerate exits into employment. Thiscaigs that individuals who may be pushed into
self-employment do not experience much difficultyre-entering wage work. In addition, given
the accelerating effect of job changes on exitglgiding marginal effects for exits into wage
work), our findings provides support for the ‘switag disposition hypothesis’ (Hyytinen and
IImakunnas 2007).

31 Note that master craftsmen (and foremen) in Geymare highly qualified in technical and commercial
competencies and are specifically trained to becasmié-employed. Moreover, master craftsmen in Gemna
usually operate on markets with high entry barriers
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Table 4.4: Scale effects of self-employment duratio(including interaction effects)

all exits exits into employment exits into unemptmnt
variable
p (se) p (se) p (se)
individual characteristics
gender (male -0.292%** (0.075) 0.2 (0.134) -0.041 (0.088)
motivation
short unemployment (< 4 montHs) 0.319%** (0.073) 0.206 (0.131) 0.443*** (0.085)
Number of job chang€s 0.263*** (0.052) -0.08 (0.094) 0.351*** (0.061)
Number of job changes (squaréd) -0.015*** (0.005) 0.026*** (0.009) -0.028*** (0.06)
qualification
schooling (>= high schoof) 0.054 (0.075) -0.422%** (0.133) -0.065 (0.088)
master craftsman / foremén 0.451*** (0.168) 0.678** (0.32) 0.304 (0.202)
wage premiund 0.123* (0.07) 0.154 (0.125) -0.001 (0.083)
small business (< 20) -0.096 (0.067) 0.003 (0.119) -0.164** (0.078)
local labor market
unemployment indeX " -0.033*** (0.002) 0.002 (0.004) -0.038*** (0.003)
unemployment inde% "' (squared) 0.000*** (0.00) 0.000* (0.00) 0.000*** 0.00)
interaction terms
male * unemployment index (ue index) 0.004*** (0100 0.00 (0.001) 0.00 (0.001)
schooling (>= hs) * ue index 0.001 (0.001) 0.003***  (0.001) 0.003*** (0.001)
masters’ degree / foreman * ue index 0.002 (0.002) -0.002 (0.003) 0.004** (0.002)
short unemployment * ue index 0.00 (0.001) 0.00 0qa) -0.001* (0.001)
number of job changes * ue index -0.004*** (0.00) 0.003*** (0.001) -0.004*** (0.001)
wage premium * ue index 0.001 (0.00)1 -0.001 (0)001  0.002** (0.001)
small business * ue index 0.003*** (0.001) 0.002* 0.qo1) 0.004*** (0.001)
note: attributes that are not related to interacétfects are suppressed (see Table 4.4)
constant 1.830%** (0.199) 1.934%*=x (0.365) 1.759%** (0.237)
In_sigma 0.209*** (0.005) 0.530*** (0.009) 0.174*** (0.006)
In_theta -0.490%** (0.03) 0.588*** (0.063) 0.575*** (0.024)
observations 2,040,855 2,040,855 2,040,855
exits 89,529 24,901 53,598
chi2 9097.881 4306.051 7748.337
BIC 430443.46 183480.1 307595.55

table reports beta-coefficients based on a lognbduation model

d stands for a discrete change of dummy varialole @ to 1; n stands for a numeric variable (metrig) regional information, t = time
varying attribute; (se) standard errors in paresgke

level of statistical significance: * p<0.10, ** p<b, *** p<0.01

source, IEB; own calculations

Interaction effects (qualification and labor marlaeinditions)

Table 4.4 presents the results obtained by compfior interaction effects. As the results
show, males display greater elasticity in reactinpga negative economic development than
females (prolonging self-employment duration). $amieffects also appear for people with an
employment background in small firms. As alreadguad, the results show that the higher the
gualifications (higher education, master craftsmpremium earnings) in conjunction with an
(relative) increase in labor-market pressure, thegér the expected self-employment duration.

However, the statistical significance of the cagffnts concentrates on exits into unemployment
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while exits in general and exits into employmers kess likely to be affected by the interaction of

local characteristics and individual attributes.

We also tested whether this picture changes if \8e aontrol the interaction for the
nonlinearity of the unemployment index (not dis@dy. Overall, the results do not change
substantially but we find that higher education amage premium have a decreasing marginal

negative correlation with duration (insignificamir fexits into wage work).

4.6.3 Survival estimates

Combined linear and non-linear effects are not gasyterpret in terms of accumulated
net effects. In addition, what we do not see frdma tesults reported in Tables 4.3 and 4.4 are
concrete estimates for expected durations or fovigal. Therefore, Figure 4.2 enables the more
tangible understanding of the results: the grapiesvsthe cumulative linear and non-linear effects
of changes in the local labor market for the sualifunction. The graphical assessment covers
different measures of the local labor market caodg and is based on the estimates reported in
Table 4.4 (holding all other covariates fixed aeithmean). All graphs reflect the interaction
between time dependency and the scaling effechefcovariaté” It should be noted that for

technical reasons, the survival axes differ in ldgimg the range of the survival functions.

The picture of a (relatively) low correlation bewve external conditions and survival
chances found for the unemployment index and the&attan changes for the unemployment rate
and local firm hazard, where we see much strongeuraulated net effects (lower graphs). In
particular, survival decreases with local unempleyin(graph three) whereas the net correlation
between firm hazard and survival does the oppdsgjteph four). For both measures, we find a
predominant marginal decrease of changes in suringtead of an inflexion. In terms of specific
figures, an unemployment rate of 5% (which is atlttwer end of the measure) is associated with
a survival of 89.2% in t=12 and 64.0% in t=36. Rogher values of the unemployment rate (e.g.,
17%, equals the upper quartile of the measure)exgect survival chances of around 77.2% in
t=12 and 44.6% in t=36.

32 Unfortunately, the reported estimates do not aatelly account for the time-varying nature of theasieres because
the simulation assumes fixed values until
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Figure 4.2:
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The first graph (top left) informs about the effeétthe unemployment index on survival.
What we find is only a slight difference betweegtiand low values of the unemployment index
in scaling the time function of survival. For exampn t=48, we observe a survival rate of almost
42.6% for an index value of 80 and a survival rate45.3% for an index value of 130. The
accumulation of both effects shows that the unegmpknt index plays only a minor role in
explaining survival. Similar results can be foundr fthe accumulated net effect of local
employment instability (see second graph, top jighhe related survival chances vary between
46% and 57% in t=36 and between 22.7% and 31.88480.

The most significant effect is detected for the suga of local firm hazards (share of
vanishing establishments) where we find a strorfgidince between the low and high values of
firm hazard for survival. A linear decrease canadinbe observed for high values of firm hazard
and a strong compressed time dependency for lowegalln t=12 we expect survival chances of
almost 68.6% conditional on a share of vanishimmgi of 7%. This decreases to 34.6% in t=36
and 26.1% in t=48. In a local market with 13% fih@azard, survival increases to 86.7% in t= 12;
59.3% in t=36 and 49.7% in t=48.
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4.6.4 Robustness checks

Spatial structures, which have not been considemdo now, may harm the estimates
because of clustered observations and spatial latioe. First, in addition to the results reported
in Tables 4.3 and 4.4, we also used cluster-adjustandard errors to account for the potential
correlation between observations within the samealldabor market (see Moulton 1998).
However, the results do not substantially diffenfrthe reported results (not displayed). Second,
spatial correlation cause neighborhood effects twhineans that measuring labor market
conditions in Region 1 adjoined to Regions 2 to @eg not precisely reflect labor market
conditions relevant for the individuals in Region Taking such neighborhood effects into
account, all estimates were also carried out usvegghted regional information. We used the
commuter matrix to weight local informatidhAgain, the reported results in Table 4.3 and 44 d

not substantially differ from those related to theighted regional information (not displayed).

Finally, several studies report strong gender déices and thus investigate the
determinants of self-employment duration separafely males and females (Williams 2000;
Georgellis and Wall 2005; Wagner 2007). A Chow &sgtports that the coefficients of the whole
population vary statistically significant acrossder for all types of exit (Chow 1960). However,
related to single attributes differences betweetemand females are less pronounced in terms of
the relative magnitudes of the coefficients. Wenfduhat higher education seems to be relevant
for females concerning exits in general and interaployment while it has a higher impact on
quitting into wage work for males. Similar effeetiee found for a college degree. Moreover, being
experienced in a management position matters tgetaextend for males in quitting self-
employment than for females. Obviously, opporturitsts seem to be more important for males

than for a female. This indicates different findsnipan those reported in William (2000).

4.7 Summary and conclusions

This study focuses on examining local labor madgaetditions and individual attributes in
determining the stability of new self-employmenttress. In particular, we concentrate our
investigation on how external changes interact withividual differences in scaling the duration in

self-employment. The data used for this inquiry \athered from the Federal Employment Service

% The identification of regional clusters refersiokey et al. (2007 and 2006) — see also Table ArdtBe Appendix.
The use of regional data usually causes problemslation to spatial inter-correlation.

34 The commuter matrix is used to construct a weigimegional measure according to the interdependehtee local
labor force. Therefore, the more important the tabmrket of a neighboring region, the higher thdghe of its
(e.qg.) local unemployment rate for the calculatidrihe weighted unemployment rate for the regioqumestion.
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(register based data) and capture a populatiomarhgted founders, who were unemployed before

starting their business, entering self-employmetitveen 1999 and 2002.

While most of the descriptive findings support poes results, our findings show that
almost 56% of all individuals quit self-employmeshiiring the observation period of 83 months,
indicating a lower share of survivors than foungrevious studies. Furthermore, we find that 60%
quit self-employment by exiting into unemploymemida28% who entered into new employment
directly following their self-employment state. Ehis in line with Oberschachtsiek (2008) but
contradicts the findings of Cueto and Mato (20@8hansson (2000) and Taylor (1999) which show
an inverse relation between exits into wage wortt Brto unemployment. In addition, our results
show great dynamics in the post-exit employmentitjpos, which has been unreported in previous

studies.

The first part of our multivariate investigationcfses on the importance of including local
labor market conditions. We find that the effeciafal labor market conditions on duration in self-
employment is only roughly captured by the localemmployment rate. In particular, most
improvements of the entropy relate to informatibattcaptures economic changes. This is in line
with previous findings (Tervo and Haapanen 2009 sinpports the theoretical discussion. We also
find that controlling for human capital attributeveals the greatest improvement in describing self
employment longevity while the interaction of lodaformation and individual characteristics is

only of lower importance.

In a second part, we tested single attributes. fdimally, potential effects will be
ambiguous concerning direction and magnitude ofcthreelation with duration in self-employment

for most of the included characteristics.

Our results show that local labor market conditibase a rather complex impact on self-
employment longevity. All local labor market attties reveal a diminishing correlation with
duration in self-employment - and partly inverserginaal effects. We also find that not controlling
for squared effects partly reveals contrary findirfgr the effect of the unemployment rate on
duration. In particular, this may explain ambigudinglings in previous studies (Johansson 2000;
Taylor 2000). We also find that high or increaslogal unemployment rates cause more unstable
self-employment periods. In contrast, increasingaldirm hazard or local instability in wage work
positions extend self-employment episodes. Theeefoour findings indicate that local
unemployment is associated with a higher redudtiaelf-employment income than in the potential
income in wage work. Simultaneously, the resulssthat a reduction of the option value of wage

work (if wages become more risky) relatively favarsome position in self-employment.

On the individual level, we find that qualificatimnhances duration in general but it also
accelerates exits into wage work positions. Werpra this as the effect of opportunity costs.

Furthermore, we find that ‘short periods of unemyptent’, ‘employment experience in small
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firms’, ‘being a master craftsman’ and ‘having riweel a wage premium’ are related to an overall
extension of self-employment periods. Thereforesséh attributes seem to be associated with
comparative advantages in self-employment. In paldr, our finding that ‘employment experience
in small firms’ enhances duration in self-employmenthe first sign for evidence to support the
theory that the ‘hot-house’ hypothesis also appirethe context of self-employment success (see
Blanchflower and Meyer 1994; Wagner 2004; Parke®720 Obviously, low division of labor
fosters (and/or selects) specific qualities whiod @ higher advantages for self-employment than
for wage work. Furthermore, our results show thab@mmercial background relates to comparative
disadvantages for self-employment positions maatffected by high opportunity costs. We find
that re-employment risks mainly increase due tdmgmbers of job changes which support the

‘switching disposition’ hypothesis as suggestedyytinen and limakunnas (2007).

In addition, even if less pronounced our resultead that individuals significantly differ in
reaction to changes of external conditions. Maled gualified people seem to face a higher
decrease of option values for wage work in thedasing absence of external employment options
and remain self-employed longer than their coumteésp However, statistical significance is
concentrated on exits into unemployment. Accordingbbustness checks show that qualification
are less important for females in quitting into wagork, which indicates that the exit behavior of
females is less affected due to opportunity cdzstly, this is in conflict to the findings of WaIm
(2000) who argued that penalties due to self-empboyt in returns due to experience mainly arise

for women.

Based on these findings several implications caddvved. First of all, political attempts to
promote self-employment out of unemployment maydeaction if regional agents consider local
economic conditions. In particular, in regions withemployment rates below 20% changes in the
economic conditions matter for survival and theBanges mainly reduce survival chances of the
less qualified. However, the study shows a quitemglex pattern of the importance of external
economic conditions. Therefore, further researel ploints to the importance of regional conditions
in self-employment exits is needed. On the indigidevel our results suggest that fostering self-
employment may gain efficiency when focusing oninireg broad skills or when focusing on
individuals with such competencies. However, it Vdobie interesting if this finding differs across
other populations of self-employed individuals (erggrants, people not starting out of a positiébn o

unemployment).

80



4.8 References

Acs, Z.J. and Armington, C. (2004a). The impacigebgraphic differences in human capital on
service firm formation rategournal of Urban Economi¢c$6, 244-278.

Acs, Z.J. and Armington, C. (2004b). Employment @tlo and Entrepreneurial Activity in Cities.
Regional Studies38, 911-927.

Andersson, P. (2006). Determinants of Exits fronif-Genployment. In Andersson, P. (ed) Four
Essays on Self-Employment, Swedish Institute foci&@oResearchDissertation Series
No. 69, Stockholm.

Andersson, P. and Wadensjd, E. (2007). Do the Uteyad Become Successful Entrepreneurs?
A Comparison between the Unemployed, Inactive andg®Earners.nternational
Journal of Manpower28, 604—626.

Arntz, M. and Wilke, R.A. (2009). Unemployment Dtioan in Germany: Individual and Regional
Determinants of Local Job Finding, Migration andbSidized EmploymentRegional
Studies 43, 43-61.

Bates, T. (1990). Entrepreneur Human Capital Ingumd Small Business Longevityhe Review
of Economics and Statisticg2, 551-559.

Bergmann, H. and Sternberg, R. (2007). The Changiace of Entrepreneurship in Germany.
Small Business Economjcz8, 205-221.

Blanchard, O.J. and Diamond, P. (1994). Rankingnpieyment duration and wageReview of
Economic Studiesl, 417-434.

Blanchflower, D.G. (2000). Self-employment in OECBuntries Labour Economics7, 471-505.

Blanchflower, D.G. and Meyer, B.D. (1994). A Longiinal Analysis of the Young Self-
Employed in Australia and the United Stat®mall Business Economjd, 1-19.

Blau, D. (1990). Job Search Outcomes for the Engdognd Unemployedlournal of Political
Economy 98, 637—-655.

Blau, D. (1992). An empirical analysis of employadd unemployed job search behavior.
Industrial and Labor Relations Revigdb, 738—752.

Blien, U. and Hirschenauer, F. (2005)Vergleichstypen 2005: Neufassung der
Regionaltypisierung fir Vergleiche zwischen Agdmtairken IAB-Forschungsbericht,
24/2005, Nurnberg: Institut fur Arbeitsmarkt- undmfsforschung.

Bogenhold, D. and Staber, U. (1991). The Declina d&ise of Self-EmploymentWork,
Employment and Society, 223—-239.

Boheim, R. and Taylor, M.P. (2002). The Search Soccess: Do the Unemployed Find Stable
Employmentd.abour Economics9, 717-735.

Bruce, D. and Schutze, H.J. (2004). The Labor MaiRensequences of Experience in Self-
EmploymentLabour Economicsll, 575-598.

81



Braderl, J., Preisendérfer, P. and Ziegler, R. @9%urvival Chances of Newly Founded
Business Organizationdmerican Sociological Review7, 227-242.

Burnham, K.P. and Anderson, D.R. (2004). Multimobtgerence. Understanding AIC and BIC in
Model SelectionSociological Methods and Researds, 261-304.

Caliendo, M. and Kritikos, A.S. (2009). Die refoemie Grindungsforderung fur Arbeitslose:
Chancen und Risikeerspektiven der WirtschaftspolitikO, 189-213.

Caliendo, M., Kritikos A.S. (2007). Start-Ups byettunemployed: Characteristics, Survival and
Direct Employment EffectslZA-Discussion PaperNo 3220, Institute for the Study of
Labor, Bonn.

Carrasco, R. (1999). Transitions to and from Seliployment in Spain: An Empirical Analysis.
Oxford Bulletin of Economics and Statistiéd, 315-341.

Chandler, G.N. and Hanks, S.H. (1998). An Examoratf the Substitutability of Founders and
Financial Capital in Emerging Venturekurnal of Business Venturing3, 353—369.

Chow, G. C. (1960). Tests of Equality Between SHt€oefficients in Two Linear Regressions.
Econometrica28, 591-605.

Cleves, M.A., Gould, W.W. and Guiterrez, R.G. (2R0An Introduction to Survival Analysis
Using Stata - Revised Editio@ollege Station: Stata Corporation.

Cooper, A.C., Gimeno-Gascon, J. and Woo, C.Y. (}9%ftial Human Capital and Financial
Capital as Predictors of New Venture Performanimurnal of Business Venturing,
371-395.

Cressy, R. (1996). Are Business Startups Debt-Ratli®@ The Economic Journall06, 1253—
1270.

Cueto, B. and Mato, J. (2006). An Analysis of Semployment Subsidies with Duration Models.
Applied Economics38, 23-32.

Eckey, H.F., Kosfeld, R. and Turck, M. (2006). Abgrung deutscher Arbeitsmarktregionen.
Volkswirtschaftliche Diskussionspapiefdr. 81/06, Institut fir Volkswirtschaftslehre der
Universitat Kassel, Kassel.

Eckey, H.F. Schwengler, B. and Turck, M. (2007). rdleich von deutschen
ArbeitsmarktregionenlAB-Discussion PaperNo. 3/2007, Institut fur Arbeitsmarkt- und
Berufsforschung, Nirnberg.

Evans, D. and Leighton, L. (1989). Some Empiricapécts of Entrepreneurshipimerican
Economic Reviewr9, 519-535.

Evans, D.S. and Leighton, L. (1990). Small businfsmation by unemployed and employed
workers.Small Business Economj, 319-330.

Falck, O. (2007). Survival chances of new busineks:regional conditions matterRpplied
Economics 39, 2039-2048.

82



Fritsch, M., Brixy, U. and Falck, O. (2006). Thefé&dt of Industry, Region, and Time on New
Business Survival — A Multi-Dimensional AnalysiBeview of Industrial Organization
28, 285-306.

Georgellis, Y. and Wall, H.J. (2005). Gender diffleces in self-employmeninternational
Review of Applied Economick9, 321-342.

Giannetti, M. and Siminov, A. (2004), On the detaramts of entrepreneurial activity: Social
norms, economic environment and individual chanasties. Swedish Economic Policy
Review 11, 269-313.

Gimeno, J., Folta, T.B., Cooper, A.C. and Woo, C.(M997). Survival of the Fittest?
Entrepreneurial Human Capital and the Persistenée Uaderperforming Firms.
Administrative Science Quarterl¢2, 750-783.

Gutierrez, R.G. (2002). Parametric frailty and slbirailty survival modelsThe Stata Journal2,
22-44,

Heckman, J.J. and Singer, B. (1984). A Method foisdihg the Impact of Distributional
Assumptions in Econometric models for Duration D&eonometrica52, 271-320.

Hinz, T. and Jungbauer-Gans, M. (1999). Startiusiness after Unemployment: Characteristics
and Chances of Success: Empirical Evidence fromegiddal German Labour Market.
Entrepreneurship and Regional Developmdrit, 317-333.

Hyytinen, A. and limakunnas, P. (2007). EntrepraisgAspirations: Another form of job search?
Small Business Economjc9, 63—80.

Hyytinen, A. and Rouvinen, P. (2008). The Labourrkéa Consequences of Self-Employment
Spells: European Evidenceabour Economicsl5, 246-271.

Jacobebbinghaus, P. and Seth, S. (2007). The Gentegrated employment biographies sample
IEBS. Schmollers Jahrbuch - Zeitschrift fur Wirtschaftsxd Sozialwissenschafteh27,
335-342.

Johansson, E. (2000). Determinants of Self-Employm@uration — Evidence from Finnish
Micro-Data. Essays on the Determinants of Self-ewyplent, Working Paper of the
Swedish School of Economics and Business AdmitimirdNo 85, Helsinki.

Kangasharju, A. and Pekkala, S. (2002). The Rol&diication in Self-employment Success in
Finland.Growth & Change 33, 216-237.

Kaplan, E. L. and Meier, P. (1958). Nonparametratireation from incomplete observations.
Journal of the American Statistical Associati®3, 457-481.

Lazear, E. P. (2005). EntrepreneursHipurnal of Labor Economi¢c®23, 649-680.

Lehnert, N. (2004). KfW-Grindungsmonitor 200dntersuchungen der Volkswirtschaftlichen
Abteilung der KfW-BankengruppErankfurt am Main.

83



Manton, K.G., Stallard, E. and Vaupel, J.W. (1988ternative Models for the Heterogeneity of
Mortality Risks among the Agedlournal of the American Statistical Associatidil,
635-644.

Meager, N. (1996). From unemployment to Self-Empient: Labour Market Politics for
Business Start-ups. In: Schmid, G. et al. (etiggrnational Handbook of Labour Market
Policy and Evaluatior{pp. 489-519). Cheltenham: Edward Elgar.

Mortensen, D. T. and Pissarides, C. A. (1994), Godation and Job Destruction in the Theory of
UnemploymentReview of Economic Studje&l, 397-415.

Moulton, B. R. (1990). An lllustration of a Pitfaih Estimating the Effects of Aggregate
Variables on Micro UnitsReview of Economics and Statisti¢®, 334—-338.

Oberschachtsiek, D. (2008). Founders’ Experiencal &@elf-Employment Duration: The
Importance of Being a 'Jack-of-all-trades'. An gsi based on competing risk\B
Discussion Paper No. 40/2008, Institut fir Arbeitsmarkt- und Bestdrschung,
Ndrnberg.

Parker, S.C. (2009). Why do small firms produce ghtrepreneurs®ournal of Socio-Economics
38, 484-494.

Parker, S.C. (2007). Which firms do the entrepreseome fromEconomics Bulletinl0, 1-9.

Parker, S.C. (1996). A time-series model of selpkyment under uncertaintfconomica 63,
459-475.

Parker, S.C. and van Praag, M.C. (2006). School@apital Constraints, and Entrepreneurial
Performance: The Endogenous Triangleurnal of Business & Economics Statisti2g,
416-431.

Pfeiffer, F. and Reize, F. (2000). Business Stgs-Wy the Unemployed — An Econometric
Analysis Based on Firm Dathabour Economics7, 629—-663.

Pissarides, C. (1994). Search unemployment withhenjob searchReview of Economic Studjes
61, 457-475.

Raftery, A.E. (1986). Choosing models for crossssification. American Sociological Review
51, 145-146.

Rauch, A. and Frese, M. (2000). Psychological aggres to entrepreneurial success: A general
model and an overview of findings. In: Cooper, Cahd Robertson, I.T. (edsliternational
Review of Industrial and Organizational Psychologyol. 15, (Cap. 3, pp. 100-135).
Chichester Sussex: Wiley & Sons.

Reize, F. (2004)Leaving Unemployment for Self-Employment: An ErogirStudy Heidelberg:
Physica.

Robinson, P. and Sexton, E. (1994). The effectdafcation and experience on self-employment

successJournal of Business Venturing, 141-156.

84



Santarelli, E. and Vivarelli, M. (2007), Entrepremghip and the process of firms’ entry, survival
and growthIndustrial and Corporate Changd6, 455—-488.

Sasabuchi, S. (1980). A test of a multivariate rdrmean with composite hypotheses determined
by linear inequalitiesBiometrikg 67, 429—-439.

Silva, O. (2007). The Jack-of-All-Trades entrepnendnnate talent or acquired skilEtonomics
Letters 97, 118-123.

Spengler, A. (2008). The Establishment History Rar@&hmollers Jahrbuch. Zeitschrift fur
Wirtschafts- und Sozialwissenschaft&R8, 501-509.

StataCorp (2007).Stata Statistical SoftwareRelease 10.0. College Station, TX: Stata
Corporation.

Taylor. M.P. (1999). Survival of the Fittest? An &wsis of Self-Employment Duration in Britain,
Economic Journal109, 140-155.

Tervo, H. and Haapanen, M. (2009). Self-employmeatation in Urban and Rural Locations.
Applied EconomicsAl, 2449-2461.

Thomas, J.M. (1996). On the Interpretation of Ciatar Estimates in Competing-Risks Models.
Bulletin of Economic Researct8, 27-39.

Van der Sluis, J., van Praag, M.C. and VijverbafgP.M. (2005). Entrepreneurship Selection
and Performance: A Meta-Analysis of the Impact dliation in Developing Economies.
The World Bank Economic Reviel®, 225-261.

Van Praag, M.C. (2003). Business Survival and Ssscé Young Small Business Owne&nall
Business Economicg1, 1-17.

Wagner, J. (2003). Testing Lazear’s Jack-of-All-dea View of Entrepreneurship with German
Micro Data.Applied Economics Letterd0, 687—689.

Wagner, J. (2004). Are Young and Small Firms Hotesufor Nascent Entrepreneurs? Evidence
from German Micro DataApplied Economics Quarterlyp0, 379-391.

Wagner, J. (2006). Are Nascent Entrepreneurs Jatkd-Trades? A Test of Lazear's Theory of
Entrepreneurship with German Dafgplied Economics38, 2415-2419.

Wagner, J. (2007). What a Difference a Y makes mdte and Male Nascent Entrepreneurs in
Germany.Small Business Economj@8, 1-21.

Wagner, J. and Sternberg, R. (2004). Start-up idietsy individual characteristics, and the
regional milieu: Lessons for entrepreneurship suppolicies from German micro data.
The Annals of Regional Scien@s, 219-240.

Wagner, J. and Sternberg, R. (2005), Personal asgioRal Determinants of Entrepreneurial
Activities: Empirical Evidence from the REM GermanyJahrbuch fir

Regionalwissenschaf25, 91-105.

85



Wiellner, F. (2001)Arbeitslose werden Unternehmer. Eine Evaluation d&@&rderung von
Existenzgriindungen vormals Arbeitsloser mit Ubeckringsgeld nach 8§57 SGB Il
(vormals 855a AFG)Beitrage zur Arbeitsmarkt- und BerufsforschungitBAB 241,
Nurnberg: Institut fir Arbeitsmarkt- und Berufsfohaing.

Williams, D.R. (2000). Consequences of Self-emplepinfor Women and Men in the United
StatesLabour Economics7, 665—687.

86



4.9 Appendix

Table A.4.1: Macro-economic conditions and self-empyment hazard - selected findings

study data macro-economic variables
labor market other
Taylor (1999) British Household Panel Survey; two national unemployment /
cohorts: entries in 1979 and 1991; n = rate at start-up:
1,361 (910 male, 451 female) all exits: +
covering a period with high voluntary exits: +

unemployment following an inversely u- involuntary exits: :n.s.
shaped pattern

Carrasco (1999) Spanish Family Expenditure Survey national unemployment /
(ECPF); changes between 1998 und 1991rate at start-up:
n=2821 all exits: +
covering a period with consistently very voluntary exits: +
high unemployment involuntary exits: n.s.
Johansson (2000) micro data of the ‘Labor Employmen  regional annual /
Statistics’ (LES) Finland; entries betweenunemployment rate all
1987 and 2000; n = 4,192 Spells exits: -
covering a period with increasing voluntary exits: -

unemployment, coming from a low level involuntary exits: + (f)

Van Praag (2003) US National Longitudinal Survey of national unemployment  business failure rate
Youth (NLSY); entries between 1985 and rate at start-up: n.s. each year and
1989; n =271 industry: +

covering a period with moderate
unemployment following a declining trend

Tervo and Haapanen (2009) micro data of the LESIaRd; entries in  regional annual /
between 1987 and 2000; n (random unemployment rate: n.s.
sample) = 12,661 individuals annual changes of the ue-
see Johansson (2001) rate: +
Andersson (2006) process generated data, Swedgieseim  regional unemployment  self-employment
1991; annual panel; n = 20,217 rate: density:
covering a period with moderate all exits: + all exits: -
unemployment, with a decreasing trend  voluntary exits: n.s. voluntary exits: -
involuntary exits: + involuntary exits: -
Cueto and Mato (2006) survey data; promoted entigof national quarterly /
unemployment between 1996 and 2000; unemployment rates in the
Spain; n = 848 year of the start up:
covering a period with very high all exits: - (f)
unemployment, strongly decreasing but voluntary exits: -
still high involuntary exits: n.s.

explanation: + (-) indicates a positive (negatizedrelation between the attribute and the exit phility
(f) indicates significance only fort he female ptgiion
n.s. stands for not significant
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Table A.4.2: Definition of the variables

gender (male)
Sex is male. Source: Employment History.

age
Age of the founder at the beginning of the self-ayment episode. Source: Employment History.

schooling (>= high school)
Schooling equals high school degree or higher (@agm‘Abitur’ or ‘Fachabitur’). Source: Job SeamRkegister.

academic degree
The founder holds an academic diploma (universityallege). Source: Job Search Register.

master craftsman / foreman
The founder has worked as a crafts master or fonefjod position) in his or her last employment eplis before starting
the business. Excluded are employment episodesandthily income lower than 5 Euro or lasting ldsant 60 days (valid
employment episode). Source: Employment History.

management
The founder worked in a management position inléisé employment episode before starting the busingsurce: Job
Search Register.

commercial background
The founder is experienced and (formally) traine@ icommercial profession. Source: Job Search Redepprenticeship
information); Employment History (using the two diglassification of a selected set of professiagerience).

short unemployment
The unemployment duration before setting up thenmss is less than 3.5 months (difference betwashdmployment
and beginning of the promoted self-employment efgsaonissing values are imputed). Source: Employrhgstory

number job changes
Number of distinct two-digit classified professiodsiring the last two years before starting the mess. Source:
Employment History.

minor employment
Founder worked in a minor employment during the ledid employment episode before setting up theiress. Source:
Employment History.

wage-premium
Identifies if a founder earned 1.66 times more tlia® expected monthly wage income in the last veligployment
episode. The expected income is a regressed funofithe income and a selected set of covariates, (@ge, schooling,
job changes, gender, job position, size of thebdistament) conditional on the type of professiom grart- or full-time
status. Source: Employment History.

size of establishment / small business
Size of the Establishment: modus of the numbermpleyees of the establishments during the last figars before
setting up the business. Only those employmentrdscare included that last for more than 3 montthwin income
greater than zero. Source: Establishment HistonePa
Small Business: The founder has usually worked (modf the last five years) in establishments witksl than 20
employees. Source: Establishment History Panel.

unemployment rate (UER)
Monthly unemployment rate of the local labor markiétrict. This information is merged with the micdata after
splitting the dataset into three-month periods.liBés treated as one region (un-weighted averageyrce: Employment
Statistics.

unemployment index
Time-varying covariate that covers a normalized mpleyment rate relative to the starting point (ikde
UER*100/UER). Source: Employment Statistics.

variation index
Captures the variation of the monthly unemploymeate for each local labor market district. The xdelates to the
square root of the squared mean error of a timesestimation. Source: Employment Statistics.

share (%) of vanishing establishments (local firmzdrd)
Identifies the share of establishments that aredan t-1 but do not exist in t in the local laboarket district. Source:
Establishment History Panel.

cohort
Represents the year in which the founder set uptiseness. Source: Participation in Measure Ragiste

profession
Distinguishes seven clusters of professions based two-digit job classification related to thetlamlid employment
episode. Source: Employment History.

exit
Equals one if there is a non-self-employment epasaftier starting the business (beginning of thenation). Source: all
sources of the IEB. The identification distinguisheetween a) employment (wage work with notificatto the social
security system), b) unemployment (with and withonemployment benefits) or participation in measared c) other
(e.g. minor employment). Before identifying thegeelts, the data set was reorganized to summarifereint types of
spells.

duration of self-employment
The duration of self-employment is the differenatvieen the beginning date of the promotion (stprblithe business)
and the date of the first non-self-employment egiésafter starting the business. Censoring refegd tbec. 2005.
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Table A.4.3: Tables of correlations

(1a) (2a) (3a) (4 a) (5a) (6 a) (7 a) (8a) a9 (10a) (11 a)
(1 a) age 1

(2 a) schooling

(>= high school) 01123 1
(3 a) short unemployment (< 4
months)

(4 a) commercial background 0.0022 -0.0442 -0.1108

(5 a) number of job changes -0.077 -0.0201 0.1179.0436 1

(6 &) minor employment 0.1503 0.4889 -0.0023 -8403-0.0219 1

(7 a) academic degree 0.0101 -0.0553 0.0587 -0.016.0144 -0.018 1

(8 a) master craftsman / 0.1325 0.1325 0.0062 -0.0167 0.0462 0.0913 -0.0154

-0.075 0.0058 1

foreman

(9 a) management 0.0543 -0.0172 0.0043 0.0053 042.0-0.107 -0.0707 0.1067 1

(10 a) wage premium 0.0488 0.0597 0.017 -0.0389044Y. 0.0391 0.0196 0.054 0.0548 1

(11 a) small business (< 20) -0.0809 -0.0831 0.083B0093 0.0475 -0.0677 0.038 -0.0252 -0.0347 0.02a6

(1b) (2b) (3b) (4b) (5b) (6b) (7 b) (8b) t{p (10 b)

(1 b) male 1
(2 b) schooling

(>= high school) -0.0713 1

(3 b) wage premium 0.0221 0.0597 1

(4 b) primary sector -0.0146 -0.0284 -0.0159 1

(5 b) trade/manufacturing 0.3436 -0.1924 -0.0342 .1689 1

(6 b) commercial/

administration -0.2067 0.1401  0.0655  -0.098 -0.5785 1

(7 b) transport/security/post 0.1199 -0.1 -0.02940.0396 -0.2341 -0.2105 1

(8 b) medical/care -0.1621  0.087 0.0015 -0.0262 1546 -0.139 -0.0563 1

(9 b) education/social welfare -0.1264 0.1876 04003 -0.0306 -0.1808 -0.1626 -0.0658 -0.0434 1

(10 b) else profession -0.1526  0.0061 -0.0191 1804 -0.2453 -0.2207 -0.0893 -0.059 -0.069 1

(1c) (2¢c) (€X9) (4¢c) 5¢) (6¢c) (7 c) (8¢c) €p (10¢c)
(1 c) unemployment rate 1
(2 c) unemployment rate (sq)  0.9849 1
(3 ¢) unemployment index 0.0472 0.0394 1

(4 c) variation index 0.368 0.3741 -0.032 1

(5 c) firm hazard 0.7493  0.7074  0.2346 0.0173 1

(6 c) east Germany 0.7801 0.7834  -0.0914 0.51084892 1

(7 c) year 1999 -0.0017 -0.0037 -0.3035 0.0213 -0.1272  0.0236 1

(8 c) year 2000 -0.0123  -0.0099 0.0092 0.0067 -0.0387 0.0116 Mm37 1

(9 c) year 2001 0.0116 0.0136  0.1904 -0.0017 0.0558  0.0057 -0.3398.3361 1

(10 c) year 2002 0.0032  0.0007 0.1222 -0.0283 0.1213  -0.0435 -1.3280.3248 -0.2946 1
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Figure A.4.1: Assessment of the model selection
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non-parametric smoothed hazard function, hazard function without frailty, unconditional and conditional hazard functions
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Chapter 5

Concluding Comments

5.1 Summary and conclusions

Much attention has been devoted to the study ofpaoative advantage with a focus on
entry into the self-employment market. However, #mry situation does not allow a sufficient
identification of comparative advantages. First,thieir true underlying mechanisms remain
ambiguous, attributes that are discussed with @& ¥gecapturing comparative advantage may be
unclear in their contribution to the identificatimf comparative advantages. Second, relating
comparative advantages to the choice of becomiligeagployed may remain incomplete because
individuals do not initially know either their patgal earnings or the returns related to non-
pecuniary employment characteristics. Thereforepigoal evidence for the determination of the
likelihood of entering a period of self-employmgmariod can only be one necessary condition for

the identification of comparative advantages.

However, greater knowledge of ‘true’ and ‘reliabldmparative advantage is of major
significance to political attempts to promote setfiployment and political intervention. In
particular, self-employment and entrepreneursh@gdiscussed as an inherent driver of economic
growth and dynamism and are, therefore, associatddsignificant political interest. This thesis
presents three studies that contribute to the whaleding of comparative advantage in self-

employment.

The first study, which is presented @hapter Two addresses the ‘Jack-of-all-Trades’
hypothesis, which presumes that the variety of cetepcies or experience of individuals drives
entrepreneurship (Lazear 2005). Recent researcivssiioat there are two distinct dimensions
related to the skill balance of individuals: (1)sta for variety; and (2) ability. Using
representative survey data for Germany, the stuayws that it is important to distinguish
between discrete and high level investments in egpee. For examples, having a very high
number of distinct task roles is less correlatedhwiormal schooling than with discrete
investments. Second, the results indicate that tastte and ability correlate variety of experience,
but the nature of the correlation differs. Whilsttarelates linearly to variety of experience, the
analysis reveals an inverse u-shaped nexus beta@mpetence and variety of experience. This

highlights a diminishing marginal rate in competentith an increase of variety. In addition, the
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study shows, for males in particular, that the klatall-Trades’ hypothesis predominately relates

to competence.

The second studyChapter Threg investigates how the initial experience of a fden
affects self-employment duration, including itsendnce for competing exit risks. The analysis
uses data taken from a regional survey that all@avigcus on the role of founder’'s experience. As
observed in previous studies, the descriptive figdisupport a sickle-shaped pattern of the hazard
rate, which means that the population averagetasiuit starts relatively low and increases to a
extremum followed by a monotone and diminishingrdase The results show that most self-
employed individuals find themselves unemployedeading their self-employment; this finding
differs from that of some earlier studies (e.g.yl®6a 1999; Johansson 2000). In general, these
types of exit occur later than exits involving dur@ to wage work. However, the focus of the
analysis is the importance of the founder's quedifion and his or her experience with self-
employment. Different measures of the individudla&ance of skill sets are of special interest in
this context. In line with previous studies, theuks show that firm level characteristics are less
important when it comes to explaining self-employéuration while experience and motivation
appear to be driving forces for self-employmentation. The findings support the importance of
the combination of practical experience and sugfitiskills. Having broad experience combined
with competence in sales/business is one of thet rimoportant factors for self-employment
duration. This result partly supports Lazear’'s @0Bypothesis but also stresses the relevance of
having sufficient knowledge in sales to keep a hess going as compared with potential earnings
in wage work. Contrary to other studies, the reswhow that previous self-employment
experience is associated with early exits. Theysaldgo reveals that being trained in a commercial

occupation accelerates exits into wage work.

The third study Chapter Fou) analyzes the importance of local labor marketdtibons
and individual characteristics in the context af tturation of self-employment periods. Similar to
the study presented i€hapter Three the research for this study also focused on folyme
unemployed founders who had received support iererg self-employment, however this study
uses administrative data. Again, we find that nfoanhders exit back into unemployment; we also
find that these exits occur at a later point ofdiocompared with exits into wage work. In addition,
the results show that survival chances are lowan tteported in earlier research (e.g., Wiel3ner
2001; Caliendo and Kritikos 2007). Furthermore fbgusing on post-exit employment status, the
research demonstrates a lot dynamics concerningdbeexit state that have not previously been
reported. Many individuals quit their post-exit doyment status within a short period. The
analytical results of this study are threefold.sEithe study shows that individual characteristics
are most important in explaining self-employmemgdevity. Second, local information plays a
substantial role in the duration of self-employmeént its importance is mainly concentrated on

exits into unemployment. This result seems to diffem previous findings which indicate a
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higher relevance of external conditions on exitintp wage work positions (e.g., Taylor 1999;
Johansson 2000). Third, individual and local caondd show significant interaction effects. More
specifically, the duration analysis shows that tgegualification prolongs the self-employment,
duration and that it also accelerates exits int@evavork. However, this correlation mainly
applies to the male population. The analysis empgkasthe existence of strong comparative
advantage for self-employment, which is observadeikperienced individuals in small firms and
supports the ‘hot-house’ hypothesis (Blanchflowed &Meyer 1994; Wagner 2004). Comparative
disadvantage is found for a commercial employmesmtkbround and for the number of job
changes. Higher and increasing local labor markeissure cause shorter durations of self-
employment, whereas greater instability and lowayn@mic prosperity lead to its prolongation.
In this context, local firm hazard may also operatepart as an indicator for reduced local
competition or as a proxy for the option value odge work positions (opportunity costs).
However, the effect of external conditions is miiltiensional and shows a non-linear pattern in
relation to self-employment duration. This indicatbat the effects of external conditions change
under extreme conditions. Finally, the study resehlat more highly qualified individuals and

males display greater elasticity reacting to exdéamanges.

The combined consideration of the three studiespeup the following general

conclusions.

Oneresult is that the empirical findings support tifwion that comparative advantage
operates via different channels, of which competei® only one factor. Attitudes,
motivation, and external changes are also import@inmiensions. In particular, the
individual level provides support for comparativdvantage from ‘pulled’ motives, e.g.,

gualification as a master craftsman or employmapedence in small firms.

Second the measurement of broad experience, as empllabizd azear (2005), is
addressed in all three studies. The first studygsests that the (expected) comparative
advantage found in previous entry research may teture of taste and competence, but
appears to be mainly related to competence. Thewalranalysis in study two shows that
broad experience operates as comparative advaiftagés combined with commercial
competence. To some extent, the positive corraglaltietween qualification as a master
craftsmen (or foreman) and survival supports thigrpretation (studies two and three).
Direct support for the importance of broad expereefior self-employment longevity is
limited (studies two and four) and even supporis dngument of unsteadiness in study
three (Hyytinen and limakunnas 2007). However, niaenber of job changes may be an

invalid measure of the competence dimension obtilance property.
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Third, the survival analyses in study two and three shioat exits into wage work
emerge earlier than exits into unemployment, buat ttmost founders exit into
unemployment. One explanation for this is that fbens systematically overestimate their
potential utility (earnings) differential betweerlisemployment and wage work in the
entry situation. In this context it is found thatesestimation is more likely for highly
gualified founders and for founders with a commalrddackground. Furthermore, it also
emerged that the re-unemployment risk is highesirfdividuals who tend to switch jobs

more frequently and for those with prior self-emptent experience.

Fourth, self-employment stability appears to be most lfikeor those with above
average productivity, those with higher motivat@md for those who are able to combine
broad skills with commercial competence. We alsa fstrong support for this correlation
based on the effects related to the attribute omaster craftsman. Furthermore,
comparative advantages also relate to an employbeeciground in small businesses. In
this context, study three provides initial evideméehe fact that the ‘hot-house’ argument

also operates for self-employment longevity.

Fifth, the effect of external conditions — as they amasured — on the chances of
survival in self-employment are dominated by tharade of the local unemployment rate
and local firm hazards. Because external conditiomsinly affect exits into
unemployment, regions with worse conditions musbatxpect higher exit rates with a
subsequent period of unemployment. Interestingigecure local employment conditions
and local firm hazard have the opposite effect. kloev, the results display a greater

complexity that relates to external conditions.

One political implication of these central findingapports the notion that the gaining of

gualifications by potential founders may be of Hénéf the focus is on training in ‘sufficient’

distinct skills combined with commercial knowledgdowever, the studies did not test this

implication directly. In addition, overestimatioh expected rewards immediately raises questions

of dead-weight effects in the context of finan@apport for the transition from unemployment to

self-employment. This effect appears to be higloertfie highly qualified and is even higher for

the highly qualified if employment options are rat®cal employment policy could account for

this nexus and may gain from the reduction of pmditattempts to promote self-employment if

local labor market pressure increases or is agh hdvel. However, this suggestion is reliant on

results that do not control for potential geneigiébrium effects.

Future research may address some of these issaedirttit conclusions for political

implications. It would be interesting, at least, use better measures to capture the taste and

competence dimensions of the ‘Jack-of-all-Tradggidthesis. For instance, future research could
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use supplemented information that would enablentbee in-depth investigation of the quality of
experience (e.g. duration, success). In additionwauld appear to be worth focusing on the
regional context of self-employment in greater detafor example, through the inclusion of
additional local information relating to job-specifmarket conditions. Finally, future research
should also show whether some of the discussednfiysdof the survival analysis are limited to
unemployed founders, and whether these findings alsld if the duration of the post-exit

employment state(s) is (are) accounted for.
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