~ A Service of
’. b Leibniz-Informationszentrum

.j B I l I Wirtschaft
) o o o Leibniz Information Centre
Make YOUT PUbllCCltlonS VZSlble. h for Economics ' '

Caliendo, Marco; Fossen, Frank M.; Kritikos, Alexander S.

Working Paper
Trust, positive reciprocity, and negative reciprocity: Do
these traits impact entrepreneurial dynamics?

IZA Discussion Papers, No. 5370

Provided in Cooperation with:
IZA - Institute of Labor Economics

Suggested Citation: Caliendo, Marco; Fossen, Frank M.; Kritikos, Alexander S. (2010) : Trust, positive
reciprocity, and negative reciprocity: Do these traits impact entrepreneurial dynamics?, IZA
Discussion Papers, No. 5370, Institute for the Study of Labor (IZA), Bonn

This Version is available at:
https://hdl.handle.net/10419/51864

Standard-Nutzungsbedingungen: Terms of use:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen Documents in EconStor may be saved and copied for your personal
Zwecken und zum Privatgebrauch gespeichert und kopiert werden. and scholarly purposes.

Sie durfen die Dokumente nicht fiir 6ffentliche oder kommerzielle You are not to copy documents for public or commercial purposes, to
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich exhibit the documents publicly, to make them publicly available on the
machen, vertreiben oder anderweitig nutzen. internet, or to distribute or otherwise use the documents in public.
Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen If the documents have been made available under an Open Content
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten, Licence (especially Creative Commons Licences), you may exercise
gelten abweichend von diesen Nutzungsbedingungen die in der dort further usage rights as specified in the indicated licence.

genannten Lizenz gewahrten Nutzungsrechte.

Mitglied der

WWW.ECONSTOR.EU é@“}


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/51864
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

IZA DP No. 5370

Trust, Positive Reciprocity, and Negative Reciprocity:
Do These Traits Impact Entrepreneurial Dynamics?

Marco Caliendo
Frank Fossen
Alexander Kritikos

December 2010

DISCUSSION PAPER SERIES




Trust, Positive Reciprocity, and Negative
Reciprocity: Do These Traits Impact
Entrepreneurial Dynamics?

Marco Caliendo
IZA, DIW Berlin and IAB

Frank Fossen
DIW Berlin and 1ZA

Alexander Kritikos
DIW Berlin, University of Potsdam,
IAB and I1ZA

Discussion Paper No. 5370
December 2010

IZA

P.O. Box 7240
53072 Bonn
Germany

Phone: +49-228-3894-0
Fax: +49-228-3894-180
E-mail: iza@iza.org

Any opinions expressed here are those of the author(s) and not those of IZA. Research published in
this series may include views on policy, but the institute itself takes no institutional policy positions.

The Institute for the Study of Labor (IZA) in Bonn is a local and virtual international research center
and a place of communication between science, politics and business. IZA is an independent nonprofit
organization supported by Deutsche Post Foundation. The center is associated with the University of
Bonn and offers a stimulating research environment through its international network, workshops and
conferences, data service, project support, research visits and doctoral program. IZA engages in (i)
original and internationally competitive research in all fields of labor economics, (ii) development of
policy concepts, and (iii) dissemination of research results and concepts to the interested public.

IZA Discussion Papers often represent preliminary work and are circulated to encourage discussion.
Citation of such a paper should account for its provisional character. A revised version may be
available directly from the author.



IZA Discussion Paper No. 5370
December 2010

ABSTRACT

Trust, Positive Reciprocity, and Negative Reciprocity:
Do These Traits Impact Entrepreneurial Dynamics?

Experimental evidence reveals that there is a strong willingness to trust and to act in both
positively and negatively reciprocal ways. So far it is rarely analyzed whether these variables
of social cognition influence everyday decision making behavior. We focus on entrepreneurs
who are permanently facing exchange processes in the interplay with investors, sellers, and
buyers, as well as needing to trust others and reciprocate with their network. We base our
analysis on the German Socio-Economic Panel and recently introduced questions about
trust, positive reciprocity, and negative reciprocity to examine the extent that these variables
influence the entrepreneurial decision processes. More specifically, we analyze whether i) the
willingness to trust other people influences the probability of starting a business; ii) trust,
positive reciprocity, and negative reciprocity influence the exit probability of entrepreneurs;
and iii) willingness to trust and to act reciprocally influences the probability of being an
entrepreneur versus an employee or a manager. Our findings reveal that, in particular, trust
impacts entrepreneurial development. Interestingly, entrepreneurs are more trustful than
employees, but much less trustful than managers.

JEL Classification: D81, J23, M13, L26

Keywords: entrepreneurship, trust, reciprocity

Corresponding author:

Frank Fossen

DIW Berlin

Mohrenstr. 58

10117 Berlin

Germany

E-mail: ffossen@diw.de



l. Introduction

A large number of economic experiments reveal that majority of participants in these
experiments show willingness for trust, positivel aregative reciprocity despite the fact that
these decisions are both risky and costly. Suchaweh is observed in controlled
experimental settings, for instance in the Trusn@&4see Berg, Dickhaut and Mc Cabe, 1995,
Bolle, 1998), in the Gift Exchange Game (see eetpr FGachter, Kirchsteiger, 1997) or in the
Ultimatum Game (see e.g. Guth, 1995, Kritikos atleB 2001). Consequently experimental
economists state that the self-interested individtiity function of payoff maximization is
not accurate for describing human behavior (Fedr@achter, 2002).

Thus, trust and reciprocity are important persayatiiaits that influence participant
behavior. However, there are only few empiricatdesvaluating the extent that willingness
for trust and reciprocity influences real world romic outcomes. Therefore, in this paper we
examine the question whether individuals who hawehsspecific personality traits as a
willingness to trust others and to positively ogatvely reciprocate toward others are more
likely to become entrepreneurs, be entreprenendsstay in entrepreneurship.

We focus on entrepreneurs because entrepreneurm@salered, in economics, as the
egoistic actors. At the same time, entreprenewscanstantly facing exchange processes in
the interplay with investors, sellers, and buyehslike employees, who find themselves part
of comparatively stable organizational structuesgyepreneurial activities take place among
a huge variety of frequently changing relationshigmtrepreneurs must make choices
between many social action alternatives where thase variables of social cognition may
influence their decision making processes. Consgtyeit is important to find out how
entrepreneurs score in these parameter characterishd whether the specific scores
influence entrepreneurial decisions?

From a more general point of view, there is indregaganterest in the relationship
between personality characteristics and economicooes of entrepreneurs. For instance
Zhao and Seibert (2006) made use of the “Big Fipefsonality construct indicating that
entrepreneurs scored higher than managers on fiaretit personality dimensions which
make them conclude that the personality structuey ime considered as one important
component in explaining new venture creation artdepreneurial success. In addition, there
are several approaches focusing on the impactegfidppersonality traits on entrepreneurial
development. For instance, Oosterbeek, van Pragdjsselstein (2010) show that Locus of
Control positively influences entrepreneurial sualiand Caliendo, Fossen and Kritikos
(2010) find an inverse u-shaped impact of risktudiés on entrepreneurial survival. The
present approach adds in a complementary way t@xtsting analysis of the influence of
personality characteristics on entrepreneurialsiecs as it focuses on new variables of social
cognition the impact of which has not been analysethr.
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In our analysis, we use a large, representativa dat, the German Socio-Economic
Panel (SOEP). The 2003, 2005, and 2008 waves cos&ieral questions with respect to
these variables of social cognition. Trust is meagas the willingness to be trustful to others
and as the assessment of the same individual otrukevorthiness of others. Fehr et al.
(2002) tested the survey measures of trust usiagga-scale field experiment where subjects
took part in a paid trust game and answered theeguquestions on trust. The results indicate
that the survey measures predict actual trust behesfiably. Furthermore, the 2005 SOEP
wave contains questions aboppsitive reciprocity,the willingness to return favors, and
negative reciprocitythe willingness to harm those who previously haintlee surveyed
individual. Based on these data, we examine thdudante of these variables on
entrepreneurial entry and exit decisions. To caestsy answer the questions, we control for
previous labor market states of all entreprenauthié sample, and for other variables which
have proven to be important in previous analyse gg. Caliendo et al., 2009, 2010).

The rest of the paper is organized as follows: éati®n 2, we discuss the relationship
between social cognition and entrepreneurial eatrgt survival. We describe the data in
Section 3 with a special focus on the various messwf social cognition used in our
analysis. Section 4 presents the results of oulysisa before Section 5 concludes. Our
empirical results provide first evidence that epmtemeurs trust more and that trust
significantly influences the probability to ente&lfsemployment. The influence of reciprocity
is below the expectations raised by experimentahemists. The empirical analysis makes
also clear that we need differentiated conceptsust as used here to facilitate a clear picture
of this complex personality characteristic on gmte@eurial development.

[I.  Theoretical and Empirical Background

The ability to create social networks is widely ibeéd to be a crucial prerequisite for
becoming a successful entrepreneur. Entreprenezgd to delegate tasks to trustworthy
people, to negotiate with suppliers, employees, @amstomers about prices, quantities, and
qualities of inputs, products, and services whiblantaining cooperative relationships with all

business partners and clients. One way to apprteclability to interact in networks is to

analyze the willingness to trust others and ta@aprocally toward others.

In the entrepreneurial contekiust as a personality characteristic relates to questio
about the extent entrepreneurs believe that thaytrest and rely on others. Being able to
trust other people is an important prerequisiteréalizing exchange processes in a business,
especially when it is newly created and when tlgalleenvironment of the business, for
instance in terms of complete contracts, is ndty(fiestablished. Trust starts with selecting
and delegating tasks to trustworthy people (Log&09) and turns over to the willingness of
the entrepreneur to trust (potential) businesspest such as suppliers, investors, and clients.
It is important to note that mutual trust betweeading partners allows for profitable

transactions in particular when business relatigpssbannot be secured by fully enforceable
2



contracts. Therefore we suggest that people whaianglling to rely on others will be less
able to start and run their own business, whilarntagome level of willingness to trust may
ease to take on the risks of entrepreneurshipideavidence in this direction is provided by
La Porta et al. (1997) showing that trusting ergapurs are better able to grow firms larger.

On the other hand, trust also contains a risk fa(dee e.g. Eckel and Wilson, 2004).
Excessively trusting other people includes the ipdgyg that a trustful person is more likely
to be exploited if the trustee is an opportunigtclividual. In case of exploitation,
entrepreneurs may also suffer serious consequeaviters they lose business ideas or profit
opportunities and are confronted with financialskes This means we should expect that
entrepreneurs unboundedly trusting others face nareasing probability of exploitation
leading with higher probability to losses when camgal to less trustful persons. A similar
argument by Butler et al. (2009), using Europeaniéddurvey data, shows an inverse-U
shaped relationship between the willingness ta tans the ability to create higher incomes.
Thus, unlimited trust tends to be exploited byttlistees.

(H1: Trust) Therefore, we hypothesize with respedthe trust variable that:
(a) the more trustful an individual is, the highiee entry probability as an entrepreneur,
(b) trustful persons have a higher probability éodm entrepreneur,

(c) entrepreneurs with either low or high willingseto trust others will have a lower
probability to successfully develop their busingsg&n entrepreneurs whose willingness
to trust others falls in a middle range.

In our empirical analysis, we will make further goanisons between different subgroups
of people, such as between entrepreneurs and nranageavithin the entrepreneurs between
those with and without employees. However, we wit provide any further hypothesis for
the comparison of these subgroups. By doing so,ratleer aim to explore and further
understand what kind of influence different paranatalues of the trust variable has on
entrepreneurial decisions.

Reciprocityis the intrinsic motivation to respond to the bebraof a related person. The
concept ofreciprocity is divided in two opposing aspects, namely positigciprocity and
negative reciprocitypositive (negative) reciprocity is the intentionrefvarding (punishing)
those who have been kind (mean) to us. Both dewsiee. reward and punishment may
reduce a person’s payoff, while the payoff of teevarded (punished) person will increase
(decrease). Reciprocal choices are, thus, basdtieohistory of the exchange process and
have direct consequences for the outcomes of ta@anties’

* Research by Dohmen et al. (2008, p. 85) revealshbth types of reciprocal behavior are observethé
population and that “positive and negative recifiyoturn out to be only weakly correlated for inuiuals,
which suggests that these are distinct traits rattem two sides of the same coin.”
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For entrepreneurs whose activities are based ohaeges of factors, knowledge, and
products, it is one of the essential prerequigitedevelop networks and social interactions.
Having willingness fomositive reciprocitycould be helpful for entrepreneurial activities as
all exchange processes between entrepreneurs @ndétworks implicitly contain reciprocal
actions (Baron and Markman, 2000). Cooperation dase positive reciprocity might,
therefore, be of importance in maintaining and t®yieag business relationships when
contracts are not or only partially enforceable.rdbwer, Cable and Shane (1997) propose
that cooperation in terms of positive reciprocitight be a key factor in the entrepreneur’s
ability to get access to venture capital or devellipnces with larger companies.

Negative reciprocityis the opposite of having a forgiving nature. he tcontext of
bargaining, it might be important to support oneisn bargaining position by offending
people in response to their previous offence (Mit&ld and Boyatzis, 1982). Therefore, as
the realization of financial margins by hard bangag might be a crucial prerequisite for
entrepreneurial success (in terms of higher incoame) as weak bargaining positions might
have serious consequences for entrepreneurs, viegatiprocity could be beneficial.

At the same time, high levels of positive and negatreciprocity may inhibit
entrepreneurial success. A high willingness foritpas reciprocity, where one is willing to
undergo high personal costs in order to help soahelo return for his or her help, might
substantially reduce own profits. A high willingse®r negative reciprocity, i.e. one is ready
to take revenge, no matter what it costs, mightamdy reduce own profits but also lead to
situations where others perceive such behaviooascnoperative. Other market agents may
conclude that it is not worth doing business witlths entrepreneurs. Putting the pieces
together, we should expect that, up to a certaial Jdoth positive reciprocity and negative
reciprocity will help to maintain and further dewplentrepreneurial activities. With respect to
the entry decision of entrepreneurs we should, kewexpect no influence.

(H2: Reciprocity) Therefore, we hypothesize withpect to reciprocity that

(a) among all entrepreneurs, people with very lowesy high willingness for positive or
negative reciprocity have a higher exit probabifitym their entrepreneurial activities than
people who have a medium score on positive or negegciprocity.

(b) positive and negative reciprocity do not inflae the entry decision of entrepreneurs.

Again, we will make comparisons between subgrowpsbbth reciprocity variables to
further explore the influence of reciprocity onrepreneurial development.

® Positive reciprocity may also contain another aspeamely correlations to a related personaligyttri.e.
interpersonal reactivity, which is also of relevanfor entrepreneurial activities. ‘Interpersonahativity’
describes the ability to put oneself in the platethers. In the context of entrepreneurship, presses the
ability to approach other people and develop reimgrdelationships with them (see, e.g., Miller @wappisch,
2005). A sufficient level of ‘interpersonal readty should better enable the entrepreneur to pcedclient-
oriented products (see Caliendo and Kritikos, 2008)
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. Data

lll.1. Representative Household Panel Data

We base our analysis on the German Socio-EconoraitelP(SOEP), an established,
representative panel survey containing detailearmétion about the personal, household and
socio-economic situation of approximately 22,008ividuals living in 12,000 households in
Germany’ Our analysis draws on 9 waves of the SOEP, stawtith 2000, when the sample
was substantially enlarged, through the 2008 w#we,most recently available data at the
time of this analysis.

As in many empirical studies on entrepreneuriaiaove employ self-employment as a
measurable proxy for the concept of entreprenepyrsiihe classification of individuals as
self-employed is based on a survey question al@ubtcupational status of the respondents.
If respondents are employed or self-employed inentban one position, they are asked to
report their status in their primary activity. Westrict the sample to individuals between 18
and 59 years of age and exclude farmers, civilas#sy and those currently in education,
vocational training, or military service. We alscckide family members working for a self-
employed relative from the data set because thedigiduals are not entrepreneurs in the
sense of running their own business. In the preaeatysis, we are interested in both the
transition into and out of self-employmértherefore, we identify in the data, when a person
is observed in different employment states in twansecutive yearst and t+1. The
observations of 2008 do not enter the estimatidnsntries and exits, but serve to identify
transitions in 2007. In the estimation of the ptaby of being self-employed, the 2008
observations can be fully included.

Key to our analysis are measures of trust, posrogprocity, and negative reciprocity
that were included in specific waves of the SOERey In the 2003 and 2008 survey waves
the questionnaire included various measures of &ttisudes, which were elicited identically
in both years. Respondents were asked i) to whenexXone can trust other people in
general” (short referencérustpeoplg, i) whether “nowadays one cannot rely on anyone”
(canttrus); and c) whether “it is better to be careful whdealing with strangers”

® The SOEP began in 1984 as a longitudinal surveyivte households and persons in West Germanyvasd
expanded to include the former East German aredsna 1990. The central aim of this panel study isollect
representative micro-data about individuals, hoakkh and families. It is similar to the BHPS (it
Household Panel Survey) in the United Kingdom d&=dRSID (Panel Study of Income Dynamics) in thetéthi
States. A stable set of core questions appeary gear, covering the most essential areas, sugiopslation
and demography; education, training, and qualificatlabor market and occupational dynamics; e@sin
income and social security; housing; health; hoakkproduction; and basic orientation. For a moe¢aied
data description, see Wagner, Frick, and Schup@7(0

" This broad definition of entrepreneurship is freqily used in economics and psychology; Beer alia
Stewart and Roth (2001) or Rauch and Frese (2007).

8 We thus employ only one success measure, nameliyalin self-employment according to which indivials
continue to remain self-employed. Moreover, we @ars exits from entrepreneurship to be the sum of
entrepreneurial failures and closures. For a d&gonson business failure and closure, see HeadiBj20
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(cautionstrangers Respondents indicated their agreement with theements on a 4-point
scale ranging from 1 (strongly agree) to 4 (strgribagree). From these three main items on
trust, we calculate an aggregate trust scoretrast = [(5-trustpeopl¢ + canttrust +
cautionstrangerls/ 3.2 Thus, the trust scores range between 1 and 4, avitigher score
indicating greater levels of trust.

The data provide further items on trust. Respordmdicated on a 5-point scale from 1
(very often) to 5 (never) how often they lent i) meg, or ii) personal belongings to their
friends; and iii) how often they leave the doortleéir home unlocked. Moreover, additional
items were introduced as “yes or no” questiongdrticular, respondents were asked if they
believe i) that most people attempt to be fair, ahd people attempt to be helpful most of
the time. The respondents also answered a questizeerning whether or not they had ever
benefited from the generosity of a stranger. Fumtioge, the questionnaire asked the
respondent to indicate how many close friends thank they have.

In the 2005 survey wave, the SOEP included a spgmasonality questionnaire
containing measures of reciprocity. The respondert® asked how much they agreed with
different statements about themselves, answering@-point Likert scales ranging from 1
(“does not apply to me at all”) to 7 (“applies te mperfectly”). Three items each assessed the
willingness for positive and negative reciprocifyjhe three statements assessing positive
reciprocity were i) “If someone does me a favoam prepared to return it”; ii) “I go out of
my way to help somebody who has been kind to merb&fand iii) “I am ready to undergo
personal costs to help somebody who helped me djefdihe statements for negative
reciprocity were i) “If | suffer a serious wrongwlill take revenge as soon as possible, no
matter what the cost”; ii) “If somebody puts meairdifficult position, | will do the same to
him/her”; and iii) “If somebody offends me, | wiliffend him/her back”. We calculate scores
for positive and negative reciprocity as the aversgpres from the three respective items.

In the previous section, we show that decisionstrfiast and reciprocity also contain a
risk component. For instance, trusting somebodyagdmnvolves the risk that the trusting
person may be exploited. Therefore, we must take actcount that these variables are
correlated with risk attitudes. If we do not catfor risk attitude, any measured effect of
trust on entrepreneurial outcomes could be spuasuscould really capture the effect of risk
tolerance. To be able to analyoeteris paribusgeffects of trust and reciprocity, we control
for the self-reported willingness to take risks.eT$urvey waves of 2004, 2006, and 2008
include a question addressing the respondent’srglendlingness to take risks on an 11-point

° Results from a factor analysis are available T&#é in the supplementary appendix and show i) tthetrust
items as well as the positive and negative recipyraems load on three distinct factors, and @vh an internal
consistency (Cronbach’s Alpha) over 0.62 each. Hewe use the constructed indices for the furthafyais.

19 Naef and Schupp (2009) emphasize that the dimersfithis scale is distinct from trust in institutis and
trust in known others. They show that the new soélthe SOEP is a valid and reliable measure dfttm
strangers. The scale is valid in the sense thlatritlates with trusting behaviour in the experimen
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scale ranging from O (“fully unwilling to take ris® to 10 (“fully willing to take risks”),
using identical wording all three waves. Table Althe Appendix summarizes the items on
trust, reciprocity, and risk employed in this stuahd also provides the short names for each
item that we use herein for reference.

Since we observe the variables of social cognitaly in specific survey waves, we
impute a respondent’s scores in these variablestiv@ observations of the same respondent
in the other survey years. Personality traits anmrmoonly regarded as being stable at least
within a few years. If, in contrast, these varigbtdange with time, it is possible that they
may change in response to entrepreneurial develoggmehich would raise questions of
reverse causality. For example, entrepreneurs niighhore likely to report to trust because
their interaction with people like suppliers, custas, lenders, and tax authorities forces them
to trust to certain extent. Likewise, entreprenemnight have more opportunities to lend
money or personal belongings or to make frietds.

To avoid potential reverse causality, as much asipte, we impute historic values for
risk attitudes and trust, which are elicited in entinan one survey wave, where possible. For
example, for 2004 through 2007, we use the trusabke from the year of 2003 and not from
the year of 2008. In Section 1V.3, we conduct saltasts with respect to the stability of the
variables of social cognition. In one specificatiove limit the sample to the period 2005-
2008 and only use entries into and exits from eeiployment observed after the
measurement of trust, risk attitude, and recipyocit

In the econometric models, we include additionalic@emographic control variables
(available in all waves) in order to derivesteris paribusthe effects of the social cognition
variables. We control for education, age, work decades) and lifetime unemployment
experience (in years) cumulated in life prior te tbservation year, gender, marital status,
number of children, German nationality, disabiliyhether the respondent’s father was self-
employed when the respondent was 15 years oldreaidncome from interests, dividends,
and renting out (in €1000 in prices of 2005). Dgdmns of these variables are presented in
Table A4 in the Appendix.

[11.2. Group Means and Correlations

Table 1 shows the weighted means of the variablesed on the pooled sample of the 2000-
2008 waves. We divide the sample into three gragmording to their employment state:
Self-employed, employees and people not in paickwadditionally we consider managers,
which we define as the sub-group of employees Witinly qualified duties or managerial

1 Dohmen et al. (2008) study determinants of tmpesitive, and negative reciprocity and find thatwem and
older people tend to trust more and to be lesstivedyareciprocal, and more positively reciproctid effect of
gender on positive reciprocity is not consistembas specifications, though). This highlights thmpoértance of
controlling for gender and age in our estimations.
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functions (examples include department heads amégnag directors). We condutetests of
equal means between the self-employed against thatsself-employed (stars in column 1)
and the three other sub-samples respectively (stac®lumns 2-4). On average, the self-
employed have significantly higher trust scoresntithose not self-employed. We also
observe that entrepreneurs report significantly endose friends and that a significantly
higher share of entrepreneurs have profited froengdnerosity of a stranger at some point.
Moreover, entrepreneurs more often lend belongamgsmoney to their friends or leave their
door unlocked (note that high scores indicate afleguency, see Table Al). Entrepreneurs
exhibit a significantly higher score in positivecigocity, while there is no significant
difference in the negative reciprocity score. Femhore, the self-employed are more risk-
tolerant than the others (as shown in Caliendosémsand Kritikos, 2009). When compared
to managers, the self-employed &gswilling to trust others while showing greater nega
reciprocity toward others.

INSERTTABLE 1 ABOUT HERE

Correlation coefficients between the aggregateescof trust and reciprocity and the risk
attitude appear in Table 2. All correlation coa#fits are significant at the 1%-level. Trust is
positively correlated with positive reciprocity hwith a very low correlation coefficient of
0.01) as found by Dohmen et al. (2008) and Altmenal. (2009); and negatively correlated
with negative reciprocity (with a remarkably largenrrelation coefficient, in absolute terms,
of -0.12). Positive reciprocity and negative reoipty are positively correlated. Here again,
we emphasize that the correlation coefficient latneely low at 0.057 (similar to the analysis
of Dohmen et al.,, 2008). Last, but not least, ther@ positive correlation between risk
tolerance and each of the scores on trust, posigerocity, and negative reciprocity, but,
again, correlation coefficients are IdtvTable A2 in the Appendix shows the correlation
coefficients between all single items on trust, iperity, and risk. The correlation
coefficients generally confirm the internal consisty of the trust items as well as the internal
consistency of positive and negative reciprocity.

INSERTTABLE 2 ABOUT HERE

These observations allow three initial conclusiqt$Entrepreneurs are — as we expect —
more trustful than other people and have more gitefited from strangers, but show, at the
same time, a lower willingness to trust others thmamagers. (2) We are confident that, based
on internal validity checks, there are no systeenatconsistencies in the answers to the
guestions behind the items presented in this pgpeilhe positive correlations between risk

12 We also calculated correlation matrices for subglas by employment state (self-employed persons,
employees, etc.). In contrast to the full sampbe,tifie self-employed we observed a small, but nigwificant
negative correlation between trust and positive recipracitinis finding may indicate a self-selection of
characters who exhibit an unusual combinationaifgiinto entrepreneurship.
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attitudes and all three variables of social cognitieveal that risk attitudes should be taken
into account when analyzing trust and reciprocity.

IV. Empirical Results

We model the probabilities of entry into, and exdm, self-employment as discrete time
hazard rate models. The probability of entry irtf-employment is estimated conditional on
the tenure in dependent employment or the duratioron-employment, based on the sample
of those in dependent employment and those notingirlhe probability of exit from self-
employment is estimated conditional on the duratibthe current spell in self-employment,
based on the sample of the self-employed. Appldisgrete time hazard rate models allows
consistently taking into account state dependemck avoids survivorship bias. Caliendo,
Fossen, and Kritikos (2010) formally derive thereation equation from a general notation
of a survivor model. The final estimation equatisrspecified as a logit model of the yearly
transition probability conditional on the duratiohthe current state, which can be estimated
based on the data in person-year format (cf. Jenk@O5).

The baseline hazard, which captures duration degyexad is specified flexibly as a third
degree polynomial of the duration in the curreatestFor example, in the model of exit from
self-employment, we expect the probability of etdt be high in the first years of self-
employment and to decline with longer duration, eotice initial hurdles are passed. The
model of entry into self-employment allows the biasehazards to differ between those in
dependent employment and those not working. Thiaclseved by an interaction of the
variables capturing the spell duration with a dummayiable indicating the current state. In
addition to estimating the entry and exit rates, al&® directly estimate the probability of
being self-employed. Specifically, we estimate gitlonodel of the probability of being self-
employed, based on the full sample of the self-eysa, those in dependent employment and
those not working.

IV.1. Main Specifications

Tables 3 and 4 present the results of the maimastins. We use a twofold strategy where
we examine the impact of the aggregated trust @&egpnocity items in Table 3, before
focusing on single items in Table 4. Both tablestam the estimated marginal effects on the
probability of being self-employed and on the ygdransition probabilities into and out of
self-employment, evaluated at the mean valueseobther explanatory variables. For each of
these outcome variables we include a large sebofrals that are proven to be important,
including e.g. risk attitudes and parental self-Evyment. We standardize all variables
referring to trust and reciprocity, except for tthemmy variables. Therefore, the marginal
effects of these variables displayed in the talnldEate the change in the probability induced
if their value increases by one standard deviafithe means of the outcome variables, i.e. the
average probabilities, are shown at the bottonmetables.
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INSERTTABLES 3 AND 4 ABOUT HERE

Before we examine the impact of trust and recigypeve note that the estimated effects
of the socio-economic control variables on entnepoeial development are consistent with
prior research: Male persons, individuals with H-eeployed father (when the respondent
was 15 years old), and higher educated individagsot only more likely to start-up an own
business, they are also more likely to remain eglployed. Moreover, we can confirm an
interesting wealth effect: yearly real capital ine® (in 1000€), which we use as an indicator
for wealth, has a positive impact on the probabildf business creation (see, e.g.,
Blanchflower and Oswald, 1998). However, wealth Imas significant influence on the
probability to remain self-employed. Also consisterith previous research are the findings
with respect to the crucial variable of risk atli®és. Less risk averse persons have a higher
probability to start a business and there is arerse U-shaped relationship between risk
attitudes and the survival rates of entreprenedadi€ndo, Fossen, and Kritikos 2009, 2010).
It is important to emphasize that the influencestloése variables on entrepreneurial
development can still be observed when we contiolvariables of trust and positive and
negative reciprocity, which all have positive ctat®mns with risk attitudes.

The results in Table 3 indicate that the aggregated and reciprocity indices have only
a limited influence on the probability of being fsemployed and on the transition
probabilities. While people who trust more do havegnificantly higher probability to enter
self-employment, we do not find significant effeofsthe trust variable on the probability to
be in or to exit self-employment. The marginal effen the entry decision is reasonable, as
an increase in the trust variable by one standaxiaton increases the entry probability by
0.08 percentage points, which translates into ativel effect of about 7% given the yearly
entry probability into self-employment of 1.2% (aslicated at the bottom of Table 3). The
effect is large enough to be economically consideraven if it is smaller than the effect of
the strongest, well-known determinants of self-eayplent. For example, having a university
degree or having had a self-employed father whenréspondent was 15 years old, have
marginal effects of 0.28 and 0.27 percentage poumt24% and 23% in relative terms.

For positive and negative reciprocity, where we emtponly an influence of these
variables on exit from self-employment, we canngtbblish a significant relationship. The
limited support for the above derived hypotheseghinbe due to the fact that the cumulated
indices are too broadly defined to measure theuémite of these personality traits on
entrepreneurial development. To be more specifie: ake particularly hypothesizing that
there are limits to the positive relationships kesw trust and entrepreneurial survival and
between positive reciprocity and negative recigyoand entrepreneurial survival. Therefore,
we cannot exclude that the effects of weaker armhgér single items among these variables
may cancel each other out.
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Accordingly, we estimate the influence of thesgglntems, presented in Table 4. We
first focus on the effects of the personality disiens on the probability to be self-employed.
Here it is obvious that people who are more trusihe more likely to be entrepreneurs.
Entrepreneurs are less careful when dealing wiingers ¢autionstrangersnote that high
scores indicate disagreement with the statement,Table Al), are particularly willing to
lend money to their friends, and to leave theinfrdoor unlocked (again note the scale). An
interesting point is that they also profited mofe from strangersdprofitfromstrangey. On
the other hand, we observe that entrepreneurs eipée exploited if given the opportunity
(dfair). Thus, entrepreneurs are aware that they carimaliybtrust others to be fair. Table 4
also presents the marginal effects of these vasablvhich can be straightforwardly
interpreted: The largest effect is observable ampagple who have profited from the
generosity of a persomgrofitfromstrangey. It increases the probability to be self-employed
by 1.38 percentage points. Considering that thieeseployment rate in the sample is 8.52%,
this corresponds to a relative effect of 16.2%.tkmother hand, people who think that others
would exploit them if given the opportunitgfair) have a higher probability to be in self-
employment by 1.0 percentage points, correspontbng relative effect of 11.7%. Also
further trust variables have an effect: People emal money to their friends have a higher
probability to be self-employed with a one standdeYiation increase in the subjective
frequency of lending money leading to a 0.61 pdaxgn higher probability, or a relative
effect of 7.2%. A higher probability of self-emplognt is also observed for people leaving
their door unlocked more often. Again for companisa university degree increases the
probability of being self-employed by 1.35 percgetgoints and a self-employed father by
4.49 percentage points, which correspond to redagffects of 15.8% and 52.7%.

An interesting point is that almost none of theaeables have a significant impact on
entry or exit decisions. Entry decisions are pwsiyi influenced if the entrepreneurs profited
from people they never met before. Thus, it is ‘{h&ssive” trust variable that drives this
result: a measure of how much other people truitedentrepreneur. The effect is again
substantial, as this dummy variable increases iy @robability by 0.17 percentage points
or 14.6%. With respect to the end of the entrepraak activities, there is one variable
influencing the exit decision: the number of cldsends negatively affecting the exit rate.
That is, people with more friends have a lower pholity to exit self-employment. A one
standard deviation increase in the number of feeddcreases the exit probability by a
substantial 9%, given that the exit rate is abd# 1A self-employed father decreases the
exit probability by 18.5%.

Therefore, in accordance with hypothesis H1, wd fimat persons more trustful to other
people from an active point of view, and those wweived more benefits in return to or as a
consequence of their trustful activities, haveghhr probability of being entrepreneurs. With
respect to entry into self-employment we also oleséne expected positive influences of trust

on the decision to become an entrepreneur, althdligheffect is weaker than one could
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expect from the effects on the stock of entreprenddoreover, the significant difference in
the variable dfair”, according to which people will be exploitive given the opportunity,
indicates that entrepreneurs are aware that theylgimot be blindly trustful toward others.

Going further to the single items related to pwesitand negative reciprocity, we detect
weaker influences for these variables. The threstige reciprocity items neither influence
the entry decision, as expected, nor the exit astionsistently, positive reciprocity does
not significantly influence the probability of bgimn entrepreneur.

This leaves us with negative reciprocity. While thggregated variable shows no
influence on entrepreneurship, the single variabi@sas shown in Table 4. First, we must
emphasize that the three negative reciprocity lbgga have a ranking in intensity, with
“returndisadvantage being the weakest form of negative reciprocitylldaed by
“offendback The variablerevenge/If | suffer a serious wrong, | will take revengs soon
as possible, no matter what it costs,” is the sgfesh form of negative reciprocity. With
respect to these variables we find that entreprsnate less willing to return offense. More
specifically, one standard deviation more willingaeto offend others in return to their
offense decreases the probability of being selfleyga by 0.5 percentage points, a relative
effect of 5.9%. Moreoverrevengehas a negative influence on entrepreneurial sakviv
entrepreneurs who want to take revenge no mattat,Jwlve a greater exit probability to the
magnitude of about 9%. Thus, we find a first inticahat strong negative reciprocity has a
negative impact on entrepreneurial survival.

IV.2. Comparison with Managers

To shed more light on the influence of trust, pesiteciprocity, and negative reciprocity on
entrepreneurial decision making, we additionallyineste — as noted in section 2 — two
supplementary models where we make comparisonsebatapecific subgroups of employed
and self-employed individuals. In Table 5 we foomsa comparison between self-employed
individuals and managers; again the table showgimareffects. The self-employed may be
viewed as more comparable to the narrowly defir@mdrol group of managers than to other
occupational groups. Contrasting entrepreneurs mahagers is the common approach in the
psychological literature (see, for example, Zhad 8eibert, 2006). In column 1, we include
the aggregated trust and reciprocity items as espday variables, while in column 2 we
examine the influence of the single items. As tam@e includes only the self-employed
(coded as 1) and managers (coded as 0), the a@stmaire based on substantially fewer
observations than in the preceding analysis.

INSERTTABLE 5 ABOUT HERE

The results indicate that higher trust decreasedikklihood of being self-employed as
opposed to a manager. This differs from the efbéttust on the probability of entry into self-
employment (in comparison to wage work and non-egmpkent), where we find the opposite.
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The marginal effect of an increase in trust by stendard deviation on the probability of

being self-employed versus a manager is -2.1 p&gerpoints corresponding to a relative
effect of -5.8% (the share of the self-employedthis pooled sample of self-employed

persons and managers is 36.1%). Thus, a greatlngniss to trust others decreases the
probability of being self-employed when comparedthwmanagers, but increases the
likelihood of entry into self-employment versus ttemplete population.

We repeat this estimation, but instead of contngstall self-employed against the
managers, we only include the sub-group of the-esalfloyed who have at least one
employee in the estimation samplelhe results are very similar. All variables siggaht in
Table 5 keep their signs and (except éanttrus) remain significant, and no additional
variables of those shown in Table 5 become sigmificThe effect of the aggregated trust
measure becomes even stronger: A one standardtidaviacrease in the amount of trust
leads to a 3 percentage points lower probabilitybeing self-employed with employees
instead of being a manager, corresponding to &wvelaffect of -13.7%4*

IV.3. Further Robustness Checks

So far we assume that trust and reciprocity trares constant over time, at least over the
observation period of nine years. If these chareties change non-randomly within shorter
time intervals, and the changes are correlated saffiremployment status or transitions,
issues of reverse causality may arise. A uniqueifeaf our data is that the same respondents
are asked the same questions assessing trustnb?@®3 and 2008. This allows us to directly
test if transitions into or out of self-employmedrgtween the repeated interviews induced
changes in trust (see Caliendo et al., 2010, failai tests which showed the stability of risk
attitudes). Unfortunately, the data do not yet pesmch an analysis for positive and negative
reciprocity, as these characteristics have, safdy, been elicited in the 2005 wave. For trust,
we estimate OLS regressions of the change in theeggte trust score between the two times
of measurement 2003 and 2008 on a dummy variallleating entry into or exit out of self-
employment at any time within this time span, watid without the control variables used
before. The results in Table A3 in the Appendixidgate that the coefficients of both entry
and exit are insignificant, which shows that ergngl exit do not affect the observed change

3 Full results are available in Table SA2 in thelamentary appendix.

 Finally we estimate a probability model of haviemployees, conditional on being self-employed.rfating

this conditional probability is based on the submgke of the self-employed. As self-selection intalf-s
employment is non-random, we estimate a probabitibdel with selection (cp. Heckman, 1979), spealilic

the probit sample selection model for binary deeendariables suggested by van de Ven and van B1884).
The results, which are available in Table SA3 im shipplementary appendix, show that the aggregasedure
of trust has a significant and negative effect lom probability of having employees, conditionallming self-
employed. This is similar to the results from tlemparison of self-employed with managers. The sirigm
analysis reveals that the negative effect of thettscore is driven by disagreement with the statgrfon the
whole one can trust people”, which increases théaility of having employees.
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in trust. Considering the positive effect of trost entry (Table 3), we conclude that trust is a
determinant of entry into self-employment and noewersa.

To further assess if reverse causality influenbesrésults, we re-estimate the models of
the probabilities of self-employment, entry, andt,ellased on the limited sample spanning
2005-2008 only. We exclusively use the measureudttin 2003 and of risk in 2004. As
positive and negative reciprocity are elicited 003, and as the entry and exit indicators are
coded as 1 int if a transition occurs between the interviewstiandt+1, all personality
variables are measured before the outcomes in resition models. The estimated
coefficients of the personality characteristicsafiable in Table SA4 in the supplementary
appendix) are similar to the results in Table 32 €ffect of trust is positive in the entry model
at the 1% level again; the point estimate of thegmal effect is 0.0011 and thus somewhat
larger than in Table 3, but the 95% confidenceruais clearly overlap (the robust standard
error is 0.0004). In the models of self-employmexit and state, trust remains insignificant.
Positive and negative reciprocity remain insigm@fit in all models, except for positive
reciprocity in the exit model: It is significantlyegative at the 10% level now with a point
estimate of -0.0072 and a robust standard err0rGif39.

As another robustness check, we assess if thetgeshnge if the various single
measures of trust, positive, and negative recipramie not included in one, but in separate
regressions. For each of the models of self-empémgrstate, entry, and exit, we estimate 10
additional specifications with different subsetstioé single items listed in Table'2The
results turn out to be very robust: All the sigrafint variables in Table 4 stay significant and
keep the same sign any time they are included, ahdhe insignificant variables stay
insignificant. There is only one exception: In #@ry model, the itemeturnhelp (which is
used to construct positive reciprocity), which nsignificant in Table 4, keeps its negative
sign, but becomes significant at the 10% leveldftrust items are included. This may be
explained by multicollinearity with some of thedtwariables.

V. Conclusions

In this explorative study we investigate, for thestftime, the predictive power of three
variables of social cognition on entrepreneurialalleoment. The three variables trust,
positive reciprocity and negative reciprocity arghy prominent in experimental economics.
As entrepreneurs are confronted on a daily badis the exchange process and interactions
with others, they might particularly depend on theharacteristics. Therefore, we aim to
determine whether entrepreneurs are different fotimer people in the economy with respect
to trust and reciprocity and whether the varialdéisience the decision making processes of

15 These subsets of items are chosen (cf. Table B1)ositive reciprocity items, 2) negative recigtpditems,
3) both, 4) main trust items, 5) trust dummy vaeab6) trust measures of the type “How often dbescur...”,
7) number of friends, 8) 5 and 7 combined, 9) 6 ardmbined, 10), 5, 6, and 7 combined. Full resatpear in
Tables SA5-SAY in the supplementary appendix.
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entrepreneurs in terms of entry and survival if-eglployment. We use the German Socio-
Economic Panel (SOEP), an experimentally validstedey, which contained, in the 2003,
2005 and 2008 waves, questions addressing therbesed variables.

In our analysis, we find, to some extent, suppartour two hypotheses and at the same
time some surprising results. A higher level ofstruaggregately measured, significantly
increases the probability of entry into self-empl@ant. In the further analysis of various trust
items, we also find that being aware of the negatensequences of unconditional trust
increases the probability of being self-employed.

What is surprising, though, is the reversed eftécthe aggregated trust variable when
comparing entrepreneurs to employed managers. Aehigeneral willingness to trust
increases the probability of being an entreprerand, even more, an entrepreneur with
employees, as opposed to a manager. There areossibfe explanations for these outcomes.
On the one hand managers might need to rely onsothere than entrepreneurs. In particular
when managers have general tasks, they might rmeée trustful to others. Entrepreneurs
rarely run businesses so large that they are unialllave an overview and basic knowledge
of each part of their business. Therefore, entregares might have less need for unconditional
trust. On the other hand, managers only have ldvigbilities for their decisions. They may
have a greater willingness to unconditionally refytheir staff’'s decisions. As their personal
payoffs might not be affected, they face lower pead risk if exploited. The liabilities of
entrepreneurs tend to be almost unlimited. Beinglatted will affect their payoffs more
directly when compared to managers. Thus, entreprermight tend to avoid too much trust.
The awareness of exploitation seems to be one niagbor separating entrepreneurs from
managers clearly indicating a contrasting resuliad’orta et al. (1997).

Positive reciprocity neither influences entry nodtedecisions into and from self-
employment in the preferred specifications, norsdibéncrease the probability of being self-
employed. An interesting result is the fact th&tigh willingness for revenge — the strongest
form of negative reciprocity — increases the prdgof exiting entrepreneurship. Therefore,
with respect to entrepreneurs we do not find supjoomprevious expectations that negatively
reciprocal people might have a “strategic advantagmrgaining, at the workplace and social
interactions in general” as they “can threaten étaliate ... unfair or uncooperative
treatments” (as suggested by Dohmen et al., 2Q08)p

Our analysis finds that the influence of the vdrmabof social cognition is below the
expectations raised by experimental economics.nib& interesting results are revealed with
respect to trust variables. With respect to positeciprocity and to negative reciprocity, we
must ask to what extent these variables are crdorakentrepreneurial development. An
avenue toward a final answer determining the relesaof these three variables of social
cognition could be employing more general concépfgersonality traits such as the Big Five
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approach where the social cognition variables cdxédadditionally taken into account and
where all partial effects on economic outcomesaohén be examined jointly.
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Tables

Table 1: Descriptive Statistics by Employment Staté/Veighted Means)

Self-Employed Employees Not working Managers
trust 2.375 *** 2.304 *** 2.198 *** 2.481 ***
positive reciprocity =~ 5.945 *** 5.895 ** 5.862 *** 5.906 **
negative reciprocity 3.178 3.185 3.205 3.000 ***
returnfavor 6.458 ** 6.510 ** 6.503 ** 6.429
returnhelp 5.930 5.921 5.948 5.808 ***
returncostlyhelp 5.438 *** 5.258 *** 5.160 *** 5.47
revenge 3.340 3.300 3.252 ** 3.174 ***
returndisadvantage 2.990 2.942 2.941 2.839 ***
offendback 3.187 *** 3.305 *** 3.387 *** 3.005 ***
trustpeople 2.392 ** 2.398 2.500 *** 2.261 ***
canttrust 2.630 *** 2.606 2.464 *** 2.787 ***
cautionstrangers 1.889 *** 1.707 *** 1.619 *** 1.82+
dfair 0.481 0.504 ** 0.429 *** 0.585 ***
dhelpful 0.307 0.308 0.292 0.332 **
dprofitfromstranger 0.264 *** 0.192 *** 0.176 *** (BO5 ***
numberfriends 4,473 ** 4.418 4,034 **+* 4.632 **
lendbelongings 3.143 *** 3.200 ** 3.327 *** 3.055*
lendmoney 4,114 *** 4.244 *** 4,315 *** 4,175 **
doorunlocked 3.871 *** 4,113 *+* 4.166 *** 4.043 **
will_risk 5.618 *** 4,707 *** 4,315 *** 5.177 ***
female 0.320 *** 0.477 *** 0.731 *** 0.301 *
highschool 0.429 *** 0.246 *** 0.158 *** 0.651 ***
apprenticeship 0.412 *** 0.533 *** 0.485 *** 0.319*
highertechncol 0.291 *** 0.252 *** 0.224 *** 0.238*
university 0.340 *** 0.176 *** 0.104 *** 0.642 ***
age 43.353 *** 40.732 *** 40.516 *** 41.875 ***
prworkexpl10 1.717 *** 1.582 *** 1.130 *** 1.545 ***
prunempexp 0.556 *** 0.535 1.721 *** 0.243 ***
disabled 0.028 *** 0.063 *** 0.074 *** 0.045 ***
german 0.941 ** 0.938 0.885 *** 0.963 ***
fatherse 0.133 *** 0.072 *** 0.069 *** 0.110 **
nchild 0.650 0.599 ** 0.945 *** 0.635
married 0.593 0.579 0.641 *** 0.560 **
divorced 0.118 ** 0.098 *** 0.119 0.082 ***
capincrl1000 4.546 *** 1.081 *** 0.926 *** 1.820 ***
Entry into self-empl. 0.007 0.017 0.013
Exit from self-empl. 0.093
Person-years 6326 54173 13607 11185

Notes The weighted means of the variables of sociahitmm are calculated before standardization. We
conducted-tests of mean equality in the variables. Starg/t*#*) in the first column indicate that the
mean for the self-employed is statistically diffetrdrom the mean for those not self-employed (i.e.
employees and those not working) at the 0.1%/5%/0f#l. The stars in columns 2 and 3 refer to tests
between the self-employed and employees and bettireeself-employed and those not working, and in
column 4 between the self-employed and manageesT8eles Al and A4 for a detailed description ef th
variables.

! For trust, positive reciprocity, and negative reegity, N is 6435 for the self-employed, 55107 for
employees, 13860 for those not working, and 11885fanagers.

Source Authors’ calculations based on the SOEP 2000-08.
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Table 2: Correlation Table for Aggregated Trust andReciprocity Variables

trust positive reciprocity  negative reciprocity llwiisk
trust 1.0000
positive reciprocity ~ 0.0094* 1.0000
negative reciprocity -0.1203* 0.0567* 1.0000
will_risk 0.0723* 0.0572* 0.0659* 1.0000
Person-years 75692

Notes Only correlation coefficients significant at th@% level or better are listed, those significantha 1%
level are marked with a star. Correlation coeffitsewith larger significance levels are left blankhe matrix.
See Table Al for variable descriptio@smurce Authors’ calculations based on the SOEP 2000-08.

Table 3: Main Regression Results (Aggregated Index) Marginal Effects

Stock Entry Exit
trust 0.0011 0.0008*** 0.0010
(0.0020) (0.0003) (0.0035)
positive reciprocity 0.0009 0.0000 0.0017
(0.0021) (0.0003) (0.0034)
negative reciprocity -0.0023 0.0001 0.0026
(0.0020) (0.0003) (0.0037)
will_risk 0.0007 -0.0006 -0.0141*
(0.0029) (0.0004) (0.0058)
will_risk_sq 0.0010*** 0.0002*** 0.0014***
(0.0003) (0.0000) (0.0005)
female -0.0358*** -0.0037*** 0.0323***
(0.0046) (0.0006) (0.0086)
highschool 0.0347*** 0.0031*** -0.0219**
(0.0066) (0.0009) (0.0098)
apprenticeship -0.0177*** -0.0011 0.0017
(0.0052) (0.0007) (0.0110)
highertechncol 0.0083 0.0000 -0.0021
(0.0057) (0.0007) (0.0107)
university 0.0142** 0.0028*** -0.0089
(0.0063) (0.0010) (0.0104)
age 0.0121*** 0.0014*** -0.0064*
(0.0017) (0.0002) (0.0036)
agesq -0.0001*** -0.0000*** 0.0001**
(0.0000) (0.0000) (0.0000)
prworkexpl10 0.0046 0.0004 -0.0205**
(0.0038) (0.0006) (0.0084)
prunempexp -0.0062*** -0.0006*** 0.0048**
(0.0015) (0.0002) (0.0023)
disabled -0.0332*** -0.0010 0.0140
(0.0052) (0.0011) (0.0211)
german 0.0006 0.0007 -0.0068
(0.0086) (0.0010) (0.0150)
fatherse 0.0473*+* 0.0027** -0.0165*
(0.0096) (0.0012) (0.0094)
nchild 0.0021 0.0000 0.0037
(0.0020) (0.0003) (0.0044)
married -0.0097* -0.0004 0.0024
(0.0054) (0.0007) (0.0107)
divorced 0.0083 -0.0006 0.0017
(0.0078) (0.0010) (0.0151)
capincr1000 0.0006*** 0.0000*** -0.0002
(0.0002) (0.0000) (0.0002)
duration -0.0030%*** -0.0260***
(0.0003) (0.0050)
dur_sq 0.0002*** 0.0014***
(0.0000) (0.0005)
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dur_cu -0.0000*** -0.0000*
(0.0000) (0.0000)
notempl 0.0020
(0.0016)
duration_ne 0.0017*
(0.0009)
dur_sq_ne -0.0002
(0.0001)
dur_cu_ne 0.0000
(0.0000)
Year dummies yes yes yes
Wald x2 914.657 784.294 296.169
Log likelihood -19711.023 -3519.194 -1703.583
Mean outcome 0.085187 0.011666 0.099844
Person-years 75692 62491 5759

Notes Marginal effects after logit estimation, evaluh the means of the explanatory variables. Fonrmy

variables, the effects of a discrete change froim D are shown. Cluster and heteroscedasticitystoftandard
errors in parentheses. Stars (***/**/*) indicateysificance at the 1%/5%/10% levels. See Tables il A4 for

a detailed description of the variabl&saurce Authors’ calculations based on the SOEP 2000-08.

Table 4: Main Regression Results (Single Personalittems) — Marginal Effects

Stock Entry Exit
returnfavor -0.0002 0.0003 0.0035
(0.0023) (0.0003) (0.0039)
returnhelp -0.0015 -0.0005 0.0005
(0.0024) (0.0003) (0.0043)
returncostlyhelp 0.0020 0.0002 -0.0015
(0.0025) (0.0003) (0.0041)
revenge 0.0024 0.0003 0.0090*
(0.0030) (0.0004) (0.0049)
returndisadvantage -0.0006 -0.0000 -0.0042
(0.0030) (0.0004) (0.0055)
offendback -0.0050** -0.0000 -0.0014
(0.0025) (0.0003) (0.0049)
trustpeople 0.0004 -0.0002 -0.0005
(0.0023) (0.0003) (0.0042)
canttrust -0.0025 0.0003 0.0046
(0.0023) (0.0003) (0.0044)
cautionstrangers 0.0052*** 0.0005 -0.0058
(0.0020) (0.0003) (0.0038)
dfair -0.0100** -0.0009 0.0037
(0.0043) (0.0006) (0.0087)
dhelpful 0.0005 0.0003 0.0091
(0.0044) (0.0006) (0.0089)
dprofitfromstranger 0.0138*** 0.0017** 0.0100
(0.0051) (0.0007) (0.0088)
numberfriends 0.0005 -0.0002 -0.0090**
(0.0019) (0.0002) (0.0041)
lendbelongings 0.0035 -0.0004 0.0027
(0.0022) (0.0003) (0.0043)
lendmoney -0.0061*** -0.0003 -0.0023
(0.0020) (0.0003) (0.0039)
doorunlocked -0.0074*** -0.0002 0.0050
(0.0018) (0.0003) (0.0035)
will_risk 0.0006 -0.0006 -0.0153***
(0.0029) (0.0004) (0.0059)
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will_risk_sq 0.0009*** 0.0002*** 0.0016***
(0.0003) (0.0000) (0.0005)
female -0.0349*** -0.0037*** 0.0312***
(0.0046) (0.0006) (0.0087)
highschool 0.0333*** 0.0030*** -0.0238**
(0.0065) (0.0009) (0.0100)
apprenticeship -0.0166*** -0.0010 0.0037
(0.0052) (0.0007) (0.0113)
highertechncol 0.0077 0.0000 -0.0008
(0.0056) (0.0007) (0.0109)
university 0.0135** 0.0025** -0.0064
(0.0062) (0.0010) (0.0106)
age 0.0114*** 0.0014*** -0.0057
(0.0017) (0.0002) (0.0035)
agesq -0.0001*** -0.0000*** 0.0001*
(0.0000) (0.0000) (0.0000)
prworkexpl10 0.0053 0.0006 -0.0198**
(0.0038) (0.0006) (0.0087)
prunempexp -0.0062*** -0.0006*** 0.0037
(0.0015) (0.0002) (0.0024)
disabled -0.0325*** -0.0010 0.0152
(0.0050) (0.0011) (0.0215)
german 0.0002 0.0006 -0.0027
(0.0087) (0.0010) (0.0148)
fatherse 0.0449%*** 0.0028** -0.0185**
(0.0095) (0.0012) (0.0093)
nchild 0.0017 -0.0000 0.0027
(0.0020) (0.0003) (0.0045)
married -0.0080 -0.0003 0.0018
(0.0053) (0.0007) (0.0107)
divorced 0.0062 -0.0008 0.0024
(0.0076) (0.0009) (0.0155)
capincrl000 0.0005*** 0.0000** -0.0002
(0.0002) (0.0000) (0.0002)
duration -0.0029%*+* -0.0254*+**
(0.0003) (0.0052)
dur_sq 0.0002*** 0.0014***
(0.0000) (0.0005)
dur_cu -0.0000*** -0.0000*
(0.0000) (0.0000)
notempl 0.0014
(0.0015)
duration_ne 0.0021**
(0.0008)
dur_sq_ne -0.0002*
(0.0001)
dur_cu_ne 0.0000
(0.0000)
Year dummies yes yes yes
Wald x2 955.221 797.366 314.425
Log likelihood -19216.098 -3436.869 -1666.336
Mean outcome 0.085214 0.011635 0.100071
Person-years 74389 61365 5656

Notes Marginal effects after logit estimation, evaluhta the means of the explanatory variables. Fomndy

variables, the effects of a discrete change frotm D are shown. Cluster and heteroscedasticitystogtandard
errors in parentheses. Stars (***/**/*) indicateygificance at the 1%/5%/10% levels. See Tablesmdl A4 for

a detailed description of the variables.

Source Authors’ calculations based on the SOEP 2000-08.
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Table 5: Self-Employment versus Being a Manager — 8tginal Effects on the Stock

Aggregated Trust and
Reciprocity Variables

Personality Items with
Additional Trust Items

trust -0.0209**
(0.0091)
positive reciprocity 0.0006
(0.0098)
negative reciprocity 0.0066
(0.0095)
returnfavor 0.0103
(0.0105)
returnhelp 0.0081
(0.0114)
returncostlyhelp -0.0167
(0.0114)
revenge -0.0008
(0.0133)
returndisadvantage -0.0001
(0.0140)
offendback 0.0087
(0.0114)
trustpeople 0.0054
(0.0114)
canttrust -0.0183*
(0.0110)
cautionstrangers 0.0036
(0.0101)
dfair -0.0479**
(0.0219)
dhelpful 0.0341
(0.0216)
dprofitfromstranger 0.0047
(0.0212)
numberfriends 0.0037
(0.0092)
lendbelongings 0.0221**
(0.0102)
lendmoney -0.0357***
(0.0103)
doorunlocked -0.0223**
(0.0093)
will_risk -0.0182 -0.0185
(0.0154) (0.0158)
will_risk_sq 0.0040*** 0.0039***
(0.0014) (0.0015)
Control variables yes yes
Wald x2 422.608 433.852
Log likelihood -10262.049 -10018.735
Mean outcome 0.361091 0.361238
Person-years 17857 17548

Notes: Marginal effects after logit estimation, evaluatetl the means of the
explanatory variables. For dummy variables, theat of a discrete change from
0 to 1 are shown. Cluster and heteroscedasticityugio standard errors in
parentheses. Stars (***/**/*) indicate significancat the 1%/5%/10% levels.
Results for the control variables appear in Tabl2 Sn the supplementary
appendix. See Table Al for a detailed descriptiothe variables.

Source:Authors’ calculations based on the SOEP 2000-08.
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Appendix

Table Al: Questionnaire Wording

Personality trait Questionnaire wording Item's short name
Reciprocity Scale: 1 (‘does not apply to me at all') to 7 (‘éepto me perfectly’)
Positive reciprocity If someone does me a favamlprepared to return it returnfavor
Positive reciprocity | go out of my way to help selmody who has been kind to me  returnhelp
before
Positive reciprocity | am ready to undergo persaoats to help somebody who helpedeturncostlyhelp
me before

Negative reciprocity If | suffer a serious wrong, | will take revengesa®n as possible, | revenge
matter what the cost

Negative reciprocity If somebody puts me in a diift position, | will do the same to  returndisadvantage
him/her
Negative reciprocity If somebody offends me, | witfend him/her back offendback

Trust (main items) Scale: 1 (‘totally agree') to 4 (‘totally disagree'

Trust (reversed) On the whole one can trust people trustpeople
Trust Nowadays one can't rely on anyone canttrust
Trust If one is dealing with strangers, it is bettebe careful before one cautionstrangers

can trust them

Trust (supplementary) Scale: 0 ('no") or 1 (‘yes’)
Do you believe that most people would exploit yfahey had the dfair
opportunity @fair=0), or would attempt to be fair toward you
(dfair=1)?
Would you say that for most of the time, peoplerait to be helpft dhelpful
(dhelpfuEl)? Or only act in their own interestthglpfu0)?
Have you ever profited from the generosity of aspar who you ha dprofitfromstranger
not previously metdprofitfromstrainger1; otherwise =0)?

Scale: Metric
What would you say: How many close friends do haue? numberfriends

Scale: 1 (‘very often) to 5 (‘never’)
How often does it occur that, ...

...that you lend your friends your personal beloggifi.e. CDs, lendbelongings

books, car, bicycle)?

...that you lend your friends money? lendmoney

...that you leave the door to your apartment unldeke doorunlocked
Risk attitude Scale: 0 (‘fully unwilling to take risks') to 1@ully willing to take

risks")

Are you generally a person who is fully prepamedeke risks or do will_risk
you try to avoid taking risks?

Constructed indices  trust = [(5-trustpeople) + canttrust + cautionsgrens] / 3

positive reciprocity = (returnfavor + returnhelpeturncostlyhelp) / 3

negative reciprocity = (revenge + returndisadvgata offendback) / 3
Notes The items on reciprocity were included in theveyrwave 2005 of the SOEP, those on trust in 20@3 a
2008, and those on the willingness to take risk&iod, 2006, and 2008.
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Table A2: Correlation Table for Single Personalityltems

trustpeople  canttrust caution- dfair dhelpful dprofitrom-
strangers stranger
trustpeople 1.0000
canttrust -0.4956* 1.0000
cautionstrangers -0.2672* 0.3083* 1.0000
dfair -0.4219* 0.3792* 0.2583* 1.0000
dhelpful -0.3442* 0.2883* 0.1995* 0.4136*  .0000
dprofitfromstranger -0.0939* 0.1180* 0.1252* 0.0953* 0.0628* 1.0000
numberfriends 0.1276* 0.1180* 0.0910* 0.1199* 0.1137* 0.0524*
lendbelongings 0.0815* -0.1362* -0.0786* -0.0809* -0.0343* -0.1775*
lendmoney 0.0401* -0.0712* -0.0952* -0.0244* Dea* -0.1646*
doorunlocked 0.0686* -0.0694* -0.1048* -0.0498* 0.06113* -0.1475*
returnfavor -0.0120* 0.0271* -0.0534* 0.0071 0266*
returnhelp 0.0223* -0.0156* -0.0844* -0.0359* 063
returncostlyhelp 0.0607* 0.0521* 0.0364* 0.0212* 0.0397* 0.0751*
revenge 0.1208* -0.0988* -0.0548* -0.0971* .00L5* -0.0307*
returndisadvantage  0.0865* -0.0861* -0.0359* -0.0819* -0.0446* -0.0394*
offendback 0.0976* -0.0916* -0.0415* -0.0797* -0.0563* -0.0204*
will_risk -0.0481* 0.0435* 0.0724* 0.0296* 0.0142* 0.0809*
number- lend- lend- door- f hel
friends belongings money unlocked returnfavor returnhelp
numberfriends 1.0000
lendbelongings -0.1549* 1.0000
lendmoney -0.0716* 0.4585* 1.0000
doorunlocked -0.0377* 0.2120* 0.1752* 1.0000
returnfavor 0.0185* -0.0813* -0.0225* -0.0106* .0000
returnhelp 0.0133* -0.0390* -0.0202* 0.0075  0.4104* 1.0000
returncostlyhelp 0.0517* -0.0955* -0.1146*  .0023* 0.2571* 0.4414*
revenge -0.0417* 0.0277* 0.0109* -0.0110* 0.0745*
returndisadvantage  -0.0392* 0.0541* 0.0161* -0.0648* 0.0597*
offendback -0.0249* 0.0538* 0.0138* -0.0414* 0.0500*
will_risk 0.0816* 0.1268* -0.1384* -0.0824* 0.0072 0.0153*
Leturncostly- revenge returndis- ¢ ndback will_risk
elp advantage
returncostlyhelp 1.0000
revenge 0.0684* 1.0000
returndisadvantage  0.0656* 0.7180* 1.0000
offendback 0.0629* 0.5478* 0.5801* 1.0000
will_risk 0.0857* 0.0776* 0.0552* 0.0395* (anoo
Person-years 74389

Notes:Only correlation coefficients significant at th8% level or better are listed, those significanthat 1%
level are marked with a star. Correlation coeffitgewith larger significance levels are left blankhe matrix.
It is interesting to note that the variatiestpeoples technically speaking negatively correlatedifosubstance
positively correlated) with having profited fromstranger dprofitfromstrange). Thus, the active willingness to
trust others is in positive correlation to the pasdrust variable of having received generositynir others.
Moreover, the number of close friends is positivedyrelated with each of the three positive reaifiyoitems
and negatively with the three negative reciproitdyns. See Table Al for a detailed descriptiorhefvariables.
Source:Authors’ calculations based on the SOEP 2000-08.
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Table A3: Is Trust Affected by Transitions into or out of Entrepreneurship?

Dependent variable.: Change in the aggregatedgoase between 2003 and 2008

Sample: Persons not self-employed in 2003 Perssifismployed in 2003
Entry between 2003 and 2008 0.0305 0.0254

(0.0303) (0.0305)
Exit between 2003 and 2008 -0.0147 -0.0058

(0.0528) (0.0549)

Control variables no yes no yes
R° 0.000 0.002 0.000 0.028
Mean change in trust score 0.006 0.006 0.011 0.011
N 5731 5731 485 485

Notes: The table shows coefficients from OLS regressiohshe change in the aggregated trust score (not
standardized) on dummy variables indicating enitg or exit from self-employment between 2003 afa&
Standard errors in parentheses. The results focah#&ol variables are available from the authorsequest.
Source Authors’ calculations based on the SOEP 2003-08.

Table A4: Detailed Description of the Control Varigbles

Variable Definition
female Dummy for females
highschool Dummy for individuals who finished higlscondary school with a university entrance

apprenticeship
highertechncol

university
age

agesqr
prworkexp16
prunemexp
disabled
german
fatherse

nchild
married

separated
divorced
capincrl1000

duratiord
dur_sq

dur_cu
motherabi

fatherabi

qualification (‘Fachhochschulreifeor "Abitur")

Dummy for individuals who finishedapprenticeship (ehre")

Dummy for individuals who finishedtigher technical college, a health care school, or
civil service training (Berufsschulg "Schule GesundheitswesgtiFachschulg,
"Meistet’, "Beamtenausbildurigor "Sonstige Ausbilduriy

Dummy for individuals who have a univigrslegree

Age of individual

Age squared
Years of full time work experience prior to theay®f observation, divided by 10
Years of unemployment experience prior to the ypéabservation

Dummy for handicapped / physically chajkhindividuals

Dummy for German nationality

Dummy for individuals whose father wa$seiployed when the respondents were 15
years old

Number of children under 17 in the household

Dummy for married and not separated indiaig. Omitted category for marital status is
"single"/"widowed"

Dummy for married, but separated indal&lu

Dummy for divorced individuals

Real income from interests, divideads] renting out in the year before the observation
year in 1000 Euros, deflated to 2005 using the Gmes Price Index.
Tenure of current spell (self-employment, regelaployment or
unemployment/inactivity). For left-censored spalfe duration since the last job change
is used, which may be shorter than the overall ipgmebody switched jobs.

duratioh

duratioh
Dummy for individuals whose mother finished higsecondary school with a univers
entrance qualification

Dummy for individuals whose father firsshhigher secondary school with a university
entrance qualification

Notes:®Uses information from the lifetime employment higtin the SOEP.
Dummy variables equal 1 if condition holds and Beotvise.
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Supplementary Appendix

Table SA1: Factor Analysis and Cronbach’s Alpha

Factorl Factor2 Factor3 Uniqueness
trustpeople -0.6100 0.6225
canttrust 0.6348 0.5955
cautionstrangers 0.4359 0.8087
returnfavor 0.5235 0.7245
returnhelp 0.6571 0.564
returncostlyhelp 0.5368 0.6968
revenge 0.7887 0.3686
returndisadvantage  0.8204 0.3325
offendback 0.6638 0.5547
Constructed index negative reciprocity  trust puesitieciprocity
Cronbach’s alpha 0.6171 0.8269 0.6233

Notes: The upper panel of the table shows the rotatetbfdoadings (pattern matrix) and unique variances
(principal factors method; oblique promax rotatiohpsolute factor loadings below 0.3 are left blafike lower
panel presents Cronbach’s alpha (scale relialmbgfficient) for the three constructed indices. $able Al for

a detailed description of the variables.

Source:Authors’ calculations based on the SOEP 2000-08.

Table SA2: Full Regression Results in ComparisorotManagers — Marginal Effects on the
Stock

Aggregated Trust and Reciprocity Variabl&ersonality Items with Additional Trust

ltems
Self-employment  Self-employment  Self-employment  Self-employment
versus being a with workers versus versus being a with workers versus
manager being a manager = manager being a manager
trust -0.0209** -0.0300%***
(0.0091) (0.0078)
positive reciprocity  0.0006 0.0073
(0.0098) (0.0086)
negative reciprocity  0.0066 0.0026
(0.0095) (0.0081)
returnfavor 0.0103 0.0027
(0.0105) (0.0090)
returnhelp 0.0081 0.0046
(0.0114) (0.0102)
returncostlyhelp -0.0167 0.0020
(0.0114) (0.0102)
revenge -0.0008 -0.0011
(0.0133) (0.0116)
returndisadvantage -0.0001 0.0101
(0.0140) (0.0118)
offendback 0.0087 -0.0093
(0.0114) (0.0096)
trustpeople 0.0054 0.0074
(0.0114) (0.0102)
canttrust -0.0183* -0.0138
(0.0110) (0.0097)
cautionstrangers 0.0036 -0.0079
(0.0101) (0.0089)
dfair -0.0479** -0.0426**
(0.0219) (0.0190)
dhelpful 0.0341 0.0151
(0.0216) (0.0191)

continued on the following page
27



Continued

dprofitfromstranger 0.0047 -0.0009
(0.0212) (0.0185)
numberfriends 0.0037 0.0050
(0.0092) (0.0075)
lendbelongings 0.0221** 0.0217**
(0.0102) (0.0085)
lendmoney -0.0357*** -0.0293***
(0.0103) (0.0088)
doorunlocked -0.0223** -0.0146*
(0.0093) (0.0075)
will_risk -0.0182 -0.0064 -0.0185 -0.0046
(0.0154) (0.0124) (0.0158) (0.0126)
will_risk_sq 0.0040*** 0.0023* 0.0039*** 0.0020
(0.0014) (0.0012) (0.0015) (0.0012)
female 0.0813*** -0.0146 0.0844*** -0.0110
(0.0207) (0.0183) (0.0212) (0.0185)
highschool -0.0965*** -0.0765*** -0.0935*** -0.0750*
(0.0247) (0.0214) (0.0252) (0.0215)
apprenticeship -0.0610** -0.0421* -0.0614** -0.0435
(0.0262) (0.0224) (0.0267) (0.0225)
highertechncol -0.0622** -0.0392* -0.0638** -0.0414
(0.0281) (0.0235) (0.0286) (0.0236)
university -0.3019*** -0.1829%** -0.2970*** -0.1815+
(0.0248) (0.0248) (0.0252) (0.0251)
age 0.0056 0.0195** 0.0035 0.0174**
(0.0089) (0.0086) (0.0090) (0.0086)
agesq 0.0001 -0.0002 0.0001 -0.0001
(0.0001) (0.0001) (0.0001) (0.0001)
prworkexpl0 -0.1016*** -0.0392* -0.0961*** -0.0349
(0.0254) (0.0237) (0.0258) (0.0238)
prunempexp 0.0644*** 0.0045 0.0630*** 0.0018
(0.0133) (0.0104) (0.0134) (0.0105)
disabled -0.1525%** -0.0658** -0.1484*** -0.0635**
(0.0343) (0.0300) (0.0347) (0.0303)
german -0.1004** -0.0658 -0.1067** -0.0643
(0.0486) (0.0463) (0.0503) (0.0483)
fatherse 0.1062*** 0.1265*** 0.1023*** 0.1210***
(0.0307) (0.0295) (0.0312) (0.0296)
nchild 0.0213** 0.0192** 0.0211** 0.0175*
(0.0098) (0.0084) (0.0100) (0.0084)
married -0.0049 0.0060 -0.0034 0.0075
(0.0244) (0.0218) (0.0246) (0.0218)
divorced 0.0842** 0.0779** 0.0744* 0.0743*
(0.0387) (0.0386) (0.0392) (0.0386)
capincrl000 0.0050*** 0.0042*** 0.0048*** 0.0040***
(0.0010) (0.0008) (0.0010) (0.0008)
Year dummies yes yes yes yes
Wald x2 422.608 263.895 433.852 271.210
Log likelihood -10262.049 -6835.099 -10018.735 5653
Mean outcome 0.361091 0.219737 0.361238 0.220406
Person-years 17857 14622 17548 14378

Notes:Marginal effects after logit estimation, evaluattdthe means of the explanatory variables. Forrdym
variables, the effects of a discrete change frotm D are shown. Cluster and heteroscedasticitystogtandard
errors in parentheses. Stars (***/**/*) indicateygificance at the 1%/5%/10% levels. See Tablesmdl A4 for
a detailed description of the variables.

Source:Authors’ calculations based on the SOEP 2000-08.
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Table SA3: Probability of Employing Workers Conditional on Being Self-employed — Probit
Coefficients (Selection Model for Binary Outcome)

Aggregated Trust and Reciprocity Variabl&ngle Personality Items — Probit
— Probit Coefficients Coefficients

Self-employment  Self-employment  Self-employment  Self-employment

(selection equation) with workers

(selection equation) with workers

trust 0.0030 -0.1127***
(0.0176) (0.0340)
positive reciprocity  0.0053 0.0293
(0.0181) (0.0340)
negative reciprocity -0.0214 -0.0326
(0.0178) (0.0375)
returnfavor -0.0029 -0.0464
(0.0199) (0.0361)
returnhelp -0.0163 -0.0168
(0.0211) (0.0431)
returncostlyhelp 0.0186 0.0872**
(0.0215) (0.0443)
revenge 0.0226 -0.0257
(0.0271) (0.0539)
returndisadvantage -0.0046 0.1199**
(0.0274) (0.0578)
offendback -0.0494** -0.1606***
(0.0224) (0.0483)
trustpeople 0.0110 0.0939**
(0.0206) (0.0412)
canttrust -0.0155 0.0092
(0.0203) (0.0414)
cautionstrangers 0.0402** -0.0656
(0.0178) (0.0417)
dfair -0.0966** -0.0707
(0.0391) (0.0883)
dhelpful 0.0115 -0.0055
(0.0398) (0.0800)
dprofitfromstranger 0.0998** 0.0246
(0.0418) (0.0868)
numberfriends 0.0013 0.0206
(0.0176) (0.0356)
lendbelongings 0.0341* 0.0590
(0.0200) (0.0398)
lendmoney -0.0459** -0.0606
(0.0189) (0.0385)
doorunlocked -0.0706*** -0.0131
(0.0164) (0.0383)
will_risk 0.0055 0.0354 0.0057 0.0397
(0.0248) (0.0565) (0.0255) (0.0539)
will_risk_sq 0.0086*** -0.0011 0.0080*** -0.0009
(0.0024) (0.0055) (0.0025) (0.0055)
fatherabi 0.1728*** 0.1490***
(0.0552) (0.0553)
motherabi 0.2184*** 0.2116***
(0.0719) (0.0732)
Control variables yes yes yes yes
Yo, 0.2297 0.3004
(0.3215) (0.3669)
Wald x2 220.029 259.361
Log likelihood -21983.989 -21433.148
Person-years 70420 69211
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Notes The table shows probit coefficients. Cluster aeteroscedasticity robust standard errors in pheses.
Stars (***/**/*) indicate significance at 1%/5%/10%&vels. The left two columns refer to the modehgshe
aggregated variables on trust, positive recipro@tyd negative reciprocity, and the right two cahsnto the
model using the single items. For each model, #hecion equation appears in the left and the égualf the
probability of having employees in the right columile use the same control variables as in the giege
analysis. For better identification, we include thecondary schooling level of the respondent’sefand
mother in the selection equation only. The parests$iooling is expected to influence their childeemiitial
occupational choice, but not further entreprenddeaelopment once an adult has decided to beesapfoyed.
The parents’ schooling levels are measured by dumamniables indicating if the parents obtained tlghér
secondary school degreg&bitur, which qualifies for university admission in Gemmya Both variables have a
positive and highly significant influence on selent After having estimated the selection modelgld\tests
indicates that the hypothesis that 0, i.e. the selection and the outcome equattmasndependent, cannot be
rejected; thep-value is 0.49 using the aggregated indices andl @séhg the single items. See Tables Al and A4
for a detailed description of the variables.

Source Own calculations based on SOEP 2000-08.

Table SA4: Limited Sample 2005-2008 (Aggregated Imok) — Marginal Effects

Stock Entry Exit
trust03 0.0021 0.0011*** -0.0006
(0.0027) (0.0004) (0.0039)
positive reciprocity 0.0011 -0.0004 -0.0072*
(0.0026) (0.0004) (0.0039)
negative reciprocity -0.0036 0.0003 -0.0008
(0.0026) (0.0004) (0.0044)
will_risk04 -0.0023 -0.0002 -0.0058
(0.0038) (0.0006) (0.0071)
will_risk04_sq 0.0014*** 0.0001* 0.0009
(0.0004) (0.0001) (0.0007)
female -0.0366*** -0.0026*** 0.0184*
(0.0060) (0.0010) (0.0099)
highschool 0.0339*** 0.0031** -0.0213*
(0.0083) (0.0015) (0.0117)
apprenticeship -0.0209*** -0.0023** 0.0101
(0.0067) (0.0011) (0.0132)
highertechncol 0.0084 0.0001 0.0141
(0.0073) (0.0011) (0.0142)
university 0.0248*** 0.0007 -0.0027
(0.0085) (0.0013) (0.0121)
age 0.0145%* 0.0013*** -0.0028
(0.0028) (0.0004) (0.0052)
agesq -0.0001*** -0.0000*** 0.0000
(0.0000) (0.0000) (0.0001)
prworkexpl0 0.0040 0.0013 -0.0076
(0.0050) (0.0009) (0.0099)
prunempexp -0.0047*** -0.0009*** 0.0009
(0.0017) (0.0003) (0.0024)
disabled -0.0354*** -0.0016 0.0223
(0.0070) (0.0015) (0.0239)
german 0.0074 0.0023* -0.0061
(0.0110) (0.0012) (0.0199)
fatherse 0.0489*** 0.0050** -0.0061
(0.0117) (0.0020) (0.0131)
nchild 0.0014 0.0001 0.0038
(0.0027) (0.0004) (0.0052)
married -0.0145* -0.0009 -0.0138
(0.0075) (0.0011) (0.0132)
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Continued

divorced 0.0055 -0.0020* -0.0068
(0.0098) (0.0012) (0.0147)
capincr1000 0.0008*** 0.0000*** -0.0001
(0.0003) (0.0000) (0.0002)
duration -0.0026*** -0.0302***
(0.0004) (0.0047)
dur_sq 0.0001*** 0.0017***
(0.0000) (0.0004)
dur_cu -0.0000** -0.0000***
(0.0000) (0.0000)
notempl -0.0003
(0.0020)
duration_ne 0.0023*
(0.0013)
dur_sq_ne -0.0003
(0.0002)
dur_cu_ne 0.0000
(0.0000)
Year dummies yes yes yes
Wald x2 632.755 364.009 179.409
Log likelihood -8433.904 -1166.782 -570.937
Mean outcome 0.095434 0.011463 0.088989
Person-years 29832 21285 2225

Notes Marginal effects after logit estimation, evaluhtat the means of the explanatory variables. Fomndy

variables, the effects of a discrete change frotm D are shown. Cluster and heteroscedasticitysiogtandard
errors in parentheses. Stars (***/**/*) indicateyrificance at the 1%/5%/10% levels. In this tabldy the trust
measure from 2003 and the risk measure from 2004sed. See Tables Al and A4 for a detailed desmsripf

the variables.

Source Authors’ calculations based on the SOEP 2005-08.

31



Table SA5: Probability of Being Self-Employed: Margnal Effects — Separate Regressions
with Subsets of Trust and Reciprocity Iltems (SOEP@0-2008)

Spec. 1 Spec. 2 Spec. 4 Spec. 5 Spec. 7 Spec.6 ec. Bp Spec. 8 Spec. 9 Spec. 10
returnfavor 0.0006 0.0002
(0.0030) (0.0030)
returnhelp -0.0018 -0.0017
(0.0022) (0.0022)
returncostlyhelp 0.0021 0.0023
(0.0018) (0.0018)
revenge 0.0015 0.0016
(0.0019) (0.0019)
returndisadvantage -0.0008 -0.0009
(0.0020) (0.0020)
offendback -0.0030* -0.0030**
(0.0015) (0.0015)
trustpeople 0.0017
(0.0036)
canttrust -0.0045
(0.0032)
cautionstrangers 0.0084***
(0.0029)
dfair! -0.0104** -0.0100** -0.0097**
(0.0043) (0.0044) (0.0043)
dhelpful 0.0013 0.0015 0.0013
(0.0046) (0.0046) (0.0046)
dprofitfromstrangér 0.0207*** 0.0201*** 0.0154***
(0.0056) (0.0056) (0.0054)
numberfriends 0.0002 0.0003 0.0002 0.0003
(0.0005) (0.0005) (0.0005) (0.0005)
lendbelongings 0.0033 0.0034 0.0036
(0.0023) (0.0023) (0.0023)
lendmoney -0.0089*** -0.0090***  -0.0082***
(0.0027) (0.0027) (0.0027)
doorunlocked -0.0067*+* -0.0067**  -0.0064**
(0.0015) (0.0015) (0.0016)
will_risk 0.0011 0.0010 0.0009 0.0014 0.0008 0.0011 0.0010 0.0011 0.0008 0.0012
(0.0031) (0.0031) (0.0031) (0.0031) (0.0031) (61O (0.0031) (0.0031) (0.0031) (0.0031)
will_risk_sq 0.0009*** 0.0010*** 0.0010*** 0.0009** 0.0010*** 0.0009*** 0.0009*** 0.0009*** 0.0009*** 0.0008***
(0.0003) (0.0003) (0.0003) (0.0003) (0.0003) (030 (0.0003) (0.0003) (0.0003) (0.0003)
Control variables yes yes yes yes yes yes yes yes es y yes
chi2 854.959 852.714 860.044 862.109 840.757 868.28 858.407 853.409 858.765 866.025
I -18708.527  -18698.720  -18687.572  -18557.363 478542  -18565.190 -18693.154  -18401.792  -18399.7118282.968
ymean 0.086728 0.086728 0.086728 0.086968 0.0864780.086644 0.086728 0.086759 0.086373 0.086682
N 70865 70865 70865 70348 70353 70726 70865 69860 02307 69749

Notes Marginal effects after logit estimation, evaluhtg the means of the explanatory variables. Formdy variables, the effects of a discrete changm focto 1 are shown.
Cluster and heteroscedasticity robust standardseimgarentheses. Stars (***/**/*) indicate sigicénce at the 1%/5%/10% levels. See Table Al fietailed description of
the variables.

Source Authors’ calculations based on the SOEP 2000-08.
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Table SA6: Probability of Entry: Marginal Effects — Separate Regressions with Subsets of
Trust and Reciprocity Items (SOEP 2000-2008)

Spec. 1 Spec. 2 Spec. 4 Spec. 5 Spec. 7 Spec.6 ec. Bp Spec. 8 Spec. 9 Spec. 10
returnfavor 0.0008 0.0004
(0.0006) (0.0004)
returnhelp -0.0007* -0.0005*
(0.0004) (0.0003)
returncostlyhelp 0.0003 0.0003
(0.0003) (0.0002)
revenge 0.0002 0.0002
(0.0002) (0.0002)
returndisadvantage -0.0001 -0.0001
(0.0003) (0.0003)
offendback -0.0001 -0.0001
(0.0002) (0.0002)
trustpeople -0.0003
(0.0004)
canttrust 0.0003
(0.0004)
cautionstrangers 0.0006
(0.0004)
dfair! -0.0004 -0.0004 -0.0004
(0.0006) (0.0006) (0.0006)
dhelpful 0.0004 0.0004 0.0004
(0.0006) (0.0006) (0.0006)
dprofitfromstrangér 0.0021*** 0.0021*** 0.0017**
(0.0007) (0.0007) (0.0007)
numberfriends -0.0000 -0.0000 -0.0000 -0.0000
(0.0001) (0.0001) (0.0001) (0.0001)
lendbelongings -0.0004 -0.0004 -0.0004
(0.0003) (0.0003) (0.0003)
lendmoney -0.0004 -0.0004 -0.0003
(0.0003) (0.0003) (0.0003)
doorunlocked -0.0003 -0.0002 -0.0002
(0.0002) (0.0002) (0.0002)
will_risk -0.0013** -0.0006 -0.0006 -0.0006 -0.0006  -0.0006 -0.0006 -0.0006 -0.0006 -0.0006
(0.0006) (0.0004) (0.0004) (0.0004) (0.0004) (040 (0.0004) (0.0004) (0.0004) (0.0004)
will_risk_sq 0.0003*** 0.0002*** 0.0002*** 0.0002** 0.0002*** 0.0002*** 0.0002*** 0.0002*** 0.0002*** 0.0002***
(0.0001) (0.0000) (0.0000) (0.0000) (0.0000) (0moO (0.0000) (0.0000) (0.0000) (0.0000)
Control variables yes yes yes yes yes yes yes yes es y yes
chi2 388.452 750.705 757.303 741.544 751.485 789.09 756.039 749.869 754.937 751.752
I -3534.961 -3285.246 -3281.814 -3245.639 -3258.08 -3266.820 -3282.509 -3222.553 -3239.836 -3215.294
ymean 0.011556 0.011556 0.011556 0.011513 0.0115550.011528 0.011556 0.011526 0.011525 0.011528
N 59019 59019 59019 58540 58587 58898 59019 58127 8485 58031

Notes Marginal effects after logit estimation, evaluhtd the means of the explanatory variables. Formdy variables, the effects of a discrete changm focto 1 are shown.
Cluster and heteroscedasticity robust standardseimgarentheses. Stars (***/**/*) indicate sigicénce at the 1%/5%/10% levels. See Table Al fietailed description of

the variables.

Source Authors’ calculations based on the SOEP 2000-08.
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Table SA7: Probability of Exit: Marginal Effects — Separate Regressions with Subsets of

Trust and Reciprocity Items (SOEP 2000-2008)

Spec. 1 Spec. 2 Spec. 4 Spec. 5 Spec. 7 Spec.6 ec. Bp Spec. 8 Spec. 9 Spec. 10
returnfavor 0.0042 0.0020
(0.0052) (0.0045)
returnhelp -0.0031 -0.0022
(0.0042) (0.0037)
returncostlyhelp 0.0006 0.0003
(0.0033) (0.0027)
revenge 0.0063** 0.0063**
(0.0027) (0.0028)
returndisadvantage -0.0027 -0.0026
(0.0032) (0.0033)
offendback -0.0009 -0.0010
(0.0028) (0.0028)
trustpeople -0.0006
(0.0059)
canttrust 0.0066
(0.0056)
cautionstrangers -0.0063
(0.0051)
dfair! 0.0008 0.0027 0.0029
(0.0081) (0.0081) (0.0081)
dhelpful 0.0056 0.0057 0.0055
(0.0086) (0.0087) (0.0086)
dprofitfromstrangér 0.0091 0.0085 0.0093
(0.0082) (0.0083) (0.0086)
numberfriends -0.0020* -0.0020* -0.0021** 0021**
(0.0010) (0.0010) (0.0010) (0.0010)
lendbelongings 0.0003 -0.0005 0.0004
(0.0041) (0.0041) (0.0042)
lendmoney -0.0015 -0.0014 -0.0012
(0.0047) (0.0047) (0.0047)
doorunlocked 0.0032 0.0036 0.0040
(0.0029) (0.0029) (0.0029)
will_risk -0.0178**  -0.0152**  -0.0144** -0.0151**  -0.0144** -0.0153**  -0.0153**  -0.0150***  -0.01®2***  -0.0156***
(0.0068) (0.0057) (0.0057) (0.0057) (0.0058) (6100 (0.0057) (0.0058) (0.0057) (0.0058)
will_risk_sq 0.0018*** 0.0015*** 0.0014*** 0.0015** 0.0015*** 0.0015*** 0.0015*** 0.0015*** 0.0015*** 0.0016***
(0.0006) (0.0005) (0.0005) (0.0005) (0.0005) (080 (0.0005) (0.0005) (0.0005) (0.0005)
Control variables yes yes yes yes yes yes yes yes es y yes
chi2 123.841 284.112 279.029 273.270 278.147 280.83 284.254 275.450 283.066 283.034
I -1652.222 -1576.333 -1577.696 -1569.028 -1564.02 -1571.034 -1576.092 -1557.192 -1558.689 -1551.447
ymean 0.095221 0.095221 0.095221 0.094961 0.0958650.094987 0.095221 0.095536 0.095631 0.095615
N 5524 5524 5524 5497 5466 5506 5524 5443 5448 5428

Notes Marginal effects after logit estimation, evaluhtd the means of the explanatory variables. Formdy variables, the effects of a discrete changm focto 1 are shown.
Cluster and heteroscedasticity robust standardseimgarentheses. Stars (***/**/*) indicate sigicénce at the 1%/5%/10% levels. See Table Al fietailed description of

the variables.

Source Authors’ calculations based on the SOEP 2000-08.
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