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Abstract

Purpose – This study examines the impact of college education on incorporated and unincorporated self-
employments. It specifically compares the effects on African Americans and Hispanics with the effects on
Whites.
Design/methodology/approach – The study sample was drawn from the US Current Population Survey
between 1989 and 2018. Based on a sample size of 1,657,043 individuals, this study employed logit regression
models to test the hypotheses. Racial variations were examined using African Americans and Hispanics as
moderators.
Findings – The results suggest that college education increases incorporated self-employment and reduces
unincorporated self-employment. The impact of college education on incorporated self-employment is stronger
forAfricanAmericans andHispanics than forWhites. In contrast, its effect on unincorporated self-employment
is stronger for Whites than for African Americans and Hispanics.
Research limitations/implications – The findings provide empirical evidence of how college experience
changes the motivation of starting an incorporated or unincorporated business. The results suggest that
college education impacts African Americans and Hispanics differently than Whites in pursuing their career
path of entrepreneurship.
Originality/value – It is the first study that examines the relationship between college education and
incorporated/unincorporated self-employment. It also sheds light on radical variations.

Keywords Hispanics, African Americans, College education, Incorporated/unincorporated self-employment

Paper type Research paper

Introduction
While the extant literature confirms that schooling increases the probability of
entrepreneurship (Levine and Rubinstein, 2017; Unger et al., 2011; van der Sluis et al., 2008;
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van Praag et al., 2013), few studies examine if the impact from a college education is different
from other types of schooling (Guo et al., 2016). The purpose of a college education is different
from K�12 education (i.e. Kindergarten and 1st–12th grade) in the United States. K�12
education focuses on basic skills such as reading, writing and mathematics (Carbonaro
and Gamoran, 2002; Rumberger and Palardy, 2005). In comparison, a college education is
more directly related to starting a business due to the entrepreneurial training one can
receive (Katz, 2003; Kuratko, 2005). It enhances both the human capital (van der Sluis et al.,
2005, 2008; Unger et al., 2011; van Praag et al., 2013) and social capital (Binks et al., 2006;
Sager et al., 2006). Guo et al. (2016) investigated the impact of college education on
entrepreneurship and found a positive impact. However, they only analyzed the effect of
college education on incorporated businesses. More than 60% self-employed in the United
States were unincorporated (Hipple and Hammond, 2016). Excluding the unincorporated self-
employed may miss out a vast number of individuals who could be considered as
entrepreneurs.

In the literature of entrepreneurship studies, self-employment has been widely used as a
proxy for entrepreneurship due to its available microdata (Light and Munk, 2018). Glaeser
(2007) pointed out that the aggregation of self-employment makes “little distinction
between Michael Bloomberg and a hot dog vendor.” A few recent studies reveal distinct
differences between incorporated and unincorporated self-employment (Levin and
Rubinstein, 2017; Light and Munk, 2018). The incorporated self-employment is being
registered as a legal entity. It bears an additional cost of registration and annual fees. In
exchange, it benefits from the owners’ limited financial and legal liabilities. In contrast,
unincorporated self-employment means not being formally registered as a legal entity, and
thus, not seeking liability protection (Levin and Rubinstein, 2017). Light and Munk (2018)
found that 68% of self-employed respondents did not own or operate a business. While
incorporated self-employed are more likely to operate a business, unincorporated self-
employed often work as contractors, handymen, caregivers or similar roles. Levine and
Rubinstein (2017) discovered that the activities of the incorporated self-employed demand
strong cognitive skills, such as creativity, analytics and problem-solving. In contrast, the
unincorporated tend to engage in activities requiring lower levels of cognitive skills such
as landscaping, truck driving and carpentry. Therefore, they propose that incorporated
self-employment should not be treated the same as unincorporated self-employment in
entrepreneurial studies.

A college education is likely to increase incorporated self-employment because of the
improved human capital and social capital (Guo et al., 2016). Little is known about how college
education affects unincorporated self-employment. The earnings of those unincorporated
self-employed are found to be lower than the salaried individuals. Presumably, a person with
a college education may be less willing to start an unincorporated business given their better
chance in the job market than those without a college degree. Ethnic minorities are less likely
to own a business than the majority group (Fairlie and Meyer, 1996). Some researchers
suggest that minority entrepreneurs have limited financial resources and possess low human
capital (Guo et al., 2016; Lofstrom and Bates, 2013). On the other hand, previous studies reveal
that African Americans and Hispanics experience discrimination in the workplace. They also
have fewer opportunities than White workers in the job market. Therefore, they may find
owning a business more attractive than being employed (Canedo et al., 2014). Unfortunately,
no empirical studies have examined the connection between disaggregated self-employment
and ethnic minorities. More importantly, how would college education change their
motivation to become incorporated or unincorporated self-employed? Previous studies imply
that college education could provide more incentives for ethnic minorities than for Whites to
start an incorporated business because it lowers the financial barriers and human barriers
for those disadvantaged groups (Bates et al., 2018; Canedo et al., 2014; Guo et al., 2016;
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Lofstrom and Bates 2013). There is no previous research that directly explores the possible
impacts of college education on unincorporated business.

Using US Current Population Survey between 1989 and 2018, this study examines how
college education affects the probability of incorporated and unincorporated self-
employment. Ethnic groups are used a moderator to explore variations of African
Americans and Hispanics from Whites. Our results indicate that a college education is
positively associated with being incorporated self-employed. The relationship is stronger for
African Americans and Hispanics than for Whites. In contrast, the findings reveal that
having a college degree reduces the probability of starting an unincorporated business.
However, the impact is much stronger forWhites than for the ethnic minority groups. In fact,
college education barely changes the chance of being unincorporated self-employment
among African Americans and Hispanics.

This paper contributes to the existing literature in the following ways. First, it is the first
study that examines the relationship between college education and the disaggregated self-
employment. Our findings provide empirical evidence on how college experience changes the
motivation of two types of self-employment. Second, this study explores how college
education impacts African–Americans and Hispanics differently from Whites in pursuing
their career path. According to Kauffman (2018) National Report on Early-stage
Entrepreneurship, ethnic minorities among new entrepreneurs increased from 22.9% in
1996 to 45.6% in 2018, doubling in two decades. In particular, Hispanic entrepreneurs
increased from 10% to 24.9%, while African Americans rose from 8.4% to 9.8%. Therefore,
ethnic minority entrepreneurs are playing an increasingly important role in creating new
businesses in the United States. Our results present an untold story about ethnic minority
entrepreneurs on how they become incorporated and unincorporated self-employed. Last but
not least, this study uses a large sample covering 50 states between 1989 and 2018 in the
United States. It includes 1,657,043 individuals over 30 years. The results provide updated
and reliable pieces of evidence for the effect of college education on self-employment in
the USA.

Theoretical framework and hypotheses
College education and the incorporation of business
Scholars have attempted to disaggregate self-employment into incorporated and
unincorporated in search of a proxy of entrepreneurship (Levine and Rubinstein, 2017;
Light and Munk, 2018; Guo et al., 2016; Zhang and Acs, 2018). Some scholars suggest using
only incorporated self-employment as proxy for entrepreneurship (Levine and Rubinstein,
2017). One of the foundational studies of the difference between incorporated and
unincorporated self-employment was conducted by Levine and Rubinstein (2017). They
discovered that the incorporated self-employed had “a very distinct mixture of cognitive and
noncognitive traits from salaried workers and other business owners. The incorporated tend
to be male, white, better educated, and more likely to come from high-earning, two-parent
families. Furthermore, as teenagers, the incorporated tend to have higher learning aptitude
and self-esteem score” (2017, p. 1015). The unincorporated business, in contrast, more often
involves manual skills, and people who started unincorporated business tend to be less
educated in comparison.

The motivation of being incorporated self-employed is different from being
unincorporated self-employed. The incorporated intend to create a new venture, introduce
a new product or service and grow the business, while the unincorporated, who are often
unsuccessful salaried workers, have lower ambition to expand the business Levine and
Rubinstein (2017). Their goal is to make a living for themselves. Levine and Rubinstein (2017)
find that an average person’s hourly earnings increase when switching from salaried work to
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incorporated self-employment. In contrast, a person’s income declines when switching from
salaried work to unincorporated self-employment. As a result, unincorporated self-
employment is an undesirable choice in terms of financial returns.

Although most previous research confirms that education improve the likelihood of
entrepreneurship (Levine and Rubinstein, 2017; Unger et al., 2011; van der Sluis et al., 2008;
van Praag et al., 2013), few studies examine if the impact from college education is different
than from K�12 (Guo et al., 2016). Zhang and Acs (2018) separated college education from
other levels of education. Their results show that college education is negatively associated
with the aggregated self-employment and positively correlated with incorporated self-
employment. Unfortunately, they did not offer any insights about the conflicting results
because levels of education were included as control variables in their study. As
aforementioned, the purpose of a college education is different from K�12 education (i.e.
Kindergarten and 1st–12th grade) in the United States. K�12 education focuses on basic
skills training (Carbonaro and Gamoran 2002; Rumberger and Palardy, 2005), while colleges
and universities are the birthplaces of entrepreneurship education (Katz, 2003; Kuratko,
2005). On the other hand, some people doubt the value of college education for entrepreneurs,
for the reasons that formal education promotes conformity instead of tolerance for ambiguity
(Ronstadt, 1984; Mintzberg and Gosling, 2002; Pfeffer and Fong, 2002), while innovation and
tolerance for ambiguity are essential traits of entrepreneurs. Also, a college education
provides college graduates with a safer pathway to employment, which means less incentive
for starting a business.

The controversy around the impact of college education on entrepreneurship is still
worthy of further investigation. At the same time, the cost of attending college is rising for
students, and governments’ budget is tightening up. Unlike theK�12 education available to
the students for free, a college education is expensive, and the cost has been on the rise for
both governments and students (Guo et al., 2016). Considering the opportunity cost for the
students and governments, the research on the relationship between college education and
entrepreneurship deserves continuous attention.

We propose that entrepreneurs with a college education may be more likely to be pulled
into entrepreneurship and start incorporated businesses. It has been found that education
correlates strongly with economic success and social connections (Hout, 2012). Schooling
influences income and affects job satisfaction and the likelihood of being unemployed
(Oreopoulos and Salvanes, 2011). In their study, Levine and Rubinstein (2017) found that
more educated people are more likely to become incorporated business owners. We suggest
this is especially true for the college-educated self-employed. Whether receiving an
entrepreneurial education or other degrees, a college-degree holder is more likely to choose
the incorporated form when becoming self-employed. As a result, college graduates may be
more likely to be pulled into entrepreneurship to start something better than their current
employment. An incorporated business may provide such an opportunity with its autonomy
and growth potential.

Levine and Rubinstein (2017) suggest that individuals who choose unincorporated
self-employment do not have an alternative in the labor market. As such,
unincorporated self-employment may be a way to avoid unemployment. An average
unincorporated self-employed personmakes less than a salaried worker. In contrast, a college
education enhances opportunities in the job market. College graduates may find it easier to
get more appealing jobs, pursue better employment opportunities when dissatisfied with
current employers, or seek promotion and advancement with current employments (Hout,
2012; Long, 2010; Oreopoulos and Salvanes, 2011; Wavelet and Anderson, 2002). If a college-
degree holder is more likely to find employment and satisfying jobs, they have less incentive
to start an unincorporated business.
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For these reasons, we posit that college graduates are more likely to be pulled into
incorporated self-employment to seek market opportunities instead of being pushed into
unincorporated self-employment (Levine and Rubinstein, 2017). The best way to take
advantage of market opportunities is to reduce risks while pursuing the optimal growth
potential, which is more viable under incorporated business than unincorporated businesses.
Thus, we hypothesize the following:

H1. College education is positively associated with incorporated self-employment.

H2. College education is negatively associated with unincorporated self-employment.

Incorporated vs unincorporated businesses among African Americans and Hispanics
The line of inquiry on ethnic groups in entrepreneurship shows that the relationship between
college education and incorporated vs unincorporated self-employment among different
races has not been sufficiently explored. In general, African Americans and Hispanics have
been found less likely than Whites to become self-employed (Fairlie and Meyer, 1996; Guo
et al., 2016). It was found that college education enhances the likelihood of African American
and Hispanic entrepreneurs to start a business (Guo et al., 2016). However, previous research
either did not focus on the impact of college education amongAfricanAmerican andHispanic
self-employed (Fairlie and Meyer, 1996), or they did not disaggregate incorporated and
unincorporated businesses (Guo et al., 2016). Because of the unique nature of college
education and the critical distinction between incorporated and unincorporated self-
employment, in this research, we investigate African American and Hispanic entrepreneurs
and the relationship between their college education and the propensity to launch an
incorporated vs unincorporated business.

African Americans have had relatively low self-employment rates (Fairlie and Meyer,
1996, 2000). In a report for the US Bureau of Labor Statistics of 2015, more Whites than
African Americans operated their own incorporated or unincorporated businesses (Hipple
and Hammond, 2016). In 2015,Whites’ unincorporated self-employment rate was 6.9%, while
African American unincorporated self-employment was 3.6%. The incorporated self-
employment rate (4.0%) of Whites is also higher than that of African Americans.

While statistics have shown African Americans have a lower prevalence rate for both
incorporated and unincorporated self-employment, it is argued that the reasons are different.
We suggest that twomajor factors contribute to the low rate of incorporated self-employment
among African Americans: high financial entry barrier and low human capital (Bates, 1997;
Bates et al., 2018; Waldinger et al., 2006).

Levine and Rubinstein (2017) found that a $100,000 increase in family income is associated
with a 55% increase in the likelihood of incorporated self-employment. They also found that
the incorporated self-employed tend to come from high-income families. Aspiring African
Americans are found to have less access to financial capital than Whites. They have lower
personal-wealth levels and limited borrowing power thanWhites (Bates et al., 2018; Bradford,
2003; Loftstrom and Bates, 2013). Bradford (2003) found that nationwide families headed by
African Americans had a median net asset holding of $10,679 as opposed to $67,449 of
Caucasians in 1994. Fairlie and Robb (2007) cited the median wealth levels of African
American households of $6,166 vs $67,000 of Whites. Analyzing the 1996 and 2001 SIPP
surveys, Loftstrom and Bates (2013) found that African American entrants reported less than
one-fifth of the average wealth of White entrants. The vast racial differences in assets
translate into start-up capital disparities betweenAfricanAmerican andWhite entrepreneurs
(Loftstrom and Bates, 2013). Banks’ financial capital is also less accessible for African
Americans than for Whites (Bates et al., 2018; Blanchflower et al., 2003; Cavalluzzo and
Wolken, 2005; Loftstrom and Bates, 2013).
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The second significant cause is human capital. As aforementioned, the extant literature
suggests that human capital has a positive impact on entrepreneurship (van der Sluis et al.,
2008; Unger et al., 2011; Levine and Rubinstein, 2017; Zhang and Acs, 2018). African
Americans achieve lower level of education, limited access to business training and less
management experience in comparison with Whites (Guo et al., 2016). Loftstrom and Bates
(2013) found that the difference in educational attainment alone explains roughly 60% of the
gap between African American and White start-up entry rates into high-barrier industries.
To further illustrate the importance of human capital to start-ups, African Americans with a
college education are two to three times more likely to be involved in a start-up than similarly
educated Whites (Kollinger and Minniti, 2006). Besides, there could be a lack of successful
entrepreneurs as role models in the African American community, as successful African
American entrepreneurs tend to move outside of the neighborhood (Aldrich and Waldinger,
1990). Thus, we propose:

H3a. AfricanAmericans are less likely to be self-employedwith an incorporated business
than Whites.

In contrast, unincorporated self-employment does not require high financial capital or human
capital. However, African Americans were historically excluded as business owners outside
of their communities. The constraints gradually subsided, and the prevailing attitudes
changed in the last few decades (Bates and Tuck, 2014). As a result, African Americans are
expanding their access to finance, education and employment choices. Nevertheless, small
businesses owned by African Americans are still largely concentrated in their enclaved
region (Bates and Tuck, 2014; Cummings, 1999; Fairchild, 2009). Unincorporated self-
employed often work as contractors, handymen, caregivers or other similar roles (Levine and
Rubinstein, 2017). This type of interpersonal service demands trust and loyalty from
customers. African Americans can create businesses in their communities catering to
co-ethnics (Bates and Tuck, 2014), but it is still difficult to overcome the stereotype bias and
gain business from other races. Accordingly, we propose that the prevalence rate of
unincorporated self-employment is likely low among African Americans. Thus, we propose
the following hypothesis:

H3b. African Americans are less likely to be self-employed with an unincorporated
business than Whites.

In the same vein, we posit that Hispanics will have a lower self-employment rate with both
incorporated and unincorporated businesses. Previous research suggests that Hispanics are
less likely to become self-employed than Whites (Aldrich et al., 1987; Bates, 1995; Guo et al.,
2016). In the same report for the US Bureau of Labor Statistics as mentioned earlier,
Hispanics’ unincorporated self-employment was slightly lower than Whites’. Whites’
incorporated self-employment rate was also higher than that of Hispanics (Hipple and
Hammond, 2016).

Like the African Americans, Hispanics also face two significant hurdles to becoming
incorporated self-employed: high financial entry barrier and low human capital. With regard
to human capital, Mundra et al. (2003) found that Hispanics often have lower levels of
education and are less likely to be employed in managerial or professional positions. Canedo
et al. (2014) argue that Hispanics have less access to market needs and opportunities. The
tendency to live in Hispanic enclaves may limit Hispanics’ access to market information
about non-Hispanic customers.

Similar to African Americans, Hispanics also lack financial resources. They are more
likely to be denied a start-up loan than Whites (Coleman, 2004). Furthermore, Canedo et al.
(2014) argue that Hispanics are higher on uncertainty avoidance on average than their White
counterparts, which makes them less likely to borrow money to start businesses. Hispanics
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have low trust in lenders and believe that borrowing endangers the family, so many
Hispanics would only borrow money as a last resort (Korzenny and Korzenny, 2005). As a
result, Hispanic entrepreneurs are less willing to borrow money to finance start-ups
than White entrepreneurs (Canedo et al., 2014). Because of the limited access to human
capital and financial resources, Hispanics may perceive that they do not have the necessary
skills or financial resources to start an incorporated business (Canedo et al., 2014). Thus, we
propose:

H4a. Hispanics are less likely to be self-employed with an incorporated business than
Whites.

We propose two reasons why Hispanics are less inclined to be unincorporated self-employed:
uncertainty avoidance and enclaved community. Hofstede (2001) suggests that Hispanics are
higher in uncertainty avoidance than Anglos. The earnings among average unincorporated
self-employed individuals are lower than those of salaried workers and incorporated self-
employed individuals (Levine and Rubinstein, 2017). Unincorporated self-employment is thus
associated with underemployment or unemployment (Levine and Rubinstein, 2017). Being
unincorporated self-employed is taking risks without favorable financial outcomes.
Therefore, Hispanics with high uncertainty avoidance are less likely to create a business
without incorporation.

Furthermore, previous research reveals that ethnic enclaves shape Hispanics’
motivation to own a business (Fairchild, 2009; Canedo et al., 2014). Canedo et al. (2014)
suggest Hispanic enclaves support and nurture business within the community due to
shared culture, values and language. On the flip side, businesses are unlikely to be created
and expanded outside of the ethnic community. Immigrant enclaves created ethnic
boundaries, language groups and enclosed social networks (Bate, 2018). Such networks
promote familiar routines and discourage businesses from growing outside the enclaved
region (Gargiulo and Benassi, 2000). It is relatively easy to start an unincorporated
business within the ethnic area because of family and community support. It will take a lot
more resources and effort to start and operate a business without those support. Thus, we
propose the following hypothesis:

H4b. Hispanics are less likely to be self-employed with an unincorporated business than
Whites.

As stated previously, African Americans and Hispanic entrepreneurs face higher barriers to
entry. Loftstrom andBates (2013) suggests that high-barrier industries requiremore financial
capital or education attainments. Examples of high-barrier industries are “manufacture,
wholesale, professional services, business services, finance, insurance, and[sic] real estate,
and entertainment.” (p. 77) Low-barrier industries require less financial capital or education
attainments. Examples of low-barrier sectors are “personal services, repair services,
construction, transportation, retail, and miscellaneous services” (p. 77). While the human-
capital barrier for such sectors is high for African Americans or Hispanics, it is not a
significant obstacle forWhite entrepreneurs due to average higher educational attainment. A
college education can help African American or Hispanic entrepreneurs enter businesses
where human capital barriers are high. These are also industries where businesses tend to be
incorporated (Hipple and Hammond, 2016; Levine and Rubinstein, 2017).

Due to structural limits such as discrimination and the glass ceiling, African Americans
and Hispanics have limited opportunities in the job market (Cotter et al., 2001; Storer et al.,
2020). Previous studies reveal that Black and Hispanic applicants are significantly less likely
to receive interview call-backs than White applicants with equivalent qualifications (Pager
and Shepherd, 2008; Quillian et al., 2017). Mandel and Semyonov (2016) found that racial
minority groups receive lower wages than their White counterparts. The income gap has
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widened significantly since 2000. Kristal et al. (2018) confirmed that White workers are more
likely to be covered by an employer-provided pension plan or health insurance than African
American or Hispanic workers. Storer et al. (2020) found that the quality of the jobs held by
African American and Hispanic workers is lower than White workers in the retail and food-
service industries in terms of work schedules. White workers were found to have fewer
canceled shifts and less work on-call. They are less likely to work consecutive closing than
opening shifts, be involuntary part-time workers or have trouble getting time off. Cotter et al.
(2001) confirms that ethnic minorities encounters the glass ceiling and not be able to advance
any further in their career after reaching a certain level on the corporate ladder.

College education improves the employment marketability for African Americans and
Hispanics (Bates et al., 2018), but it does not remove the structural barriers. They may have
the advantage over those minority workers without a college degree, but their opportunities
are limited when competing with White workers who are also college-educated. Equipped
with more knowledge and human capital, it is better for minority groups to build their own
business than relying on limited opportunities as an employee. A few previous studies
support that African Americans and Hispanics are more inclined than Whites to be nascent
entrepreneurs after receiving a college degree (Bates et al., 2018; Reynolds et al., 2004). Bates
andBradford (2007) suggest that human capital gained from college education helpsminority
entrepreneurs facilitate business financing and gain access to product market in the
traditional high-barrier lines of business, such as manufacturing, wholesaling, finance,
insurance and real estate. For these reasons, we hypothesize the following:

H5a. The association between college education and incorporated self-employment is
stronger for African Americans than for Whites.

H5b. The association between college education and incorporated self-employment is
stronger for Hispanics than for Whites.

As previously discussed, those unincorporated self-employed may not have better
alternatives in the job market. Individuals’ income declines after switching from
employment to unincorporated self-employment (Levin and Rubinstein, 2017). Unlike
regular employees, the unincorporated have no employee benefits such as retirement plans or
health insurance. College education improves graduates’ human capital and social capital,
which provide more opportunities for all races to secure a job. Nevertheless, a college
education arguably benefitsWhite graduates more thanAfrican Americans andHispanics in
securing a salaried position because of the structural barriers faced by minority groups.
Assume two handymen, one White and one African American, both go to college. TheWhite
handyman has a better chance than the African American handyman to find a professional
job upon graduation and then a better opportunity to advance in his career as an employee.
He is unlikely to go back to his unincorporated handyman business. In other words, college
education improves ethnic minorities’ prospects in the job market, but they still encounter
structural barriers (Charles and Guryan, 2011; Fryer et al., 2013). Compared with similarly
educated Whites, African Americans and Hispanics benefit less from their college education
in the salaried work domain. They might find owning an unincorporated business an
attractive option.

While the prevalence rate of self-employment is low among minorities, many
unincorporated African American and Hispanic businesses owners find a niche in the
market (Bates et al., 2018). The unincorporated business can serve as a stable source of
income and a reliable alternative for their structural challenges in the job market. African
Americans are the most segregated race. Many small businesses owned by African
Americans are based in their enclaved community (Cummings, 1999; Fairchild, 2009).
Segregation creates business opportunities for African Americans with limited resources.
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They are likely to have tacit knowledge in their enclaved community than outsiders. They
can draw on trust and solidarity from the African American customers in their region
(Fairchild, 2009). College education provides more job opportunities for them to move out of
the enclaved area, but they have a place to fall back if the job market does not work out well.

Similarly, Hispanics are more likely to live in Hispanic enclaves. Many Hispanic small
business owners serve customers whose lives depend on the restrictive resources in the
enclaves (Canedo et al., 2014). They can communicate in the same language and understand
their Hispanic customers’ needs better than other races. Canedo et al. (2014) suggest that
collectivism and familism in Hispanic culture influence their motivation to become
entrepreneurs. According to Hofstede’s national culture framework, Latin American
societies, the origin of most American Hispanics, are characterized by a collectivist culture
(Hofstede, 2001). Research also indicates that Hispanics are more familistic than Anglos
(Marin and Marin, 1991). Therefore, Hispanics strongly identify themselves with their
extended family and friend network. Hispanics may be more motivated to become self-
employed to care for their families than to meet their individual needs for achievement
(Candedo et al., 2014). Facing the structural barriers in the job market, some Hispanics may
prefer to be unincorporated self-employed when they cannot get a job that matches their
college degree.

Overall, we propose that college education helps White college graduates more than their
African American and Hispanic counterparts to secure a job, advance their career as salaried
employees and get out of unincorporated business. Thus, we hypothesize:

H6a. The association between college education and unincorporated self-employment is
weaker for African Americans than for Whites.

H6b. The association between college education and unincorporated self-employment is
weaker for Hispanics than for Whites.

Methodology
This study uses the Current Population Survey (CPS)–March Supplement from 1989 to 2018
for empirical analyses. The CPS is a national household survey conducted by the United
States Census Bureau to collect information on employment and demographics. It surveys
50,000 to 60,000 households nationally on a monthly basis. The CPS March Supplement asks
additional questions on work experience, income, noncash benefits and migration. It covers
households in all 50 US states andWashington, DC. CPS is a cross-sectional dataset. Selected
households are surveyed eight months during a sixteen-month period: they were surveyed
four months straight followed by an eight-month break and then back to be surveyed for
another four months.We only used the survey inMarch. Some households are included in the
March survey in two consecutive years, and some only show up once. No households were
surveyed for three or more years due to the sixteen-month rule. To keep the sample
consistently cross-sectional, we dropped those repeated households to ensure that each
observation of our data was unique.

Since the focus of this study is on employment decisions, individuals younger than 25 and
older than 65 have been excluded. Persons younger than 25 are less likely to establish a
business, while individuals older than 65 aremost likely to be retired. Individuals who are not
in the labor force (e.g., full-time students or homemakers who are not looking for a job) are
excluded as those individuals do not make work decisions. Workers in the agriculture
industry are also excluded from this study. Many farmers inherited the farm as a family
business. The decision to be a farmermay not be caused by external factors such as education
or unemployment. The total number of observations in our initial sample is 1,657,043. Table 1
presents descriptive statistics and the correlation matrix.
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The empirical analyses are organized in the following steps. First, we use the full sample to
estimate if a college education is associated with starting an incorporated or unincorporated
business. Then we drop to two subsamples to compare the two minority groups separately
withWhites. One subsample keeps African Americans andWhites, excluding all other races.
The sample size drops to 1,247,672. The other subsample keeps Hispanics and Whites only.
Its sample size becomes 1,318,092. Lastly, the moderating effects of African Americans and
Hispanics are examined.

There are two dependent variables in this study: incorporated self-employment and
unincorporated self-employment. They are both binomial variables. Therefore, all statistical
models in this study are logit regressions.

The key independent variable is a college education, which is also a binomial variable. It
equals 1 if a person received a bachelor’s degree or above, and 0 otherwise. Individuals with
an associate degree or those who dropped out of college without a degree are treated as
having no college degrees. We recognize the contributions from community colleges and the
impact of college experience on dropouts to start a business. However, the primary purpose of
this study is to examine the effects of a formal degree from a four-year college and above.

Ethnic demographics serve as moderators. African Americans and Hispanics are both
binomial variables with a value of 1 when the person belongs to the ethnic group and
0 otherwise. We include marriage status (1 if married, 0 otherwise), the number of children
aged six or below, age, age squared, homeownership (own a home equal to 1, 0 otherwise), and
state unemployment rate as control variables. The correlation between age and self-
employment is assumed here to be an invertedU shape. Individuals are more likely to start a
business and earn a higher income as they grow older and gain more experience. However,
their entrepreneurial ambition and appetite for risk begin to decline as they reach a certain
age. So we use both age and age squared as controls. These control variables were used in
many previous studies (e.g. Davidsson and Honig, 2003; Fairlie and Meyer, 1996; Kim et al.,
2006; Guo et al., 2016; Robinson and Sexton, 1994). We use homeownership as a proxy for
financial capital. Presumably, a person who can afford to buy a property may have more
financial resources than others.

The logit regression model is specified as:

LogitðpÞ ¼ logðp=ð1�pÞÞ
¼ β0þβ1 *collegeþβ2 *AfricanAmericanþβ3 *Hispanicsþ . . . βκ * xkþε

where p is the probability of being incorporated or unincorporated self-employed, and p/(1�p)
is the odds ratio between odds of being incorporated or unincorporated self-employed and
those not; ε is the error term.

State effects and time effects are included in all regression models. Individuals from the
same state are influenced by state-specific factors such as state culture, political environment,
economic condition and legislation system. Persons who were surveyed in the same year
could be exposed to the same event at the national level, such as new federal legislation,
technology breakthroughs or economic crises. If correlated with the independent variables,
those unobserved/unmeasured state and time variances will bias the regression results. We
use state and year dummy variables to control for state and time effects in all regression
models.

Results
The logit regression results of the full sample are presented in Table 2. The dependent
variable for the first column of the results is incorporated self-employment. The coefficient for
a college education is 0.466. Since exp (0.466) is equal to 1.594, the odds of being incorporated
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self-employed for individuals with a college degree is 59.4% higher than those without it.
Thus, H1 is supported. The dependent variable for the second column is unincorporated self-
employment. The coefficient for a college education is �0.155, with exp (�0.155) equal to
0.856. The probability of being unincorporated self-employed is 14.4% lower for peoplewith a
college education than those without, which supports H2.

The dependent variable presented in Table 3 is incorporated self-employment. In order to
compare African Americans directly withWhites, we keep only those two races in the sample
for model 1 and model 2 in Table 3, excluding other races. As a result, the number of
observations drops to 1,247,672. Likewise, the sample for model 3 and model 4 keeps

Variable Incorporated (H1) Unincorporated (H2)

College 0.466*** (0.009) �0.155*** (0.007)
Black �0.834*** (0.023) �0.571*** (0.014)
Hispanic �0.612*** (0.017) �0.298*** (0.010)
Female �0.890*** (0.010) �0.383*** (0.006)
Married 0.402*** (0.012) 0.097*** (0.007)
Child under 6 0.112*** (0.008) 0.140*** (0.006)
Age 0.161*** (0.004) 0.085*** (0.003)
Age2 �0.001*** (0.0004) �0.001*** (0.0003)
Home ownership 0.710*** (0.014) 0.192*** (0.008)
Unemployment �0.001 (0.006) 0.009** (0.004)
Constant �7.868*** (0.099) �4.887*** (0.064)
Pseudo R2 0.0827 0.0303
Number of observations 1,657,043 1,657,043

Note(s): 1. Fall sample contains individuals aged between 25 and 65 from 1989 to 2018 in the United States
2. Individuals who are employed in agriculture are excluded from the sample
3. State effects and year effects are included in both models
4. *p ≤ 0.1, **p ≤ 0.05, ***p ≤ 0.01

Variable
Blacks and whites Hispanics and whites

Model 1 (H3a) Model 2 (H5a) Model 3 (H4a) Model 4 (H5b)

College 0.422*** (0.010) 0.394*** (0.010) 0.434*** (0.010) 0.398*** (0.010)
Black �0.858*** (0.023) �1.086*** (0.030)
Hispanic �0.639*** (0.018) �0.783*** (0.022)
College*Black 0.575*** (0.044)
College*Hispanic 0.481*** (0.036)
Female �0.918*** (0.011) �0.919*** (0.011) �0.899*** (0.010) �0.901*** (0.010)
Married 0.392*** (0.013) 0.391*** (0.013) 0.395*** (0.013) 0.397*** (0.013)
Child under 6 0.134*** (0.009) 0.135*** (0.009) 0.125*** (0.009) 0.128*** (0.009)
Age 0.153*** (0.004) 0.153*** (0.004) 0.160*** (0.004) 0.160*** (0.004)
Age2 �0.001*** (0.0005) �0.001*** (0.0005) �0.001*** (0.0005) �0.001*** (0.0005)
Home ownership 0.661*** (0.016) 0.656*** (0.016) 0.710*** (0.015) 0.703*** (0.015)
Unemployment �0.005 (0.006) �0.005 (0.006) �0.002 (0.006) �0.002 (0.006)
Constant �7.645*** (0.109) �7.640*** (0.109) �7.850*** (0.107) �7.835*** (0.107)
Pseudo R2 0.0778 0.0782 0.0785 0.0789
Number of
observation

1,247,672 1,247,672 1,318,092 1,318,092

Note(s): 1. Model 1 and Model 2 are regression models from a sub-sample which include Blacks and Whites.
Model 3 and 4 are from a sub-sample including Hispanics and Whites
2. State effects and year effects are included in all models
3. *p ≤ 0.1, **p ≤ 0.05, ***p ≤ 0.01

Table 2.
College education and
self-employment (full

sample)

Table 3.
Moderating effect of

Blacks and Hispanics
on college education

(incorporated)

College
education and
self-employment
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Hispanics andWhites and excludes others. Its sample size narrows down to 1,318,092. Model
1 presents themain effect; Model 2 examines the interaction effect of beingAfricanAmerican.
The coefficients of a college education are all positive in the four models of Table 3, which
further confirms that the impact of college education on incorporated self-employment is
robust. The coefficient for being African American in model 1 is �0.858, with exp(�0.858)
equal to 0.424. African Americans are 57.6% less likely to be incorporated and self-employed
than Whites. The result supports H3a. Model 2 adds the interaction between college
education and being African American. The coefficient for the interaction is 0.575. Figure 1
shows the result of a slope test for the interaction effects, reflecting the moderating effect of
being African Americans. A college education increases the incorporated self-employment
for both races, but the slope for African Americans is slightly steeper. Thus, African
Americans benefit more from a college education in terms of starting an incorporated
business. H5a is supported.

The coefficient of being Hispanic in model 3 is �0.639. It indicates that Hispanics are
47.2% less likely to be incorporated self-employed thanWhites. Therefore, H4a is supported.
Model 4 includes the interaction between college education and being Hispanic. Its coefficient
is 0.481. Figure 2 illustrates the moderating effect of being Hispanic. Similarly, a college
education increases the chance of being incorporated and self-employed, but the slope is
much steeper for Hispanics than for Whites. H5b is supported.

Table 4 presents the logit regression results using unincorporated self-employment as the
dependent variable. Similar to Table 3, it also includes four regressionmodels. The sample for
model 1 and 2 only includes African Americans and Whites. Other races are excluded from
the sample. The sample for model 3 and 4 only keeps Hispanics andWhites. The coefficients
for college education are negative in all four models. They consistently show that a college
education reduces the likelihood of starting an unincorporated business. The coefficient for
African Americans in model 1 is�0.588. Thus, African Americans are 44.5% less likely to be
unincorporated self-employed than Whites, supporting H3b. Model 2 adds the interaction
between college education and being African American. The coefficient for the interaction is
0.12. Figure 3 illustrates the moderating effect of being African American. A college
education is associated with a lower probability of being unincorporated self-employed for
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Whites, but the impact for African Americans is minimal. The results are in line with H6a.
The coefficient for Hispanics in model 3 is �0.328. It indicates that Hispanics are 28% less
likely to be unincorporated self-employed than Whites. Thus, H4b is upheld. Model 4
examines the interaction between college education and Hispanics. The coefficient is 0.149.
The moderating effect is illustrated in Figure 4. It again confirms that college education
reduces unincorporated self-employment for Whites. The slope is flat for Hispanics, which
indicates that college education has little effect on Hispanics. Thus, H6b is supported.
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Variable
Blacks and whites Hispanics and whites

Model 1 (H3b) Model 2 (H6a) Model 3 (H4b) Model 4 (H6b)

College �0.166*** (0.008) �0.173*** (0.008) �0.162*** (0.008) �0.175*** (0.008)
Black �0.588*** (0.014) �0.614*** (0.016)
Hispanic �0.328*** (0.011) �0.352*** (0.012)
College*Black 0.120*** (0.032)
College*Hispanic 0.149*** (0.026)
Female �0.366*** (0.007) �0.366*** (0.007) �0.356*** (0.007) �0.356*** (0.007)
Married 0.083*** (0.008) 0.082*** (0.008) 0.089*** (0.008) 0.089*** (0.008)
Child under 6 0.168*** (0.006) 0.169*** (0.006) 0.151*** (0.006) 0.152*** (0.006)
Age 0.073*** (0.003) 0.073*** (0.003) 0.081*** (0.003) 0.081*** (0.003)
Age2 �0.001*** (0.0003) �0.001*** (0.0003) �0.001*** (0.0003) �0.001*** (0.0003)
Home ownership 0.188*** (0.009) 0.188*** (0.009) 0.185*** (0.009) 0.183*** (0.009)
Unemployment 0.022*** (0.004) 0.022*** (0.004) 0.014*** (0.004) 0.014*** (0.004)
Constant �4.717*** (0.072) �4.717*** (0.072) �4.814*** (0.069) �4.812*** (0.069)
Pseudo R2 0.0327 0.0327 0.0270 0.0271
Number of
observation

1,247,672 1,247,672 1,318,092 1,318,092

Note(s): 1. Model 1 and Model 2 are regression models from a sub-sample which include Blacks and Whites.
Models 3 and 4 are from a sub-sample including Hispanics and Whites
2. State effects and year effects are included in all models
3. *p ≤ 0.1, **p ≤ 0.05, ***p ≤ 0.01
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Discussion
This study analyzes the impact of college education on the propensity of starting an
incorporated or unincorporated business. We have uncovered that college education is
positively associated with opening an incorporated business. The effect is stronger for
Hispanics andAfricanAmericans, which signifies the increased value of college education for
the minority groups. While in general, minorities are less likely to start an incorporated
business because of the lack of required knowledge, access to the product market or capital
(Bates et al., 2018; Hisrich and Brush, 1985), a college education may, in part, bridge this gap.
Thus, a college educationmay be a substantial factor in upward socialmobility forminorities.

Our paper also investigates the effect of college education on unincorporated
entrepreneurship. Starting an unincorporated business has been described in the literature
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as a less productive form of entrepreneurship because of the focus on performing routine,
manual tasks (Fisher and Lewin, 2020; Levine and Rubenstein, 2017, 2018). Many individuals
start an unincorporated business due to such adverse factors as unemployment,
underemployment and workplace discrimination (Langowitz and Allen, 2006; Levine and
Rubenstein, 2017; Riverin and Filion, 2005). Our results demonstrate that college education is
negatively associated with launching an unincorporated business. This is consistent with
general findings in the literature about the positive role of higher education (Hills, 1988; Kim
et al., ,2006). In short, college graduates may be more likely to pursue more lucrative job
opportunities or establish an incorporated business as opposed to being stuck with an
unincorporated business with generally lower career potential.

Furthermore, we analyze the aforementioned effect with regard to ethnicity. The main
effect holds for White Americans, but the impact of higher education on reducing the
probability of starting an unincorporated business for African Americans and Hispanics is
much smaller. The following reasons may explain these results. A college education may
provide new opportunities for White Americans to find a highly qualified job or launch a
growth-oriented business by equipping them with relevant skills or extending their social
networks. However, due to such negative factors as workplace discrimination or lower
social capital (Charles and Guryan, 2011; Fryer et al., 2013), the effect of a college education
could be less pronounced for minorities. As such, some highly educated Hispanics and
African Americans could be pushed to start an unincorporated business due to their lack of
access to privileged social networks or funding (Bates et al., 2018; Bewaji et al., 2015;
Pedulla and Pager, 2019). Overall, while college education appears to be a substantial
factor in boosting more productive entrepreneurial activities and better job opportunities,
more efforts are needed to ensure that all demographic groups equally benefit from a
college education.

Our study has three main implications for research. First, we provide further evidence
supporting an essential role played by college education in starting an incorporated business
(Guo et al., 2016). Our results demonstrate that attaining a college degree significantly
increases the probability of launching an incorporated business for ethnic minorities. Second,
this study shows the instrumental role of higher education in reducing the propensity of
starting a low potential business, especially forWhite Americans. As opposed to engaging in
an unincorporated business due to the lack of other options, college graduates may pursue
more desirable employment opportunities or start an incorporated business. Third, we find a
much weaker effect of college education on reducing the propensity of starting an
unincorporated business for ethnic minorities. These results may be explained by structural
barriers faced by minorities on the job market (Moyes et al., 2000; Pedulla and Pager, 2019).
Likewise, some college-educated Hispanics or African Americans may have faced job
discrimination and, thus, become discouraged workers (Heslin et al., 2012). These results
suggest that while minority workers are now facing significantly less discrimination than in
the past (Bates et al., 2018), some structural issues such as limited access to employment
networks may be pushing them towards launching a less aspirational unincorporated
business (Levine and Rubenstein, 2017; Fossen and Sorgner, 2021).

In addition to contributing to scholarly research, this paper also offers multiple policy
recommendations. First, policymakers need to increase access to college education, especially
for minority groups, which, historically, were in the underprivileged position concerning the
issue. By getting greater access to college education, minorities may become better equipped
to start an incorporated business, creating jobs and boosting the socio-economic development
of low-income communities (Levine and Rubinstein, 2017; Bates et al., 2018). Moreover, while
we demonstrate that college education significantly reduces the probability of starting a non-
incorporated, low potential business forWhite Americans, we have observed a much weaker
effect for minorities. It is unclear whether this phenomenon is driven by ongoing workplace
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discrimination, the lower social capital of minorities, or the past stereotype of minorities
(Dyer, 1995; Moyes et al., 2000; Pedulla and Pager, 2019; Heslin et al., 2012).

The population in the United States has become increasingly diverse. According to the
Census Bureau’s 2018 projections, by the year 2045, Whites will no longer be the majority
ethnic group. Whites will comprise 49.7% of the population by then, in contrast to 24.6% for
Hispanics and 13.1% for African Americans. Entrepreneurship can serve as an essential
means tomeet the needs of the diversified population and to enhance the economic well-being
of African Americans and Hispanics. Extant literature suggests that African American and
Hispanic business owners and managers are more likely to hire workers of their race (Bates,
1994; Giuliano et al., 2009). In the same vein, manager–worker pairs of the same race tend to
have better employment outcomes in quitting, dismissals, and promotions (Giuliano et al.,
2011). Given the less favorable conditions faced by African Americans and Hispanics,
minority entrepreneurship represents a viable alternative to unemployment and/or
discrimination in the labor market and can provide a path out of poverty. A greater
understanding of how college education affects self-employment activities among those
minority groups can assist policymakers in allocating public resources better to help job
creation for the entire economy. It also provides guidance for African Americans and
Hispanics in decision-making about pursuing higher education and choosing a career path
for their future.

One limitation of this study is that CPS is a cross-sectional dataset. Individuals in our
sample were only surveyed once by the US Census Bureau. Thus, it is impossible to compare
the behaviors of the same individual before and after being self-employed. In other words, our
resultsmay reflect correlations and do not guarantee causality between college education and
entrepreneurship. Another limitation of this study is its simple measurement of a college
education. Degrees from business majors are different from liberal arts majors. Even within
business schools, one cannot expect that marketing students are trained similarly to
accounting students. Our results examine the outcome of a four-year degree in general, but
future studies are warranted to investigate particular elements of the driving forces of
entrepreneurship from higher education. Finally, we must admit that all the variables used in
this study are demographics. Despite the speculations in our hypotheses, the critical factors
such as ethnic enclaves, limited access to resources, and structural barriers are beyond the
range of CPS data. Future research is needed to investigate the cause of minority group
divergence by including information beyond demographics. Qualitative and mixed-method
studies that allow for a more in-depth analysis could provide deeper insights into challenges
and obstacles encountered by ethnic minority groups.

Conclusion
Our study is one of the first attempts to establish the relationship between higher education
and the propensity to start an incorporated and unincorporated business. We have
demonstrated that a college education is positively associated with starting an incorporated
business. The relationship is even stronger for minorities, indicating an essential role of
higher education for minority groups. Our study shows that having a college degree, in
general, may reduce the probability of starting an unincorporated business. However, these
results are less significant with respect to minority groups. We provide numerous reasons
for this effect, such as potential workplace discrimination experienced by minorities and
their lower social capital. Finally, we outline multiple implications for policymakers and
provide suggestions for further studies on the impact of college education on
entrepreneurship.

While our results are insightful, further studies are needed to obtain a complete picture of
the issue. For example, scholars could consider analyzing the impact of college education on
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population groups residing in different geographical regions. More specifically, it might be
interesting to find out if our results would differ in and outside large metropolitan centers.
Furthermore, we need to understand better why college education does not significantly
reduce the propensity to start a low potential business for minorities, as it does for White
Americans. A qualitative case study that favors a more nuanced understanding may be
instrumental in pursuing this research direction.
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