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Despite the vast existing literature on entrepreneurship, much remains to be learned.
This special issue starts with a review article surveying the previous studies on entre-
preneurship and macroeconomics. It then moves to empirical papers that use various
data sets to ask key questions about entrepreneurship such as: how do new entre-
preneurs start a business? How do entrepreneurs manage risk by choosing both their
legal organization and their portfolios, and how high are the returns compensating
for such risks? Are some entrepreneurs discriminated against because of their race?
Does financial market deregulation relax the entrepreneurs’ borrowing constraints?
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How does wealth affect the probability of entering entrepreneurship for people with
different education levels? After this review of key data and empirical questions, the
issue moves onto quantitative modeling and theoretical analysis. We go from under-
standing the important interplay of savings and entrepreneurial entry, to uncovering
the relationship between borrowing constraints and firm growth, survival, and size
distribution, to understanding the importance of salaried wages for entrepreneurial
decisions, to studying capital taxation in presence of entrepreneurship.

Quadrini (2009) provides an excellent survey of recent macroeconomic theories of
entrepreneurship, organizing research around three questions: What factors affect the
decision to become an entrepreneur? What are the aggregate and distributional impli-
cations of entrepreneurship for savings and investment? How does entrepreneurship
affect economic development and growth?

Campbell and De Nardi (2009) use the Panel Study of Entrepreneurial Dynamics,
a project undertaken by the Entrepreneurial Research Consortium, to collect detailed
data on individuals starting new businesses (nascent entrepreneurs). They organize
their analysis around five questions: Who are the nascent entrepreneurs? What do they
try to accomplish? What do nascent entrepreneurs and others put into the business?
What have the nascent entrepreneurs accomplished? What remains to be done? The
firms are especially interesting because they typically start with neither employees nor
sales and therefore there has been little data available about them.!

Herranz et al. (2009) use the Survey of Small Business Finances (SSBF) to under-
stand how the owners of small firms use decisions about legal organization, firm size,
capital structure, and owner investment in the firm to manage firm risk. They find that
firms with unlimited liability tend to be small and less leveraged than firms that limit
owner personal liability through incorporation or recent legal hybrids. They document
that entrepreneurs invest heavily in their firms regardless of the firm’s legal organiza-
tion. An analysis of the return on assets for incorporated firms in the SSBF reveals that
entrepreneurship is a very risky undertaking, but has high upside gain. The possibility
of high future returns helps explain the coexistence of a large percentage of firms with
negative equity and low default rates. The shape of the return distribution and limited
liability interact; the option to declare bankruptcy shields owners from personal loss
in the lower tail of the distribution while preserving the potential for significant firm
returns in the upper tail.

Blanchflower (2009) studies self-employment in the United States, using data from
the Current Population Survey, the 2000 Census, and the 2006 American Community
Survey, which combines data at the individual level with data at the small firm level
from the 2003 Survey of Small Firm Finances. His main finding is of persistent and
large disparities in self-employment and earnings between white males and others.
This result is especially stark and surprising in construction, an industry for which
many government affirmative action programs are designed to improve access by
women and minorities. He also finds evidence of discrimination in the small business
credit market. Firms owned by minorities, especially blacks, are much more likely to

L After Campbell and De Nardi’s article went to press, the authors realized that one of their tables was
incorrectly calculated. The paper’s replication files posted on the journal’s web site correct this mistake and
other minor inconsistencies.
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have loans denied and pay higher interest than is the case for white males. This is only
partially explained by their lack of creditworthiness and is consistent with a finding
of discrimination in the credit market by banks.

Magri (2009) uses the Survey of Household Income and Wealth to examine the
financing of small entrepreneurs in Italy after a period of financial deregulation and
innovation. This data set is a unique source of information on the financial structure of
very small firms, which account for a large share of the Italian GDP. Magri (2009) finds
that only about a quarter of small Italian firms use bank loans for business purposes,
with the rest relying on internal finance. She splits the sample into two sub-periods,
1989-1998 and 2000-2006, and analyzes credit rationing by determining the fraction
of entrepreneurs that applied for a bank loan and were turned down. Magri (2009)
finds that in the post deregulation and innovation period (2000-2006), credit ration-
ing significantly decreased among small Italian entrepreneurs. She also examines the
importance of two proxies for internal finance: the effect of household non-business
net wealth on the probability of starting a firm and the effect of firm net profitability on
the probability of obtaining a bank loan. She finds that internal finance via wealth has
become less important for potential entrepreneurs only in the most financially devel-
oped regions of Italy, and that the probability that a new small entrepreneur receives
a bank loan increases with entrepreneur age, education and with business size. Her
results suggest that credit scoring has been important for improved credit access.

Mondragon-Velez (2009) uses the Panel Study of Income Dynamics to document
differences between entrepreneurs and workers in education, age, earnings, wealth
and business industry. He finds that the probability of becoming an entrepreneur is
hump-shaped in wealth for given age-education cohorts, which is consistent with
Buera’s (2009) model (see below). Importantly, these profiles by wealth are different
by education and age. Mondragon’s results suggest that using aggregated transition
probability profiles to test the importance of liquidity constraints for potential entre-
preneurs is problematic. He also finds that education effects alone are linked with the
probability of becoming an entrepreneur and wealth-level.

Buera (2009) asks whether wealth begets wealth and entrepreneurship, or if entre-
preneurship is mainly determined by an individual’s ability. Buera (2009) shows that
in a dynamic model of occupational choice, financial constraints that impede the cre-
ation of businesses imply a non-monotonic relationship between wealth and entry
into entrepreneurship: the probability of becoming an entrepreneur as a function of
wealth is increasing for low wealth levels—as predicted by standard static models—
but it is decreasing for higher wealth levels. U.S. data are used to study the qualitative
and quantitative predictions of the dynamic model. Buera (2009) also finds that the
welfare costs of borrowing constraints are significant, around 6% of lifetime consump-
tion. Importantly, these welfare costs are mainly due to undercapitalized entrepreneurs
rather than to able people not being able to start businesses.

Monge-Naranjo (2009) studies both analytically and quantitatively how credit con-
straints shape the entry, growth and size distribution of firms. He considers the optimal
contract between banks and entrepreneurs in an economy in which punishment for
default is limited and banks are more patient than entrepreneurs. This limited enforce-
ment restricts the amount of credit available to entrepreneurs. Monge characterizes
the optimal contract and shows that his model can match key empirical observations
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about the evolution of the firm size distribution. He also shows that the model organizes
three different margins that determine the impact of limited commitment on aggregate
productivity.

Akyol and Athreya (2009) propose a quantitative theory to study self-employment
rates and project size distribution across countries. Self-employment decisions depend
on both the availability of credit and the relative attractiveness of alternative labor
market opportunities, especially paid-work. High self-employment rates do not nec-
essarily imply well-functioning credit markets. Akyol and Athreya (2009) find that
the observed cross-country patterns are consistent with a common self-employment
technology that is available worldwide, together with differences in financial interme-
diation and alternatives in paid work. Their main finding is that alternatives in paid
work are crucial for explaining self-employment rates, whereas high financial interme-
diation costs primarily affect the scale of projects. They also show that credit use is not
informative for predicting rates of self-employment or the scale of self-employment
projects.

Meh and Terajima (2009) study the effects of changing the mix of capital and labor
income taxes on capital accumulation and welfare in a general equilibrium model
with uninsurable investment risks. Uninsurable risks are common in entrepreneurial
activities (e.g., small firm returns are risky and it is not possible for an entrepreneur to
diversity this risk by holding a portfolio of small firms), and can lead to under-accumu-
lation of capital.” A classic result in public finance is that the capital income tax rate
is zero in the long run. More recently a number of authors have examined conditions
under which a positive capital income tax rate improves welfare. Meh and Terajima
(2009) conduct tax revenue neutral experiments to examine quantitatively the trade-
off between capital and labor taxes. Meh and Terajima’s key finding is that reducing
capital income taxation increases capital accumulation and improves welfare. How-
ever, eliminating this tax completely does not necessarily improve welfare when costs
associated with the transition are accounted for. When the capital income tax rate is
reduced to a moderately positive level there is a welfare gain both in the long-run and
in the transition, which implies that the welfare gains by the rich dominate the losses
of the poor. If the capital tax rate is lowered too much the welfare losses the poor incur
due to higher labor taxes outweigh the gains of the rich.

The papers in this special issue focus on data, theory and empirics because all
are important fronts for understanding entrepreneurship. For example, the innovative
Panel Study of Entrepreneurial Dynamics surveys roughly 800 new businesses, but
follows them over time. In contrast the Survey of Small Business Finances covers
roughly 4000 firms, but interviews each firm at a point in time. Appropriate data are
essential for understanding the role of entrepreneurs in the macroeconomy and theory,
especially quantitative theory, allows us to understand and forge economic policy. We
end this introduction as we began, by directing the reader to the excellent survey by
Quadrini, which surveys research in the last 20 years and discusses future research
trends.

2 When investment risk is uninsurable, lenders will demand a risk premium. This raises the loan rate
above the risk-free rate, raising the marginal product of capital and lowering the input of capital relative to
complete-markets.
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