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Abstract

Previous studies have argued that entrepreneurs earn less and bear more risk than other-

wise similar salaried workers. In a simple model of entrepreneurship, I show that estimates of

mean and variance of returns to entrepreneurship used by these previous studies are biased, as

they are based on cross-section data analysis and fail to account for the option value of exper-

imenting with new ideas. Using longitudinal data, I find that the returns to entrepreneurship

are more attractive than established by previous research.
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