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Abstract

Self-employment and the operation of private businesses form an important sector of the
U.S. labor market, accounting for over 400,000 new organizations launched annually in recent
years and nearly two-thirds of job creation according to the Small Business Administration. Yet,
ownership of a business is fraught with financial risks, leading some economists to suggest that
the average lifetime earnings of private business owners trail those of traditional employment.
The three essays that follow explore (a) the motives that may drive people to pursue
entrepreneurship despite the financial risk, (b) the asset allocation behavior of practicing
entrepreneurs, and (c) the resulting satisfaction levels of those who transition into
entrepreneurship.

The first essay examines a population of users in the pre-launch phase of business
development. Past research has suggested that given the lower expected financial returns from
entrepreneurship that motivations to launch a business might be driven by preferences for high
degrees of autonomy, overly optimistic assessments of financial outcomes, or higher risk
preferences. Measures of each of these phenomena are included in a cohesive model guided by
the Theory of Planned Behavior along with other relevant variables. Logistic regression
predicting intent to launch a business in the future reveals that more general attitudes towards
entrepreneurship increase the likelihood of interest in business ownership, while financial
motivations are tied to decreased likelihood.

The second essay examines the impact of business ownership during the operation of the
business. Granted that business owners possess illiquid private organizations, Modern Portfolio
Theory might predict that they reduce exposure to other risky asset classes (e.g., stocks). This

essay examines stock ownership with consideration given to entrepreneurial status as well as the



level of risk exposure stemming from owning a business. Logistic regression using data from the
2016 Survey of Consumer Finances reveals that business owners are less likely to participate in
the stock market. An Ordinary Least Squares regression modeling the ratio of equity to total
financial assets, however, reveals no significant differences in levels of equity ownership among
business owners and the traditionally employed. Collectively, these findings may indicate that
entrepreneurs face initial barriers to stock market investment that later fade if participation in the
equity market does begin.

Finally, the third essay utilizes longitudinal 2008-2014 Health and Retirement Study data
to examine levels of job, financial, and life satisfaction. Variable selection is guided by the Job-
Demand-Control model, and three random effects cumulative logits are produced. Findings
suggest that transitions into entrepreneurship are associated with increased odds of job
satisfaction but reduced odds of financial or life satisfaction.

Results from these three studies imply that individuals might pursue entrepreneurship for
non-financial reasons. However, engaging in the launch of a business could affect financial
decision making and asset allocation behavior, as well as subsequent levels of satisfaction with
personal finances and life. Implications for organizations and professionals who support

prospective entrepreneurs are discussed.
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Chapter 1 - Introduction

Nearly one in seven U.S. working adults pursue a career in entrepreneurship and function
as business owners. While this career path may aid the economy by potentially creating jobs and
fostering innovation, it is also fraught with financial risk for the entrepreneur. Business founders
encounter high rates of failure, costs associated with securing capital, inconsistent annual
income, and a personal balance sheet that concentrates assets in an illiquid private business.
Despite the risks, many new entrepreneurs are minted each year, leading some researchers to
believe that these business founders must have motives that are not strictly financial. The three
essays that follow examine (a) the motives behind intent for entrepreneurial pursuit, (b) the
financial behavior and asset allocation behavior of acting entrepreneurs, and (c) the resulting
overall satisfaction with life domains following transitions into entrepreneurship.

The first essay explores the motives that are predictive of intent to form a business.
Isolated studies have determined that business founders may be influenced by a high preference
for autonomy in work-related decision making, overly optimistic outlooks on prospects for
business success, or low levels of risk aversion. While these disparate studies have contributed to
the understanding of entrepreneurial motives, this study aims to consolidate the three plausible
explanations for entrepreneurship into a cohesive model. Guided by the Theory of Planned
Behavior, analysis is conducted on data from the Panel Study of Entrepreneurial Dynamics.
Logistic regression is utilized in order to predict individuals’ intent to form a business in the
future. Findings suggest that favorable general attitudes towards business ownership greatly
increase the likelihood of pursuing entrepreneurship and that those whose career motivations are
predominantly financial are less likely to pursue the practice. Results are discussed in more detail

in Chapter 2.



The second essay reviews the literature on the personal asset allocation behavior of
practicing business owners. Given that entrepreneurs concentrate assets in illiquid businesses, it
stands to reason that they may avoid investment in other risky asset classes like stocks. Several
studies have shown that entrepreneurs may substitute away from stock investments, but those
studies fail to account for varying degrees of risk among business ventures. This essay reviews
Survey of Consumer Finances data through the lens of Modern Portfolio Theory, and it accounts
for entrepreneurs’ heterogeneous risk exposure by measuring the volume of personal assets tied
to the business endeavors. Stock market participation and the ratio of stock holdings to total
financial assets are modeled via multivariate analyses, the results of which will contribute to the
literature by increasing the understanding of how entrepreneurs approach investing personal
assets in other risky asset classes. Findings reveal that a multitude of factors influence stock
market investment decisions, and private business owners are less likely to participate in the
equity market. Among the subsample of participants who do decide to participate in the stock
market, however, there are no significant differences in the levels of equity investments between
business owners and those who do not operate businesses. The results seem to suggest that
business owners face an initial barrier discouraging equity investment but behave similarly to
those who do not own businesses if they do enter the stock market.

The third essay examines well-being variables and their relationships to transitions into or
out of entrepreneurship. Using the job-demand-control model and longitudinal data from the
Health and Retirement Study, three random effects regression models are produced. Job
satisfaction, life satisfaction, and financial satisfaction serve as dependent variables, while the
key independent variable of interest is self-employment status. The results of this study shed

light on entrepreneurs’ satisfaction with decisions to start businesses and indicate that



entrepreneurs demonstrate greater odds of job satisfaction. Those owning businesses, though,
were less likely to be satisfied financially or satisfied with life, possibly indicating a tradeoff
between job satisfaction and satisfaction with other life domains for entrepreneurs.

Collectively, these studies examine entrepreneurship before, during, and after the creation
of businesses. An increased understanding of the motives to start a business, the financial
behavior while operating a business, and the resulting changes in well-being following business
formation will aid entrepreneurs themselves as well as the advisors who work with business

owners.



Chapter 2 - Behavioral Predictors of Entrepreneurship

Nascent businesses are prevalent in the United States, but the financial returns to business
owners often lag those of the general job market (Hamilton, 2000; Moskowitz & Vissing-
Jorgensen, 2002). Small businesses, or those privately-held companies with fewer than 500
employees, comprise over 99% of U.S. firms, have accounted for 63% of private-sector job
creation from 1992 to 2013, and contribute over a third of U.S. export value (Small Business
Administration, 2016). Although entrepreneurs may invest time and money into these vital
economic units, 20-25% of entreprencurs’ businesses fail within one year and 49-55% close
within five years (Bureau of Labor Statistics, 2016). In addition to this risk of failure, studies
have suggested that business owners experience an earnings differential that is 35% lower than
that of paid employees, making the financial returns to private business ownership inferior
despite greater risk (Hamilton, 2000; Moskowitz & Vissing-Jargensen, 2002). Taken together,
these phenomena indicate that business founders are either irrational or place greater value on the
non-financial elements of entrepreneurship.

Recent research has identified founders’ low risk aversion, excessive optimism, social
connections to other entrepreneurs, and utility from nonpecuniary, or non-monetary, benefits as
potential motives spurring entrepreneurship; however, each factor has been studied primarily in
isolation (Astebro, Herz, Nanda, & Weber, 2014; Lindquist, Sol, & Van Praag, 2015). The
Theory of Planned Behavior (TPB: Ajzen, 1991) provides a framework to explore these
motivations in a cohesive manner. The TPB posits that attitudes, subjective norms, and perceived
behavioral control (PBC) influence the intent to engage in a specific behavior. That intent,
combined with actual control, is then predictive of behavioral enactment. Optimism,

nonpecuniary utility, and risk aversion are attitudes towards business formation, while social



connections to other entrepreneurs are a facet of subjective norms. Through the TPB, disparate
explanations for entrepreneurship can be examined within a unified framework.

The purpose of this study is to disentangle and compare the factors that prior literature
has suggested as motivations for business formation. Data were drawn from the Panel Study of
Entrepreneurial Dynamics | (PSED 1), a longitudinal survey that spanned nearly five years and
queried a nationally representative sample of individuals considering entrepreneurship, as well as
a control group. A binary dependent variable measuring intent to form a business was
constructed and analyzed using logistic regression. Key predictor variables included measures of
founder optimism, nonpecuniary motives, social connections to other entrepreneurs, and risk
aversion. It was anticipated that optimism, value placed on nonpecuniary benefits, and social
connections to entrepreneurs would be positively associated with the intent to form a new
business, while risk aversion would demonstrate a negative association with intent to become a
business owner.

Findings from this study increase understanding of the behavioral motives to launch a
new business, enabling financial planners to help potential founders frame financial expectations
as well as understand the risks involved with new ventures. Likewise, government organizations
may benefit by increasing their awareness surrounding potential behavioral implications
resulting from policy change. Finally, results will aid potential entrepreneurs by allowing them to
consider their own motives to pursue new business formation and determine whether this career

path will align with their goals.
Theoretical Framework and Related Literature

While theories that predict behavior based on general personality traits or dispositions

explain aggregate behavioral tendencies in diverse situations, the TPB was developed in order to



be applicable to specific situations where general dispositions are less influential (Ajzen, 1991).
Thus, all constructs must be considered within the context of the behavior that is being
examined. According to this framework, attitudes toward a specific behavior, subjective norms,
and PBC influence intention to perform the behavior. Intention, PBC, and actual behavioral
control then help mold behavior (Ajzen, 1991).

Attitudes towards a behavior reflect the degree of positive or negative value that
individuals place on that behavior (Ajzen, 1991). Attitudes are said to be influenced by
behavioral beliefs, which reflect the strength of expectations that the specified behavior will lead
to a desired outcome (Ajzen, 1991). In addition to personal attitudes, subjective norms also help
shape intention. Subjective norms represent the perceived social pressure to perform a specific
action, and normative beliefs are their antecedents. Normative beliefs stem from the expectations
held by important referent others, such as family members, friends, coworkers, or those whose
opinions are valued by the decision maker (Ajzen, 1991).

The third and final factor that helps shape intention is a substantive addition to the theory
of reasoned action, which preceded the TPB (Ajzen, 1991). PBC is an individual’s belief that
they are capable of performing a specific behavior. It is the individual’s perception of the ease or
difficulty entailed in carrying out the behavior. The PBC construct possesses several unique
qualities that must be considered. First, PBC is said to vary across situations, unlike the similar
concept of locus of control, which remains stable in a variety of circumstances in alternate
theories (Ajzen, 1991; Rotter, 1954). Additionally, PBC becomes more influential as volitional
control declines. Thus, in situations where behavior is affected by factors other than the actor’s
degree of motivation, PBC increases in importance (Ajzen, 1991). Finally, in addition to directly

influencing intention, PBC also moderates the role of intention in shaping behavior, particularly



with those behaviors that are more difficult to execute (Ajzen, 1991). Control beliefs help forge
PBC, and they are composed of the factors that enhance or reduce performance of a specific
behavior. Control beliefs may entail such things as the actor’s perceptions of resource adequacy
or the presence of impediments to a behavior (Ajzen, 1991).

Attitudes, subjective norms, and PBC combine to help form intention, which captures the
motivational factor of behavior. Intention represents the degree of effort that one is willing to
exert to enact a behavior (Ajzen, 1991). Intention can fully impart its influence on behavior when
the behavior is under volitional control. However, many behaviors are not fully controllable,
leading some researchers to include actual behavioral control within the TPB (Ajzen, 1991).
Actual behavioral control is a representation of an individual’s possession of the prerequisites
required for a behavior, such as time, skills, knowledge, money, or social cooperation. Though
actual behavioral control is at times included in studies utilizing the TPB, many researchers

proxy this construct through PBC (Ajzen, 1991). The resulting model is depicted in Figure 2.1.



Figure 2.1. The Theory of Planned Behavior
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Figure 2.1. The Theory of Planned Behavior. Reprinted from UMass.edu by I. Ajzen, 2006.
Retrieved March 5, 2017, from http://people.umass.edu/aizen/tpb.diag.html#null-link.

Copyright 2006 by Icek Ajzen. Reprinted with permission.

The TPB has been empirically supported within the context of entrepreneurship in prior
literature and has historically been the most commonly utilized framework to examine the
formation of entrepreneurial intentions (Kautonen, van Gelderen, & Fink, 2015). Frequently,
entrepreneurship researchers have omitted the intention-behavior relationship and focused on one
or the other as a dependent variable of interest (Schlaegel & Koenig, 2014). A more recent study
incorporated the full model, including the intention-behavior relationship, and found that
attitudes, subjective norms, and PBC explained 59% of the variation in intention. Intention and
PBC explained 31% of behavior (Kautonen et al., 2015). All hypothesized relationships between

variables were supported in the study, and the results were robust to variations in age, gender,



experience, and education level (Kautonen et al., 2015). Such findings indicate that the TPB may
be an appropriate framework through which to analyze entrepreneurial behavior.
Attitudes

Attitudes within the TPB reflect the value that an individual places on a behavior based
on the subjective association between that action and a desired outcome (Ajzen, 1991). Several
studies have supported a link between attitudes and intent to pursue business formation. A recent
meta-analysis of 98 studies revealed a positive and statistically significant relationship between
variables representing general attitudes towards entrepreneurship and intent to launch a business
venture (Schlaegel & Koenig, 2014). More favorable attitudes towards entrepreneurship appear
to encourage the intent to launch a business.

Aside from general attitudes, the attitudes towards nonpecuniary benefits of business
creation have also been suggested as leading motivators to pursue entrepreneurship (Hurst &
Pugsley, 2011). In a sample comprised of participants in 12 countries, attitudes towards
entrepreneurship were measured by variables gauging autonomy preferences, importance of
personal wealth, and achievement orientation (Engle et al., 2010). Within the U.S., autonomy
preference was found to be positively associated with intention to pursue entrepreneurship
(Engle et al., 2010). A separate longitudinal study also supported a positive relationship between
attitudes towards nonpecuniary benefits and intent (Kautonen et al., 2015). Within this study,
several indices were utilized to operationalize attitudes, including measures of preferences for
autonomy and desire for self-realization. Another study employed an experimental design on a
sample consisting of business school alumni, undergraduates, and graduate students. Participants
were asked to work alone or in groups to complete Graduate Management Admission Test

questions and were allowed to bid up to $10 for the right to work alone. Current entrepreneurs in



the study were more likely to pay to work alone, demonstrating a preference for autonomy and
control (Cooper & Saral, 2013). Finally, prior research has found that entrepreneurs are more
likely to indicate that they never plan to retire, which may be an indication that they derive
nonpecuniary benefits from working (Puri & Robinson, 2013).

Collectively, the studies reviewed indicate that the value placed on nonpecuniary
benefits, like autonomy, is a key component to entrepreneurial intention. Therefore, in the
present study it was hypothesized that:

H1: Respondents who place greater importance on nonpecuniary benefits from business

formation will be more likely to demonstrate intent to start a business.

Recently, studies have also identified optimism as a key attitude related to entrepreneurial
intent. This line of research has largely measured optimism as a dispositional factor. For
example, one study compared participants’ stated life expectancies to those predicted by
actuarial tables, finding an association between overestimation of life expectancy and
entrepreneurship (Puri & Robinson, 2013). This optimism has also been found to extend to
economic beliefs, as well. Entrepreneurs have been said to maintain more positive beliefs about
economic conditions than the general population (Bengtsson & Ekeblom, 2014). Optimists have
also demonstrated a greater propensity to participate in skewed lotteries with similar expected
returns as those from entrepreneurship, where very high prospective payouts occur at low rates
(Astebro, Mata, & Santos-Pinto, 2015). Thus, it was hypothesized that:

H2: Optimism will have a positive association with intent to start a business.

Another critical attitude that may influence perspectives on entrepreneurship involves
risk aversion. Prior research has linked low risk aversion with entrepreneurial venturing (Ahn,

2010). Additionally, entrepreneurs have been shown to undertake other risky financial behaviors.
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Participation in the stock market has been found to be higher among entrepreneurs, as has the
fra