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Does Self-Employment Contribute to Wealth Accumulation for Older Workers?

Abstract: The proposed study will examine wealth accumulation of older workers who become
self-employed after 55 years old. Previous studies suggest that household wealth is an important
determinant of older workers’ decision to enter self-employment. However, little is known about
the contribution of self-employment to wealth accumulation for older workers. This study
investigates the trajectory of wealth accumulation among self-employed older workers using data
from the 1984-2009 Panel Study of Income Dynamics (PSID). Findings of the study will provide
important insights into policies aiming to promote work and economic security among older
adults.

Specific Aims

Transition into self-employment at older ages is increasingly common, and self-
employment rates are higher for older workers (Van Solinge, 2012; Zissimopoulos & Karoly,
2003). In 2009, among the 15.3 million self-employed Americans, more than one third were
older than 54 years old, and nearly 20 percent of workers aged 65 and above was self-employed
(Hipple, 2010). Self-employment may extend working lives of older workers, improve their
financial security, contribute to the overall economy, and could be part of the answer to the
challenge to the Social Security system.

Despite its prevalence and significance, little is known about self-employment among older
adults, with only a few exceptions (Gu, 2010; Van Solinge, 2012; Zissimopoulos & Karoly, 2003,
2009). These studies mainly focus on the determinants of transition into self-employment, and
identify factors related to older workers’ decision of self-employment, including access to credit,
household wealth, health insurance access, previous occupation, and self-employment experience
of other family members.

While the literature regarding older workers’ self-employment entry shows the vital role of
household wealth in starting a new business, it is not clear how self-employment contributes to
their wealth accumulation. On the one hand, self-employment could create wealth for older
workers. With income generated from self-employment, older adults may have more economic
resources to save rather than have to spend down retirement savings (if they have retired from
previous jobs). On the other hand, there is risk associated with starting a new business, and it
may cause a loss of wealth. In addition, transition into self-employment and investment in
business will likely change the wealth composition of older workers. To fill in this knowledge
gap, the current study proposes to examine the relationship between self-employment and wealth
accumulation of older adults using data from the PSID. It investigates the following research
questions: What is the trajectory of wealth accumulation of self-employed older workers? Does
self-employment increase or decrease their wealth distribution? And how is their trajectory of
wealth accumulation different from that of other older adults.

Research Methods

Data, Sample, and Design. The PSID is a longitudinal survey that is publicly available
through the Institute for Social Science at the University of Michigan. The PSID collects
demographic information and socioeconomic characteristics from a nationally representative
sample annually from 1968-1997 and biennially thereafter. Self-employment status of household
heads and their spouses is included in each wave of the survey. The PSID also collected



information of household wealth every four years between 1984 and 1999 (i.e., 1984, 1989, 1994,
and 1999), and every two years between 2001 and 2009 (i.e., 2001, 2003, 2005, 2007, and 2009).

Following the previous literature (James, Swanberg, & McKechnie, 2007; U.S. GAO,
2005), the study defines older works as those aged 55 or above. The study sample, therefore,
includes all household heads and their spouses in the PSID if they were aged 55 or above in any
year when household wealth information was collected. The observation period varies from
individual to individual. For example, the observation period for an individual is from 1984 to
2009 if s/he was 55 or older in 1984, and is from 1989 to 2009 for another individual who was
55 or older in 1989. Since the study focuses on the transition into self-employment, those who
started self-employment prior to their observation periods are excluded. Figure 1 below uses
three hypothetical cases to show the design of this study: “o” indicates transition into self-
employment, which may or may not occur during the observation period.

Figure 1: Observation Periods of Three Hypothetical Cases
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Note: €—> =Observation period,; ® =Measurement point of household wealth; o =Timing of
transition into self-employment

Measures. Self-employment is measured by self-reported employment status. An individual
is considered self-employed if s/he reports working for himself/herself or owning a business in
that wave. Household wealth is indicated by the amount of liquid assets (the amount of money in
savings and checking accounts plus the total value of stocks, mutual funds, and investment trust),
home equity, business assets, debts, and net worth (the sum of liquid assets, home value, and
business assets minus all debts). The study also considers in the analysis covariates of
demographic and socioeconomic characteristics (e.g., age, gender, race, education, health,
marital status, previous occupation and employment status, the employment status of spouse, and
S0 on).

Analysis. To answer the proposed questions, the study uses multilevel analysis (i.e.,
random-effect model) to examine the longitudinal trajectory of wealth accumulation:

Y= Boi + Bli*sti + BZi*Szti + B3* Xy + & (|=0 N, and t=OT) (1)

where Yy indicates a measure of household wealth of an older worker i at the t observation:; S
denotes, at the t observation, the number of years since an older worker’s self-employment entry;
and X;; is a vector of control variables. If an older worker transitions into self-employment at
observation e (0<e<T), S;i equals to 0 if t<e. For those who never transition into self-
employment, S is equal to O in all observations. The analysis includes a squared term of S;; to
capture the potential nonlinear association between self-employment and wealth accumulation.
As indicated by the subscription i, the analysis also allows the wealth accumulation trajectory to
vary across individuals. The parameters of interest are £1; and f2i, which show the trend of wealth
accumulation over the duration of self-employment.
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Project Budget

Budget Items Amount
Graduate Research Assistant (6 months):
Stipend: $1,478*6 $8,868
Health Insurance: $200*6 $1,200
Two Conference Presentations $3,000
Consultant Services $1,500
Total Amount $14,568

Budget Justification:

1. Funding for one graduate research assistant is requested. The graduate assistant will work

on tasks related to the proposed project for six months, including literature search,

literature review, and data analysis.

2. A total of $3,000 is requested for two conference presentations ($1,500 for each). The Pl
plans to present the study results at the 2013 NBER Household Finance Working Group

meeting and the 2014 Annual Conference of Society for Social Work Research.

3. Atotal of $1,500 ($100/hour*15 hours) is requested for consultation on statistics and

econometric analyses.
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