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Abstract

We advance a theory of how organizational characteristics, in particular the structure of
opportunity within organizations, shape the decision to become an entrepreneur. Established
organizations play an important yet understudied role in the entrepreneurial process, because
they shape the environment within which individuals may choose to enter self-employment.
Yet, despite the fact that sociologists have long recognized that inequality within organizations
plays an important role in career attainment and mobility, we lack an understanding of
how it shapes the pursuit of entrepreneurial opportunities. We develop a formal model in
which entrepreneurial choice is driven by differences in the arrival rate of various types of
advancement opportunities. Entrepreneurship then arises as a result of matching processes
between workers and employers, as well as the features of opportunity structures in paid
employment. Analyses using Danish census data provide support for empirical implications

derived from the model.
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Organizations profoundly influence attain-
ment in developed societies. Accordingly,
sociologists have devoted considerable atten-
tion to understanding when and how employ-
ers’ characteristics shape job mobility and
other career outcomes (e.g., Baron and Bielby
1980; Castilla 2008; Petersen and Saporta
2004). This literature largely focuses on how
organizations affect attainment and mobility
within and between existing firms, because
most people spend the bulk of their careers as
employees of established firms, and the
majority of job transitions occur between
positions in dependent employment. Yet mov-
ing from a job in one established firm to
another is far from the only route through
which individuals seek to get ahead. Volun-
tary transitions between paid employment
and self-employment or entrepreneurship
remain remarkably common, particularly

when viewed over the life course. Ferber and
Waldfogel (1998), for example, estimate that
by their mid-30s, fully one-quarter of men
and one-fifth of women in the 1979 National
Longitudinal Survey of Youth cohort had
experienced self-employment. Miiller and
Arum (2004), using data from the Panel Study
of Income Dynamics, put the proportion
among U.S. men in their early 50s at 40 per-
cent. By retirement age, a substantial share of
the population will have had at least one stint
of self-employment in their career histories.

Stanford University
University of Chicago

Corresponding Author:

Jesper B. Sgrensen, Graduate School of Business,
Stanford University, 655 Knight Way, Stanford,
CA 94305-5015

E-mail: sorensen@stanford.edu

This content downloaded from
13.232.149.10 on Mon, 22 Feb 2021 07:46:15 UTC
All use subject to https://about.jstor.org/terms



Sarensen and Sharkey

329

When do individuals choose entrepreneur-
ship, as opposed to changing jobs, as the way
to get ahead? As Miiller and Arum (2004:9)
note, “involvement in self-employment im-
plies a process whereby individuals actively
decide—after considering the perceived rela-
tive costs and benefits attached to distinct
paths—whether to enter self-employment.”
For a large share of entrepreneurs, the context
within which this decision is reached is a for-
mal organization, and many of the “distinct
paths” considered are embedded within or-
ganizations. Organizational characteristics
should therefore play an important role in
shaping entrepreneurial entry decisions (Serensen
and Fassiotto 2011).

In this article, we focus on how the struc-
ture of opportunities within a firm, or the
shape of the organizational pyramid, influ-
ences the choice of entrepreneurship. Hierar-
chy is one of the defining features of formal
organizations, yet organizations vary mark-
edly in both the extent of hierarchical differ-
entiation (the height of the pyramid) and the
span of control (the ratio of number of posi-
tions between different levels). The implica-
tions of such differences for attainment and
mobility in paid employment have been ex-
plored extensively, but their impact on the
decision to become an entrepreneur has not.

How does the shape of the pyramid in an
organization affect the decision to become an
entrepreneur? At first glance, it is not obvious
that it should. In paid employment, the struc-
ture of inequality within a firm may induce
mobility between firms as a means of attain-
ment; for example, when people lack ad-
vancement opportunities with their current
employers, they may become dissatisfied and
grow increasingly likely to leave such an or-
ganization in search of greener pastures. Al-
though inequality may induce mobility, it is
not obvious that it should make people more
likely to choose entrepreneurship over em-
ployment with another established firm. Using
a simple theoretical model, however, we show
that in the presence of matching processes
generating differences in the value of a given
worker to different firms, the shape of the
pyramid affects the odds that people choose

entrepreneurship rather than moving to an-
other employer as a means of advancement. In
other words, the structure of inequality can
induce an apparent preference for entrepre-
neurship in individual mobility behavior.

In our model, this preference for entrepre-
neurship is only apparent; the entrepreneurial
choice in our model is driven by differences
in the relative availability of different ad-
vancement opportunities, not by relative af-
finities for employment and self-employment.
In this way, our theory also speaks to a central
puzzle in the study of entrepreneurship,
namely the entrepreneurial wage penalty
(Astebro, Chen, and Thompson 2011; Hamilton
2000). We can easily imagine why people
would prefer entrepreneurship when we think
of entrepreneurial success stories: the soft-
ware engineer who founded the wildly suc-
cessful Internet start-up or the salesperson
who founded a retail chain. Yet these cases
are outliers; for the vast majority of the self-
employed, success is elusive and entrepre-
neurial activity is short-lived. Using data
from the U.S. Survey of Income and Program
Participation, Hamilton (2000) shows that al-
though the earnings distribution of the self-
employed has a longer upper tail—reflecting
big wins for some—it is clearly shifted to the
left. Earnings of the self-employed are sub-
stantially lower than those of wage earners
overall, but at the very upper end of the distri-
bution this pattern is reversed (Hamilton
2000: Table 1). Moreover, Hamilton’s careful
analysis suggests that entrepreneurs would be
better off, in terms of earnings, if they re-
mained in paid employment. Selection equa-
tions for wages in paid employment generate
a negative selection coefficient, “implying
that the mean wages of employees are less
than the expected wages of entrepreneurs had
they been paid employees” (Hamilton
2000:623). Given the entrepreneurial wage
penalty, it is not evident why people leave
paid employment for entrepreneurship.

Faced with this puzzle, many scholars
offer explanations that center around distin-
guishing characteristics of the entrepreneurial
role, such as autonomy, that might make it
particularly appealing to some people (Benz
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and Frey 2008; Halaby 2003; Serensen
2007b; Xu and Ruef 2004). Hamilton (2000),
for example, interprets the wage penalty for
self-employment as reflecting its nonpecuni-
ary benefits, such as the value of “being your
own boss.” In short, the argument is that peo-
ple who become entrepreneurs are trying to
get ahead, but the utility they derive from
their occupation is not fully reflected in their
earnings (Benz 2009). Similarly, other schol-
ars point to distinctive traits of the people
who become entrepreneurs, in particular psy-
chological dispositions, such as their need for
achievement (McClelland 1961), overconfi-
dence (Camerer and Lovallo 1999; Moore,
Oesch, and Zietsma 2007), or tolerance for
risk (Cramer et al. 2002), that might make
self-employment seem more attractive to
some individuals than it does to others.

Our model provides an alternative expla-
nation for the entrepreneurial wage penalty
rooted in a sociological understanding of the
mobility process, rather than any nonpecuni-
ary benefits or personality traits uniquely as-
sociated with entrepreneurship. Just as move-
ment from one job to another in paid
employment is driven by the distribution of
available opportunities as well as individual
differences in tastes and traits, people may
decide to become entrepreneurs when self-
employment becomes the most attractive of
the set of available mobility opportunities. In
particular, as advancement opportunities in
paid employment become less plentiful, and
that route of mobility is blocked, people are
more likely to turn to entrepreneurship. Con-
sidered this way, the decision to become an
entrepreneur is linked to the structure of ine-
quality in existing organizations, and varia-
tion across opportunity structures influences
differences in the rate of entrepreneurship.

In addition to focusing on the impact of vari-
ation in opportunity structures, our model speci-
fies how the extent to which an individual’s
skills and capabilities are firm-specific, rather
than more generally valuable, affects the likely
destination of workers who leave their current
employer. One implication of our model is that
firms are more likely to lose the employees they
will find hardest to replace (i.e., employees who

have high levels of firm-specific skills) to entre-
preneurship rather than to their competitors. We
show that this risk is heightened for firms with
particular types of opportunity structures. Such
insights should be of interest to organizational
scholars as well as managers concerned with
taking steps to mitigate the loss of particularly
valued employees.

The overarching aim of this article is to
develop theoretical links between organiza-
tional inequality and entrepreneurship. Our
approach involves developing a formal model
from which we analytically derive novel
propositions about how the structure of ine-
quality within organizations affects the deci-
sion to become an entrepreneur. In construct-
ing our model, we make a number of
simplifying assumptions that may strike some
as overly stark; the simplification, however,
helps to lay bare the proposed mechanisms.
Furthermore, we necessarily abstract away
from many of the complexities that govern
empirically observed patterns of entrepre-
neurial entry; we do not hope to provide a
comprehensive treatment of all possible
causes of entrepreneurial entry, and hence do
not consider other drivers of entry, such as job
loss. Rather, in specifying a theoretical model
of how matching processes, along with or-
ganizational inequality, matter for entrepre-
neurial entry, we lay the groundwork for a
deeper conceptual understanding of the
mechanisms that link attainment processes in
paid employment to the decision to pursue
entrepreneurial opportunities. We empirically
test and find support for our model using in-
dividual data from the Danish labor market.

ENTREPRENEURSHIP,
MOBILITY, AND ATTAINMENT

The concept of entrepreneurship is multidi-
mensional and definitionally contentious
(Shane 2003; Serensen and Fassiotto 2011),
but our focus is on understanding entrepre-
neurship as a labor-force status, that is, as a
form of labor market activity distinct from
paid employment.' This conceptualization
covers a wide range of economic activity, in-
cluding founders of new organizations,
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independent professionals, and independent
contractors; for simplicity and rhetorical vari-
ety, we use the terms self-employment and
entrepreneurship interchangeably.

Theory and research on entrepreneurship
generally focus on the entrepreneurial transi-
tion as a distinct social process; work in this
vein tends to overlook commonalities that
exist between the transition to entrepreneur-
ship and other forms of career mobility. We
depart from this work by focusing not on how
people’s preferences for certain types of work
drive the choice between entrepreneurship
and paid labor, but on how the attainment
process shapes the availability of attractive
opportunities in paid labor and how the pres-
ence or absence of such options then affects
the odds of becoming an entrepreneur.

Sociologists have long viewed mobility as
driven not only by individual preferences and
skills, but also by structural forces that shape
the arrival of advancement opportunities—for
example, in the form of mobility vacancy
chains (Serensen 1977; White 1970). Ob-
served mobility, in other words, depends not
only on an individual’s preference ranking of
different opportunities, but also on how the
opportunities arrive in time at different posi-
tions in the social structure. It seems natural
then, that entrepreneurial entry would also
depend on both the arrival of entrepreneurial
opportunities and the arrival of opportunities
for advancement in paid employment.

The sociological literature on entrepre-
neurship, however, focuses largely on sources
of variation in the availability and attractive-
ness of entrepreneurial prospects. For exam-
ple, the state of technological development
(Utterback 1996) or industry evolution (Car-
roll and Hannan 2000) may provide more
entrepreneurial opportunities in some indus-
tries than others. Similarly, cultural and insti-
tutional factors account for variation across
regions in the prevalence of entrepreneurial
opportunities (Saxenian 1994).

Such demand-side accounts cannot fully
explain individual differences in the likeli-
hood of entrepreneurial entry. Within a given
industry and region (e.g., software in Silicon
Valley), people vary substantially in their

likelihood of entrepreneurial entry. In our
view, organizational opportunity structures
play an important role in explaining such het-
erogeneity. Some people work for firms with
rich advancement opportunities, whereas oth-
ers have more limited advancement pros-
pects. Organizational opportunity structures
affect entrepreneurial entry rates through
their impact on the likelihood of getting ahead
through paid employment. As such opportu-
nities decline, self-employment is more likely
to be attractive. Features of the organizational
attainment process that lead to relative de-
clines in opportunities to get ahead through
paid employment should, by this logic, also
be associated with increases in the rate of
entrepreneurship. This is the focus of our
theoretical model: specifying how the struc-
ture and process of attainment shape the ar-
rival of opportunities to advance through paid
employment, and hence indirectly affect the
rate of entrepreneurship.

MATCHING, ARRIVAL
OF ADVANCEMENT
OPPORTUNITIES, AND
ENTREPRENEURSHIP

Labor markets are arenas for the matching of
persons to jobs: workers seek jobs that com-
plement their skills and tastes, and firms seek
employees with the appropriate capabilities
that fit the local work environment. Matching
is important because individual and organiza-
tional heterogeneity is substantial and is a key
driver of career outcomes, including mobility
and wage attainment: “the value of a given
worker is likely to vary dramatically across
different employers and the disutility of effort
associated with work will vary for a typical
worker across the firms she might work for”
(Lazear and Oyer 2013:492; cf. Serensen and
Sorenson 2007). Jovanovic (1979b:1248)
makes this assertion even more starkly:
“There are no ‘good’ workers and ‘good’ em-
ployers, but only good matches.”

An important source of variation in indi-
vidual productivity and, accordingly, per-
ceived value across different firms has to do
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with the extent to which an individual’s skills,
knowledge, and characteristics are uniquely
suited for a particular employer rather than
being broadly transferrable across organiza-
tions. Becker (1962) characterized this as the
distinction between firm-specific and general
human capital. Classic examples of firm-
specific human capital include experience
with an idiosyncratic production technique or
knowledge of the informal “way things are
done” at a particular organization. In contrast,
general human capital encompasses attributes
such as overall intelligence and an individu-
al’s work ethic, which many employers would
value. Recently, Lazear (2009) proposed a re-
finement of human capital theory that entails
treating all human capital as general, with
firms varying in their weighting of different
skills. One attractive feature of this modifica-
tion is that it provides a framework for deriv-
ing predictions about skills that a variety of
firms might view as individually attractive
(i.e., seemingly general skills), but that in
combination might be of unique value to only
one organization. For example, a firm provid-
ing enterprise software that does tax optimiza-
tion might pay a premium for an employee
who has knowledge about seemingly general
areas such as programming, tax law, and eco-
nomics because the combination of such skills
is particularly useful at that firm alone.
Human capital theory focuses on skills ac-
quired over time through on-the-job experi-
ence and training, but scholars have also noted
the significance of workers’ fixed or ex ante
qualities that may make them particularly
valuable at a given firm. For example, an indi-
vidual might possess an innate aptitude for
learning a particular production technique or
might have the “right” personality to succeed
in a given organizational culture. For the pur-
pose of developing our theoretical model,
whether firm-specific abilities and attributes
stem from fixed individual characteristics or
are learned over time is not critical. Rather,
our model centers on the important distinction
between individual skills, attributes, and abili-
ties that are productivity-enhancing at one or-
ganization and are of value at other

organizations as well, compared to those that
lose all productive value when the employer-
employee relationship ends. For ease of expo-
sition, we use the term “firm-specific capabili-
ties” in our model to refer to all of a worker’s
skills, attributes, and abilities that are specific
to a particular employer-employee relation-
ship, regardless of whether they are learned or
stem from fixed worker characteristics.

What are the implications of firm-specific
capabilities for the likelihood that someone will
choose entrepreneurship as a means of getting
ahead rather than moving to a new employer?
To answer this question, we first emphasize a
key difference between employment opportu-
nities and entrepreneurial opportunities.” Ar-
rival of an employment opportunity depends on
an employer’s actions and perceptions; a job
offer is forthcoming only if an employer has a
sufficiently positive assessment of a candidate.
By contrast, the notion of striking out on one’s
own and creating something from scratch gen-
erally springs from individual (or collective
[Ruef 2010]) imaginations.’

In this way, we can view entrepreneurial
opportunities as arising through two means:
the social and economic processes that gener-
ate opportunities with different economic
value, and the social and psychological pro-
cesses that lead people to perceive and value
entrepreneurial opportunities differently. Im-
portantly, both of these avenues can be viewed
as operating independent of firm-specific ca-
pabilities for a given level of attainment. Al-
though structural and individual factors may
lead to differences in the perception of entre-
preneurial opportunities among employed in-
dividuals at the same level of attainment, we
assume these differences are not systemati-
cally related to the quality of the match with
the current employer. This is consistent with
our definition of firm-specific capabilities;
the productive value of such capabilities van-
ishes upon turnover, whether to another firm
or to entrepreneurship.*

Consider two individuals at the same attain-
ment level, who differ only in the extent to
which they possess firm-specific capabilities.
Because the perception of entrepreneurial
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opportunities is independent of firm-specific
capabilities, the likelihood of perceiving an
entrepreneurial opportunity superior to the cur-
rent job is the same for both individuals. How-
ever, the employee whose attainment depends
more heavily on firm-specific capabilities is
less likely to receive external employment of-
fers better than the current job, because, by
definition, the person’s firm-specific capabili-
ties will not be valued by other firms. Put dif-
ferently, over a given time interval, the indi-
vidual with more firm-specific capabilities
perceives the same number of attractive entre-
preneurial opportunities, but receives fewer
attractive external employment offers. This
implies, on the one hand, that people better
matched to their employers are less likely to
leave their current jobs (Jovanovic 1979a).
However, it also implies that if more well-
matched individuals do leave their current
jobs, they are more likely to become entrepre-
neurs than to leave for another firm.

Proposition 1: Controlling for attainment, the
relative rate of entrepreneurship increases with
firm-specific capabilities: individuals with
greater firm-specific capabilities are more
likely to become entrepreneurs than to change
employers.

A SIMPLE MODEL OF
INEQUALITY AND
ENTREPRENEURIAL ENTRY

We now build upon the insight in Proposition
1 to consider how differences in the way firm-
specific capabilities are rewarded internally
versus externally might play out across differ-
ent types of organizational opportunity struc-
tures in ways that would lead to between-firm
variation in rates of entrepreneurial entry. To
gain traction, we develop a simple formal
model of entrepreneurial entry that encodes
our key intuition that individuals whose at-
tainment is due to having skills and character-
istics uniquely valued by their current em-
ployers are more likely to leave their current
employers to enter entrepreneurship than they
are to leave to take another job in paid

employment. Our decision to adopt a more
formal approach is driven largely by the de-
sire to mathematically validate our key theo-
retical arguments despite the inherent diffi-
culties in measuring many of the theoretical
constructs in which we are most interested
(Adner et al. 2009).

Given our interest in how inequality shapes
the entrepreneurial process, a key modeling
decision we face concerns how to represent
inequality. The constraints of theorizing mean
we cannot hope to fully capture the multifac-
eted nature of social inequality. In what fol-
lows, we explore the effects of two kinds of
variation in inequality across organizational
opportunity structures: differences in the maxi-
mum possible attainment, or wages, within an
opportunity structure, and differences in the
ratio of positions at adjacent levels of the hier-
archy (e.g., the span of control [Simon 1957]).
Both capture important differences among em-
ployers in the labor market. In settings with a
low maximum wage, individuals’ prospects for
attainment are dampened compared to their
chances in settings where the wage ceiling is
higher. Opportunity structures with the same
maximum attainment level can also differ in
the chances for advancement they provide; for
example, it is harder to get ahead in structures
with a greater span of control because many
people are competing for the same vacancy at
the next level (Serensen 1977).

For analytic purposes, we define an op-
portunity structure as a hierarchical sequence
of positions in the labor market that are con-
nected through vacancy chains. In other
words, two positions are in an opportunity
structure to the extent the incumbents of one
(higher) position are drawn primarily from
the incumbents of a second (lower) position,
and movement up the hierarchy depends on the
arrival of vacancies at higher levels (Serensen
1977; White 1970). Job ladders within a firm
are a prototypical example. These interde-
pendencies may arise through formal promo-
tion polices (as in firm internal labor markets
[Doeringer and Piore 1971]), credentialing
requirements (Weeden 2002), or informal
practices. We conceive of opportunity
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structures broadly, but we chiefly have in
mind advancement opportunities within or-
ganizations, whether or not they are formally
codified in internal labor market policies.
Organizational policies and practices allocate
and price labor, and are therefore one of the
main sources of structure in the labor market
(Baron and Bielby 1980).

We assume the attainment process is one in
which individuals seek to maximize the re-
wards from work. These rewards may be
multidimensional and include both pecuniary
and nonpecuniary aspects such as autonomy
and expected job security. (For simplicity, we
use the terms “rewards” and “wages” inter-
changeably.) Following sociological models
of the labor market, we conceive of rewards in
paid employment as positional: they are at-
tached to jobs (Serensen 1977). As Lazear and
Opyer (2013:499) note, wage dynamics appear
“to be largely about finding the right job for
the person, rather than finding the right pay
for different people doing similar jobs.” The
attainment process, then, is one in which indi-
viduals move through positions with different
levels of rewards. Movement into a position in
paid employment depends on the existence of
a vacancy in that position, and on the indi-
vidual being selected by the employer as the
best candidate for the position. Movement into
entrepreneurship requires that an individual
perceives an entrepreneurial opportunity and
decides to pursue it.

Individuals’ rewards in paid employment
are driven by their ability to obtain a particu-
lar position when a vacancy arises. When a
vacancy appears, job offers (whether external
offers or internal promotions) in turn depend
on the employer’s assessment of the candi-
date’s capabilities, which we denote as B, for
person i and employer k. We are agnostic as
to what types of individual skills, characteris-
tics, or capabilities employers consider rele-
vant to identifying the preferred candidate for
a vacant position. For our model it is only
important that all such skills and characteris-
tics fall into one of the two broad classes
identified earlier—general capabilities or
firm-specific capabilities. We thus conceive

of the capabilities on which candidates are
evaluated as being additively separable into
general and firm-specific components:

Bic = o + 0y 1

where o; represents the general component of
capabilities, and 0, represents the firm-
specific component of capabilities, or skills
an individual can put to productive use only
when matched to a specific firm that values
those capabilities. As noted earlier, firm-spe-
cific capabilities could stem from either fixed
characteristics of an individual (i.e., a good
match) or skills acquired or revealed over
time as an individual accrues on-the-job ex-
perience and the firm gains knowledge of the
person’s skills. Firm £, the current employer
of individual i, will set the individual’s wages
such that they reflect the firm’s assessment of
both o; and 6, . A different firm, however,
would set the value of wage offers to indi-
vidual i based only on assessment of a; be-
cause by definition 8, does not enhance the
individual’s productivity at firms other than k.
(For clarity of exposition, we develop only
the case where individual i has firm-specific
human capital valued only by firm k£ and
would have no firm-specific capabilities at a
different firm. We would obtain similar re-
sults, however, as long as the individual has
greater firm-specific capabilities with his cur-
rent employer than with other employers.) In
short, this setup codifies the idea that the
quality of the match between individuals and
opportunity structures plays an important role
in the attainment process; for a given level of
a;, higher values of 6,, with an organization
imply greater attainment. As firm-specific
capabilities are revealed (e.g., through supe-
rior productivity) and on-the-job learning oc-
curs, an individual with more firm-specific
capabilities will advance through the opportu-
nity structure more rapidly than an otherwise
comparable individual with fewer firm-specific
capabilities.

With these basics in place, we turn to con-
sider the effects of inequality in opportunity
structures for the choice of entrepreneurship.
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To do so, we must specify how rewards
change as workers advance through an op-
portunity structure, and how the attainment
process is shaped by characteristics of the
opportunity structure. We first specify how
wages evolve over time for an individual
within an opportunity structure.

We represent wage growth through a va-
cancy chain model of attainment (Serensen
1977). In this model, wages evolve over time
as a function of the vacancy arrival rate and
the difference between a person’s current
wages and the maximum possible wage the
person may hope to achieve in an opportunity
structure, given his particular set of skills and
capabilities. This describes the commonly
observed career trajectory in which wage
growth is rapid early on but eventually slows
as a person reaches his maximum possible
attainment in a given opportunity structure.
The model also allows for variation across
individuals in the relevant maximum wage
toward which their earnings are adjusting, as
would be the case, for example, if people
were on different job ladders.

For opportunity structure k, we denote the
arrival of vacancies in a period as y, and the
maximum possible wage in the opportunity
structure as wmax,. (For simplicity, we as-
sume characteristics of opportunity structures
are fixed over time.) A person’s wage at time
t is then given® by

Wikt = Wik T Yi(Bawmax, — Wy ). (2)

It follows that the change in wages or rewards
in a specified period between time ¢ — 1 and ¢ is

Wikt — Wik = Ye(Baowmax, — wy, ). (3)

This simple specification yields important
insights about the relationship between ine-
quality in an opportunity structure, matching,
and the choice of entrepreneurship. Here, we
focus on two aspects of inequality in an op-
portunity structure: the maximum attainment
level and the span of control. Consider first
the case of variation across opportunity struc-
tures in the maximum attainment level (i.e.,

the wage ceiling), and assume the maximum
wage is greater in structure k than in structure
I, or wmax, > wmax,. Hold the vacancy ar-
rival rate y constant. Now compare two indi-
viduals i and j, employed in & and /, respec-
tively, with the same attainment level in a
particular period. Given these assumptions
and the equality constraint, it follows from
Equation 3 that individual j is viewed as more
desirable by her employer than individual i is
by his, or B < B;. This reflects the fact that
the wage ceiling affects returns to capabili-
ties; the same skill is rewarded more highly in
a firm with a greater wage ceiling. Increasing
one’s wage is more difficult in a firm with a
low wage ceiling; workers who do will gener-
ally have greater skills and capabilities.

What are the implications for rates of en-
trepreneurship? The implications hinge on the
source of the differences in capabilities. If the
source can be traced to differences in general
capabilities (o) as opposed to firm-specific
capabilities (0), then there is no reason to ex-
pect differences between the two organiza-
tions in rates of entrepreneurship. But differ-
ences in B in our scenario should not generally
be due to differences in a. If external labor
markets are competitive, an employee with
superior general capabilities at a low-wage-
ceiling firm will receive external offers based
on those capabilities, and will therefore have
an opportunity to leave the firm. This sorting
process means o; = o;. As a consequence, av-
erage match quality will be higher in the op-
portunity structure with the lower wage ceil-
ing: 0, < ;. In keeping with Proposition 1,
this implies the following:

Proposition 2: Controlling for attainment, a
lower wage ceiling in an opportunity structure
increases the odds of choosing entrepreneurship
rather than changing employers.

An intuitive way to understand Proposi-
tion 2 is that when the wage structure is rela-
tively compressed, being well matched to the
opportunity structure is a double-edged
sword. On the one hand, firm-specific capa-
bilities lead to more rapid advancement, as
the employee is more likely to be selected for
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promotion opportunities that arise. On the
other hand, this advancement is not very well
rewarded. Compared to a colleague who has
advanced to the same level without the bene-
fit of firm-specific capabilities, the employee
with firm-specific capabilities is more likely
to be stuck with the current employer, whereas
the colleague is more likely to receive exter-
nal employment offers. Perceived entrepre-
neurial opportunities then become a greater
share of the attractive advancement opportu-
nities for the well-matched employee.

Now consider effects of variation in the
span of control, which enters our model indi-
rectly through the vacancy arrival rate, vy,, for
a given opportunity structure. In general, exog-
enous events like illness or retirement create
vacancies at higher levels in the opportunity
structure, and hence advancement opportuni-
ties. Such events do not depend on character-
istics of the opportunity structure. However,
the effect of a retirement at a higher level on
an individual’s promotion chances depends
on how many people in the firm are compet-
ing for each vacancy. It depends, in other
words, on the span of control, or ratio of posi-
tions between adjacent levels in the hierarchy
(Serensen 1977). Individuals in a system with
a large span of control are exposed to propor-
tionately fewer opportunities for advance-
ment than individuals in a system with a
small span.

To determine how this might affect rates of
entrepreneurship, consider two opportunity
structures with the same wage ceilings
(wmax, = wmax,) but different spans of con-
trol, with structure k again more unequal than
structure /. In other words, more people report
to the same boss in & than in /. With a greater
span of control, employees at a given level in
k have fewer opportunities to get ahead, so y,
< v, (Serensen 1977). Again, compare two
individuals with the same attainment in a
given period. It follows from these assump-
tions and Equation 3 that B, > B;. This is in-
tuitively sensible. In firms with a greater span
of control, there is more competition for each
vacancy that arises. The person in the system
with a greater span of control is thus likely

more skilled than the person in the system
with a smaller span. As before, these differ-
ences will be due, in general, to differences in
firm-specific capabilities (0) because sorting
processes should eliminate any differences in
general capabilities (a).°

Proposition 3: Controlling for attainment, a
greater span of control in an opportunity struc-
ture increases the odds of choosing entrepre-
neurship rather than changing employers.

EMPIRICAL SETTING AND
DATA

Our theory involves predictions about the re-
lationship between structural characteristics
of opportunity structures within organizations
and entrepreneurship. This makes it difficult
to provide empirical tests of our propositions.
On the one hand, the ideal dataset has infor-
mation on individual career histories, such
that we could track transitions from paid em-
ployment to entrepreneurship. Given the low
transition rate to entrepreneurship, large sam-
ple sizes are required to produce reliable sta-
tistical estimates. In addition, we also wish to
measure important sources of individual het-
erogeneity. In short, studies of entrepreneurial
career transitions require breadth. At the same
time, identifying opportunity structures with-
in and between firms is quite difficult in large
samples (Spilerman 1977) and is often a
daunting task even in single-firm studies
(Althauser and Kalleberg 1990). Sociologists
generally approach this by trading breadth for
depth: studies with a detailed understanding
of the opportunity structure faced by workers
in a firm are typically studies of a single firm
(e.g., Castilla 2008). Detailed organizational
data could be used to measure wage ceilings
and spans of control, but doing so in the kind
of large sample needed to model entrepre-
neurial transitions presents an insurmountable
challenge. We are aware of no existing dataset
that captures this detailed level of information
for a large sample.

We resolve the tension between depth and
breadth in favor of breadth. In other words, we
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accept having to rely on indirect measures of
the opportunity structures in firms in order to
have a broad sample of firms and workers,
along with richer data on individual character-
istics. This tradeoff allows us to be more con-
fident that any observed associations between
characteristics of firms and rates of entrepre-
neurship are not idiosyncratic to a small set of
firms, and it allows us to control for important
sources of individual differences in the pro-
pensity to enter entrepreneurship.

Data analyzed in this article come from the
Integrated Database for Labor Market Re-
search (IDA), maintained by Statistics Den-
mark (2012). This is a large matched em-
ployer-employee dataset that allows us to
examine the relationship between firm char-
acteristics and entrepreneurial entry in a
large-scale sample. IDA contains register-
based data on the labor force in Denmark,
beginning in 1980, and constitutes an annual
(register-based) census of the Danish popula-
tion. Labor market data in IDA include infor-
mation on hourly wages, annual income, em-
ployer and work establishment, and broad
(seven category) occupation.

Our decision to analyze data from Den-
mark may raise questions about the extent to
which our findings generalize to other con-
texts, such as the United States, or whether
any observed associations are idiosyncratic to
the institutional and cultural features of the
Danish economy. Such concerns can ulti-
mately only be addressed through further,
comparative study. However, our examination
of relevant features of entrepreneurship and
labor market policies does not lead us to sus-
pect our results are unique to the Danish con-
text. In terms of the labor market, most casual
observers correctly associate Denmark with
high levels of social protection for workers,
which may lead to concerns that the dynamics
of labor mobility are fundamentally different.
However, the specific features of Danish labor
market policies (in particular the lack of em-
ployment guarantees) mean that rates of turn-
over and mobility between firms are compara-
ble to the United States (Bingley and
Westergard-Nielsen 2003; Organization for
Economic Cooperation and Development

1997). Furthermore, with respect to entrepre-
neurial activity, the Danish private equity mar-
kets (e.g., venture capital) are underdeveloped
in comparison to the United States (Hancock
and Bager 2001). This likely shifts the distri-
bution of entrepreneurial activity by lowering
the founding rate of high-growth, risk-
oriented ventures. Nonetheless, there are few
formal barriers to entry into entrepreneurship
in the form of licensing demands or other
bureaucratic requirements. Blanchflower (2000)
shows that self-employment rates (as a pro-
portion of nonagricultural employment in
Denmark [7.2 percent in 1996]) are quite simi-
lar to those in the United States (6.8 percent)
and Germany (8.3 percent), and somewhat
lower than in the United Kingdom (11.3 per-
cent). Danish entrepreneurs most commonly
opened businesses in the following industries:
wholesale/retail trade, hotels and restaurants
(40.3 percent of all nonagricultural self-
employed individuals in 1996), financial
intermediation and professional activities
(22.3 percent), and public and personal ser-
vices (13.7 percent). Differences in the indus-
trial classification systems of Denmark and
the United States make a direct comparison of
the distribution of entrepreneurs across indus-
tries in the two nations difficult; however, our
examination of data from both countries does
not suggest dramatic differences.

One distinctive feature of the Danish con-
text is that the level of social protection (in
particular the relatively generous unemploy-
ment benefits) means that entry into entrepre-
neurship is generally voluntary, rather than
driven by necessity (Hancock and Bager
2001). As we will demonstrate, this means
that—unlike in the United States (Elfenbein,
Hamilton, and Zenger 2010)—one does not
see higher levels of entrepreneurship among
workers in the lower tail of the wage distribu-
tion; these workers appear more likely to
choose unemployment over entrepreneurship
if they are poorly matched.” In our view, this
is an advantage of the Danish context, as
it implies that decisions to enter self-
employment are more likely to be opportunity
driven; opportunity-driven entry is the focus
of our theory.
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Table 1. Descriptive Statistics for Variables Used in Analyses; N = 1,028,290

Variable Mean Std. Dev. Minimum Maximum
Vocational .499 .499 .000 1.000
Academic .053 .224 .000 1.000
University 134 .340 .000 1.000
Female .348 476 .000 1.000
Danish .976 .155 .000 1.000
Age 28.437 6.332 17.000 45.000
Married .307 461 .000 1.000
Kids 372 483 .000 1.000
Labor force experience (log) 2.084 .546 -.069 2.803
Log debts 8.859 4.421 .000 17.554
Log assets 9.561 2.990 .000 17.664
Parent self-employed .261 .439 .000 1.000
Firm mobility .210 407 .000 1.000
Entrepreneurial entry .006 .705 .000 1.000
Log firm tenure .258 .880 -.693 1.871
Log wage 4.732 .405 1.074 8.606
Log firm size 4.576 2.293 .000 10.971
Log maximum wage 5.858 .746 1.341 8.640
Gini .163 .612 -.003 924

These data constitute an annual panel, with
labor market variables updated as of the 48th
week of each calendar year. In addition to
labor market outcomes, IDA contains standard
demographic information, including informa-
tion on age, sex, marital status, childbearing,
and education. The longitudinal nature of IDA
allows one to construct career histories for in-
dividuals, although the data are left-censored
in 1980. Data analyzed here are based on an
extract from IDA spanning the years 1980 to
1997 and covering the entire population who
were between 15 and 70 years in 1994. This
extract was created for a larger research project
on the dynamics of entrepreneurship.

We coded individuals as entering entrepre-
neurship if one of two conditions were met:
(1) their occupation code, as recorded by Sta-
tistics Denmark, changed to self-employed
(with or without employees), or (2) they
changed jobs to join a newly founded firm
with three or fewer employees (or, if larger,
their occupation code indicated they were direc-
tors or top managers). We coded individuals as
having changed employers if the employer
code changed from one year to the next

(excluding changes in ownership). All other
transitions (e.g., to unemployment or school-
ing) are censored. Table 1 presents descriptive
statistics on the data used in our analyses.

RESULTS

Tests of Proposition 1

Proposition 1 predicts that higher levels of
firm-specific capabilities are associated with
a greater likelihood of choosing entrepreneur-
ship as opposed to switching jobs. Testing
this claim directly proves challenging due to
the difficulty of measuring firm-specific capa-
bilities. These challenges are widely acknowl-
edged in the literature. Prendergast (1993:
523), for example, notes that “firm-specific
human capital . . . is difficult to quantify.”
More recently, Nagypal (2007:538) wrote,
“data on expected match-specific quality or
productivity are essentially non-existent.”
Rather than allowing these challenges to pre-
vent us from testing our theoretical argu-
ments, we provide two forms of supporting
evidence that are consistent with our theory.
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First, we provide a simple mathematical proof
of Proposition 1 in the online supplement. In
addition, we derive two implications of Prop-
osition 1 that are unique predictions of our
matching argument and are amenable to em-
pirical testing by using tenure as a proxy for
firm-specific capabilities.

There are at least three established drivers
of the known positive relationship between
tenure and firm-specific skills, and the prac-
tice of using tenure as a proxy for firm-
specific capabilities is widely accepted in the
literature (see, e.g., Altonji and Williams
2005; Farber 1994; Stevens 2003; Topel
1991). First, on-the-job learning through either
experience or formal training should cause
firm-specific skills to increase over time,
which is rewarded via wage increases (Dust-
mann and Meghir 2005; Veum 1995). Sec-
ond, although some workers may possess
fixed characteristics (e.g., a particular person-
ality type) that make them a good match for a
firm ex ante, such traits are typically difficult
to evaluate prior to the point of hire. The pres-
ence of these traits gradually becomes appar-
ent, however, through higher productivity in a
job. As such, the wages of well-matched
workers tend to increase over time as the evi-
dence accumulates that a person is a good fit.
Moreover, there may be an interactive effect
in that individuals who have the disposition to
learn the skills required at a particular firm
(i.e., workers who are good matches ex ante)
have faster rates of on-the-job human capital
accumulation than do others. Third, the dif-
ferentially lower turnover rate of well-
matched employees relative to poor matches
implies that the average level of match qual-
ity among individuals in a given cohort in-
creases with tenure (Jovanovic 1979a). In
short, there are ample reasons why tenure is
often used as a suitable proxy for firm-spe-
cific capabilities.

By contrast, we expect that the rate at
which people identify attractive entrepreneur-
ial opportunities should be independent of
how well matched people are for their current
employers, controlling for wage. Thus, the
likelihood of perceiving an attractive

entrepreneurial opportunity should not vary
by tenure cohort.® This implies that as tenure
increases, entrepreneurial transitions should
constitute an increasing proportion of all tran-
sitions to destinations outside the current
firm.

We test this implication in Table 2, which
presents estimates from a competing risks
model of two transitions: to paid employment
with a new employer and to entrepreneurship.
(These data do not allow us to identify within-
firm mobility events.) All other transitions are
treated as censored. For this analysis, we
constructed complete histories of attachment
to an employer (up to the point of censoring
in 1997) by selecting all individuals who
were newly hired in 1990 by an established
employer and were between the ages of 16
and 40 years in 1990. We eliminated individu-
als with self-employment experience between
1980 and 1989, as the dynamics of serial
entrepreneurship may be different. People
working in the primary sector (i.e., agricul-
ture) and industries dominated by the public
sector are excluded from the sample.

The estimated effects of log tenure are pre-
sented in the first and second columns of
Table 2. As we predicted, the transition rate to
entrepreneurship declines less rapidly with
tenure than does the rate of movement to other
firms. The difference between these estimates
is statistically significant well beyond conven-
tional levels (= 86.65, 1 d.f,). As a conse-
quence, as tenure increases, the conditional
odds of entering entrepreneurship as opposed
to moving to another firm go up. This result
holds true net of a host of variables that may
be correlated with tenure and with the deci-
sion to enter entrepreneurship, including
measures of current wages, assets and debts,
and labor force experience. This finding is
novel in the literature. Research has shown
that individuals become less likely to enter
self-employment the longer they are with their
current employer (Elfenbein et al. 2010; Evans
and Leighton 1989; Serensen 2007a), but the
differential impact of tenure on entrepreneur-
ial entry relative to moving to a new firm has
not previously been established. Given the
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Table 2. Discrete-Time Competing Risks Models of Employee Turnover

Transition to

Transition to Transition to

New Job  Entrep.

New Job Entrep. New Job Entrep.

Vocational .008 -.055
(.008) (.036)
Academic .214* .232*
(.016) (.060)
University -.080* -.208*
(.013) (.058)
Female .071* -.672*%
(.008) (.036)
Danish —.044** -.580*
(.021) (.076)
Age .059* .085*
(.005) (.025)
Age squared -.001* -.001*
(.000) (.000)
Married -.084* .030
(.007) (.035)
Children present .000 —-.047
(.007) (.035)
Labor force experience -172* .413*
(.008) (.049)
Log debts .008* .023*
(.001) (.004)
Log assets -.053* .014**
(.001) (.005)
Parent self-employed -.049* .250*
(.006) (.029)
Log firm tenure —.347* -.093*
(.007) (.016)
Log wage .234* .597*
(.014) (.052)
Log firm size -.068* —-.146*
(.004) (.009)

Log maximum wage
Gini

Log maximum wage x Log
tenure

.008 -.060 .008 -.054
(.008) (.036) (.008) (.036)
217* .232* .214* .231*
(.016) (.036) (.o16) (.060)
—-.073* -211* -.081* -.207*
(.013) (.036) (.014) (.041)
.072* —-.663* .072* -.662*
(.008) (.036) (.008) (.036)
—.045** —-.580* —.044** —.581*
(.021) (.036) (.021) (.036)
.057* .094* .057* .094*
(.005) (.036) (.006) (.037)
-.001* —-.002* —-.001* —-.002*
(.000) (.036) (.000) (.036)
-.084* .028 —-.083* .029
(.007) (.036) (.007) (.036)
-.001 —-.048 -.001 —-.048
(.007) (.036) (.007) (.036)
-.167* .407* -.168* .409*
(.008) (.036) (.008) (.037)
.008* .023* .008* .023*
(.001) (.036) (.001) (.036)
—-.053* .013** —-.053* .013**
(.001) (.036) (.001) (.036)
—.050* .249* -.050* .248*
(.006) (.036) (.006) (.037)
—-.344* —-.094* -.567* -.130
(.007) (.036) (.054) (.131)
.253* .665* .250* 751*
(.015) (.036) (.015) (.052)
—-.034* -.104* —-.034* -115*
(.008) (.036) (.008) (.015)
-.126* -.267* -.131* -.299*
(.023) (.036) (.023) (.052)
—-.086 2.131* —-.051 2.023*
(.089) (.036) (.090) (.256)
.036* -.013
(.010) (.023)

Note: All models include industry fixed effects. Standard errors clustered by employer. N = 1,028,290.

*p < .01 (two-sided t-tests).

well-known relationship between tenure and
match quality, this result is consistent with
Proposition 1: the set of attractive external of-
fers becomes more entrepreneurial as firm-
specific capabilities increase.

The congruence between our empirical
results and Proposition 1 lends credence to
our theory about the role of matching in the
transition to entrepreneurship. The effects of
tenure should be interpreted with caution,
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Entered entrepreneurship in 1990

Did not enter in 1990

[

Log wage in 1989

Figure 1. Log Wages in Danish Kroner of Workers in Paid Employment, by Whether They
Entered Entrepreneurship the Subsequent Year (N = 1,189,632)

however, because omitted variables may spu-
riously generate negative tenure dependence.
The set of plausible confounds is greatly re-
duced in our case by the fact that any such
omitted variable would not only have to affect
turnover propensities, but also do so differen-
tially for movement between firms versus
transitions to entrepreneurship. Although fac-
tors such as non-compete clauses (Marx
2011) or contingent benefits would lower the
rate of movement to other firms, they should
have a similar impact on the transition to en-
trepreneurship, and therefore cannot account
for the differential pattern we observe.

Nonetheless, other unobserved variables
might account for the pattern of tenure de-
pendence in Table 2. One might imagine, for
example, that an individual’s taste for auton-
omy might make him less likely to find an-
other job attractive yet more likely to become
an entrepreneur (Xu and Ruef 2004). This
prediction is somewhat inconsistent with the
negative effect of tenure on entrepreneurial
entry in Table 2, but we nonetheless provide
additional support for the matching interpre-
tation by focusing on an individual’s earnings
prior to entering entrepreneurship.

The logic of these analyses is as follows: A
straightforward implication of our model is
that if we hold constant the general component
of capabilities, then individuals who are better
matched to their employer will have higher

earnings (assuming that firm-specific capabili-
ties are rewarded, on average, through wages
as opposed to nonpecuniary benefits). If indi-
viduals with greater firm-specific capabilities
are also more likely to become entrepreneurs,
then it follows that they should have higher
wages (controlling for observable characteris-
tics) prior to entry into entrepreneurship.

We present two kinds of evidence. First,
consider Figure 1. Using data on all workers
age 25 to 50 years in the Danish labor force in
1989, Figure 1 graphs the log hourly wages
for two subpopulations: individuals who en-
tered self-employment in the following year,
and those who did not. The solid line repre-
sents individuals who did not become entre-
preneurs in 1990; the dashed line represents
those who did. Figure 1 reveals a clear pat-
tern—workers who will soon be entrepre-
neurs have higher current wages in paid em-
ployment than do those who will not, with a
higher median and a longer upper tail of the
distribution.” The quantile regressions in
Table 3 further confirm the impression from
Figure 1 and demonstrate that these differ-
ences are not simply due to differences in
observable individual characteristics. These
models show that future entrepreneurs are
disproportionately drawn from the upper part
of the wage distribution, with no significant
difference between groups at the 25th percen-
tile. Controlling for a variety of demographic
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Table 3. Regression Estimates of the Effect of Subsequent Entrepreneurial Entry on Current

Log Wages
Mean 25th Percentile 75th Percentile
Entered entrepreneurship in subsequent year .069* .003 .068*
(.004) (.005) (.006)

Note: All models include the following variables: age, sex, marital status, presence of children,
occupation, firm tenure, log debts, log assets, Danish born, and education. Regression of the mean
estimated using OLS, including employer fixed effects. Quantile regressions include log firm size.

N=1,189,632.
*p < .01 (two-sided t-tests).

and labor market characteristics, future entre-
preneurs earn significantly higher mean
wages. Because this effect holds net of the
positive effect of tenure (not reported here),
we interpret the positive effect of being a fu-
ture entrepreneur as stemming from fixed in-
dividual characteristics that make for a good
match and are rewarded via higher wages.
An objection to this interpretation is that
the residual from our wage equation is com-
posed not only of a potential effect of firm-
specific capabilities (0) but also of any unob-
served individual abilities. Results in Figure 1
may therefore reflect a process through which
individuals who are generally more able (ir-
respective of employer characteristics), and
hence are more highly paid, become entrepre-
neurs, perhaps to fully capitalize on their
skills. Other scholars have documented a
similar pattern of higher entrepreneurial entry
rates among “stars” in populations of analysts
at investment banks (Groysberg, Nanda, and
Prats 2009), scientists and engineers (Elfen-
bein et al. 2010), and individuals in Korea
(Astebro et al. 2011), and interpreted the pat-
tern as evidence of greater ability among en-
trepreneurs. To address this concern, we adopt
a fixed-effects framework in which we purge
the wage equation of any fixed individual
unobservable characteristics. For any given
attachment to an employer, individual fixed
effects would absorb the effect of match qual-
ity, creating an identification problem; how-
ever, we exploit the fact that we observe
movement between employers in the data,
and the fact that some employer attachments
end with transitions to entrepreneurship (but

most do not). Thus, our data allow us to ex-
amine whether wages are higher for the same
individual during spells of employment that
ended in entrepreneurship versus those that
ended in turnover to another firm.

Table 4 shows results of this exercise,
using the same panel data as in our transition-
rate models, but focusing on wages over time
as the outcome variable. Our hypothesis is
that an individual who transitions to entrepre-
neurship has greater firm-specific capabilities
with her employer immediately prior to entry,
as compared to the same individual during a
spell of employment with another organiza-
tion that did not end in a transition to entre-
preneurship. This should manifest in higher
wage growth while working for that em-
ployer. We therefore model wage growth, and
include a dummy variable for whether the
employment spell ended with a transition to
entrepreneurship. The first column of Table 4
demonstrates that the main effect of this
dummy variable is not significant. However,
we should expect benefits of firm-specific
capabilities to manifest over time; an em-
ployer is less likely to reward match quality
initially (March and March 1978), and an in-
dividual is likely to develop firm-specific ca-
pabilities through on-the-job learning. In the
second column of Table 4, we see this is in-
deed the case: we find a positive interaction
effect between future entrepreneurship and
tenure with the employer. We interpret the ef-
fects of tenure and the interaction of tenure
and being a future entrepreneur as reflecting
rewards for different types of firm-specific
capabilities. The positive main effect of

This content downloaded from
13.232.149.10 on Mon, 22 Feb 2021 07:46:15 UTC
All use subject to https://about.jstor.org/terms



Serensen and Sharkey

343

Table 4. Individual Fixed-Effects Regression Estimates of Departure for Entrepreneurship on

Log Wages

(1) (2)
Lag log wage .572* .572*
(.001) (.001)
Log firm size .009* .009*
(.000) (.000)
Labor force experience (at entry) .064* .064*
(.001) (.001)
Labor force experience squared -.002* -.002*
(.000) (.000)
Log tenure .039* .039*
(.000) (.000)

Left this employer for entrepreneurship .012 —-.003
(.007) (.008)
Log tenure x Left this employer for entrepreneurship .022*
(.005)

Note: Models include fixed effects for individuals and occupational categories. N = 688,102.

*p < .01 {two-sided t-tests).

tenure indicates the existence of rewards for
firm-specific capabilities acquired on the job.
It may also be a function of the fact that indi-
viduals who were poor matches from the start
tend to exit at higher rates, resulting in longer
tenure for good matches. The interaction ef-
fect suggests that the effect of being well
matched ex ante (i.e., being a future entrepre-
neur) gets stronger over time, most likely due
to such individuals’ ability to learn on the job
faster than others. Given the fixed-effects
framework, this is a strong result in support of
the firm-specific capabilities argument, be-
cause the fixed effects rule out stable indi-
vidual traits such as a taste for autonomy. As
with any fixed-effects model, the possibility
remains that the pattern in Table 4 is due to
some time-varying omitted variable. How-
ever, existing theories of entrepreneurship do
not suggest any obvious candidates for what
that omitted variable should be. Overall, this
result is consistent with our proposition con-
cerning the relationship between firm-specific
capabilities and entrepreneurship.

In summary, we have presented three pieces
of evidence in support of Proposition 1: (1) the
positive relationship between firm tenure and

the odds of choosing entrepreneurship as a form
of mobility (Table 2); (2) cross-sectional evi-
dence of higher wages of future entrepreneurs
prior to entry, net of observable characteristics
(Figure 1 and Table 3); and (3) higher within-
person wage growth with the employer a future
entrepreneur works for immediately prior to
entry, compared to wage growth with prior em-
ployers (Table 4). Each result in isolation is
subject to alternative interpretations, but the
consistent pattern across all three analyses sug-
gests strong support for the proposition that
matching influences the choice of entrepreneur-
ship. These results suggest an unanticipated
consequence of finding a “good job.” While
finding an employer who rewards you more
than other firms is generally considered a good
thing, it appears to have the consequence of
changing the appeal of entrepreneurship relative
to paid employment, because it is associated
with fewer opportunities to get ahead in paid
employment at firms other than one’s current
employer. To the extent that the appeal of an
entrepreneurial opportunity is based on an over-
estimation of its true value, the presence of firm-
specific capabilities may lead people to pursue
opportunities that result in a drop in income.
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-~ Entered entrepreneurship in 1980

Did not enter in 1990

6
Log wage in 1989

Figure 2a. Log Wages by Subsequent Entrepreneurial Entry, White-Collar Workers

Tests of Propositions 2 and 3

Propositions 2 and 3, which make predictions
about how an organization’s maximum level
of attainment and span of control affect rates
of entrepreneurship, are quite difficult to test
empirically. Nonetheless, to buttress our ana-
lytically derived propositions, we present two
pieces of empirical evidence that, while only
suggestive, are consistent with our proposi-
tions concerning the effect of inequality on
entrepreneurial choice.

Figures 2a and 2b convey in a simple way
the intuition that firm-specific capabilities are a
particularly important driver of entrepreneur-
ship when workers approach the ceiling of the
opportunity structure. We can gain some in-
sight into effects of opportunity structures by
distinguishing between people in white versus
blue-collar occupations. In many cases, work-
ers in blue-collar occupations can (in principle)
advance to white-collar positions; as a result,
well-matched blue-collar workers may still
have internal promotion opportunities. White-
collar workers, by contrast, reside toward the
top of the organizational hierarchy, so those
with good matches are more likely to run out of
internal advancement opportunities. We there-
fore expect stronger evidence of a firm-specific
capabilities component to wages for entrepre-
neurs from white-collar compared to blue-collar
occupations. This pattern is clearly apparent in

Figures 2a and 2b. Future entrepreneurs have a
substantially higher wage distribution among
white-collar workers, but there is virtually no
difference between future entrepreneurs and
their nonentrepreneurial colleagues among
blue-collar workers. (Regression analyses, not
shown here, suggest a slightly higher wage
among entrepreneurial blue-collar workers and
a substantially higher wage among white-collar
workers.) While this pattern is open to alterna-
tive interpretations—for example, white-collar
and blue-collar workers may differ in their ca-
reer orientations—we find Figure 2 striking
and consistent with Proposition 2.

Table 2 provides tests of Propositions 2
and 3."° Our measure of the wage ceiling is
the log of the maximum wage observed in a
firm, which approximates the maximum at-
tainment possible in that firm. It seems rea-
sonable to assume that the maximum possible
attainment on any particular job ladder is
positively correlated with the maximum at-
tainment observed within a firm overall, but
this measure may overstate potential attain-
ment because many job ladders within a firm
may not provide a path to the top of the wage
hierarchy. However, we are aware of no data
that would allow us to reconstruct internal
opportunity structures and simultaneously
model transitions to entrepreneurship. Simi-
larly, because we know of no data that di-
rectly measure the span of control for a large
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Figure 2b. Log Wages by Subsequent Entrepreneurial Entry, Blue-Collar Workers

sample of individuals at risk of entering en-
trepreneurship, we first test Proposition 3
using the Gini coefficient of wages for each
firm as a proxy for the degree of inequality,
and we assess its effect on individual transi-
tions to entrepreneurship.

Results of this analysis are presented in the
second two columns of Table 2. Controlling
for individual attainment and firm size, indi-
viduals in firms with higher wage ceilings
have lower rates of entrepreneurship. As we
would expect, a higher wage ceiling is associ-
ated with a reduced rate of movement to other
employers. However, the effect on entrepre-
neurship is stronger (}* = 11.7, 1 d.f,, p < .00),
implying that the wage ceiling has a negative
effect on the choice of entrepreneurship rela-
tive to external mobility. This is as predicted
by Proposition 2. Furthermore, the degree of
inequality, as measured by the Gini coeffi-
cient, is positively associated with the transi-
tion to entrepreneurship but has no significant
association with the rate of mobility to other
firms. (The difference between the two coef-
ficients is significant y* = 65.8, 1 d.f., p <.00.)
As the distribution of wages within a firm be-
comes more unequal for a given wage ceiling
(e.g., due to a greater span of control), entre-
preneurship becomes the more likely form of
mobility, as predicted by Proposition 3.

In the final two columns of Table 2, we
present our last test of Proposition 2, which

involves an interaction effect between the
wage ceiling and firm tenure. Our matching
model implies that average firm-specific capa-
bilities increase more rapidly with tenure in
opportunity structures with low wage ceilings
than in ones with high wage ceilings; in the
former case, individuals whose attainment is
due to superior general capabilities are more
often drawn to better opportunities elsewhere.
The rate of movement to another employer
should thus decline more steeply with tenure
in firms with lower wage ceilings—a positive
interaction effect between the wage ceiling
and tenure. Because entrepreneurial offers do
not depend on whether a person is well
matched to his current employer, however, our
model implies that there should be no interac-
tion between the wage ceiling and tenure for
transitions to entrepreneurship. This pattern is
confirmed in the final two columns of Table 2.

In summary, our empirical evidence sug-
gests that individuals who work for organiza-
tions with higher wage ceilings are less likely
to choose entrepreneurship as a form of mo-
bility, and individuals in firms with greater
internal wage inequality are more likely to do
so. These are novel findings; we know of no
previous evidence to suggest a connection
between the structure of inequality within a
firm, the quality of the match between a
worker and a firm, and the choice of entrepre-
neurship as a form of career mobility." In
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part, this reflects the fact that few studies use
large-scale matched employer-employee data
to analyze transitions to entrepreneurship. Yet
it also reflects the fact that prior theorizing
has failed to draw explicit connections be-
tween the structure of inequality within firms
and the choice of entrepreneurship.

Our evidence is consistent with our theo-
retical predictions, but data limitations leave
the central empirical associations open to al-
ternative interpretations. This is true despite
the fact that our data are unusually compre-
hensive in comparison to other datasets used
in the study of careers and inequality. In this
sense, our theorizing stretches beyond the
available data and creates a number of oppor-
tunities for future research. It is perhaps futile
to hope that sufficiently detailed data (e.g.,
comprehensive individual career histories,
along with detailed information on organiza-
tional opportunity structures) will be availa-
ble in the near future. Yet our theory is ame-
nable to testing in a variety of ways, including
simulation studies, studies of specialized
populations, and quantitative case studies of
careers and transitions to entrepreneurship
within single organizations.

DISCUSSION

We have presented a theoretical model of how
organizations and their opportunity structures
interact with individual career attainment
processes to shape entrepreneurial entry deci-
sions, and we provided preliminary tests of
this model using rich data on the Danish labor
market. Our theoretical argument emphasizes
two ways in which organizational opportunity
structures shape the entrepreneurial entry de-
cision: matching between individuals and
firms, and the interaction between matching
and the shape of the organizational hierarchy.
Each mechanism points to important channels
through which established organizations
shape the entrepreneurial process.

Our analysis contributes to a nascent body
of work showing that matching processes in
labor markets play an important role in shap-
ing entrepreneurial propensities (Astebro et al.

2011). The choice of entrepreneurship is situ-
ational and can arise because a “good match”
with an opportunity structure leads to a de-
cline in the arrival rate of attractive employ-
ment offers, but does not similarly affect the
arrival of entrepreneurial offers. Somewhat
paradoxically, people are more likely to
choose entrepreneurship, as opposed to
switching to another job in paid employment,
when their options for external job mobility
are limited by how well-suited they are for
their current employer. An important feature
of this type of explanation is that the quality of
the match with the current opportunity struc-
ture may be invisible to the employee. Indeed,
we expect employees typically have difficulty
disentangling whether their attainment is due
to their general skills and capabilities or to
capabilities specific to their relationship with
their current employer.

This information problem is consequen-
tial, because it provides an alternative expla-
nation for the self-employment wage penalty
that does not presume entrepreneurs have a
taste for autonomy. Hamilton (2000) infers
from the existence of the wage penalty that
employees consciously choose to pay a price
for autonomy when entering entrepreneur-
ship. This inference is plausible, but it rests
on an assumption that individuals have full
information about the rewards attached to
employment and self-employment, and it
does not consider the negative nonpecuniary
aspects of self-employment. Moreover, Ham-
ilton offers no positive theory as to why indi-
viduals with a taste for autonomy should be
paid more prior to entry. In our model, firm-
specific capabilities affect the distribution of
attractive advancement opportunities in ways
that may be opaque to individuals in the at-
tainment process, and thus may lead people to
choose entrepreneurship even when they do
not have a particular commitment to or inter-
est in the entrepreneurial role. In our view, an
important advantage of our model is that we
can understand entry without reference to in-
dividual variation in psychological disposi-
tions, risk preferences, or job values, and
without reference to selected aspects of the
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role such as its level of autonomy. Instead,
entrepreneurial choice, like other forms of
career mobility, is a consequence of dynamics
of the overall career attainment process.

The importance of firm-specific capabilities
also highlights the role of established organiza-
tions in the entrepreneurial choice process.
Firm-specific capabilities introduce stickiness
into the labor market; when workers are well
matched with idiosyncratic features of their
employers, they are less likely to be mobile and
more likely to choose entrepreneurship when
they are mobile. In addition, match quality
means that employer characteristics have a
greater effect on individual careers, and specifi-
cally the choice to become an entrepreneur. Our
model demonstrates the importance of different
facets of organizational inequality in shaping
the propensity for entrepreneurship, echoing
the central role long attributed to organizations
in the stratification process. In particular, our
theory and evidence suggest that employees of
firms with lower wage ceilings or a greater
span of control are more likely to leave for en-
trepreneurship than to join other firms. Al-
though data limitations make this aspect of our
theory difficult to test, our evidence from a
wide range of employers is consistent with our
hypothesized link between organizational ine-
quality and entrepreneurship. In our view, an
important goal for future research should be to
develop a deeper understanding of how the
structure of inequality within the workplace
shapes the decision to pursue entrepreneurial
opportunities. Where we have empirically
traded depth for breadth, further progress can
perhaps be made through in-depth study of a
more limited number of organizations. We
think a particularly interesting avenue for fu-
ture work would involve examining employee
perceptions of flatter organizational hierar-
chies. Our finding that a greater span of control
leads to higher rates of entrepreneurship is in a
sense surprising, given the conventional wis-
dom that such “flat” structures help with reten-
tion of entrepreneurially inclined employees.
Data on whether employees perceive flat or-
ganizations as appealing due to their lack of
hierarchy, or stifling due to the difficulty of
advancement, would speak to this issue.

By focusing on the role of organizational
opportunity structures, our model addresses
important gaps in the literatures on inequality
and entrepreneurship. Established employers
define the context within which the vast ma-
jority of entrepreneurs decide to launch a new
venture. Despite this fact, our understanding
of how organizational characteristics shape
organizational decision-making has only re-
cently begun to take shape (Serensen and
Fassiotto 2011). By focusing on how organi-
zational variation in opportunity structures
shapes entrepreneurship, we have laid a foun-
dation for a deeper understanding of the con-
sequences of how employment policies and
practices of established organizations influ-
ence the creation of new ventures.
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Notes

1. Other definitions of entrepreneurship emphasize
value creation and economic growth (Shane 2003).
Because this may not involve a change in labor
market status, it is not the focus of our theorizing.

2. We simplify by assuming an opportunity’s value
can be summarized in a single parameter that cap-
tures an individual’s expectations concerning future
wages as well as any other nonpecuniary factors.
In the online supplement (http://asr.sagepub.com/
supplemental) we consider the effect of perceptual
error in assessments of the two types of offers.

3. Venture capitalists, bankers, and other third-party
resource providers assess prospective entrepreneurs
before supporting them, but many entrepreneurs do
not rely on them at founding (Aldrich 1999).

4. Employees may leverage capabilities they have
learned from their current employer in launching a
new venture (Klepper and Sleeper 2005). We consider
such capabilities non—firm-specific by definition.

5. For simplicity, we describe the wage attainment
process in a discrete-time framework; our approach
extends naturally to a continuous time formulation,
as in Serensen (1977: eqn. 19).

6. The odds of choosing entrepreneurship should also
decline with increases in the exogenous vacancy arrival
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rate. Future research might consider interesting potential
proxies for vacancy arrival rates. For example, because
exogenous vacancies are in part due to exits from the
labor force, the age structure of a firm or industry may
serve as a useful measure for testing Proposition 3.

7. Some labor market policies seek to reintegrate the
long-term unemployed by assisting them in launch-
ing entrepreneurial ventures. We limit our analysis
to currently employed individuals, however.

8. The estimated relationship between tenure and
entrepreneurial entry will only be flat in the absence
of unobserved heterogeneity. It is unlikely we have
controlled for all relevant factors, so we make a
weaker prediction, namely that the entrepreneur-
ship rate should decline less steeply with tenure
than will the transition rate to new firms.

9. There is some indication in Figure 1 of a higher den-
sity of residuals for future entrepreneurs at the bot-
tom of the distribution as well; however, this pattern
is not statistically robust. By contrast, Elfenbein and
colleagues (2010) found that among science and
engineering graduates in the United States, under-per-
formers were also more likely to enter entrepreneur-
ship. This may reflect the fact that unemployment
benefits are more generous in Denmark.

10. We test Propositions 2 and 3 jointly because the
derivation of Proposition 2 assumed the vacancy
arrival rate was the same across opportunity struc-
tures. Controlling for the degree of inequality holds
the vacancy arrival rate constant.

11. Carnahan and colleagues (2010) found, in the legal
services sector, that employer wage dispersion
increases the likelihood of choosing entrepreneur-
ship among high-performing workers, but lowers
it for low-performing workers. This work is con-
sistent with our findings, although their focus is on
overall performance rather than performance due to
firm-specific capabilities.
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