Entrepreneurs in the U.S.
economy

F. Scott Fitzgerald supposedly said
to Ernest Hemingway, “The very
rich are different from you and me.”
To which Hemingway is said to have
replied, “Yes, they have more money.”
Had Hemingway been talking about
the nation’s entrepreneurs, he would
have been only partially correct. They
do have more money than the aver-
age household. But entrepreneurs dif-
fer from the rest of the population in
other ways.

In “Evidence on entrepreneurs
in the United States: Data from the
1989-2004 Survey of Consumer Fi-
nances” (Economic Perspectives, fourth
quarter 2007, Federal Reserve Bank
of Chicago) Mariacristina De Nardi,
Phil Doctor, and Spencer D. Krane
use data from the Federal Reserve
Board’s Survey of Consumer Finances
to show how entrepreneurs are differ-
ent and how their behavior plays an
important role in the U.S. economy.

Who are entrepreneurs? People
who own businesses, invest their own
money in their businesses, and active-
ly manage their businesses: self-em-
ployed business owners. Roughly 7 to
8 percent of the nation’s households
are headed by people fitting this defi-
nition.

Entrepreneurs are wealthy, on av-
erage. They own nearly one-third of
all wealth in the United States. Their
median net worth ranges between
about $260,000 and $540,000 in
the years studied. This is between 4
and 6.5 times the median net worth
of other households. The median
income for entrepreneurs—ranging

from $52,000 to $85,000—is only
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about 2 times greater than that of
others. Even when their business as-
sets are excluded, entrepreneurs have
significantly higher wealth-to-income
ratios than other households. That is,
they have higher savings rates than
other households. These savings are
necessary to overcome the “liquidity
constraints” faced by entrepreneurs.
Unable to borrow all they need for
business start-ups or expansions, the
entrepreneurs invest their own sav-
ings in their businesses.

Entrepreneurs are also more edu-
cated than other heads of households.
They are much more likely to have a
college degree. The fraction of entre-
preneurs with a college degree is 15
to 20 percent higher than the propor-
tion for the rest of the population. As
would be expected, entrepreneurs are
less likely than others to have only a
high school diploma or less educa-
tion.

Entrepreneurs are less likely to be
minorities. The percentage of entre-
preneurs that are not white ranges
between about 8 percent and 13 per-
cent during the 1989-2004 period.
Among other heads of households,
approximately 25 percent, on average,
are nonwhite.

Entrepreneurs most often work
in professional practices (such as law
and medicine); contracting and con-
struction; farm, agricultural services,
and landscaping; and general retail
and wholesale trade. These four areas
combined account for about 57 per-
cent of entrepreneurs’ businesses.

In addition to demonstrating how
entrepreneurs differ from the rest of
us, the authors provide evidence to
support the assertion that entrepre-
neurs, as savers and innovators, are
important sources of wealth creation

in the U.S. economy.

Spendthrift nation?

The personal savings rate for the
United States has been trending
down since the 1980s. This rate, as
computed by the Bureau of Econom-
ic Analysis from the national income
and product accounts, averaged about
9 percent in the 1980s. Then in the
1990s, the average rate was around 5
percent, and in the first part of this
millennium, it has been close to zero.

As a result of this trend, in “The
Decline in the U.S. Personal Saving
Rate: Is It Real and Is It a Puzzle?”
(Federal Reserve Bank of St. Louis Re-
view, November/December 2007),
Massimo Guidolin and Elizabeth
A. La Jeunesse write, “One naturally
wonders whether it really can be true
that the United States has become a
spendthrift nation.”

In their article, Guidolin and La
Jeunesse investigate whether the de-
cline in the measured savings rate is
real or if the measured rate is devi-
ating from the true, underlying rate
of personal savings. They consider
various factors such as the treatment
of capital gains in the measure, and
they conclude that the “the recent de-
cline in the U.S. personal saving rate
is likely to correspond to a key eco-
nomic phenomenon.” They suggest
that there is reason to be concerned
about the decline. One possibility is
that there could be a sudden increase
in the savings rate as households try
to adjust their consumption habits,
and this could lead the economy into
a recession. Finally, the authors con-
clude that the existing theories are
insufficient to explain the savings rate
decline, and it remains a puzzle. [



