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Purpose
The notion that it “takes money to make money” 
is commonplace in public discourse. Indeed, some 
researchers find that the ability to start a business 
would be greatly impaired without some form of 
financial assets or net wealth. Others, however, 
have found that some businesses do not require 
large amounts of start-up capital, and there-
fore, one’s financial position has little to do with 
whether or not an individual is able to start their 
business.

Understanding the role of wealth in predicting 
the likelihood of becoming self-employed may be 
particularly relevant for nascent minority entre-
preneurs.

This research uses the Panel Study of 
Entrepreneurial Dynamics (PSED) to uncover 
whether wealth affects the start-up outcomes of 
minorities and nonminorities differently

Overall Findings
At first glance, net wealth is not found to be relat-
ed to the likelihood that an entrepreneur will start 
a company. However, a more fine-grained analysis 
shows that net wealth is positively correlated with 
the probability that a nascent entrepreneur will 
start a new company if  the nascent entrepreneur 
is in the top 25 percent of the wealth distribution. 
This research also shows that wealth affects the 
outcomes of minority entrepreneurs slightly dif-
ferently than it influences the outcomes of their 
white counterparts.

Highlights
• The results show that Black and Hispanic 

nascent entrepreneurs face greater odds in opening 
a business than do their nonminority counterparts. 

Race is a significant predictor of opening a busi-
ness, and the odds of a minority person opening 
a business are found to be 55 percent lower than 
those for a nonminority. 

• Female nascent entrepreneurs in the sample 
were also less likely to start a business than males. 

• Having a parent who was or is an entrepreneur 
has no influence on the likelihood of opening a 
business.

• Those individuals who sought start-up dollars 
from financial institutions were more likely to oper-
ate their business successfully than those who did 
not seek financial assistance.

• Nascent entrepreneurs with no experience in the 
industry of their start-ups were less likely to open a 
business than those with experience.

• Other factors for which the researcher tested 
hypotheses were also not as important in influenc-
ing the likelihood that a nascent entrepreneur will 
open a business. These include the existence of a 
business plan, locating in a “high technology state” 
(California, Massachusetts, or Texas, as defined by 
the author), the size of the nascent entrepreneur’s 
household, the number of partners in the start-up, or 
the level of educational attainment.

• Having a parent who was or is an entrepreneur 
has no influence on the likelihood of opening a 
business.

Scope and Methodology
The authors analyzed the impact of wealth on 
business creation using a multi-year sample from 
the PSED where nascent entrepreneurs were inter-
viewed in 1998, 1999, 2000, and 2001. Several 
decisions were made regarding truncating the data 
sample for the analysis. First, any respondent 
who reported that a firm would be sharing over 
50 percent of the start-up was removed from the 
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sample to ensure that the entrepreneurial activity 
of individuals (and not firms) is being assessed. In 
addition, based on other studies using the PSED 
dataset, only respondents between the ages of 25 
and 45 were examined. Respondents not within 
this range were excluded from the sample, as very 
few were involved in entrepreneurial activity.

To study the relationship between the likeli-
hood of  opening a new business and underlying 
factors including race, net wealth, and other per-
sonal characteristics, the author estimated a logis-
tic regression specification with the binary out-
come of whether or not an entrepreneur opened 
a business at any point during the evaluated years 
of  the study.

This report was peer-reviewed consistent with 
Advocacy’s data quality guidelines.  More infor-
mation on this process can be obtained by con-
tacting the Director of Economic Research at 
advocacy@sba.gov or (202) 205-6533.
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