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n contrast to previous efforts to model an individual’s movement from wage work into entrepreneurship,

we consider that individuals might transition incrementally by retaining their wage job while entering into
self-employment. We show that these hybrid entrepreneurs represent a significant share of all entrepreneurial
activity. Theoretical arguments are proposed to suggest why hybrid entrants are distinct from self-employment
entrants, and why hybrid entry may facilitate subsequent entry into full self-employment. We demonstrate
that there are significant theoretical and empirical consequences for this group and our understanding of self-
employment entry and labor market dynamics. Using matched employee—employer data over eight years, we
test the model on a population of Swedish wage earners in the knowledge-intensive sector.
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1. Introduction

The preponderance of research examining the entre-
preneurial entry decision casts it as a dichotomous
choice between entry and no entry, or between self-
employment and wage work. This view of entry
as an “all or none” phenomenon contrasts sharply
with recent evidence suggesting that a significant pro-
portion of all entrepreneurs engage concurrently in
both—they initiate their ventures while simultaneously
working for wages. Burke et al. (2008) found that “pure”
entrepreneurs are outnumbered by individuals who
mix their time in both self-employment and wage
work, and other scholars have described the preva-
lence of this phenomenon across multiple countries.!

! Burke et al. (2008) followed 11,361 men and women from the
British National Child Development Study and found that “pure”
entrepreneurs were outnumbered by individuals who mixed their
time in both self-employment and wage work. Evidence from the
European Labour Force Survey indicates that a large proportion of
the self-employed (11% in Greece, 18% in France, 32% in Sweden,
and 68% in The Netherlands) often combine self-employment with
some other type of work (Strohmeyer and Tonoyan 2007). Renna
(2006) recently noted that the incidence of dual jobholding is higher
for the self-employed than for wage workers. A number of stud-
ies have noted that over 50% of nascent entrepreneurs are also
employed full time for pay (Reynolds et al. 2004, Petrova 2005,
Campbell and De Nardi 2009), leading Reynolds et al. (2004, p. 41)
to note that hybrid entrepreneurship is “one of the least understood
features of nascent entrepreneurs.”

In this paper, we consider the theoretical and empiri-
cal implications of this type of entry strategy. We label
this process hybrid entrepreneurship and the individu-
als who engage in it hybrid entrepreneurs.?

Hybrid entrepreneurship might be preferred to full
immersion into self-employment to fest the entre-
preneurial waters, and thereby learn about a ven-
ture’s upside potential or an individual’s fit in the
entrepreneurial context. Less confident entrepreneurs
might rationally choose hybrid entrepreneurship to
limit their sunk commitment while they gather evi-
dence on their unknown capability. Small-scale entry
via hybrid entrepreneurship may be characterized as
a real option to invest heavily if early returns are
promising and to exit if they are not. Such an incre-
mental process may be particularly attractive to indi-
viduals with high switching or opportunity costs, or
who are targeting uncertain opportunities, and might

2We distinguish this terminology from “part-time entrepreneurs”
or “work mixers,” which have specific meanings in their respec-
tive literatures. The former emphasizes a strict distinction based on
hours worked. We contend that hybrids can be more inclusive and
need not be full-time wage workers or self-employed part time.
They need only have a primary wage job and a secondary job
in self-employment. The work-mixing literature is specifically con-
cerned with predicting how individuals allocate their time across
self-employment and wage activities (e.g., Parker 1997), an effort
in which we are not interested.
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partially explain why many exit self-employment
shortly after entering.

The theoretical implications noted above may have
profound empirical implications for the study of
entrepreneurial entry. Forcing hybrid entrepreneurs
into mutually exclusive categories of wage work or
self-employment obfuscates whether hybrid entry is
the first step toward possible future immersion in
self-employment. Moreover, it disallows considera-
tion that the factors inspiring hybrid entry are dif-
ferent from those inspiring either self-employment
or wage work. The implications are not only curi-
ous but fundamental, because prior work may report
misleading determinants of self-employment entry if
(a) the decision to immerse in self-employment is
endogenous to hybrid entry, or (b) the determinants
of hybrid entry are systematically different from the
determinants of self-employment entry.

We have several objectives in this paper. First,
we hope to elucidate the prevalence of hybrid
entrepreneurship. We do so by tracking over an eight-
year period a sample of nearly 45,000 Swedish men
who began a new wage job in 1994 with a firm in a
knowledge-intensive sector of the economy. Although
this focus limits the ability to generalize our results
to all industries, Gotzfried (2004) noted that these
sectors accounted for over half of all jobs in the
Swedish economy in 2003 (46.4% of manufacturing
and 63.2% of service). Second, we consider theo-
retical explanations for (a) why hybrid entry might
influence self-employment entry and (b) why individ-
uals might prefer hybrid entry to complete immer-
sion in self-employment, and examine the empirical
evidence around these issues. Third, we demon-
strate the empirical implications of ignoring hybrid
entrepreneurs by treating them as wage workers or
self-employed. The empirical evidence supports the
notion that hybrid entrepreneurs are prevalent and
systematically different from those opting for direct
entry into self-employment. Moreover, we find com-
pelling evidence that hybrids have a much higher
likelihood of entering into self-employment than non-
hybrids, and that self-employment entry is signifi-
cantly influenced by learning while in hybrid mode.
Finally, our analysis suggests that distinguishing
hybrid entry from self-employment entry is likely to
have an impact on the coefficients predicting self-
employment entry. These findings have strong impli-
cations for how we interpret prior research.

2. Hybrid Entrepreneurship vs.
Complete Immersion in
Self-Employment

We define hybrid entrepreneurs as individuals who
engage in self-employment activity while simultane-
ously holding a primary job in wage work. Despite

their prevalence, hybrid entrepreneurs have largely
escaped systematic study, being predominantly classi-
fied into mutually exclusive categories as self-employed
or wage workers, but sometimes eliminated from
samples altogether.® Parker (2005) and Burke et al.
(2008) recently cautioned scholars about treating self-
employment and wage work as mutually exclusive
categories.* We emphasize two reasons why entry into
hybrid entrepreneurship may be unique from self-
employment entry or wage work.

First, the decision to eventually enter self-employment
may be endogenous to the hybrid entry decision. Entry
into hybrid status may influence self-employment
entry. This will be the case if important learning
takes place while in hybrid status. A positive signal
about performance prospects may inspire hybrids to
leave wage work and enter self-employment, whereas
a negative signal may induce abandonment of their
self-employment activity.” Without a compelling sig-
nal for either exercise or abandonment, many may
persist in hybrid status. It is important to enunciate
that the potential for learning is available for every
hybrid entrepreneur, regardless of whether, ex ante,
there was an explicit intent to investigate a transition
to self-employment.

Second, the factors that induce hybrid entry may be
systematically different from those that lead individuals
to enter self-employment or remain in wage work. We
present three rationales that each justify why system-
atic differences might obtain. We also offer predictions
that might enable us to distinguish among the ratio-
nales, but that is of secondary importance.

2.1. Theoretical Rationales for Hybrid Entry

2.1.1. A Path to Supplementary Income. Individ-
uals might combine self-employment with a wage-
earning position to gain an additional source of
income. Although empirical research has neglected
it, self-employment may offer a particularly attrac-
tive “second” job because it provides a high degree
of work schedule flexibility in combining work and
family time (Renna 2006), potentially allowing indi-
viduals to determine the timing, the extent, and
the direction of effort they deliver. This rationale
suggests that hybrid entrepreneurs might be simi-
lar to wage-earning individuals engaged in a second

3See Online Appendix A (provided in the e-companion) for refer-
ence to prior samples and how hybrids have been treated in studies
using those samples.

* Parker (2005) theoretically challenged the traditional way of
estimating wages when individuals “mix” wage work and self-
employment, arguing that a first-stage binary selection model is
problematic under such a scenario.

°If a high percentage of part-time entrepreneurs are hybrids, this

logic may explain why they tend to be less persistent than full-time
entrepreneurs.
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wage job because of economic hardship and lim-
its on hourly earnings in the primary job’s earn-
ing capacity. We might expect that negative income
shocks spur efforts to seek supplementary income
through hybrid entrepreneurship. Building from the
literature on “moonlighting” in a second wage job,
this logic suggests that individuals engage in hybrid
entrepreneurship if they have a lower salary in a pri-
mary job and a lower nonsalary income, are mar-
ried, and have more children (Kimmel and Conway
2001, Renna 2006).° It is unclear, however, whether
these qualities are distinguishable from the qualities
of those who enter immediately in self-employment,
because there is evidence that those with low income
select into self-employment (Bruce and Schuetze 2004,
Hyytinen and Rouvinen 2008).” It is also possible that
high-earning and capable individuals, such as univer-
sity professors, may engage in hybrid entrepreneur-
ship to supplement income if they have opportunities
to do so at low marginal cost.

2.1.2. A Path to Nonmonetary Benefits. A sec-
ond rationale for why individuals take on second
jobs is that they gain nonmonetary benefits that
might not be available in their primary jobs.® This
rationale may have particular relevance for explain-
ing those with second jobs as entrepreneurs, who
frequently report a preference for their profession
because it allows them flexibility to do what they
please, whether pursuing a hobby, exploring an inter-
est, or seeking financial returns (Hundley 2001).
Hybrid entrepreneurship may be preferred to a sec-
ond wage position because it provides additional
monetary and psychological benefits. For example, a
comedian may have a “day” job and perform comedy
on nights and weekends. We expect to see evidence
that hybrid entrepreneurs are willing to sacrifice
salary income to get these psychological benefits,
much like the self-employed (Hamilton 2000). Why
would individuals prefer receiving nonmonetary ben-
efits as hybrids rather than full-time entrepreneurs?
Although this question has not been addressed, it
probably hinges on an unwillingness to sacrifice a
wage job because of high opportunity costs, suggest-
ing hybrid entrepreneurs are more capable individu-
als and less constrained by liquidity.

¢ To be clear, this literature on “moonlighting” does not imply the
secondary job is illegal or tax evasive.

71t may be problematic to extrapolate these findings to our study
because they consider hybrids as self-employed.

8 Kimmel and Conway (2001) and Renna (2006) advanced this ratio-
nale after having noted that dual jobs are most common among
workers with a college education, which conflicts with the view
that the majority of moonlighters earn low wages.

2.1.3. A Path to Transition. Hybrid entrepreneur-
ship may provide a safe bridge for those explic-
itly considering a transition into self-employment.’
Compared to immediate entry into self-employment,
hybrid entrepreneurship may be attractive because it
avoids switching costs to preserve the flexibility and
option value associated with delaying entrepreneurial
entry. The cost of switching from wage work to self-
employment may be significant and could involve lost
retirement benefits with an employer, lost company
seniority or status, lost sector-specific experience, the
costs of raising entrepreneurial start-up capital, dis-
ruption of an accustomed lifestyle, lost employer-
provided healthcare, other nonwage perquisites, or
the stigma of entrepreneurial failure (Parker 1996,
2005)."° These costs take on greater weight in the
switching decision in the presence of uncertainty
about the venture’s prospects or the individual’s fit
in the entrepreneurial context.!! Hybrid entrepreneurs
manage uncertainty by keeping a link with their cur-
rent employer while experiencing entrepreneurship.'?
Once they gain more information, they have the flex-
ibility to decide whether to expand and exit their

? Robichaux (1990) chronicles the story of a doctor who, while earn-
ing a healthy income as the chief of orthopedics at a major hospital,
started a business hoping to save companies money by offering
therapy to employees with back injuries. Despite highly ambitious
expansion plans, he faced very real risks to his business’s future,
partly because the medical community had yet to embrace his
unknown therapy. Keeping his role at the hospital allowed him
to mitigate those risks. In the article, Professor William Bygrave
remarked: “It's not unusual for business professionals to drop
more-secure careers if their own small businesses show promise. If
they turn out successful, they’ll make the dive.” Even if the doctor’s
business failed, he could rely on his career at the hospital. “That
one fallback position allows them to take the risk. Remember, they
have a primary responsibility to feed families,” noted Professor
Bruce Kirchoff.

0 TLandier (2005) emphasizes that there may be a stigma of entre-
preneurial failure, but the multivariate evidence in the United
States (Bruce and Schuetze 2004) and in Europe (Hyytinen and
Rouvinen 2008) suggests that prior entrepreneurial spells do not
lower wages upon exit from self-employment. Instead, individuals
with low wages tend to select into self-employment.

1 Dixit and Rob (1994) developed a model to characterize this
option value in any occupational switching decision, whereas
Parker (1996) suggested the real option model be specifically
applied to switches between wage employment and self-employ-
ment. O'Brien et al. (2003) provided evidence that individuals
maintain their option to defer self-employment entry in the pres-
ence of higher exogenous uncertainty and higher switching costs.
Caves (1998, p. 159) noted that the pattern of entry “invites
interpretation in terms of entrants” diverse expectations and real
options: entrants holding more positive expectations about their
untested capabilities ... make larger initial commitments.”

2Jovanovic (1982) emphasized that entry is influenced by the
uncertainty around whether an individual’s capabilities match the
entrepreneurial context, and the best way to ascertain the quality
of the match is to enter and gain experience.
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wage position, persist as a hybrid, or exit the ven-
ture altogether. This rationale suggests the most likely
prospects for hybrid entrepreneurship are individuals
with higher switching costs or who, upon entry into
hybrid status, can accumulate more information (i.e.,
resolve more uncertainty) about their own fit in the
entrepreneurial context.

2.2. Theoretical Summary

The discussion above highlights three issues. First,
because hybrids can learn about the potential of the
venture or their own fit in self-employment, self-
employment entry may be endogenous to hybrid
entry. This raises concerns about treating hybrids
as self-employed. Second, we suspect that the ratio-
nales for entry into hybrid status are different from
entry into self-employment, and it may be possi-
ble to distinguish among the theoretical rationales.
If, compared to self-employment entrants, hybrid
entrants have higher switching costs and less expe-
rience in the entrepreneurial context, they may be
making an explicit attempt to investigate a transi-
tion to self-employment. They may be seeking non-
monetary benefits if they are willing to trade off
income for these benefits, are more educated, and
have higher salary and nonsalary incomes; although
these expectations also obtain from the transitional
rationale because those with higher opportunity costs
should also have higher switching costs due to above-
average conditions in their wage work."”® Hybrids are
likely to be supplementing income if their entry is
induced because of negative income shocks, weak
financial positions, or larger families, or there is
clear evidence that self-employment income increases
overall income. The ability to discriminate between
these rationales is hindered, however, because they
sometimes lead to the same predictions and are not
mutually exclusive. Although it is easy to observe
transitional events, this does not clarify the ex ante
intention of the hybrid entrepreneur because, regard-
less of the rationale, they may learn from their expe-
rience in hybrid entrepreneurship and adapt their
intention. Third, even if it is difficult to discriminate
among rationales, if any of them obtain there is justi-
fication for concern about prior work that disregards
hybrid entrepreneurs.

In the next section, we provide evidence about
the prevalence of hybrid entrepreneurship, whether
hybrid entry and self-employment entry have unique
determinants, and whether hybrid status facilitates
transition into self-employment.

3 The nonmonetary rationale emanates from the moonlighting lit-
erature and was developed prior to the transitional rationale we
offer. Because the transitional rationale suggests many of the same
determinants, further attempts are needed to theoretically discrim-
inate between these two theories.

3. Method

3.1. Data

The data we use are a special (high-technology)
extract from a set of three matched longitudinal
data sources on the entire Swedish labor market that
were gleaned from governmental registers and main-
tained for research purposes by Statistics Sweden.'*
The first source is LOUISE, which has demographic
and financial information for all legal residents of
Sweden over the age of 16 from 1989 onward.
The second source is RAMS, which tracks employ-
ment flows in the labor market based on an annual
mandatory survey for all firms having at least one
employee or earning a profit. The third source is
SRU, which tracks financial information for each
firm and is submitted annually to the fiscal author-
ities for taxation purposes. The special abstract we
use for analysis is called EPRO (Entrepreneurial Pro-
cesses Database) and was commissioned for a broader
project on entrepreneurship in high-technology man-
ufacturing or knowledge-intensive service sectors,
which are thought to be important to the Swedish
economy. Individuals were identified as working in
these sectors if their employer was in an industry
that met Eurostat and Organisation for Economic
Co-operation and Development (OECD) classifica-
tions (identified in Online Appendix B, provided in
the e-companion),’® which are based on the ratio
of research and development expenditures to gross
domestic product (Gétzfried 2004). The EPRO extract
covers any individual who was active in these sectors
at any time from 1989 to 2002.

We constructed a risk set based on men between the
ages of 25 and 50 who began working as “employed”
(and not involved in self-employment) for a high-
technology manufacturer or knowledge-intensive ser-
vice firm in 1994. A focus on men reduces unobserved
heterogeneity around issues of family choices; a focus
on the newly employed eliminates problems with
left censoring, which occurs when a person becomes
at risk of switching prior to our ability to observe
them; and beginning in 1994 enables measurement of
labor market experience since 1989 and avoids the
worst of the recession in Sweden in the early 1990s.

14 Statistics Sweden is a division in the Ministry of Finance with
authority over all national statistics for Sweden, including those
related to industry and trade. RAMS is an acronym for Regis-
terbaserad Arbetsmarknadsstatistik (Register-Based Labor Statistics).
SRU is an acronym for Standardiserad Rikenskapsutdrag (Stan-
dardized Accounting Summary). We believe our data to be
comparable to recent studies using matched employee-employer
data for Denmark (Serensen 2007) and Finland (Hyytinen and
Ilmakunnas 2007).

15 An electronic companion to this paper is available as part of the on-
line version that can be found at http://mansci.journal.informs.org/.
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A total of 44,613 men became at risk of transition-
ing from their current job in 1994 to self-employment,
hybrid entrepreneurship, unemployment, or another
job. They remained at risk until they entered self-
employment or unemployment, became deceased, or
emigrated, or until the end of the observation period
in 2001.

3.2. Identifying Labor Status

We identify individuals’ labor status using the occu-
pational classification scheme employed by Statis-
tics Sweden. The scheme distinguishes between
“employed,” “not employed,” “self-employed” (i.e.,
an ownership position in a proprietorship or part-
nership where they are working), and “self-employed
in incorporation” (i.e., an ownership position in an
incorporated business where they are working). Indi-
viduals are identified by labor status for each source
(i.e., employer) of income during a year, and the num-
ber of sources is unconstrained. Their “primary” labor
activity is determined at the time of the annual survey
in November of each year.'®

Wage workers. Individuals are defined as wage work-
ers if they were “employed” and had no income or
losses from self-employment (see Footnote 16).

Self-employed. Individuals are defined as self-
employed if their primary classification is either “self-
employed” or “self-employed in incorporation.”

Hybrids. Individuals are defined as hybrid entre-
preneurs if, in a given year,

(1) their primary classification is “employed,”

(2) they have a secondary classification (the num-
ber of secondary classifications is unlimited) where
they are “self-employed” or “self-employed in incor-
poration” or report self-employment losses, and

(3) they are “employed” in the same firm as they
were in the prior year.

Criterion (3) is imposed because it helps with the
challenge of distinguishing between individuals who
are simultaneously engaged in employment and self-
employment versus individuals who move sequen-
tially from employment to self-employment in the
same year. Either simultaneous or sequential involve-
ment can obtain if we apply only criteria (1) and (2).
With the addition of criterion (3) we believe it is
very unlikely that sequential involvement can obtain,
because the individual would need to have quit an
employed position, then entered self-employment,
and then returned to employment with the same firm
all in the same year."”

16 Many studies define labor market status based on the source from
which individuals receive the most income, which makes it chal-
lenging to accurately identify instances of simultaneous wage work
and self-employment.

71f individuals satisfied criteria (1) and (2) but not criterion (3), we
identified them as wage workers. A potential limitation with this

Sweden has several qualities that might potentially
impact a preference for hybrid entrepreneurship. The
difference between income tax and corporate tax
is high compared to the OECD mean. This might
encourage individuals to divert some income into
self-employment earnings (Gentry and Hubbard 2000,
Henrekson 2005), increasing the likelihood of hybrid
activity. This might be expected to reduce the likeli-
hood of ultimate transition to self-employment, but it
might also raise transition rates because it opens up
opportunities to learn about self-employment oppor-
tunities. The country’s strong labor protection laws
might reduce switching costs, which should decrease
the prevalence of hybrids. These characteristics may
influence the robustness of our findings.

3.3. Independent Variables

Our variables, defined in the appendix, are designed
to correspond to the factors that help us distinguish
among theoretical rationales for hybrid entry. The
supplemental income rationale hinges on individu-
als’ financial (salary income, negative change in salary
income, nonsalary income, negative change in nonsalary
income, household wealth) and family (married, number of
children) situation. The nonmonetary benefits rationale
hinges on opportunity costs, which are approximated
by income and capabilities (education percentile, total
number of jobs, time unemployed). Finally, the transi-
tional rationale hinges on entrepreneurial experience
(self-employment experience, target industry experience,
parental self-employment experience) and switching costs
(industry tenure, employer tenure, employer size, employer
age). Employer size and age are proxies for switching
costs because perquisites and seniority benefits are
more prevalent in larger and older firms. Employer age
is measured as three dummy variables because we are
unable to observe firm births prior to 1989. We con-
trol for age, hybrid experience, citizenship, and the role
of personal partners (partner, partner self-employed, and
partner income).

4. Results

We first examine the prevalence of hybrid entrepre-
neurship relative to wage work and self-employment,
and note the transition rates from one status to
another. Next, we examine the empirical evidence
for whether there are systematically different pre-
dictors for hybrid and self-employment entry, and

approach is that we do not know with certainty whether the 1,926
individuals identified as wage workers were not actually simulta-
neously engaged in self-employment. If, in fact, some of them were,
it would be more difficult to find significant effects, indicating that
our treatment of hybrids is a conservative one. However, we note
that, in analyses not reported here, we did separate the 1,926 men
into a fourth classification that did not alter the conclusions of our
findings.
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for the proposed rationales. Finally, we examine the
dynamic effect of hybrid entrepreneurship on self-
employment entry. If there are systematic differences
or evidence that self-employment entry is endoge-
nous to hybrid entry, this is a strong indication that
hybrid entrepreneurs should be treated separately
and that there is self-selection into this category.

4.1. Transition Rates, Hybrid Entrepreneurship,
and Self-Employment

Our main analyses are based on three primary clas-
sifications: Wage Work, Self-Employed, and Hybrid.'®
Table 1 displays the distribution of labor classifica-
tions over the years 1994 to 2001. In 1994 the sample
consisted only of wage workers. It is noteworthy that
by 2001, 3.23% of the individuals were self-employed,
whereas 2.55% were hybrids. Thus, in 2001 hybrids
represented over 44% of all self-employment activ-
ity. This ratio seems comparable to those in prior
studies noted earlier. The table also identifies the
number of entries into each classification over time.
Entries are observed in the year an individual leaves
employment and switches to the new labor status.
There were 5,548 entries between 1995 and 2001, and
hybrid entries represented over 58% of all entries.
Thus, individuals switched into and out of hybrid sta-
tus more frequently than self-employed status. The
last set of analyses indicates that over 21% of all self-
employment entries are preceded by hybrid activity.
Although this may seem low to support the transi-
tional rationale, we would not expect many hybrids to
enter self-employment if, in fact, individuals entered
hybrid status while there was a high degree of uncer-
tainty. It is interesting to note that in 2000 and 2001,
when the macroeconomic boom was peaking in Swe-
den, individuals showed an increased preference for
direct entry into self-employment compared to earlier
periods."”

Table 2 shows the labor status transitions from
year to year. We predetermined that all self-employed
remain in self-employment, because we stopped
observing those individuals upon entry. Panel A
shows that 98.1% of men remain in wage work from
one year to the next. Wage workers most frequently
transition to Hybrid (1.2%), and about 0.7% transition
directly to Self-Employed. It is interesting to note that
the rate of transition to Self-Employed is over 12 times

BWe also ran models discriminating between self-employment
types (proprietorship / partnership or incorporation) of hybrid types
(proprietorship /partnership or incorporation) but ultimately found
that distinguishing among these types did not substantively alter
our conclusions. Accordingly, we preferred to present the simpli-
fied treatment of these variables.

YUS. venture capital funding was at peak levels in 2000 and
dropped off sharply in 2001. The decline was not as sharp in Europe,
and self-employment should lag venture capital investment.

higher for hybrids than for those in wage work (8.5%
to 0.7%). The data also show that hybrids are likely
to transition back to Wage Work at a rate of 36.6%,
and only 54.9% persist in hybrid from one year to the
next.? It appears that Hybrid is frequently a transi-
tory state often ending in entry into self-employment.
Panel B of Table 2 divides Hybrid into five cat-
egories to consider whether the intensity of hybrid
activity bears upon transitions to Self-Employed,
Wage Work, or other levels of hybrid intensity. Hybrid
intensity is defined by the percentage of a hybrid’s
self-employment income divided by salary income.
Hybrids with positive hybrid intensity (i.e., earn-
ing positive self-employment income, Hybrid Intensi-
ties 3-5) transition to Self-Employed at higher rates
than those with negative levels (Hybrid Intensities 1
and 2). Transition rates to Self-Employed are partic-
ularly high for Hybrid Intensity 4 (13.0%) and Hybrid
Intensity 5 (38.5%). Hybrid intensity does not seem to
influence the transition back to Wage Work.

4.2, Explaining Entry into Hybrid
Entrepreneurship and Self-Employment

4.2.1. Bivariate Analysis. Table 3 reports the
means of our variables across wage work and type
of entry. The entries reported in column (3) are those
where an individual moves directly from Wage Work
to Self-Employed. They can be contrasted with those
in column (4), where we report individuals entering
Hybrid. In column (5) we report significant differ-
ences between the two forms of entry, which is of pri-
mary importance to us. This bivariate analysis reveals
that individuals choosing the alternative entry paths
are quite different along many dimensions.

Of secondary importance is how these data sup-
port the three rationales. There seems to be most
evidence in support of the transitional rationale,
because individuals prefer hybrid entry when they
have less experience in the entrepreneurial context
(less self-employment experience and target industry expe-
rience), higher switching costs (greater industry tenure,
employer size, and employer age), and higher oppor-
tunity costs (higher salary income, higher education
percentile, fewer total number of jobs, and more time
unemployed). The only variable that did not align with
the transitional rational is employer tenure, a proxy
for switching costs. The evidence around opportu-
nity costs may also be interpreted as support for the
nonmonetary benefit rationale, and potentially for
the supplementary income rationale if we interpret
the most capable individuals as the ones with the
most opportunity to supplement income. Otherwise,

This rate of persistence for hybrids is much lower than rates
reported for the self-employed in prior studies.
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Table 1 Number and Percentage of Individuals in Each Labor Classification per Year (1994-2001)
1994 1995 1996 1997 1998 1999 2000 2001 Total
Labor classification
Wage Work 44,613 42,985 41,275 39,904 38,605 37,537 36,587 35,757 317,263
100 97.74 96.66 95.95 95.34 94.8 94.53 94.23 96.25
Self-Employed 0 311 599 914 1,058 1,191 1,219 1,225 6,517
0 0.71 1.40 2.20 2.61 3.01 3.15 3.23 1.98
Hybrid 0 684 827 772 830 866 899 966 5,844
0 1.56 1.94 1.86 2.05 2.19 2.32 2.55 1.77
Total 44,613 43,980 42,701 41,590 40,493 39,594 38,705 37,948 329,624
100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Entry into labor classification
Self-Employed 311 362 443 350 341 284 236 2,327
31.26 42.09 53.18 4419 45.71 42.39 36.20 41.94
Hybrid 684 498 390 442 405 386 416 3,221
68.74 57.91 46.82 55.81 54.29 57.61 63.80 58.06
Total 995 860 833 792 746 670 652 5,548
100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00
Self-employment entry 0 90 94 61 72 52 37 406
preceded by Hybrid 0.00 33.09 26.93 21.11 26.77 22.41 18.59 21.13
Self-employment entry not 311 272 349 289 269 232 199 1,921
preceded by Hybrid 100.00 66.91 73.07 78.89 73.23 77.59 81.41 78.87

with the exception that married men prefer Hybrid,
the bivariate analysis shows little evidence that
financially constrained individuals choose Hybrid to
supplement income. In fact, more negative salary
income shocks are associated with a preference for
Self-Employed over Hybrid. The evidence around
salary income seems to also contradict the view that
financially constrained individuals choose Hybrid.
For example, the mean hybrid entrant is earning
276,395 Swedish kronor (or approximately $34,550 in

1994) from a paid job at the time of entry, whereas the
mean self-employment entrant is earning SEK 233,384
from a paid job at the time of entry. We also note that
39% of all entrants in Self-Employed are in the lowest
quintile of salary income, compared to only 19% for
hybrid entrants. Hybrids tend to come disproportion-
ally from the four highest quintiles of salary income.

To further exploit the panel nature of our data
and explore whether patterns in salary yield clues
about the three rationales, we calculate changes in
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Table 2 Work Status Transition Frequencies
Panel A
Into Wage Into Self- Into
Labor classification Work (%) Employed (%) Hybrid (%) Total (%)
From Wage Work 98.1 0.7 1.2 100.0
From Self-Employed 0.0 100.0 0.0 100.0
From Hybrid 36.6 8.5 54.9 100.0
Panel B
Into Hybrid
Hybrid Hybrid Hybrid Hybrid Hybrid
Into Wage Into Self- Intensity Intensity Intensity Intensity Intensity
Labor classification Work (%) Employed (%) 1 (%) 2 (%) 3 (%) 4 (%) 5 (%)
From Wage Work 98.1 0.7 0.2 0.3 0.3 0.2 0.1
From Self-Employed 0.0 100.0 0.0 0.0 0.0 0.0 0.0
From Hybrid Intensity 1 34.6 3.4 53.7 47 1.6 14 0.7
From Hybrid Intensity 2 43.7 2.0 10.9 304 8.8 2.7 1.5
From Hybrid Intensity 3 39.3 46 3.7 10.5 317 7.8 2.5
From Hybrid Intensity 4 29.0 13.0 3.9 4.1 17.2 245 8.4
From Hybrid Intensity 5 30.7 38.5 1.2 0.6 3.8 10.2 15.0

Notes. Hybrid Intensity 1, hybrid intensity < —5%; Hybrid Intensity 2, — 5% < hybrid intensity < 0%; Hybrid Intensity 3, 0% < hybrid intensity < 5%; Hybrid
Intensity 4, 5% < hybrid intensity < 20%; Hybrid Intensity 5, 20% < hybrid intensity.
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gests that this pattern is only applicable to the hybrids
in the highest quintile of salary income. Although
not reported in the table, 17.9% of all hybrid entrants
had increases in salary and positive self-employment
income. If hybrids were interested in nonmonetary
benefits, we might expect them to sacrifice salary
income and have lower total income after entry. We
observe this pattern for hybrid entrants in the first
centile of salary income. While not reported in the
table, 25.8% of all hybrid entrants had lower salary

260 Management Science 56(2), pp. 253-269, ©2010 INFORMS
Table 3 Means of Independent Variables by Type of Entry
Difference
Self-employment entry between
No entry Self-employment entry not preceded by hybrid Hybrid entry (3) and (4)
Variables ™ @) 3) (4) (5)
Salary income (before log) 284,694.6 223,820.3 233,383.6 276,394.9 sokok
1st quintile 0.184 0.419 0.386 0.190 ook
2nd quintile 0.204 0.134 0.129 0.175 Hokok
/(;;a 3rd quintile 0.204 0.137 0.144 0.186 Hokok
=5 4th quintile 0.204 0.141 0.151 0.216 sofok
_8 » 5th quintile 0.204 0.170 0.191 0.233 sHokok
5 § Negative change in salary income 1.126 0.596 0.143 0.051 Hkk
© o Nonsalary income 13.350 95.944 133.954 —57.484 *
g = Negative change in nonsalary income —0.111 —1.200 0.272 0.269
=0 Household wealth 0.715 0.794 0.813 0.687
o g Household wealth dummy 0.050 0.055 0.057 0.048
-5 Married 0.483 0.501 0.501 0.530 *
3 g. Number of children 0.914 1.000 0.991 1.049
T E_ Education percentile 0.499 0.501 0.501 0.555 Kok
= Total number of jobs 3.618 4.073 4125 3.876 stk
o f, Time unemployed 0.540 1.152 1.214 0.623 *kk
© ®© Age 25-30 0.114 0.090 0.096 0.113
%) % Age 30-35 0.248 0.260 0.263 0.243
© ] Age 40-45 0.163 0.168 0.170 0.176
BT Age 45-50 0.146 0.163 0.161 0.151
8 % Age >50 0.124 0.109 0.102 0.094
) Self-employment experience 0.022 0.101 0.100 0.060 sokok
= s Target industry experience 0.721 0.403 0.438 0.103 Hkk
T o Parental self-employment experience 0.033 0.092 0.093 0.092
e Industry tenure 1.418 1.095 1.067 1.277 ook
= 8_ Employer tenure 3.153 2.632 2.449 2.443
.-g = Employer size 6.534 4195 3.933 6.042 Hokok
w9 Employer age 0-2 0.179 0.247 0.267 0.207 Hkok
=l Employer age 3-6 0.136 0.085 0.083 0.068 *
S E Employer age >6 0.685 0.668 0.650 0.725 ork
% o Hybrid experience 0.069 0.378 0.438 0.103 Kk
o2 Swedish citizen 0.903 0.919 0.924 0.917
s 'g Partner 0.608 0.612 0.615 0.647 *
£ ®© Partner self-employed 0.009 0.025 0.021 0.024
T 0 Partner income (before log) 86,486.8 84,445.8 84,239.2 88,300.8
% '5': Observations 317,263 2,327 1,921 3,221
o g’ *p < 0.05; **p < 0.001.
— O
52 income in the year of entry. In Table 4 we report  and lower total income. We do not believe that Table 4
=3 income averages for all hybrid entrants and for hybrid  helps in diagnosing the transitional rationale. Nega-
= S‘ entrants in the different centiles of salary income.  tive self-employment earnings or lower total income
ce If hybrids were supplementing income, we would  might represent willingness to pay an option pre-
B E expect them to maintain or increase their salary level, ~ mium to gain information about the venture’s upside
28 and make additional self-employment income. This  potential or the individual’s fit in self-employment.
0 pattern is observed for the average hybrid. For exam-  Positive self-employment earnings might represent
E S ple, upon entry, the average hybrid earns additional  confirmation that the venture is worth pursuing. The
[oF= §alary income of SEK 13,261 anq self-employment  fact that high earners tend to have higher variances
z 2 income of SEK 922. Closer inspection, however, sug-  in self-employment income suggests they are likely to

start the ventures with the highest potential.

4.2.2. Multivariate Analysis. Table 5 shows the
coefficients and marginal effects of a multinomial logit
model used to examine whether there are differences
in the determinants of Self-Employed entry (with no
preceding hybrid activity), hybrid entry, and no entry.
The key assumption of multinomial logit is that the
alternatives are independent, which was confirmed
using the Hausman test. Moreover, tests of individual
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Table 4 Change in Income After Hybrid Entry (SEK)
Standard
Difference Difference deviation of
Mean self~  Mean fotal  in mean in mean self-
Mean salary  Mean salary  employment income salary salary employment
incomeyear  incomeyear  income year year of income income incomeyear  No. of
before entry of entry of entry entry ()= (1) ((B)/(1)* (%) of entry hybrids
M () () (4) ®) (6) (7) (8)
All hybrids 265,543.6 278,805.0 922.0 279,727.0  13,261.4 5.0 78,991.0 3,221
Hybrids in:
1st centile of salary incomein 1994  191,819.6 185,068.6 100.7 185,169.3 —6,751.0 -3.5 35,221.0 611
2nd centile of salary incomein 1994  203,771.9 209,224.5 —8,052.4 201,1721 5,452.6 2.7 79,970.8 626
3rd centile of salary incomein 1994  216,786.1 224,971.3 —909.5 224,061.8 8,185.2 3.8 49,330.7 568
4th centile of salary incomein 1994  272,663.5 288,060.2 —3215 287,738.7  15,396.7 5.6 49,762.6 675
5th centile of salary incomein 1994  409,406.9 447,712.7 11,7175 459,430.2  38,305.8 9.4 128,129.4 741

Note. Centiles are at 0-20, 20-40, 40-60, 60-80, and 80-100 percentiles, respectively.

3|nflation rates in Sweden were below 3% during the risk period.

coefficients confirm significant differences between
the predictors of the three alternatives. This evidence
should raise concern about treating hybrids as if they
were self-employed or nonentrants.

The conclusions drawn earlier about the relative
potency of the rationales is largely confirmed. Hybrid
entry is preferred to self-employment entry by indi-
viduals that are more capable (have more educa-
tion, fewer prior jobs, less time in unemployment),
have lower switching costs (longer industry tenure
and working in larger firms), and have less self-
employment experience.?® Consistent with the view that
hybrid entry is preferred when individuals have less
experience in the entrepreneurial context, we also
report (in an unreported model) that hybrid entry is
preferred when men target ventures in an industry
different than their existing one.”> A final variable,
employer tenure, reveals some support for the expected
relationship between switching costs and choice. As
expected, it indicates that individuals with longer
employer tenure are less likely to switch from Wage
Work to Hybrid or Self-Employed (Ozcan and Reich-
stein 2009). In contrast to expectations, however, men
with low employer tenure have a preference for self-
employment entry rather than hybrid entry. The coef-
ficients suggest, however, that there is an increased
preference for hybrid entry when they have been with
a firm for more than five years.

#Qur finding that more educated individuals prefer self-
employment to wage work is consistent with Evans and Leighton
(1989), who interpreted this as evidence concerning the relative
payoff of education, but they did not test how education affects
entry into hybrid entrepreneurship. We also note that in unre-
ported models we found that hybrid entry was preferred to self-
employment with more macroeconomic uncertainty (volatility of
stock market index), consistent with the transitional rational.

2 We could not add the target industry experience variable to the
model presented in Table 5 because it does not vary across the “no
entry” alternative. Therefore, in the unreported model, we limited
the choice set to Self-Employed and Hybrid.

The evidence in Table 5 confirming significant dif-
ferences between self-employment and hybrid entry
is robust to every alternative specification we ex-
plored. In conducting these robustness checks, we
found only minor differences in individual coeffi-
cients affecting our interpretation of the various ratio-
nales. We replaced salary income with dummies for the
quintile of salary income for each individual and found
no significant differences across quintiles. Nor did
we find differences when we eliminated outliers in
salary income or household wealth. We also split the
sample into the lowest and highest quintiles of 1994
salary income, but the coefficients across these quintiles
showed little variation, and significant effects were
consistent with Table 5.2 When splitting the sample
into five different age cohorts, we got remarkably con-
sistent results across these cohorts. The most evident
exception is that the negative relationship between
time unemployed and the preference for hybrid over
self-employment entry is valid only for the lowest two
age cohorts. Finally, we split the sample into wage
workers in manufacturing versus service industries in
1994. Again, the results were consistent across broad
industry types, with a few exceptions. In contrast
to those in service industries, individuals in manu-
facturing industries with lower income (salary and
nonsalary) and more education prefer hybrid status
to self-employment.?*

B In general, there was less significance among the coefficients in
these reduced sample sizes.

% We also created a fourth alternative—where individuals take on a
secondary wage job—and compared the coefficients to those relat-
ing to the Hybrid alternative. We found substantially different coef-
ficients, which suggests that hybrid entrepreneurship is unique from
second wage jobs. Compared to those starting a secondary wage job,
hybrids had higher salary income, more negative changes in salary
income and nonsalary income, more parental self-employment expe-
rience, more education, were less time in unemployment, were less
likely to be between 25 and 35 years of age, had less entrepreneurial
experience, had less experiencein the targetindustry, had more hybrid
experience, and had less industry experience.
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Table 5 Multinomial Logit (No Entry, Self-Employment Entry, and Hybrid Entry)

Marginal effects at mean of each variable
(percentage change in entry choice with a

Coefficients and standard errors one-unit change in independent variable)

Self-employment Hybrid entry Self-
entry preferred to preferred to Difference employment
no entry no entry in (2) vs. (3) No entry entry Hybrid entry
._ Variables 1) (2) (3) (4) (5) (6)

—_~
% g Salary income 0.270*+ (0.02) 0.259*+ (0.03) —0.257% 0.063** 0.194
o = Negative change in salary income 2.953* (0.17) 0.713* (0.18) Kokk —1.220%* 0.6971** 0.529*
c wn
5 E Nonsalary income (100,000) —0.062 (0.42) —-1.120 (1.68) 0.854 —0.013 —0.841
@®© § Negative change in nonsalary income 0.071*  (0.03) 0.061* (0.02) —0.062** 0.017* 0.045*
o c Household wealth —0.272  (0.16) —-0.270  (0.15) 0.265 —0.063 —0.202
= 9 Household wealth dummy 3.890 (2.24) 3721 (2.15) —25.517 6.857 18.660
o g Married 0.099  (0.08) 0.089  (0.06) —0.090 0.023 0.067
-5 Number of children 0.065* (0.03) 0.058* (0.02) —0.058* 0.015* 0.043+
n O Education percentile 0.001  (0.09) 0.285** (0.08) * —0.213* 0.000 0.214
g = Total number of jobs 0.134* (0.02) 0.055* (0.02) *k —0.072% 0.031** 0.041*
8 g Time unemployed 0.058* (0.02) —0.043= (0.01) *oxk 0.019 0.014* —0.033**
o« Age 25-30° —0.373= (0.10) —-0.131  (0.08) 0.170* —0.076"* —0.093
© © Age 30-35? —0.066  (0.07) —0.091  (0.06) 0.082 —0.015 —0.067
n Q9 Age 40-45* —0.027  (0.08) —0.065 (0.06) 0.053 —0.006 —0.047
© Q Age 45-50° 0.087  (0.08) —0.048  (0.07) 0.015 0.021 —0.036

©
=% Age >50° 0.061  (0.10) —0.050  (0.08) 0.022 0.015 —0.037
(o} % Self-employment experience —0.140 (0.12) —0.582** (0.10) *k 0.368** —0.030 —0.338"*
o @ Parental self-employment experience 0.718* (0.09) 0.917+ (0.07) —1.307+ 0.234++* 1.072%
% . Industry tenure —0.317 (0.03) —0.077+ (0.02) Kok 0.131% —0.074 —0.057*
= 48 Employer tenure —0.172~ (0.06) —0.498*+ (0.04) *oxk 0.412% —0.039+ —0.373"*
8 © Employer tenure squared 0.024*+ (0.01) 0.047++ (0.00) *k —0.041** 0.005** 0.035%
=B Employer size —0.229+ (0.01) -0.018  (0.01) *oxk 0.067+* —0.054 —0.013"*
a2 Employer age 0-2 years® 0.066* (0.07) —0.004 (0.05) -0.012 0.016 —0.003
43 S Employer age 3-6 years® —0.039 (0.10) —0.215 (0.08) 0.158% —0.009 —0.150*
S g Hybrid experience 0.842*+ (0.08) 1.501** (0.05) ook —2.514 0.276* 2.238*
S E Swedish citizen —0.057  (0.10) 0.014  (0.07) 0.003 —0.014 0.010
% = Partner -0.111  (0.13) 0.105  (0.09) —0.051 —0.027 0.078

o Partner self-employed 0.549* (0.17) 0.623** (0.13) —0.805% 0.168* 0.637+*
% o Partner income —0.003  (0.01) —0.016* (0.01) 0.013* —0.001 —0.012*
£
© o .

= Industry dummies (55) Yes Yes Yes Yes
% '5-, Region dummies (21) Yes Yes Yes Yes
= ;) Year dummies (7) Yes Yes Yes Yes
i) £ Log likelihood —23,389.495
= O Psuedo R-squared 0.097
=
=) No. of observations 259,856
;E Probability of choice (%) 99.01 0.24 0.75
3 -
8 _5 Notes. Column (1) compares self-employment entry versus the alternative of no entry. Self-employment entry is defined as not being preceded by hybrid
7 T status, as reported in column (3) of Table 6. Column (2) compares hybrid entry versus the alternative of no entry. Hybrid entry is defined as moving directly
° § from wage work into hybrid status, as reported in column (4) of Table 6. Column (3) reports significant differences between self-employment entry and hybrid
_8 L entry. Columns (4)—(6) report marginal effects at the mean of each variable, which is the percentage change in the entry choice with a one-unit change in the
n E independent variable. Robust standard errors are in parentheses.
s g aCompared against omitted category age 35—40.
@ o "Compared against omitted category employer age >6 years.
8 § *p < 0.05; **p < 0.01; ***p < 0.001.
2

In the next section, we dig more deeply into
the dynamic implications of hybrid status. We have
argued that learning and adaptation should be avail-
able to any hybrid, whether the intent to learn is
explicit from the outset (as in the transitional ratio-
nale) or not (as in the supplementary income and
nonmonetary benefits rationales). Because there is evi-
dence consistent with the transitional rationale, how-
ever, we might anticipate that hybrid entry will have
a robust influence on self-employment entry.

4.3. Examining the Effect of Hybrid
Entrepreneurship on Self-Employment Entry

Table 6 shows the results of conditional fixed-effect
logit models used to ascertain whether hybrid entre-
preneurship facilitates a transition to self-employ-
ment. By incorporating independent variables associ-
ated with the hybrid experience in models of all 2,327
self-employment entries, regardless of whether they
were preceded by hybrid entry, we can isolate the
causal effect of hybrid status on self-employment in
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Table 6 Conditional Fixed Effects Logistic Regression (Self-Employment Entry (1) and No Entry (0))

Self-employment entry and hybrid

Self-employment entry preferred to no entry

entry preferred to no entry

Variables 1) 2) 3) (4) (5) (6)
Hybrid 3.644+ 3.214+ 3.631%
(0.238) (0.248) (0.236)
Hybrid SE income (10,000) 0.165**
L~ (0.035)
@ ) Hybrid intensity —0.042
5 © (0.035)
£ Hybrid Intensity 1 1.294+
5 £ (0.398)
© o Hybrid Intensity 2 0.708
g = (0.459)
= 0 Hybrid Intensity 4 3.336™*
9 = ‘ ‘ (0.366)
- 5 Hybrid Intensity 5 4,968+
n O (0.379)
8 = Salary income 1.203** 1.275%+ 1181+ 1.292% 1,322+ 0.416%
8 % (0.060) (0.070) (0.071) (0.071) (0.073) (0.021)
o < Nonsalary income 0.000 0.000 0.000 0.000 0.000 0.000
© © (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
[0) Household wealth —0.335 0.108 —0.059 0.118 0.102 —0.264
% o] (0.529) (0.620) (1.032) (0.621) (0.642) (0.225)
]
= Household wealth dummy 4.809 —1.420 1.827 —1.559 —1.433 3.763
8— g (7.472) (8.740) (14.569) (8.753) (9.056) (3.174)
o ® Married 0.437 0.586 1.488* 0.593 0.405 0.062
2 (0.368) (0.410) (0.731) (0.411) (0.414) (0.120)
< v Number of children 0.451** 0.446%* 0.335 0.448+ 0.479* 0.018
0 (0.146) (0.161) (0.275) (0.161) (0.162) (0.044)
T 'O
o= Education percentile 0.217 0.167 —6.108 0.164 0.940 0.123
_g 8_ (1.983) (2.088) (3.421) (2.096) (2.241) (0.368)
T c Total number of jobs 27.963 28.414 34.393 29.204 29.610 0.902%*
@ .09) (653.572) (402.314) (1,758.99) (588.624) (733.782) (0.037)
© Time unemployed 0.301"* 0.286%* 0.263** 0.286%* 0.291+ 0.056%*
%]
gl (0.035) (0.039) (0.065) (0.039) (0.039) (0.013)
% o Age 25-30 0.514 0.405 —4.566%* 0.401 0.350 -0.101
- o (0.373) (0.424) (1.408) (0.425) (0.426) (0.127)
=0 Age 30-35 0.458 0.462 —0.638 0.461 0.409 —0.056
o
T % (0.236) (0.268) (0.587) (0.269) (0.270) (0.080)
T ¢ Age 40-45 —0.348 —0.166 —0.087 -0.171 —0.088 —0.108
» < (0.282) (0.349) (0.579) (0.348) (0.345) (0.089)
< S’ Age 45-50 -0.103 —0.005 —0.037 0.001 0.077 —0.142
2 2 JE—— 0557 ‘a7 oore  omr  osto Dors
= ge > —0. —0. —0. —0. —0. —0.
z- . Sato Grree qare adle 056
.96 n Ustfy tenure _2. Fkk _3. £33 —1.774% _3. Fokk _3. Gl —0.594%*
;-E (0.234) (0.288) (0.522) (0.288) (0.286) (0.073)
o -~ Employer tenure 2.228" 2.023+* 3.722+* 2.023+* 21150 —0.264*
8 .g (0.130) (0.149) (0.275) (0.149) (0.146) (0.035)
. © Employer tenure squared —0.065*** —0.006 —0.117%* —0.006 —0.020*** 0.036**
o E (0.014) (0.017) (0.028) (0.017) (0.016) (0.005)
_8 O Employer age 0-2 years —1.970* —1.900* 1.263 —1.907+ —1.985* —0.147*
£ (0.217) (0.251) (0.842) (0.251) (0.256) (0.059)
g = Employer age 3-6 years —2.440* —2.568** 1.206 —2.568* —2.621% —0.040
o S (0.288) (0.312) (0.956) (0.312) (0.321) (0.087)
= Partner dummy —1.208"* —1.193+ —0.425 —1.201* —1.027* —0.138
E g (0.428) (0.481) (0.838) (0.483) (0.480) (0.143)
= < Partner in self-employment —0.231 —0.501 —1.372* —0.487 -0.279 0.012
(0.347) (0.393) (0.650) (0.394) (0.415) (0.152)
Partner income 0.013 0.009 —0.051 0.009 0.002 0.001
(0.025) (0.028) (0.048) (0.028) (0.028) (0.008)
Log likelihood —1,011.885 —800.732 —785.205 —799.348 —798.091 —7,270.338
Observations 12,941 27,782
Number of men 2,253 4,437

Notes. Columns (1)—(5) consider all 2,327 men entering self-employment, enabling us to examine the consequences of hybrid activity on self-employment
entry. Column (6) combines hybrid entries with the 1,921 self-employment entries directly from wage work, like most studies examining entry into self-
employment. A comparison of the coefficients across the two different ways to identify self-employment entry highlights the consequences of representing
hybrid entries as self-employment entries. Standard errors are in parentheses.

*p < 0.05; **p < 0.01; **p < 0.001.
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a robust way (Heckman and Navarro-Lozano 2004).
The conditional fixed-effects model is ideal for iso-
lating these effects because it controls for sources of
unobserved heterogeneity that may account for indi-
vidual preferences to transition, while at the same
time controlling for the self-selection into hybrid sta-
tus. We will emphasize the effects of these hybrid vari-
ables in our discussion. However, note that other coef-
ficients might change relative to those noted in col-
umn (1) of Table 5 because of the presence of these
hybrid variables, the inclusion of all self-employed
entries preceded by hybrid entry, or the fixed-effects
specification.

Column (1) depicts a model for a set of variables
identical to those presented in Table 5. Columns (2)—(5)
add variables relating to hybrid activity and suggest
that they have a strong influence on self-employment
entry. The addition of these hybrid variables does not
substantively alter the coefficients of the other vari-
ables.”® Column (2) adds the variable hybrid. If hybrids
enter with an explicit intent to consider transition
into self-employment, they should transition more fre-
quently than wage workers, as we observed in Table 2.
The significant positive coefficient for hybrid is 3.64,
and by taking its exponential we obtain the odds ratio,
which suggests that hybrids are over 38 times more
likely to transition to self-employment.?

We also consider indicators of learning and uncer-
tainty reduction while a hybrid, meant to approximate
the feedback the individual gets about the self-
employment opportunity while in hybrid status. The
significance of these factors need not be linked to
an ex ante intent to transition, but would certainly
indicate that self-employment entry is endogenous
to hybrid entry. Column (3) adds hybrid self-employed
income, which measures the self-employment income
or loss obtained as a hybrid entrepreneur that year.
The positive coefficient reveals that hybrids earn-
ing more self-employed income transition more fre-
quently to self-employment. Calculation of the odds
ratio suggests that earning an additional SEK 10,000
will increase by 18% their likelihood of transition-
ing to self-employment. Column (4) adds hybrid inten-
sity, which measures the ratio of hybrid self-employed
income/salary income. Hybrid intensity does not signif-
icantly affect transitions to self-employment;” how-
ever, when we consider dummies for different degrees

B The coefficients for industry tenure are reduced relative to
Model 1, suggesting a correlation between the length of time a
person works in an industry and the tendency to become a hybrid.

% In unreported models, we distinguished between hybrids in pro-
prietorships and partnerships versus hybrids in incorporated busi-
nesses and found very similar results across these two groups.

7 In unreported models, to assess whether macroeconomic uncer-

tainty moderated the effect of hybrid experience, we interacted
a measure of macroeconomic uncertainty (based on stock market

of hybrid intensity, the effect of this variable appears
nonlinear. At the highest levels of hybrid intensity there
is an effect on transition to self-employment. Com-
pared to the base level of Hybrid Intensity 3 (0 <hybrid
intensity < 0.05), hybrids in Hybrid Intensity 4 (0.05 <
hybrid intensity < 0.20) are 28 times more likely to
transition, and hybrids in Hybrid Intensity 5 (hybrid
intensity > 0.20) are 143 times more likely to transi-
tion. Although there is some evidence that hybrids in
Hybrid Intensity 1 (hybrid intensity < —0.05), the low-
est level of hybrid intensity, are more likely to transi-
tion than those in the base level, this result does not
hold up when we eliminate the 72 hybrids (out of 419)
that enter self-employment in a different firm. Thus,
only the hybrids with the greatest proportion of self-
employment income tend to enter. The fact that low-
earning hybrids do not enter may not indicate a lack
of intent to transition, but may suggest that without a
compelling performance signal, individuals persist in
hybrid status.?®

Finally, column (6) of Table 6 displays a conditional
fixed-effects logit model specifying self-employment
entry as many prior studies have done, equating
hybrid entry with self-employment entry. Our intent
here is to demonstrate the empirical implications of
ignoring hybrids when estimating self-employment
entry. Comparing the coefficients in column (6) to
those in columns (1)—(5) suggests that variables might
have different effects across different specifications.
Note particularly the effect of variables that change
signs across specifications (employer tenure), that are
significant in one specification but not in the other
(married, number of children, total number of jobs, employer
age, and industry tenure), and that change considerably
in magnitude (salary income, time unemployed, and age
25-30). Consequently, how one treats hybrids has a
significant bearing on the conclusions drawn for the
determinants of self-employment entry. Considering

data) with hybrid self-employed income and hybrid intensity separately.
We found a significant interaction effect—the positive effect of high
income/intensity on self-employment entry was stronger the lower
the uncertainty and was weaker the higher the uncertainty. This
result reinforces the role of learning in hybrid mode.

% In support of this, we revisited the multinomial logit model on
the initial entry choice, altering the definition of Hybrid accord-
ing to whether hybrids were high intensity (Hybrid Intensities 4
and 5) or low intensity (Hybrid Intensities 1-3). Again, the results
were largely consistent across models, and with those reported in
Table 5. The low-intensity model coincided with stronger effects
for age. For example, younger people were more likely to prefer
hybrid status to self-employment, whereas older people were more
likely to prefer self-employment to hybrid status.
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hybrid entry equivalent to self-employment entry,
as we have done in column (6), yields coefficients
substantially different from models treating self-
employment entry separately from hybrid entry, as
done in columns (1)-(5). We believe this evidence is a
strong call to treat these phenomena separately.

5. Discussion

Assumptions about the dichotomous nature of entre-
preneurial entry are so entrenched in social science
research that little work has yet to investigate it empir-
ically. In some perspectives, it is assumed that indi-
viduals will switch and commit themselves if their
expected utility in self-employment exceeds their util-
ity in wage work. This view implies that there is
no intermediate strategy that potential entrepreneurs
might follow to gain insight into the distribution of
expected outcomes (e.g., Kihlstrom and Laffont 1979).
Although some studies have recognized that mixing
wage work and self-employment is a possible alter-
native, no extant research has investigated whether
hybrid entry has different determinants than self-
employment entry or no entry, nor has prior research
considered the dynamic implications of hybrid entry.
Our theoretical model and empirical results point to
the importance of hybrid entrepreneurship and imply
that treating it as self-employment is problematic.
This takes on greater importance when one considers
that hybrids represent a significant proportion of all
entrepreneurial episodes and an even greater propor-
tion of transitions into and out of entrepreneurship.
We believe we are the first to systematically docu-
ment the prevalence and influence of this category of
entrepreneurship. Our paper has three broad implica-
tions for research on self-employment.

First, hybrid entry influences self-employment entry
but does not determine it. Our longitudinal study
of Swedish men revealed that both absolute and rel-
ative financial payoffs in hybrid status determine
whether individuals transition to self-employment.
Because rates of transition hinge on financial perfor-
mance as a hybrid, our results support the expecta-
tion that the reduction of uncertainty through learning
about entrepreneurial performance is an important
benefit from hybrid entrepreneurship. This opens up
the possibility that every hybrid is a candidate for
self-employment, and contradicts those who believe
counts of hybrids may overrepresent their importance.
We emphasize that in many cases it appears to be
an explicit part of the process of entry. Even where
transition is not explicitly considered ex ante, hybrid
entrepreneurship offers the potential to learn and ulti-
mately transition.

Second, hybrid entry has unique determinants
from self-employment entry. Moreover, we offer three

potential rationales for why preferences for hybrid
entry might obtain, and present evidence around
the relevant potency of these rationales. Our results
suggest that the preference for hybrid entry is fun-
damentally and positively influenced by an indi-
vidual’s switching costs, uncertainty around the
entrepreneurial context, and the quality of their
human capital. Whereas this is consistent with either
an explicit intent to transition or seek nonmonetary
benefits, it may also be consistent with high earners
who supplement income because they have opportu-
nities to do so. There is little evidence that financially
constrained individuals choose hybrid entrepreneur-
ship to supplement income. We encourage readers
to recognize the need for future research to sort out
the relative importance of these rationales. Our pri-
mary intent was to justify why hybrid entrepreneur-
ship might be unique and to supply evidence around
its uniqueness.

Third, our results also show that although ignoring
hybrid entry might lead to an underspecification of
the entry model, a more serious error obtains if hybrid
entrants are classified as self-employed entrants. Our
data suggest that when this occurs, coefficients are
substantially different from what would obtain if the
two types of entrants were distinguished. Based on
these findings, we encourage scholars studying self-
employment entry to either (a) identify only full
entries into self-employment and include a dummy
for those in hybrid entrepreneurship, or (b) consider
that hybrid entry is an alternative to self-employment
entry through a multivariate model. These consider-
ations take on even greater weight given the preva-
lence of this phenomenon, which makes it likely the
classification of hybrids will have a strong impact
on studies comparing self-employment entry across
industries and economies. We caution against treating
self-employment and wage work as mutually exclu-
sive categories.

Our findings provide some additional evidence
worth highlighting. The findings concerning firm size
corroborate recent findings on how entrepreneurial
activity is spawned disproportionately from small
firms (Serensen 2007, Elfenbein et al. 2009, Parker
2009), but provides new evidence that the smallest
employers are most likely to spawn self-employment
entry, whereas hybrids tend to emerge from signifi-
cantly larger firms, and those staying in wage work are
in the largest and oldest firms. We were surprised that
individuals with longer employer tenure were more
likely to enter self-employment than hybrid status.
This result stands in contrast to our expectations and
the results for our other measures of switching costs,
which indicated that those with the lowest switching
costs gravitate toward self-employment, those with
the highest switching costs remain in wage work,
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and those with intermediate switching costs choose
hybrid entrepreneurship. The lack of significance for
employer tenure may be due to our choice to limit the
risk set to individuals beginning with an employer in
1994, which has the effect of reducing the distribution
of the tenure variable, but has other obvious advan-
tages noted earlier. This result may also be due to
our focus on high technology workers, among which
tenure might be a signal of weak ability. We found
it interesting that whereas a lack of self-employment
experience leads to a preference for hybrid entry, indi-
viduals with more hybrid experience also seem to pre-
fer hybrid to self-employment entry. This suggests not
only that the specific type of experience (hybrid or
self-employment) is critical to entry choice, but also
corroborates the path dependency in entrepreneurial
careers. We know of no prior work having distin-
guished between these types of experiences.

5.1. Limitations and Future Work

Although we believe we have used a unique data set
to explore a labor group whose existence prior stud-
ies have only suggested, there are some limitations.
As already noted, more can be done to distinguish
between the three theoretical rationales for hybrid
entry. Confirmation of the transitional rationale might
gain support if studies were able to examine whether
choice is driven by differences in uncertainty or risk
across sectors (Parker 1997) or differences in risk toler-
ance across individuals (Kihlstrom and Laffont 1979).
To study the nonmonetary rationale, survey data are
needed to ascertain the psychological motivations of
individuals.

We note that these rationales represent supply-
side explanations, and it is likely that demand-side
arguments offer complementary explanations. Firm
demand for labor might change because of changes in
the treatment of payrolls and benefit packages across
types of employees (Tolbert 1996), such as part-time
versus full-time (Rotchford and Roberts 1982), con-
tract versus paid (Barley and Kunda 2001), and tem-
porary versus contingent workers (Gallagher 2002).
These factors may not only influence a firm’s demand
for wage workers, but may also create opportuni-
ties for new ventures to form. Firm’s may also have
different tolerances for employees that are hybrids.
Public sector employers, such as universities, can
appropriate returns to employee innovations (Zucker
et al. 1988). Some firms may aggressively pursue
noncompete covenants to prohibit their employees
from starting potentially competing businesses. Prior
research has shown that noncompete covenants are
an obstacle to entrepreneurship (Stuart and Sorenson
2003, Saxenian 1985), and many of these businesses
started “on the side” would surely qualify as hybrid
entrepreneurship.

Although there are important advantages to our
design, there remain opportunities for future work.
We chose to study men because of unobserved dif-
ferences among men and women due to variations
in time allocation to family and children, and our
data do not allow us to control for these differ-
ences. Future work should focus on how women use
hybrid entrepreneurship. Research on moonlighting
suggests that women and men might differ substan-
tially (Kimmel and Powell 1999, van Maanen 1975).
We investigate knowledge-intensive industries, yet it
is likely that there exist important industry differences
in the possibility of becoming hybrid and then trans-
ferring to full-time self-employment. Our data suggest
that industries differ in the rates of entry into hybrid
versus self-employment.” Although we controlled
for industry differences in our study and tested for
differences across service and manufacturing indus-
tries, further research should test whether hybrids
are pertinent in industries outside our study. Data on
professional status might represent one of the most
important research possibilities for further studies
on hybrid entrepreneurship (Tolbert 1996). Anecdo-
tal evidence suggests that hybrid status varies greatly
with the individual’s profession. Police, academics,
and medical doctors represent well-known categories
of hybrids. Should monetary benefits be important,
one should observe more hybrid entrepreneurs among
those who are on a fixed salary or are unable to expand
their hours/pay in their main activity.

Wage data would help confirm whether hybrids
are more productive than others and a way for them
to optimize their monetary and nonmonetary utility.
It is possible hybrids are less productive than oth-
ers, and that they represent free riders who success-
fully exploit the two parallel systems of employment
and self-employment. More exposure is needed to the
full causal chain by which experience as a hybrid
can influence self-employment. We have argued that
it provides information for entry choice, but it may
also have implications for subsequent performance in
self-employment. Finally, it might be interesting to
explore whether hybrid behavior is related to individ-
uals” social value versus economic value, traditions,
or institutional norms. All in all, the labor market
role, form, and economic function of hybrid entre-
preneurship represent challenging arenas for future
research.

5.2. Implications for Entrepreneurship

We believe that consideration of hybrids invites impli-
cations beyond those studied here. For example,

» See Online Appendix B.
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because hybrids tend to be more capable individuals,
we might expect them to start more high-growth busi-
nesses than the self-employed. We might also expect
hybrids who ultimately enter entrepreneurship to per-
form better than direct entrants because of the chance
to preview the opportunity. Consider how it might
influence our understanding of some of the funda-
mental puzzles surrounding entrepreneurship.

* Kihlstrom and Laffont (1979) argued that risk atti-
tudes are a distinguishing feature of entrepreneurs,
yet the evidence is less than clear. Perhaps hybrid
entrepreneurship offers an alternative for more risk-
averse individuals to simulate the self-employment
experience first hand, potentially explaining why we
do not observe differences in risk attitudes between
entrepreneurs and wage workers.

¢ Liquidity constraints (Evans and Jovanovic 1989,
Taylor 2001) may be less binding for hybrid entre-
preneurs, who enter on a smaller scale, which might
explain the divergence of findings in this line of
research. Ironically, liquidity constraints might be
exacerbated for “more capable” individuals who will
only transit to self-employment conditional on start-
ing up on a bigger scale to compensate for their higher
opportunity costs.

* Returns to human capital (Lucas 1978, Bates 1990)
may be different for hybrid entrepreneurs because
they are expected to have higher opportunity costs.
A meta-analysis of 90 available studies by van der
Sluis et al. (2008) indicated that education has neither
a clear-cut positive nor a negative effect on an indi-
vidual’s decision to become self-employed. A possible
reason for this confusing result might be the treatment
of hybrid entrepreneurs in those studies.

¢ The high exit rates reported in earlier stud-
ies of self-employment (e.g., Bates 1990, Evans and
Leighton 1989, Taylor 1999) might be partially ex-
plained by their being unable to distinguish the
fully self-employed from hybrid entrepreneurs who
may be rationally experimenting rather than fail-
ing. High upside potential and limited downside risk
should characterize hybrid ventures. This also sug-
gests that the decision to exit self-employment activity
is endogenous to hybrid entry.

* Hybrid entrepreneurship corresponds to in-
creased emphasis on nonstandard work arrange-
ments (Kalleberg 2000), where workers are increas-
ingly working part time, have temporary or contract
work, and engage in holding multiple jobs or moon-
lighting (Kimmel and Powell 1999). For example, the
number of temporary jobs increased 50% from 1990
through 1999 in Sweden (Holmlund and Storrie 2002),
and the trend is similar in other countries (Kalleberg
2000). This study suggests that hybrid entrepreneurs
represent a distinct and growing category in the labor
market that should be added to this important topic
of research.

Our findings also have important public policy
implications. If entrepreneurship is to be encour-
aged via government efforts (as is the case in vir-
tually all countries), policy efforts might facilitate
hybrid activity, which is currently—if anything—
actively discouraged. A potential policy variable to
consider is noncompete covenants (Stuart and Soren-
son 2003). These covenants are asymmetrically appli-
cable to highly capable individuals, which are the
most likely candidates for hybrid entrepreneurship.
Lending institutions might be encouraged to make
funding available for hybrids, to offset negative stereo-
types of hybrid entrepreneurs. Finally, education pro-
grams should highlight the advantages of this incre-
mental approach.

5.3. Conclusion

Prior research has cast individuals as always choos-
ing between wage work and entrepreneurship. Recent
data, including our own, suggest this dichotomy is fre-
quently violated. This research highlights the impor-
tance of considering hybrid entrepreneurship as a
distinct process of entrepreneurial entry that enables
learning and may be particularly useful to highly
capable individuals lacking entrepreneurial experi-
ence. Our theoretical model and empirical results
caution against ignoring or trivializing this type of
entrepreneur.

6. Electronic Companion

An electronic companion to this paper is available as
part of the online version that can be found at http://
mansci.journal.informs.org/.
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Appendix. Variable Definitions

Variable name

Definition

Wage Work
Self-Employed

Hybrid

Salary income

Negative change in salary income

Nonsalary income
Negative change in
nonsalary income
Household wealth
Household wealth dummy
Married
Number of children
Education percentile
Total number of jobs
Time unemployed

Age 25-30
Age 30-35
Age 3540
Age 4045
Age 45-50
Age >50

Self-employment experience

Target industry experience

Parental self-employment experience

Industry tenure

Employer tenure
Employer size
Employer age 0-2
Employer age 3-6
Employer age >6
Hybrid experience

Swedish citizen
Partner

Partner self-employed
Partner income

Hybrid self-employment income

Hybrid intensity

Hybrid Intensity 1
Hybrid Intensity 2
Hybrid Intensity 3
Hybrid Intensity 4
Hybrid Intensity 5

Individual has a primary classification of “employed” and has no secondary
classifications in self-employment

Individual has a primary classification of “self-employed” or
“self-employed in incorporation”

Individual has a primary classification of “employed,” at least one secondary
classification of “self-employed” or “self-employed in incorporation, and is
employed with the same firm as the previous year

Log of income from “employed” status

log(1+(salary income — salary income;_4)/salary income;_,) if <0, 0 otherwise;
note, salary income was not logged

Yearly income or loss from capital gains (SEK/1,000,000)

log(1+(nonsalary income — nonsalary income;_y)/nonsalary income;_y)
if <0, 0 otherwise

Log of total household wealth

Dummy variable =1 if individual’s household wealth is >500,000 kronor

Dummy variable =1 if individual is married

Number of children under 18 in the household

Individual’s percentile rank in years of education in the sample

Number of different firms individual has worked with since 1989

Log of number of days individual had been in unemployment
in the prior year

Dummy variable =1 if individual is between 25 and 30 years old

Dummy variable =1 if individual is between 30 and 35 years old

Dummy variable =1 if individual is between 35 and 40 years old

Dummy variable =1 if individual is between 40 and 45 years old

Dummy variable =1 if individual is between 45 and 50 years old

Dummy variable =1 if individual is over age 50

Dummy variable =1 if individual has at least one episode in self-employment
in primary labor status classification

Dummy variable =1 if individual entered Self-Employment or Hybrid in
the same industry in which they were a wage earner immediately
previous to their entry

Dummy variable =1 if at least one parent was previously self-employed

Log of number of years individual has worked in their
current two-digit industry

Consecutive years individual has worked with current company

Log of the number of employees in the firm in which the individual works

Dummy variable =1 if employer is between 0 and 2 years old

Dummy variable =1 if employer is between 3 and 6 years old

Dummy variable =1 if employer is >6 years old

Dummy variable =1 if individual has at least one episode in self-employment
in a secondary labor status classification

If individual is a citizen of Sweden

Dummy variable =1 if individual has a partner

Dummy variable =1 if partner is self-employed

Log of partner’s total income

Income or loss from self-employment activity (SEK/10,000)

Hybrid self-employment income/salary income

Dummy variable =1 if hybrid intensity < —0.05

Dummy variable =1 if —0.05 < hybrid intensity <0

Dummy variable =1 if 0 < hybrid intensity < 0.05

Dummy variable =1 if 0.05 < hybrid intensity < 0.05

Dummy variable =1 if 0.20 < hybrid intensity
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