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Abstract The whole society is paying close attention to “entrepreneurship,”
which urges researchers to find an explanatory perspective relatively independent
and with causality on the intergenerational transfer of entrepreneurship. Based on
the data of the Chinese General Social Survey (short for CGSS) during the years
2010-2013, this paper analyzes how parents’ entrepreneurship affects the
probability of their offspring’s entrepreneurship, and the results show that
compared with the offspring of parents who did not start their own business,
those whose parents did are more likely to choose to start their own business. In
view of historical facts such as the “lay-off wave” during China’s transformation
into a market economy, we use “the annual number of unemployed back to
work,” a provincial-level indicator, in the 1990s as an instrumental variable to
correct possible endogenous problems. We find that parents’ entrepreneurship has
significant positive effects on the probability of their offspring’s entrepreneurship,
which may result from the informal transfer of human capital and wealth from

parents to their offspring.
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1 Introduction

After 30 years’ rapid growth, China’s economy is currently changing into steady
growth, which we call the “new normal” period. Faced with the great challenge
of economic transformation and structural adjustment, China came up with a
major development strategy called “public entrepreneurship and innovation”
based on transformation needs and domestic innovation potential.' The Chinese
government promoted several acts like “Internet +” and “Made in China 2025”
so that some long-term bondages of innovative undertaking barriers and the
thresholds of enterprise were either eliminated or reduced through
transformations like streamlining administration and delegating more powers to
lower-level governments and to society in general while improving regulation,
optimizing services; policies like tax breaks for small and micro businesses and
resolving financing difficulties. China had 12 million market entities of all kinds
that entered the market in 2014, and there were on average 10,000 new
enterprises everyday entering the market in 2015; 31 major cities kept their
unemployment rate at about 5.1%, China’s economic growth is slowing down but
the unemployment rate is steady, thanks to the large number of employment
opportunities created by new entrant main market players.” “Entrepreneurship”
is a hot topic today in China. It not only contributes to economic growth, but also
provides potential jobs of flexible forms to society, and entrepreneurship by the
young generation will make the economy more vibrant and give rise to more
enterprises good at technological innovation. Studying the key factors that affect
an individual’s choice for entrepreneurship has important reference values for
young people in business startups to make rational business decisions. By
summarizing previous studies using demographics, human capital, wealth and
other characteristic variables to explain individual entrepreneurship, Hount and
Rosen find that the explanatory factors are not independent from each other, and
they do not discover a cause-and-effect relation either (Hount and Rosen, 2000).

But once the family factor is taken into account, we can solve the sociological

' On March 11, 2015, China’s State Council promoted domestic innovative actions by issuing
“Guidance of the Development of Businesses and Promotion of the Innovation in Public
Space.”

% Zhang Junkuo, Zhang Yongwei. Let double “chuang” which means entrepreneurship and
innovation to become a new economic development momentum. The Economic Journal, on
February 25, 2016. http://theory.people.com.cn/n1/2016/0225/c40531-28149868.htmI[EB/
OL]-2016-12-26.
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and economic puzzle put forth by Woodward—the black race has a low
probability of self-employment (Woodward, 1955). The family factor can well
explain the individual’s choice for entrepreneurship because the choice might be
affected by the attitude toward risk and management capability passed down in
the family and also by the financial restrictions the individual faces. A lot of
studies have shown the important fact that self-employment is hereditary in race
and family (Browne and Tootell, 1995).

Therefore, based on micro-data of a national large sample, this paper studies the
correlation between the parents and their offspring’s choice for entrepreneurship in
China. In view of the fact that the unemployed tend to start their own businesses
when seeking re-employment® and that a lot of enterprise employees were laid
off' in the 1990s in China, we use “annual number of unemployed back to work,”
a provincial-level indicator, in 1989-1999 as an instrumental variable for parents’
entrepreneurship to correct endogenous problems regarding entrepreneurship by
two generations and to study the causality between them.

The contents hereinafter will be arranged as follows: Section 2 is an
overview of the mechanism of how parents affect their offspring’s
entrepreneurship; Section 3 introduces the sample data used by this paper and
makes descriptive statistics of key variables such as entrepreneurship,
self-employment and employer; Section 4 presents the results of our empirical
analysis of the relation between parents’ and their offspring’s entrepreneurship;
and Section 5 generalizes and discusses the conclusion of the study.

2 Overview of Literature on the Relation Between Fathers’
and their Offspring’s Entrepreneurship

Early studies have shown that parents’ entrepreneurship has major impacts on
their offspring’s choice for entrepreneurship. For example, in early studies, De
Wit and Van Winden use father’s occupational status, namely whether the father
is self-employed or employed by others, as a substitution variable for an
individual’s propensity to be self-employed, and they all find that parents’

’ Roed and Skogstrem (2014) summarized previous studies and pointed out that according to
a lot of empirical studies, unemployed individuals had a higher probability of starting their
own business rather than becoming an employee when seeking reemployment.

4 See descriptions of “lay-off wave” in the 1990s in China in the doctoral thesis titled “Social
Network and Occupational Acquisition—Study of Reemployment of Laid-off Female
Employees in the Transformation Period” in 2005 by Su Chunyan, Shanghai University.
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self-employment has a significant positive effect on their offspring’s choice for
it (De Wit and Van Winden, 1989; De Wit, 1993). Laferrére and Mc Entee
analyze micro-data in France, in which they consider a number of variables
including wealth, education, informal transfer of human capital and a series of
demographic characteristics, and find that family factors play an important role
in the decision-making of whether an individual starts his/her own business.
Their studies also show that family structure also decides whether an individual
would leave their employer and turn to entrepreneurship (Laferrére and Mc
Entee, 1995). Le Anh’s study uses parents’ entrepreneurship as an objective
substitution indicator, and holds that among the variables that affects a person’s
choice for self-employment, intergenerational transfer of parents’ self-
employment is very common and has positive effects (Le Anh, 1999).

There are two different views about how the transfer of family wealth affects
the next generation’s propensity for self-employment when the parents also
chose entrepreneurship. Some believe that the transfer of family wealth urges
the next generation to start their own business. Blanchflower and Blumberg
discover a positive correlation between the probability of self-employment and
the acquisition of heritage or inherited properties, and believe that parents’
entrepreneurship is a major factor to decide whether their offspring will obtain
any property-based income (Blanchflower and Oswald, 1998; Blumberg and
Pfann, 2016). Le Anh deems that parents’ entrepreneurship has something to do
with inherited properties. He takes inherited property as the substitution
variable for income and parents’ entrepreneurship as inherited property-based
income. The inherited group has advantages over other groups and their
offspring tends to follow in their parents’ footsteps—building their own
businesses (Le Anh, 1999). According to Hundley’s analysis, one reason for
their offspring’s self-employment is that their parents had high income, or if the
father’s work requires skills similar to those required by independent business
activities, the offspring are more likely to choose self-employment. This
conclusion refutes previous studies that hold that people whose parents starts
their own business only do that to follow or imitate their parents. Instead, it
believes the transfer of parents’ skills and values can help their offspring
choose self-employment and family financial restrictions also affect the next
generation (Hundley, 2006). This is consistent with the conclusion drawn by
Chinese researchers Zhang Longyao, Yang Jun, Zhang Haining who based their
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conclusions on the data of CHARLS (Zhang et al., 2013).

The other view is that whether there is intergenerational transfer of family
wealth, parents’ entrepreneurial experience affects their offspring’s choice for
entrepreneurship anyway. Laferrére studies data about French households and
finds that compared with the people who chose to be employed, those whose
parents are self-employed have a higher probability of choosing
entrepreneurship as their parents are less restricting (Laferrére, 2001). Even if
no family wealth is transferred, parents’ entrepreneurial experience still has a
significant effect on their offspring’s choice for entrepreneurship (Lindquist et
al., 2015), and parents’ entrepreneurial experience in different fields has
different effects on their offspring’s entrepreneurship. Chinese scholars Zhu
Honggen and Kang Lanyuan analyzes the intergenerational flow of farmers’
entrepreneurship and find that parents’ entrepreneurial experience has a
significant effect on their offspring’s choice for entrepreneurship, and their
offspring has a higher probability of starting a business in the same field in
which their parents are engaged (Zhu, 2014). Scholars in support of this view
generally focus on the parents’ entrepreneurial experience rather than the
transfer of family wealth, which indicates that family influence is reflected
more in the transfer of human capital.

Later studies make deep explorations into the representations and
influencing factors of intergenerational entrepreneurship. Colombier and
Masclet discover that intergenerational entrepreneurship is not only reflected in
the form of employment, but also in specific career fields. Compared with
second-generation entrepreneurs, first-generation ones are more heavily
affected by formal education, which can make up for their lack of human
capital (Colombier and Masclet, 2008). According to Colombier, Masclet and
Scholin, the inheritance of entrepreneurship from parents means the penetration
of parents’ skills and values into their offspring and the inheritance of parents’
work elements rather than work model. It is accompanied by the inheritance of
parents’ wealth and leads to the inheritance of entrepreneurship (Colombier and
Masclet, 2008; Scholin et al., 2016).

Some researchers take a comprehensive view of intergenerational
entrepreneurship in different groups and developing countries. Hount and
Rosen analyze intergenerational self-employment among African Americans
and Latino Americans, and find that in families where parents start their
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businesses, their offspring’s choice for self-employment could save them the
time needed to obtain the skills necessary for entrepreneurship. If the father is
self-employed for a long time, he will pass on more practical expertise to his
children as a kind of human capital (Hount and Rosen, 2000). Andersson and
Hammarstedt study local residents and immigrants in Sweden respectively, and
find that the entrepreneurial experience of grandparents and parents have
significant impacts on the third-generation immigrants’ choice for
entrepreneurship, but intergenerational entrepreneurship is not so obvious
among local residents. What is transferred from one generation of immigrants
to the next is mainly the capability of starting a business, but it is the similar
business path for local residents (Andersson and Hammarstedt, 2010). Some
scholars conduct analysis from the gender perspective, and find that female
entrepreneurs are weaker than male ones in entrepreneurial performance and
intergenerational transfer, but that does not affect the relation between the
gender difference of entrepreneurs and the scale of the company (Fellnhofer et
al., 2016). Pasquier-Doumer studies this topic in seven developing countries in
West Africa, and finds that intergenerational self-employment is different from
developed western countries. They find that compared with the offspring of
employees, those whose parents have informal self-employment have no salary
advantage except for self-employment in traditional family businesses.
Pasquier-Doumer attributes this to the fact that the intergenerational operation
of family business not only transfers human capital, but also social capital such
as reputation and customer source (Pasquier-Doumer, 2012).

This shows that parents’ entrepreneurship promotes their offspring’s
entrepreneurship, which has been proven by empirical studies of micro-data in
many countries. However, very few studies have been conducted on the
intergenerational transfer of entrepreneurship in China, so this paper, based on
the CGSS micro-data, will analyze the intergeneration transfer of the current
wave of “entrepreneurship,” which will be of realistic significance for guiding
“potential” entrepreneurs.

3 Data Sources, Key Concepts and Descriptive Statistics

This study uses data from the Chinese General Social Survey (CGSS) project by
Renmin University of China and Hong Kong University of Science and
Technology (HKUST), which conducted multi-stage and multi-layer PPS random
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sampling across the country, starting in 2003. Starting from 2010, the CGSS
project began to divide in great detail the interviewees’ current work status and
their parents’ work status when they were 14. Status includes self-employed,
private business owner, full-time employee, laborer, odd-job worker, helper in
their own companies with/without salary, freelancer, and full-time/part-time
farmer. In the recent three rounds of surveys, key variables in this study are
highly consistent in terms of contents of the options and statistical criteria, so we
use data in CGSS2010, CGSS2012 and CGSS2013 to create the pooled
cross-sectional data of the three years in order to expand the sample pool and
make the estimation more accurate. Our sample is selected among people who
were 14 years old between the period from 1989 to 1999 meaning their father by
then may have been affected by the “laid off tide” in the 1990s. So the age
groups we chose in our three-year-survey are respectively 25 to 35 years old in
CGSS 2010, 27 to 37 years old in CGSS 2012 and 28 to 38 years old in CGSS
2013.

This paper has three key concepts: self-employment, employer and
entrepreneurship. The operational definition of self-employment in this study
refers to the definition made by Shi Danxi and Lai Desheng, who define it as the
individual action of creating an enterprise, making operational decisions and
taking responsibility for corporate wellbeing independently, and obtaining
benefits and remuneration from corporate profits (Shi and Lai, 2013). Employer
refers to the legal business entity that hires one or more employees on the basis
of self-employment, and entrepreneurship means business activities of
discovering and using probability and creating new value (or new organizations)
(Chen, Liu, and Dong, 2004). In reference to the label of relevant variables in the
CGSS database, this study gives the following operational definition of
individual entrepreneurship (Table 1).

Table 1 Operational Definition of Entrepreneurship
Type of entrepreneurship Relevant variables in CGSS2010, 2012, 2013

Self-employment Private business owner, Freelancer

Employer Hiring employees with oneself being the boss (or partner)

Table 1 shows that entrepreneurship includes two forms: self-employment and

employer, the former including private business owner and freelancer. In the
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CGSS data, “Parents’ entrepreneurship” in this study means that when the
interviewee is 14, either his/her father or mother is self-employed or an employer,
or both of his/her parents were self-employed or employers. Self-employment
possibly means the business was in the starting stage, and when the company (or
economic organization) expands in scale, the individual might hire employees
and grow to become an employer. The descriptive statistics of key variables to
differentiate samples of “entrepreneurial individuals” from those of
“non-entrepreneurial individuals™ are as follows:

Table 2 displays descriptive statistics of categorical and continuous variables
in three aspects: percentage, average value and standard deviation, in the
entrepreneurial/non-entrepreneurial group respectively.

First of all, considering the entrepreneurship variable, in the group of people
who are starting up a business, the percentage of “father was self-employed or
employers” are respectively higher than people who were in the
non-entrepreneurial group. Supported by our 2012CGSS data, the percentage of
entrepreneurial group’s whose “father was self-employed” is 12.59% which is
5.01% higher than the non-entrepreneurial group. This means that entrepreneurial
fathers may affect an individual’s choice for entrepreneurship, so it has a large
percentage in the entrepreneurial group. From the entrepreneurship percentage
distribution in the form of people being self-employed or employers we get that
the self-employed type has a higher proportion. In our 2012CGSS data set, the
proportion of self-employed people was 85.23%, while the employer sample has
only a proportion of 14.77%.

Secondly, for the demographic variable, the percentage of male and rurally
registered people is respectively higher than the percentage of female and
non-rurally registered people in the same entrepreneurial group. For instance, in
our 2010CGSS data set, the percentage of males is 14.84% higher than females;
in the entrepreneurship samples of 2013CGSS, the percentage of rurally
registered people is 21.62% higher than the non-rurally registered people. The
percentage of ethnic minorities and people with a spouse in the entrepreneurial
group is respectively higher than the corresponding variables in the
non-entrepreneurial group. Such as in our 2010CGSS data set, the percentage of
ethnic minorities in the entrepreneurial group is 4.49% higher than those in the
non-entrepreneurial group; in our 2013CGSS data set, the percentage of people
with a spouse is 12.18% higher in the entrepreneurial group than the
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non-entrepreneurship group. This may be due to the fact that while females
usually choose to be employed, males may prefer the challenges of a business
startup; people with rural household registration and of ethnic minorities may be
unable to find satisfactory jobs, so a large percentage of them choose to start their
own business; and compared with individuals without a spouse, a certain
percentage of those with a spouse may choose to start a business because of their
sense of responsibility for their family. For families that chose entrepreneurship,
the average number of children they have is slightly higher than the
non-entrepreneurial group. For families with more children, parents have to bear
more responsibilities for supporting their dependents, so they tend to have their
own business.’

For human capital variables, the average year of getting education in the
entrepreneurial group is lower than the non-entrepreneurial group by about 2
years. From the perspective of different educational levels, in the entrepreneurial
group, the majority has a junior high school education or below. In our
2010CGSS data set, the largest percentage is 58.52% in the group of people
having a junior high school education or below in the entrepreneurial group, the
second highest percentage is people with high school degrees, and the lowest
percentage is people with higher education degrees. The higher the degree of
education people have, the more likely they are to be in the non-entrepreneurial
group; the proportion is as high as 51.97% in our 2013CGSS data set. Most of
the people who chose to be entrepreneurs are people with lower educational
degrees and with the higher degree they have, the less likely the individual is to
choose to be an entrepreneur. The distribution of different education degrees is
relatively balanced in the non-entrepreneurial group. For the economic capital
variable, the family average annual income of the entrepreneurial group is higher
than the non-entrepreneurial group; in our 2010CGSS data set, the

> This is just a guess. Another possible reason is that entrepreneurs generally have more
family wealth than non-entrepreneurs, and the cost for child raising takes only a small
proportion in their family wealth, so they can afford to raise more children, whereas the cost
for raising multiple children is too high for wage earners. Besides, China implements the
one-child policy and employees of state-owned companies, government bodies and public
institutions are not allowed to have a second child (If they do, they may lose their job). But this
policy is less binding on private business owners, who only need to pay a small amount of fine
for having more children. To explain this phenomenon, we need record data such as years of
entrepreneurship and age of childbirth. This subject will be studied in the future because it is
not a key point in this paper.
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entrepreneurship group’s annual income is higher than the non-entrepreneurial
group by about RMB 64,100 yuan, which indicates that financial restrictions may
restrain people from entrepreneurship.

The analysis above is based on the description of characteristics of the
entrepreneurial group and non-entrepreneurial group. To further test the relation
between parents’ and their offspring’s entrepreneurship, we will build a
regression model for analysis.

4 Effect of Fathers’ Entrepreneurship on Offspring’s Choice
for Entrepreneurship

4.1 Probit Model for the Effects on Offspring’s Choice for Entrepreneurship

In reference to the empirical studies of intergenerational transfer of
self-employment/entrepreneurship conducted by Laferrere and Mc Entee (1995),
Colombier and Masclet (2008), and Lindquist et al. (2015), we built the
following Probit model for the effects on individual choice for entrepreneurship:

pr(entr, =1)=G(a+ f fjob 1, + p,fiob_2, +y X, + Zoon, + Year,). (1)

On the left of the model pr(entr;=1) stands for the conditional probability of
individual i to choose entrepreneurship in year ¢, and the G(-) function on the
right of the model stands for the cumulative distribution function (CDF) of the
individual’s choice for entrepreneurship. entr; means whether individual i
chooses entrepreneurship in year ¢, and fjob_1, means whether the i
interviewee’s parents were self-employed when he was 14 years old in the year ¢,
Jjob 2, means whether the i interviewee’s parents were an employer when he
was 14 years old in year ¢. The above three are the key variables in this study. In
reference to studies conducted by Colombier and Masclet (2008), Lindquist et al.
(2015), Zhu and Kang (2014), and Ruan et al. (2014), this paper takes age,
gender, educational background, household registration, nationality, marital
status, number of children and annual family income as control variables and
denotes them with X in model (1). Zoon; means the fixed effect of region and
Year, the fixed effect of year.

With the Probit model, Table 3 gets the marginal estimation on how
self-employed or employer fathers affect their offspring’s choice for
entrepreneurship. In model (1-2) and model (2-1), we only control fathers’ choice
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of self-employment type, employer type and the fixed effect of region and year.
The results show that fathers’ choice of being self-employed has a significant
positive effect on their offspring’s choice of being self-employed, and fathers’
entrepreneurial choice of being an employer has a significant positive effect on
their offspring’s choice of being an employer, and the estimation coefficients are
respectively 0.222 and 0.681. But the above estimation coefficients cannot
simply be explained as the probability of fathers’ choice of being self-employed
or being an employer affecting their offspring’s entrepreneurship. It only means
the estimation of latent variables in the model. We use marginal effect at the
mean (MEM) and conclude that the influential coefficient of fathers’ choice of
being self-employed on their offspring’s choice to be self-employed is 6.58% in
model (1-1), and fathers’ choice of being an employer on their offspring’s choice
to be an employer is 5.98% in model (1-2). The above results mean that the
prediction probability of the self-employed fathers’ offspring choosing
self-employment is 6.58% higher than that of those fathers who were not
self-employed (Z=2.83); the probability of the offspring of fathers who were
employers choosing to be employers is 5.98% higher than that of those whose
fathers are not an employer (Z=2.07). We also find that entrepreneurial employer
fathers have a negative effect on their offspring’s choice to be self-employed, and
self-employed fathers have no significant effect on their offspring’s choice to be
employers in model (1-1) and model (1-2).

To get a result free of interferences, we control other variables in model (1-2,
1-3) and model (2-2, 2-3), and put in variables such as demographic
characteristics, educational background and annual family income respectively.
The models (1-3) and (2-3) of Table 3 are the benchmark models for the
robustness and endogeneity analysis of this study. By the benchmark models, we
find that the prediction probability of the effect of self-employed fathers on their
offspring’s choice of being self-employed is 11.34% (Z=4.18), and the effect of
employer fathers on their offspring’s choice of being self-employed is —2.34%
(Z=0.50); the effect of employer fathers on the probability of their offspring’s
choice of being an employer is 2.91% (Z=1.53), and the effect of self-employed
fathers on the probability of their offspring’s choice of being an employer is
0.14% (Z2=0.34). We also find the prediction probability of self-employed fathers
affecting their offspring’s choice of being self-employed is 9.60% (Z=3.92) in
model (1-2), and that of employer fathers on their offspring’s choice of being an
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employer 5.99% (Z=2.05) in model (2-2). Both of the above estimated
coefficients are significant, and the prediction probability does not change much
because of the increase of control variables, which means the coefficient
estimation of “fathers’ entrepreneurship” variable in the models is robust. In the
meantime, due to the different estimating methods (OLS and Logistic estimation),
and different household registration samples (excluding rural household
registration) estimations of the specific form of fathers’ and offspring’s
entrepreneurship (self-employment or employer) are basically consistent, also
indicating the high robustness of the variable estimation.’

Model (1-3) and model (2-3) show that the following groups have a higher
probability of choosing entrepreneurship. Regarding demographic characteristics,
compared with females, males tend to choose entrepreneurship which is more
challenging. Individuals with rural census registration have a significantly higher
probability of choosing self-employment than urban residents, which has
something to do with China’s accelerated urbanization drive in recent years and
the inflow of large quantities of laborers with rural household registration into
the city. It is hard for this group to find jobs in the labor market because of their
poor education, so they have no choice but to become self-employed. Meanwhile,
limited by financial capital, very few of them become employers who hire others
to work for them.” In the education factor, only high school or equivalent
education levels promote individuals to choose the employer type of entrepreneur
and this effect is not significant. Individuals of ethnic minority groups have a
significantly higher probability of choosing entrepreneurship (self-employment
or employer) than those of Han nationality too, which has something to do with
the limited human capital possessed by ethnic minorities (e.g. ethnic minorities
receive shorter years of education on average —9.32 years in this study than
people of Han nationality with a 1.88-year difference). In terms of family
characteristics, individuals with a spouse have a higher probability of choosing to
be an employer than those without, and the probability of choosing
self-employment increases significantly with the number of children people have.

® Limited by the length of this paper, the author omitted the table of robustness test results.
Readers are welcome to ask for it.

7 Of samples of entrepreneurs with rural household registration, private business owners, free
lancers and employers take up 85.92%, 9.40% and 4.68% respectively, while of entrepreneurs
with non-rural household registration, 15.96% are employers, higher than the 4.68% taken by
employers with rural household registration.
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In the first two scenarios (people who have a spouse), the economic
responsibility they have for the family explains the higher probability for them to
choose to become employers, and in the last scenario (people with more
children), individuals seek a balance between caring for more children and
meeting economic needs with limited time and energy, so they have to choose
between being self-employed or freelancers. With annual family income
increasing, the probability of individuals choosing to be self-employed or an
employer is significantly improved; this shows that the accumulated wealth
makes individuals rationally choose something that can offer a higher return on
investment. Groups also exist that have a lower probability of choosing
entrepreneurship. For example, individuals who have a high school or college
education degree have a lower probability of choosing to be self-employed than
those who have a lower level of education. It is not the same result for
individuals who have different educational backgrounds to choose to be
employers. The probability of one choosing to be an employer with higher
education is lower than those with other educational degrees, but the result is not
significant, and the group with high school education will increase the
probability of choosing to be employers. That indicates with the higher the
degree of education, compared with the self-employed, individuals are more
likely to choose to be employers which have a greater return on investment.
These results are basically consistent with the results of empirical studies
conducted by Ruan et al. (2014).

4.2 Entrepreneurship of Fathers and Their Offspring: Estimation of the
Instrumental Variable in Probit Model

Although wvariables such as gender, household registration, educational
background and annual family income are controlled in model (1-3) and model
(2-3) to estimate the effects of the fathers’ entrepreneurship on the probability of
their offspring’s entrepreneurship, there may still be endogenous problems
because while some unobservable factors are influencing parents’
entrepreneurship, they are influencing their offspring’s choice of
entrepreneurship too. For example, the model does not include parents’ attitude
to risk or family or cultural background variables such as the spirit of adventure
and awareness of investment. These unobservable variables omitted by the model
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are not only closely related with the parents’ choice of entrepreneurship, but also
very likely to affect their offspring’s choice of entrepreneurship, leading to
biased error in the estimation. Foreign scholars use data of samples without
blood ties and solve endogenous problems caused by heredity and other
unobservable factors. Laferréere & Mc Entee point out that entrepreneurial
experience of the father’s generation, including father-in-law, significantly
affects the choice of entrepreneurship made by the next generation without blood
ties (Laferrére and Mc Entee, 1995). Some scholars use data of high-quality
foster children to solve endogeneity and other biased errors. Lindquist use data of
foster children in Sweden to solve internal validity such as the random
distribution of foster kids, different ages when orphans are adopted, and external
validity such as unknown information about the foster kid’s father and the
difference between biological children and foster children in the foster family in
terms of intergenerational entrepreneurship. They find that parents’ (either
mothers or fathers) entrepreneurship always positively affect foster children’s
choice for entrepreneurship (Lindquist et al., 2015).

When we review previous studies, we realize that endogenous problems about
intergenerational transfer of entrepreneurship are never solved from the
perspective of social environment. Under the special background of China’s
market-oriented economic reform, the “lay-off wave” for enterprise employees
and the “private business surge” for cadres appeared in the 1990s. Whether they
were forced to give up their jobs or did that of their own accord, they all left their
old way of employment and turned to the more flexible entrepreneurship and
contributed to China’s economic transformation. Therefore, this study adopts
“annual number of the unemployed back to work”, a provincial-level indicator, in
the 1990s as an instrumental variable of parents’ entrepreneurship to correct
endogenous problems in the intergenerational transfer of entrepreneurship.

We will provide evidence for the rationality of this instrumental variable in
two aspects. First, existing studies have proven the periodic cycle between
unemployment and entrepreneurship. Meager believes that the periodic cycle
between self-employment and unemployment is particularly obvious in
agriculture, manufacturing and service industry because the rising unemployment
rate reflects the lack of dependent job opportunities and pushs the unemployed to
choose self-employment (Meager, 1992). Blanchflower analyzes data in different
economic cycles in most OECD countries, and discovers a “trade-off”
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phenomenon between self-employment rate and unemployment rate. When
economic decline in a nation generates an increasing unemployment rate, the
self-employment rate will rise and so the unemployment rate will drop
(Blanchflower, 2000). Roman analyzes data of 23 OECD countries during the
period of the Industrial Revolution and finds that commercial entrepreneurship
contributes to a reduction in the unemployment rate to some extent, and
non-standardized model underestimates the influence of entrepreneurship on
unemployment reduction (Roman, 2013). Varum and Rocha analyze
unemployment data during Portugal’s economic crisis, and find that newly
established SMEs act as social “stabilizers” during the crisis and provide jobs for
many. They also play a decisive role during the economic fluctuation of other
European Economic Community (EEC) countries (Varum and Rocha, 2013).

Second, a lot of empirical studies have found that the unemployed have a
larger probability of starting their own business than finding a new employer
when seeking reemployment. According to early studies such as that conducted
by Evans & Leighton (1990), those with self-employment experience are more
likely to have unemployment experience than wage earners. Andersson and
Wadensjo (2007) believe that laborers, whether they are from disadvantageous or
advantageous social statuses, could all succeed in self-employment, and those
from disadvantageous social statuses who are more vulnerable to economic
fluctuations and more likely to lose their jobs have a stronger tendency toward
self-employment. Von Greiff (2009) uses the method of Propensity Score
Matching (PSM) to analyze the job-laborer match in Sweden, and find that
unmatched jobs multiplies the probability of laborers choosing self-employment.
Berglann et al. (2011), and Reed & Skogstrem (2014) conclude based on their
studies that unemployment and consequent depression do not prevent an
individual from becoming an entrepreneur. Caliendo & Kritikos (2010) and
Romanet et al. (2013), from the perspective of government creating a
pro-entrepreneurship job environment, hold that when financial crisis breaks out,
many governments will adjust the employment policy to help the unemployed to
find suitable jobs again and start new businesses.

Based on experience and past empirical studies, we can infer that the annual
number of the unemployed back to work in China in the 1990s affected parents’
choice for entrepreneurship, and that instrumental variable is strongly external
for individual entrepreneurship. First of all, there is no direct relation between
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individual entrepreneurship and the number of employment of the unemployed
because while the instrumental variable adopted by this study is from 1989, 1993,
1998 and 1999, data of individual entrepreneurship are from 2010, 2012 and
2013. Second, compared with the micro-data of an individual’s choice for
entrepreneurship, the instrumental variable is provincial-level macro-data, and
there is almost no connection between the two. Therefore, we use that
instrumental variable to estimate the effect of parents’ entrepreneurship on the
probability of their offspring’s entrepreneurship in the possible target groups.®
Probit model displays the following results.

ER]

In Table 4, we used the “number of the unemployed back to work™ in the
1990s, a period of transformation toward market economy in China when the
“lay-off wave” and “private business surge” appeared, as the instrumental
variable for fathers’ entrepreneurship for Probit estimation. According to our
estimation in the first stage, whether it is “annual number of unemployed people
who find jobs” in 1989 and 1993 or “annual number of employment of the
unemployed” in 1999.° the instrumental variable in those three years has a
positive effect on fathers’ entrepreneurship (self-employment or employer) at the
0.1%—5% significance level.

According to the result in the second stage, the significance of the instrumental
variable in the first stage does not affect that of the second stage, namely fathers’
entrepreneurship (self-employment or employer) affects the probability of their
offspring’s entrepreneurship (self-employment or employer) at the 0.1%—-5%
significance level. After endogenous problems are removed, the results prove
again that the intergenerational transfer of entrepreneurship in China, namely
fathers’ self-employment significantly increases the probability of their offspring
choosing self-employment, and fathers’ employer significantly increases the
probability of their offspring choosing to become employers too. Therefore, the
provincial-level instrumental variables in those three years are not weak
instruments.

8 Extreme age in possible target groups: if the son was 14 years old when his parents were laid
off and started his own business in 1989, then the son was 38 years old at most, approximately
40, when he was interviewed by CGSS project in 2013, so we set the maximal age of the
affected offspring as 40.

? “Number of employment of the unemployed” and “number of unemployed people who find
jobs” have the same statistical criteria. The first term was used in China Labor and Salary
Statistical Yearbook 1999, but the second term was used in 1989 and 1993.
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To test from a statistical point of view whether the instrument adopted by this
study is weak, we refer to Stock and Yogo’s definition of weak instrument’s Wald
F value. They believe that when the model’s Wald F value is 16, that is the
critical minimum indicating the existence of a weak instrument. If the Wald F
value is larger than 16, statistically that means there is no weak instrument (Stock
and Yogo, 2002). Table 4 shows that the Wald F' values are 869.24, 102.15,
743.83, 133.09, 999.39 and 51.39 respectively from model (1-1) to model (2-3),
they all much larger than 16, which is the critical value of a weak instrument
defined by scholars like Stock and Yogo.

This means that the instrumental variable adopted by this study, which is the
“annual number of unemployed people who find jobs” or “annual number of
employment of the unemployed” on the provincial level in the 1990s, is
appropriate. It well explains fathers’ entrepreneurship according to previous
empirical theories and the estimation made in this study, and is also well
grounded by realistic evidence, namely that people who lost their jobs during the
“lay-off wave” and “private business surge”, which happen to be the parent
generation of the objects of this study, choose to start their own business. It is
also statistically proven that the instrumental variable is strong.

5 Conclusion and Discussion

Empirical analysis of intergenerational entrepreneurship overseas mostly
discusses family factors but seldom takes out-of-family factors as main variables.
This is probably because those studies are focused on post World War II
developed countries whose socioeconomic development is relatively stable. In
comparison, China went through the market economic reform in the 1980s and
1990s, which resulted in the diversification of employment including
entrepreneurship. More than 30 years later, intergenerational transfer and
inheritance is taking place among the “second generation” of those entrepreneurs.
Today entrepreneurship is a new driving force of economic growth and a hot
topic in Chinese society, so it is necessary to study the phenomenon of
intergenerational entrepreneurship in China while taking into consideration the
changing external environment in the market economy.

China’s social and economic development is inimitable, and the development
has changed the interests of certain groups. For example, during the “lay-off
wave” and “private business surge,” a lot of people turned from “employees” in
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the old planned economy system into “private business owners in cities” or
“employers” in the market economy system. That is not just a change of identity,
but also means the re-distribution of economic benefits for families. Those
people are the earliest entrepreneurs in the early stage of China’s market
economy, and using the changing form of their employment as the instrumental
variable for parents’ entrepreneurship complies with China’s national conditions.
There are not many empirical studies of intergenerational entrepreneurship in
China, and much fewer analyze that topic in reference to the external
environment like the market economy. Therefore, this paper makes a
breakthrough in this field by studying the intergenerational transfer of
entrepreneurship in two directions—family characteristics and external
environment. To be more specific, this study establishes a Probit model using
“annual number of unemployed people who find jobs” or “annual number of
employment of the unemployed” on the provincial level in the 1990s as the
instrumental variable affecting fathers’ entrepreneurship, and the results show a
significant causality between the fathers’ and their offspring’s entrepreneurship.

Using micro-data from the CGSS’ samples in recent years, we discover that
whether the individuals choose entrepreneurship in the form of self-employment
or as employers, their fathers’ entrepreneurial (self-employment or employer)
experience when the interviewee was 14 years old has a significant positive
effect on their entrepreneurship (self-employment or employer). This conclusion
is basically consistent with the conclusion drawn by Laferrére & Mc Entee
(1995), Hount & Rosen (2000), Colombier & Masclet (2008), Andersson &
Hammarstedt (2010) and Lindquist et al. (2015) based on data from different
countries and groups. On one hand, intergenerational transfer of entrepreneurship
can be explained with the informal transfer of human capital: The transfer of
entrepreneurship essentially means that entrepreneurial parents pass on their
entrepreneurial experience, attitude to risk, management capability, values,
entrepreneurial ability and social resources. On the other hand, it can also be
explained with the transfer of accumulated wealth: The inheritance of wealth
from entrepreneurial parents and their use of it to their offspring gives them
advantages when starting their own businesses.

Moreover, this study also finds that demographic and family characteristics
also affect individuals’ decisions on entrepreneurship, so different types of
entrepreneurship should be supported with different focuses. For example, as
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people get more education, the probability of them choosing self-employment
entrepreneurship is significantly lower, while the probability of them choosing
employer entrepreneurship is higher. This may be because higher education
means people get their first job at an older age, as they get older they have a
certain economic and social capital, so they tend to be more rational on
job-hunting, which makes them more likely of choosing the employer type of
entrepreneurship which has greater economic returns. In view of this
phenomenon, we suggest that society gives more support to young people who
have special skills, especially to the young with a higher level of education.
Groups of rural household registration and ethnic minorities tend to choose
self-employment entrepreneurship probably, because they cannot find
satisfactory jobs in the labor market, so their entrepreneurship is for survival, and
basic social welfare should be guaranteed for them. For individuals who have a
spouse and more children, they prefer entrepreneurship because they have to bear
more economic responsibilities for their family. Individuals whose annual family
income increases also prefer entrepreneurship perhaps because with the rising
income, they are free from the financial restrictions that are commonly seen in
the early stages of entrepreneurship. They want to maximize family wealth by
starting their own business, so the support they need more lies in technology,
management and talent rather than capital.

This study is limited in three main ways. First, it does not consider the
dynamic changes in parents’ and their offspring’s entrepreneurship. Although we
divide their entrepreneurship into self-employed and employer in order to study
in greater depth intergenerational transfer in various stages of entrepreneurship,
such a division does not take into account dynamic changes. In other words, the
data of entrepreneurship do not consider its duration, time of exit and number of
repetition. Second, although the estimated result is very much ideal, selection
bias still exists in the employer entrepreneurship sample. From the perspective of
annual family income distribution, our sample does not have enough
representativeness of wealthy employers in China, we will further use more
relevant data or methods to get a better solution for the above two problems.
Third, the study does not clearly reveal the mechanism of intergenerational
transfer of entrepreneurship. We discuss possible reasons why fathers’
entrepreneurship affects their offspring, but we do not build a structural equation
model to verify relevant hypotheses. Going forward, we will further explore the
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mechanism of intergenerational transfer focused on the relation of economic
cycle and personal factors with entrepreneurial stability.
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