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8.  Becoming an ex-entrepreneur: fi rm 
performance and the sell-out or 
dissolution decision
A. Miguel Amaral, Rui Baptista and 
Francisco Lima

INTRODUCTION

A signifi cant amount of research in entrepreneurship and market dynam-
ics focuses on the determinants of fi rm entry and survival as a way of 
understanding business performance (Santarelli and Vivarelli, 2006). The 
most common views underlying this research suggest that fi rm dissolution 
relates mostly with failure (Caves, 1998), thus supporting the argument 
that fi rm survival is an adequate indicator for measuring entrepreneurial 
success. However, there are obvious inconsistencies between this view 
and reality. For instance, an individual may cease to be an entrepreneur 
by giving up ownership of his/her fi rm, meaning that there can be entre-
preneurial exit without fi rm exit or dissolution. It may also happen that 
exiting fi rms were performing better before closing than surviving fi rms. 
Such discrepancies have led to the recognition of ‘entrepreneurial exit’ as a 
heterogeneous phenomenon that is distinct from, but related to, fi rm exit.

By looking solely at the life duration of a fi rm one cannot completely 
capture its performance, since not all fi rms are compulsorily liquidated 
and not all entrepreneurs’ decisions to exit are involuntary. Taylor 
(1999) investigated the duration of self-employment spells, diff erentiating 
between involuntary and voluntary terminations. The author found that 
while a relatively small percentage of self-employment terminations were a 
result of bankruptcy, leading to in individuals’ unemployment, the highest 
percentage of businesses terminated with a move of the entrepreneur to 
a better or diff erent alternative activity. Chrisman and McMullan (2000) 
have also detected that dissolution through bankruptcy is a relatively rare 
event.

Hence, exit can also be seen as a voluntary decision of the entrepre-
neur, driven by lack of willingness to continue in business. Voluntary 
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158 Entrepreneurship and growth

entrepreneurial exit is associated with diverse factors; namely, recognition 
of a better business opportunity (McGrath and Macmillan, 2000; Shane, 
2000), resource allocation to better markets (McGrath, 1999), positive 
occupational prospects as a paid employee (Van Praag, 2003; Bates, 2005) 
or re-entrance as an entrepreneur through starting-up or acquiring a dif-
ferent fi rm in the market (Westhead and Wright, 1998). Furthermore, 
voluntary exit of the entrepreneur can either take place through discontin-
uation of the fi rm or through sell-out where the fi rm continues operating 
with a diff erent owner (Holmes and Schmitz, 1995, 1996; Bates, 1999).

The fact that exit can be voluntary implies that when investigating 
entrepreneurial ‘success’, one should consider both the entrepreneurs’ and 
the fi rms’ thresholds of performance. Entrepreneurial exit may not occur 
because fi rm performance is insuffi  cient to meet the requirements of the 
market, but because the entrepreneur deems that same performance to be 
insuffi  cient. We have therefore a diff erent set of determinants for fi rm dis-
solution (associated with competitive conditions in the industry, fi rm and 
individual characteristics) and for entrepreneurial exit (associated with 
individual preferences in which the entrepreneur establishes a ‘threshold’ 
for business performance below which he/she chooses to exit) (Gimeno et 
al., 1997; Headd, 2003).

The purpose of the present study is to further explore diff erences between 
the individual and fi rm-level factors infl uencing the modes of entrepre-
neurial exit (i.e. ‘sell-out’ and ‘dissolution’) and to link those factors to 
fi rm performance at the moment of exit. Specifi cally, the analysis uses a 
longitudinal matched employer–employee database to test a typology of 
‘entrepreneurial exit’, while addressing three key questions:

1. What are the factors associated with exit from entrepreneurship?
2. What distinguishes individuals who exit entrepreneurship by dis-

continuing the fi rm from those who exit entrepreneurship through 
 sell-out?

3. How does the entrepreneurs’ individual decision to sell out or close 
the business relate to its performance in the market?

The article is structured as follows. The next section briefl y describes 
the underlying theoretical contributions on entrepreneurial exit, defi nes 
the research goals and propositions of the present study and proposes 
a theoretical framework for the analysis. The third section presents the 
data, discusses in some detail the issues in construction of the variables 
and describes the empirical methods used. The fourth section displays 
the estimation results, and the fi nal section provides some discussion and 
concluding remarks.
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BACKGROUND LITERATURE AND 
HYPOTHESES

Modes of Entrepreneurial Exit

Many diff erent types of exit are discussed in the literature. A large majority 
of the extant studies focus on the fi rm or industry level and explore diff er-
ent types of fi rm discontinuance, such as market exit or technological exit 
(Bowman and Singh, 1993; Burgelman, 1994; Argyres, 1996). However, as 
pointed out earlier, recent scholarship has been shifting attention towards 
the exit decisions of the entrepreneur, perceiving business dissolution and 
entrepreneurial failure as distinct phenomena.

In an early study in this vein, Schary (1991) considers that entrepre-
neurs can choose at any time to continue operations, sell the fi rm, volun-
tarily liquidate or declare bankruptcy. Additionally, this author considers 
that there are important economic diff erences between the diff erent forms 
of exit, estimating models linking the form of exit to profi tability, fi rm 
characteristics and decision-making processes. Watson and Everett (1993, 
1996) introduce fi ve categories for exit; namely, ceasing to exist (discon-
tinuation for any reason), change in ownership, fi ling for bankruptcy, 
closing to limit losses, and failing to reach fi nancial goals. Clark and 
Wrigley (1997) assert that exit can happen by means of closure, de-merger 
or divestment. Holmes and Schmitz’s (1995, 1996) research on business 
turnover distinguishes small business discontinuity (failures) from sale 
(success). For the purpose of the present study, the following hypothesis 
is formulated:

H1:  There exists signifi cant heterogeneity across forms of exit involving 
individual and fi rm-level characteristics and performance.

Looking at individual-specifi c variables associated with exit, Holmes 
and Schmitz (1995, 1996), using a model matching the owner and the busi-
ness as well as the characteristics of fi rms that survive beyond that match, 
fi nd that the probability that a business manager change’s jobs, in the case 
of the fi rm being sold, is the highest for those with the shortest tenure. 
Taylor (1999) fi nds that previous labour market experience is in general 
a strong predictor of the probability of exit from self-employment. This 
author fi nds that individuals who have work experience as paid employees 
and/or no previous unemployment experience are more likely to voluntar-
ily exit (within the context of Taylor’s research, voluntary exits are identi-
fi ed with sell-outs). On the basis of this result, a second hypothesis can be 
formulated in the present study:
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160 Entrepreneurship and growth

H2:  The number of years of experience as a paid employee (entrepre-
neur or non-employed) is positively (negatively) associated with exit 
through sell-out.

The fi nding that fi rms’ exit rates decline with age (Mata and Portugal, 
1994; Carroll and Hannan, 2000) is only partially corroborated when 
looking at the modes of exit. Mitchell (1994) fi nds that while the dissolu-
tion rate declines with age for start-up fi rms, sell-out rates increase with 
age. This fi nding is corroborated by Holmes and Schmitz (1995, 1996), who 
claim that, among fi rms with managers who have the same tenure at their 
business, the probability that a fi rm is dissolved decreases with the age of the 
business. Drawing on these fi ndings, the following hypothesis is proposed:

H3:  Exit through dissolution (sell-out) is negatively (positively)  associated 
with fi rms’ age.

Entrepreneurial Exit and Firm Performance

The literature in economics and business focusing on fi rm performance 
and entrepreneurial success uses a great variety of often disconnected 
measures, whether normative (such as fi rm survival, market share, sales 
revenue, productivity, profi tability or growth) or subjective (such as entre-
preneurial perceptions of failure).

Approaches such as those developed by Taylor (1999) or Van Praag 
(2003) diff er from the traditional views on performance as measured by 
duration of the fi rm, such as Chopra’s (2005) review of survival. While 
the former author estimates separate models distinguishing voluntary and 
involuntary terminations, the latter uses a competing risks model where 
success in business is defi ned as negative if the fi rm experiences compul-
sory exit (dissolution) and positive if exit results from a voluntary decision 
(sell-out) of the entrepreneur.

The literature presents mixed evidence regarding the relationship between 
fi rm performance (as measured by economic measures such as turnover or 
profi tability) and exit. Mitchell (1994) stresses that dissolution declines 
with greater sales for start-ups, but sell-out rates are not signifi cantly 
related with sales. Furthermore, sales levels have little eff ect on the divesti-
ture rate. Wennberg and Wiklund (2006), using data on exit for both fi rms 
and entrepreneurs, distinguish between ‘sell-off ’, ‘closure’ and ‘full exit’, 
characterizing the large majority of entrepreneurial exits as being ‘exits by 
success’; that is, fi rms that are sold while outperforming other incumbent 
fi rms in the market (in terms of gross turnover). However, Schary (1991) 
fi nds no signifi cant relation between exit and profi tability. For the purpose 
of the present study, the following hypothesis is tested:
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H4:  Exit through dissolution (sell-out) is negatively (positively) associ-
ated with fi rms’ sales revenue.

With regard to entrepreneurs’ perceptions of success (or failure) when 
dissolving the business, Headd (2003) fi nds that about half of new fi rms 
survive beyond four years and about a third of closed businesses were 
successful at dissolution. This author also fi nds that fi rms with no start-
up capital and relatively young owners were more frequently considered 
successful at dissolution, while entrepreneurs’ race and gender played neg-
ligible roles in determining survivability and success at dissolution. Bates 
(2005) fi nds that successful dissolution is more likely to take place among 
highly educated owners running fi rms in skilled-service fi elds such as pro-
fessional services; individuals with prior experience in the fi eld where they 
set up their small business; and where there are strong owner human capital 
traits, namely college graduates with relevant prior work experience.

The failure of entrepreneurs in achieving their intangible goals (Headd, 
2003; Bates, 2005) and the poor economic performance of fi rms (Gimeno 
et al., 1997) per se may not be suffi  cient to guarantee fi rm dissolution or 
entrepreneurial exit. In fact, many individuals re-enter, or continue in 
entrepreneurship despite not having had success in their previous entre-
preneurial eff orts (Flores-Romero and Blackburn, 2006). Hence, along 
with the investigation of hypothesis resulting from the literature, the 
present study draws on the theoretical underpinnings of entrepreneurial 
exit seeking to match modes of exit (sell-out vs. dissolution) with fi rms’ 
observed economic performance (sales revenue above or below the market 
average). For this purpose, four diff erent modes of exit are proposed, 
identifi ed and described empirically using the available data:

entrepreneurial failure  ● (dissolution with low economic 
performance);1

divestment choice ●  (dissolution with high economic performance);
managerial turnover ●  (sell-out with low economic performance);
planned exit strategy ●  (sell-out with high economic performance).

RESEARCH DESIGN

Data Description and Construction of the Variables

The present investigation uses detailed information on individuals’ back-
grounds, career paths, and fl ows between fi rms and sectors in the 
Portuguese economy. The main data source is the ‘Quadros de Pessoal’ 
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(QP), a unique database gathered from mandatory information submit-
ted each year by Portuguese fi rms to the Ministry of Social Security and 
Labour. The longitudinal matched employer–employee data is available 
for the period 1986–2003. The sample under study covers the period 
1986–2000 and, after data cleansing, accounts for about 340 000 exits from 
entrepreneurship out of nearly 1.2 million individual observations.

For the purpose of this research, a broad defi nition of ‘entrepreneur’ 
is used, incorporating all those individuals who are reported as busi-
ness owners in the QP, regardless if they have full or partial ownership, 
and have started, acquired or inherited the business. The choice not to 
restrict the analysis to those individuals who started new businesses was 
deliberate, since it allows us to examine diff erences between starters and 
 acquirers/inheritors in the empirical analysis.

The data allow disentangling continuance from discontinuance of 
fi rms.2 The QP data result from a questionnaire that is mandatory for all 
private fi rms in the Portuguese economy. Hence, if at a certain period one 
fi rm stops being present in the data set and does not return in the following 
two years, we assume that it has been discontinued. For this reason, the 
analysis uses only individuals and fi rms that are present within the period 
1986–2000, so that we can guarantee that only complete spells are being 
considered.3

Three major dimensions of variables are considered for the empirical 
analysis:

Owner demographic traits and human capital: age; retirement (more  ●

than 65 years old); gender; university education; years of experience, 
as a paid employee, as an entrepreneur and as non-employed; expe-
rience in diff erent fi rms, in diff erent fi rms as an entrepreneur or in 
diff erent sectors; the owner, who is the founder of the fi rm; number 
of business owners in the fi rm; earnings; exit from entrepreneurship; 
and modes of entrepreneurial exit.
Firm-level characteristics: age of the fi rm; fi rm size; fi rm sales  ●

revenue; and sector of economic activity.
Macroeconomic context: performance of the sector (average  ●

 turnover) and unemployment rate.

Dependent Variables

The main variable of interest is ‘entrepreneurial exit’, which is defi ned as 
a binary dependent variable. An individual is considered to exit entre-
preneurship if he or she leaves his or her current business to enter non-
employment4 or paid employment in another fi rm. Entrepreneurial exit 
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excludes those cases of entrepreneurs who, despite exiting the fi rm, do not 
change their professional occupation. In other words, an individual who 
switches directly5 to another fi rm but continues as an entrepreneur (busi-
ness owner) in that fi rm is not considered to have exited entrepreneurship.6 
The binary dependent variable distinguishes ‘entrepreneurial exit’ (assum-
ing value 1) from a control group for ‘continuance in entrepreneurship’ 
(assuming value 0).

The second main variable of interest is ‘modes of entrepreneurial exit’ 
and is defi ned as a categorical dependent variable. The multiple response 
distinguishes between a control group of individuals who ‘continue in 
entrepreneurship’ (assuming value 0); entrepreneurial exit with continu-
ance of the fi rm; that is, through ‘sell-out’ (assuming value 1) and, fi nally, 
entrepreneurial exit with discontinuance of the fi rm; that is, through 
 ‘dissolution’ (assuming value 2).

In order to account for exits with high or low performance in our 
descriptive analysis, a dummy variable was constructed based on informa-
tion on average sales revenue per sector of economic activity, at the two-
digit level of NACE. This variable equals 1 – ‘high performance’ – if, at 
the moment of exit, sales revenue per employee is equal to or higher than 
the sector average; and equals 0 – ‘low performance’ – if sales revenue 
per employee is lower than the sector average. This allows for the use of 
a variable that is the product of interaction of ‘modes of entrepreneurial 
exit’ and the ‘performance’ binary variable so that the four types of exit 
proposed in the last section can be empirically assessed.7

Independent Variables

Two variables are included in the models in a way that accounts for own-
ership status: number of business owners in the fi rm and a binary variable, 
distinguishing individuals who have started the fi rm from those who did 
not. We assume that entry into entrepreneurship occurs through a start-
up if an individual enters a fi rm for the fi rst time and that same fi rm is 
new in the market (i.e. the fi rm’s date of foundation and the owner’s date 
of admission in the fi rm are the same). Otherwise, we consider that an 
 existing fi rm has been acquired by the entrepreneur.

In order to study the infl uence of specifi c and general experience in the 
labour market, diff erent variables are built, accounting for the number of 
years individuals have spent in paid employment, entrepreneurship and 
non-employment. Moreover, a set of variables also measure the number 
of prior entrepreneurial experiences in diff erent fi rms, and the number of 
prior experiences in diff erent economic sectors.

In the original database, information on entrepreneurs’ earnings is 
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provided only for a negligible number of cases. As a way to overcome this 
limitation, the highest wage paid by the fi rm is used as a proxy for entre-
preneurs’ earnings. Hourly earnings are calculated by dividing the base 
wage plus regular payments by the number of hours worked per month, 
and defl ated using the Consumer Price Index. Overtime payments are not 
included.

Control Variables

Several factors have been shown by the literature to impact on individuals’ 
decisions to exit entrepreneurship. The more important of these factors are 
considered in the present study through the inclusion of control variables.

Estimations control for sector of economic activity because specifi c 
business environments may impact diff erently on fi rms’ profi tability and 
performance as well as on the individual choice to exit or continue in 
entrepreneurship. Dummy variables distinguish between primary sectors, 
manufacturing, energy and construction, services and community, social 
and personal services.

A measure of industry performance uses the yearly variation in average 
sales revenue per two digit sector. A control variable for macroeconomic 
environment is also included. This variable was constructed by calculat-
ing the unemployment rate variation8 relative to the homologous last 
quarters in 1986–2000, based on offi  cial statistical information regarding 
 unemployment rate, drawn from INE – Statistics Portugal.

It is important to acknowledge the inability of the data to provide evi-
dence regarding some factors that inevitably play a role in determining 
entrepreneurial exit (e.g. ill health, death). In order to partially account for 
these issues a dummy variable is included to control for exits that may be 
a result of entrepreneurial retirement. This variable assumes the value 1 if 
the individual is aged 65 or more years, and 0 otherwise.

Empirical Methods

In order to investigate why individuals exit entrepreneurship and the dif-
ferent modes of such exit, the present study resorts to a form of the classic 
discrete choice model as reviewed by Parker (2004). In these models, occu-
pational choice is determined by the expected utility from each diff erent 
occupation. Given the type of response variable, the logit and the multi-
nomial logit models are found to be a suitable empirical strategy (follow-
ing similar approaches to entrepreneurial exit developed by, for example, 
Schary, 1991; Headd, 2003; Bates, 2005).

The model assumes that there are two entrepreneurial choices (j), here 
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denoted by E (exit entrepreneurship) and C (continue in entrepreneur-
ship). Each individual (i) has a vector Xi of observed characteristics and 
derives utility Uij= U(Xi,j) 1 uij if they work in a j specifi c situation (E or 
C), where U(Xi,j) is observable utility and uij is idiosyncratic unobserved 
utility. The vector Xi comprises measures of individual demographic char-
acteristics, human capital and experience, organizational features, and 
economic environment.

Expected utility is defi ned as [E(Uij)]. An individual will exit entrepre-
neurship if E (Ui E) . E(Ui C), and will continue as an entrepreneur if E 
(UiE) , E (Ui C).

A logit specifi cation was used to assess the factors aff ecting the decision 
to exit entrepreneurship. Hence, our model becomes:

 Pr(zi 5 1) 5
e(b Xi)

1 1 e(b Xi)
 (8.1)

The initial logit model (8.1) is extended to estimate diff erent modes of 
exit. Hence, we consider that individual i has J possible outcomes and let 
zij denote the jth observation for individual i, j = 1,. . .,J. If there are J 
possible response states, then Pr(zit 5 j 0Xij) ,  j 5 1,. . ., J is the probability 
that individual i has response j given Xij, a column vector of explanatory 
variables for that observation.

The multinomial model is expressed as:

 Pr(zij 5 j 0Xij) 5
e(bijXij)

a
J

j51
e(bijXij)

 (8.2)

The model pairs each response category with an arbitrary baseline cat-
egory. In our analysis the response has three states (J = 3): individuals who 
continue in entrepreneurship (j = 0), individuals who exit entrepreneurship 
through sell-out (j = 1) and individuals who exit entrepreneurship through 
dissolution (j = 2). The group of individuals who do not exit entrepreneur-
ship is set as the reference category in order to facilitate interpretation of 
the results, so that b1 = 0.

Two diff erent models accounting for individual and fi rm-level factors 
associated with entrepreneurial exit are estimated:

Model I: ●  the probability of exiting entrepreneurship (a logit model 
reporting marginal eff ects).
Model II: ●  the probability of exiting entrepreneurship through dif-
ferent modes: sell-out versus dissolution (multinomial logit model 
reporting both log-odds and marginal eff ects).
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RESULTS

Descriptive Statistics

Descriptive statistics (presented in Table 8.1) show female entrepreneurs 
are more likely to exit through dissolution than sell-out when compared 
to male entrepreneurs. On average, individuals exiting through sell-out are 
older than individuals exiting through dissolution (about 47 vs. about 44 
years old). With regard to individuals of retirement age (over 65 years old), 
around 8 per cent leave entrepreneurship through sell-out, while only 6 per 
cent exit by closing their fi rms.

Descriptive statistics of individual experience in a given professional 
occupation show that a higher percentage of individuals who exit through 
dissolution have spent more time as paid employees or in non-employment 
before exiting, than individuals who exit through sell-out. Conversely, 
the frequency of individuals with more entrepreneurial experience is 
higher for the ones who exit through sell-out than for those who close the 
fi rm. Levels of education are similar for both sell-outs and dissolutions. 
However, there is a higher frequency of individuals with university educa-
tion among sell-outs than among dissolutions. Average earnings per hour 
are two times higher for entrepreneurs who continue in entrepreneurship 
or exit by selling, than for those who exit through fi rm dissolution.

When distinguishing between fi rm founders or acquirers, the data reveal 
a higher frequency of founders who close the fi rm (23 per cent) than of 
sellers (10 per cent). This may be connected to the fact that there are, on 
average, more entrepreneurial partnerships among individuals who sell 
(1.7 owners) than among individuals who close their fi rms (1.4 owners).

Concerning individual experience across diff erent fi rms, only 4.5 per 
cent of entrepreneurs who exit through sell-out have experience in two or 
more fi rms (regardless of their occupational attainment within those fi rms) 
comparing to the fi gure of around 9 per cent for dissolutions. However, 
when looking specifi cally at individuals’ previous entrepreneurial experi-
ences in diff erent fi rms, there is a higher frequency of cases with two or 
more entrepreneurial events who exit entrepreneurship through dissolu-
tion, compared to the ones who sell out and even to those who do not 
exit. Individuals with experience in two or more sectors of activity more 
frequently dissolve than sell their fi rms.

The average age of the fi rm at the moment individuals decide to exit 
entrepreneurship is around 16 years for sell-out and 11 years for dis-
solution, while the average age for all fi rms in the dataset is 15 years. 
Firm size, measured in number of workers, is 14 people on average for 
all cases considered in the data set and also for those who continue in 

M1868 - SMALLBONE TEXT.indd   166M1868 - SMALLBONE TEXT.indd   166 27/5/09   10:07:2927/5/09   10:07:29



 Becoming an ex-entrepreneur  167

Table 8.1  Descriptive statistics

Variable All individuals ‘Continue’ Entrepreneurial exit

Sell-out Dissolution

Mean SD Mean SD Mean SD Mean SD

1 if the individual is a 
female

0.252 0.434 0.251 0.434 0.247 0.431 0.275 0.446

Age of the individual 45.088 11.586 44.899 11.292 46.540 12.843 44.369 12.248
1 if the individual is 65 

or more years old 
0.048 0.215 0.043 0.202 0.081 0.273 0.055 0.227

Number of years of 
experience as non-
employed

0.343 1.126 0.330 1.079 0.356 1.257 0.475 1.396

Number of years of 
experience as a paid 
employee

1.907 4.366 1.991 4.403 1.351 4.066 2.028 4.416

Number of years of 
experience as an 
entrepreneur

8.402 7.806 8.560 7.723 8.184 8.463 6.775 7.140

Total years of 
schooling

6.648 3.663 6.632 3.637 6.677 3.807 6.787 3.676

Schooling: university 
education

0.111 0.315 0.109 0.312 0.125 0.330 0.109 0.311

Individual’s earnings 
per hour (in euros)

8.470 28.106 8.665 30.344 8.976 16.302 4.703 13.941

Age of the fi rm 14.914 15.096 14.943 15.073 16.437 16.150 11.109 11.979
Firm size, measured 

as number of people 
employed in the fi rm

14.483 77.439 14.536 73.869 16.367 98.001 9.531 71.518

Firm sales, measured 
in sales revenue per 
worker/1000 (€)

58 1910 59 2110 56 744 55 413

Firm’s sales 
revenue/1000

741 11500 743 11300 864 14400 436 5090

Average sales variation 
in the sector

0.352 2.904 0.336 3.040 0.441 2.358 0.361 1.982

1 if Primary sector 0.018 0.135 0.018 0.133 0.021 0.142 0.021 0.145
1 if Manufacturing 0.245 0.430 0.248 0.432 0.232 0.422 0.233 0.423
1 if Energy and 

Construction
0.113 0.316 0.115 0.319 0.098 0.297 0.119 0.323

1 if Services 0.575 0.494 0.571 0.495 0.597 0.490 0.581 0.493
Number of business 

owners in the fi rm
1.690 1.331 1.703 1.326 1.720 1.497 1.437 0.911

1 if the individual is the 
founder of the fi rm

0.169 0.375 0.177 0.381 0.095 0.293 0.236 0.425

1 if the individual has 
experience in two or 
more fi rms

0.068 0.251 0.070 0.255 0.045 0.206 0.094 0.292
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entrepreneurship. Looking at fi rm size fi gures for entrepreneurial exits 
and distinguishing between sell-outs and dissolutions, the data show that 
at the moment individuals leave entrepreneurship through sell-out, their 
fi rms are, on average, larger (16 workers) than the ones belonging to those 
individuals who exit through dissolution (9 workers).

Sales revenue per worker is higher for those who continue in entrepre-
neurship than for those who exit. Among individuals who exit, sell-outs 
exhibit higher sales per worker than dissolutions. Firms’ average sales 
revenue is higher for sell-outs than for dissolutions (more than double).

In order to further explore the relationship between the mode of entrepre-
neurial exit and fi rm performance, Table 8.2 presents additional descriptive 
statistics focusing mainly on fi rm characteristics and performance-related 
indicators. Four groups are distinguished, combining the mode of exit (sell 
vs. close) with fi rms’ sales revenue – above or below the sector average – in 
the exit event (high-performance vs. low-performance).

Table 8.2 shows that, in accordance with Table 8.1, fi rm average age is 
around 16 years for sell-outs. However, it is possible to observe that entre-
preneurial exits through dissolution with high performance happen more 
frequently in fi rms that live longer than dissolutions with low perform-
ance. Firm size is higher for fi rms that perform better at the moment of 
dissolution than for fi rms that perform below the market average.

Sales revenue per worker is lower for sell-out with low performance 
than for sell-out with high performance. Entrepreneurs’ earnings per hour 
are, on average, higher for those who exit through sell-out rather than 

Table 8.1  (continued)

Variable All individuals ‘Continue’ Entrepreneurial exit

Sell-out Dissolution

Mean SD Mean SD Mean SD Mean SD

1 if the individual has 
experience as an 
entrepreneur in two 
or more fi rms 

0.006 0.077 0.006 0.079 0.004 0.060 0.006 0.080

1 if the individual has 
experience in two 
or more sectors of 
activity

0.030 0.171 0.031 0.173 0.021 0.144 0.040 0.195

Unemployment rate 
variation

20.040 0.141 20.042 0.138 20.027 0.154 20.033 0.150

Number of 
observations

1 173 241 944 932 158 070 70 239
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170 Entrepreneurship and growth

for those entrepreneurs who dissolve the business. Comparing diff erent 
modes of exit combined with the fi rm performance measure, our typology 
shows that within sell-out and dissolution groups, those who exit high-
 performing fi rms earn more than those who exit low-performing fi rms.

In opposition to the common perception that individuals leave entre-
preneurship through dissolution – which is often associated with poor fi rm 
performance (bankruptcy or insolvency) – our descriptive analysis shows 
a large percentage of entrepreneurs exiting their fi rms through sell-out 
(about 70 per cent) instead of dissolution; that is, leaving the business does 
not imply the extinction of the fi rm.

Hence, it can be argued that, notwithstanding being interdependent 
entities, the fi rm and the entrepreneur(s), can be analysed separately. In 
particular, the performance thresholds that lead to entrepreneurs’ exit 
from a fi rm are not necessarily the same as those that lead to fi rm exit from 
the market.

As shown in Figure 8.1, about 80 per cent of exits from entrepreneurship 
are associated with low performance of the fi rm when compared with the 
average performance of the industry. The fact that a considerable number 
of entrepreneurial exits take place despite fi rm success in the market (the 
remaining 20 per cent of exits occur when fi rms are performing above 
the industry average) is in line with hypothesis H1 and suggests that exit 
should be dissociated from failure.

Sell-off ClosureHigh performance:

Sell-off ClosureLow performance:
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Figure 8.1  Percentage of entrepreneurs selling or discontinuing ‘high’ or 
‘low performance’ businesses, in 1986–2000
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Estimations on Entrepreneurial Exit (Logit Regression Reporting Marginal 
Eff ects)

In order to fi t the fi nal model, several estimations were analysed and 
compared. Specifi cally, a simple logit model including only individuals’ 
characteristics was extended to a subsequent model including non-linear 
independent variables for age and years of occupational experience. Firm-
level, sector-specifi c and macroeconomic variables were also included 
in the estimations and fi t was assessed considering the conceptual back-
ground discussed in the introductory section of this chapter. The assess-
ment of diverse measures of fi t provided additional empirical support for 
the variables included in the fi nal models.

Results presented in Table 8.3 show marginal eff ects estimated around 
mean points and the log-odds. The predicted probability of entrepreneur-
ial exit is lower for females than for males, for someone who is average in 
the remaining variables. The marginal eff ect of age on the likelihood of 
exit is negative. Being 65 (or more) years old does not impact on entre-
preneurial exit and this may suggest that a signifi cant percentage of the 
entrepreneurs remain active instead of exiting once they reach retirement 
age or that, otherwise, individuals leave entrepreneurship before they 
reach retirement age.

Professional experience in diff erent occupations is negative, thus deter-
ring the likelihood of exiting entrepreneurship. Comparing diff erent mag-
nitudes across occupations, it is possible to observe that the more years 
an individual had previously remained in paid employment, the lower the 
likelihood of exiting entrepreneurship. The eff ect is less negative for years 
of previous experience as an entrepreneur and very small for years of pre-
vious experience as non-employed (i.e. out of the database). Nevertheless, 
it is important to note that when analysing non-linear terms for occupa-
tional experience variables, the estimation reports positive coeffi  cients.

Individuals’ previous professional experience can also be assessed by 
considering the number of fi rms they were engaged with. The fact that 
individuals have been previously present in two or more diff erent fi rms 
is negatively associated with the decision to exit entrepreneurship. This 
negative eff ect on entrepreneurial exit is considerably stronger when con-
sidering previous experience in two or more diff erent fi rms as entrepre-
neurs. Having prior professional experience in diverse sectors of economic 
activity does not impact signifi cantly on exit.

Results show that the higher the entrepreneurs’ earnings per hour, 
the lower the likelihood of exiting entrepreneurial activity. Being a fi rm 
founder also impacts negatively on the decision to exit entrepreneur-
ship. The number of entrepreneurs in the same fi rm has a small negative 

M1868 - SMALLBONE TEXT.indd   171M1868 - SMALLBONE TEXT.indd   171 27/5/09   10:07:3027/5/09   10:07:30



172 Entrepreneurship and growth

Table 8.3  Logit regressions on entrepreneurial exit

Variable Marginal eff ects Log-odds

1 if the individual is a female 20.005*** 20.036***
[0.001] [0.006]

Age of the individual 20.008*** 20.051***
[0.000] [0.001]

Squared age of the individual (divided by 
1000)

0.104*** 0.690***
[0.002] [0.017]

1 if the individual is 65 or more years old 20.002 20.013
[0.002] [0.015]

Years of experience as non-employed 20.003*** 20.021***
[0.001] [0.005]

Squared years of experience as non-
employed (/ 1000)

1.372*** 9.079***
[0.087] [0.577]

Years of experience as a paid employee 20.013*** 20.087***
[0.000] [0.002]

Squared years of experience as a paid 
employee (/ 1000)

0.393*** 2.604***
[0.010] [0.065]

Years of experience as an entrepreneur 20.010*** 20.063***
[0.000] [0.001]

Squared years of experience as an 
entrepreneur (/ 1000)

0.180*** 1.194***
[0.003] [0.021]

1 if the individual has university education 0.022*** 0.145***
[0.001] [0.008]

Logarithm of fi rm age (in years) 20.012*** 20.077***
[0.001] [0.004]

Logarithm of the individual’s earnings per 
hour 

20.027*** 20.182***
[0.001] [0.004]

1 if the individual has experience in two or 
more fi rms

20.016*** 20.105***
[0.002] [0.011]

1 if the individual has experience as an 
entrepreneur in two or more fi rms 

20.054*** 20.359***
[0.002] [0.014]

1 if the individual has experience in two or 
more sectors of activity

0.002 0.012
[0.001] [0.008]

Logarithm of fi rm size (people employed 
in the fi rm)

20.004*** 20.029***
[0.001] [0.003]

Logarithm of fi rm sales (sales revenue per 
worker)

20.010*** 20.068***
[0.000] [0.002]

Average sales variation in the sector 0.001*** 0.004***
[0.000] [0.001]

Number of business owners in the fi rm 20.002*** 20.012***
[0.000] [0.002]

1 if the individual is the founder of the 
fi rm

20.066*** 20.436***
[0.001] [0.008]
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marginal eff ect on exit; which means that, the more partners in a fi rm, the 
higher the probability of them continuing in the same occupational status 
as entrepreneurs.

Estimations on the Modes of Entrepreneurial Exit (Multinomial Logit 
Model Reporting Marginal Eff ects and the Log-odds)

Table 8.4 provides results for entrepreneurial exit distinguishing between 
individuals who do not exit entrepreneurship (continue), those who exit 
and sell the fi rm (sell-out) and the ones who exit and extinguish the fi rm 
(dissolution).9 Both the coeffi  cients (log-odds) and marginal eff ects of the 
independent variables on the probability of observing a particular mode 
of exit are reported.

With regard to entrepreneurs’ demographic variables, results show 
that, for individuals with average values for all variables, the predicted 
probability of selling the fi rm is slightly lower for females than for males. 
Moreover, there is a higher marginal probability of continuing in business 
or exit through dissolution if the entrepreneur is a female.

The probability of exit through sell-out and dissolution is signifi cantly 
reduced by an increase in the entrepreneur’s age, which means that 
the probability of continuing in entrepreneurship increases with age. 

Table 8.3  (continued)

Variable Marginal eff ects Log-odds

Unemployment rate variation 0.097*** 0.639***
[0.002] [0.016]

Constant 0.168*** 1.109***
[0.006] [0.040]

Number of observations 1 173 241 1 173 241
Log likelihood 2560 338.47 2560 338.47
Wald chi2 35 944.38 35 716.81
Pseudo R2 0.0309 0.0309

Notes: * Signifi cant at 10%; ** signifi cant at 5%; *** signifi cant at 1%; standard errors 
in brackets. We use the highest wage paid within the fi rm as a proxy for entrepreneurs’ 
earnings. Hourly earnings is calculated by dividing base wage plus regular payments by 
the number of hours worked per month and defl ated with the Consumer Price Index. Age, 
experience as entrepreneur, experience as paid employee, and experience as non-employed are 
measured in years. University education is defi ned as a dummy variable. A dummy variable 
accounting for the individual being the founder of the fi rm is included since the analysis 
follows a broad concept of entrepreneurship where individuals can start up or acquire/
inherit a business. All specifi cations control for the business cycle by using dummy variables 
for industry, as well as national unemployment rate variations in 1986–2000.
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174 Entrepreneurship and growth

Table 8.4  Multinomial logit on the modes of entrepreneurial exit

Variables Model III - Multinomial logit

Continue 
(Z = 0)

Sell-out 
(Z = 1)

Dissolution 
(Z = 2)

Marginal 
eff ects

Marginal 
eff ects

Log 
odds

Marginal 
eff ects

Log 
odds

1 if the individual is a 
female (d)

0.007*** 20.009***20.079*** 0.002*** 0.046***
[0.001] [0.001] [0.007] [0.000] [0.009]

Age of the individual 0.007*** 20.006***20.053*** 20.001*** 20.043***
[0.000] [0.000] [0.002] [0.000] [0.002]

Squared age of the 
individual (divided by 
1000)

20.096*** 0.075*** 0.706*** 0.021*** 0.603***
[0.002] [0.002] [0.019] [0.001] [0.028]

1 if the individual is 65 
or more years old(d)

0.002 20.005** 20.040** 0.002** 0.049*
[0.002] [0.002] [0.017] [0.001] [0.028]

Years of experience as 
non-employed 

0.005*** 20.008***20.065*** 0.002*** 0.051***
[0.001] [0.001] [0.006] [0.000] [0.007]

Squared years of 
experience as non-
employed (divided by 
1000)

21.509*** 1.610*** 14.472*** 20.101*** 20.552
[0.082] [0.074] [0.670] [0.037] [0.924]

Years of experience as a 
paid employee

0.013*** 20.011***20.103*** 20.002*** 20.055***
[0.000] [0.000] [0.002] [0.000] [0.003]

Squared years of 
experience as a paid 
employee (divided by 
1000)

20.387*** 0.344*** 3.167*** 0.043*** 1.489***
[0.009] [0.008] [0.074] [0.004] [0.109]

Years of experience as 
an entrepreneur

0.009*** 20.008***20.074*** 20.001*** 20.027***
[0.000] [0.000] [0.001] [0.000] [0.002]

Squared years of 
experience as an 
entrepreneur (divided 
by 1000)

20.164*** 0.144*** 1.326*** 0.020*** 0.675***
[0.003] [0.002] [0.022] [0.002] [0.038]

1 if the individual has 
university education(d)

20.019*** 0.008*** 0.084*** 0.012*** 0.299***
[0.001] [0.001] [0.009] [0.001] [0.013]

Logarithm of fi rm age 
(in years)

0.010*** 0.000 20.010** 20.011*** 20.262***
[0.001] [0.000] [0.004] [0.000] [0.006]

Logarithm of the 
individual’s earnings 
per hour 

0.032*** 0.010*** 0.040*** 20.042*** 21.035***
[0.001] [0.000] [0.004] [0.000] [0.009]

1 if the individual has 
experience in two or 
more fi rms(d)

0.016*** 20.019***20.171*** 0.003*** 0.063***
[0.002] [0.002] [0.014] [0.001] [0.018]
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Table 8.4  (continued)

Variables Model III - Multinomial logit

Continue 
(Z = 0)

Sell-out 
(Z = 1)

Dissolution 
(Z = 2)

Marginal 
eff ects

Marginal 
eff ects

Log 
odds

Marginal 
eff ects

Log 
odds

1 if the individual 
has experience as 
entrepreneur in two 
or more fi rms(d)

0.055*** 20.047***20.432*** 20.008*** 20.258***
[0.002] [0.002] [0.017] [0.001] [0.020]

1 if the individual has 
experience in two 
or more sectors of 
activity(d)

0.001 20.006***20.048*** 0.005*** 0.127***
[0.001] [0.001] [0.010] [0.001] [0.013]

Logarithm of fi rm size 
(people employed 
in the fi rm)

0.004*** 0.000 20.003 20.004*** 20.097***
[0.000] [0.000] [0.004] [0.000] [0.006]

Logarithm of fi rm 
sales (sales revenue 
per worker)

0.008*** 20.009***20.077*** 0.000 20.009**
[0.000] [0.000] [0.003] [0.000] [0.004]

Average sales’ 
variation in the 
sector

20.000*** 0.000*** 0.003*** 0.000** 0.003**
[0.000] [0.000] [0.001] [0.000] [0.001]

Number of business 
owners in the fi rm

0.004*** 0.001*** 0.006*** 20.006*** 20.138***
[0.000] [0.000] [0.002] [0.000] [0.005]

1 if the individual is 
the founder of the 
fi rm(d)

0.079*** 20.077***20.703*** 20.001** 20.121***
[0.001] [0.001] [0.011] [0.000] [0.012]

Unemployment rate 
variation

20.090*** 0.069*** 0.654*** 0.020*** 0.586***
[0.002] [0.002] [0.018] [0.001] [0.027]

Constant 20.069*** 0.058*** 0.539*** 0.011*** 0.342***
[0.006] [0.005] [0.046] [0.003] [0.066]

Observations 1 173 241
Log likelihood 2681 457.05
chi2 86 874.65

Notes: * Signifi cant at 10%; ** signifi cant at 5%; *** signifi cant at 1%. Standard errors 
in brackets. For dummy variables – indicated by superscript (d) – the result expresses the 
impact of a discrete change of the variable from 0 to 1. For results reports in log-odds, the 
base outcome is the alternative ‘Continue’. See notes on Table 8.3.
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176 Entrepreneurship and growth

Individuals at retirement age (65, or more, years old) have a lower likeli-
hood of exit and selling their fi rms rather than entrepreneurs younger 
than 65 years old. The opposite eff ect happens for dissolutions; that is, 
the probability of people at retirement age exiting through dissolution is 
higher than for sell-out. Retirement age does not impact signifi cantly on 
the probability of continuing rather than exiting entrepreneurship.

Regarding human capital and experience, it is possible to observe that 
having a university education increases the likelihood of entrepreneurs 
exiting businesses, whether through selling or closing the fi rm. Results for 
previous occupational experience show that for non-employment, there 
are diff erent impacts across modes of exit. The more years that entrepre-
neurs have experienced non-employment the lower the probability of 
exiting through sell-out, with the probability of closing or continuing being 
increased by the number of previous spells out of the private labour market. 
Both previous experiences as an entrepreneur or as a paid employee seem to 
deter the marginal probability of exit, whether selling or closing the fi rm.

Results report diff erences between the signs of the marginal probabilities 
for entrepreneurs’ previous experience across diff erent fi rms (regardless of 
their occupation within those fi rms) and across diff erent economic sectors. 
Evidence shows that these two types of experience impact negatively on 
exit through sell-out and positively on exit through fi rm dissolution; that 
is, entrepreneurs are likely to choose to continue or close their business 
and exit, rather than sell and exit. However, when considering the specifi c 
case of experience in diff erent fi rms as an entrepreneur, there is a higher 
probability that individuals continue in entrepreneurship rather than exit 
indistinctly through sell-out or dissolution.

Individuals with higher earnings per hour are more likely to continue as 
entrepreneurs and if they decide to exit, higher earnings will be associated 
with a higher marginal probability of exiting through sell-out rather than 
through dissolution.

Variables controlling for fi rm-level characteristics report that the older 
the fi rm, the lower the probability of exiting and selling compared to the 
probability of continuing as an entrepreneur. The same reasoning applies 
for exit and closing comparing to continuing. Additionally, while increas-
ing the number of employees reduces the marginal probability of exiting 
through dissolution, fi rm size is not signifi cant for the sell-out alternative. 
Each additional entrepreneur owning a share of the fi rm will margin-
ally increase the probability of entrepreneurial exit through selling (or 
continuing) and decrease the probability of exiting and closing for all the 
 entrepreneurial team.

Results on our proxy for fi rm productivity (sales revenue) show that, 
as expected, higher sales revenue per worker will impact positively on the 
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entrepreneur’s decision to continue in business rather than to sell or close 
the fi rm and abandon entrepreneurship. Entrepreneurs’ decisions to con-
tinue in business are strongly and positively associated with the fact they 
have started the business instead of having acquired it.

Unemployment rate variation is used as a proxy for the macroeconomic 
cycle, and evidence suggests that in contexts of high unemployment, indi-
viduals’ probability of exiting entrepreneurship is signifi cant and high, 
particularly for sell-outs.

DISCUSSION AND CONCLUDING REMARKS

Results from estimations on the two diff erent modes of entrepreneurial 
exit – sell-out and dissolution – provide support for the initial claim that 
heterogeneity exists across forms of exit, involving individual and fi rm-
level characteristics (H1). In eff ect, some of the factors associated with 
entrepreneurial exit through sell-out contrast with the characteristics that 
make individuals more likely to exit entrepreneurship through fi rm disso-
lution. Some of those factors are related to demographic variables such as 
gender, entrepreneur’s age of retirement, earnings, professional experience 
and composition of the entrepreneurial team. The fact that females are 
less likely to sell than to exit may help in explaining the lower incidence 
of female entrepreneurship in the Portuguese context where, to a great 
extent, entrepreneurial activity results from businesses acquisition rather 
than start-up. Retirement age is negatively associated with exit in general. 
It might be that the positive eff ect of age found in the literature regarding 
entrepreneurial entry (Van Praag and Van Ophem, 1995) and learning 
processes allowing older people to build better networks for creating and 
exploiting opportunities (Calvo and Wellisz, 1980) may also hold for 
individuals’ persistence in entrepreneurship. However, the results are not 
conclusive regarding the reasons underlying the positive eff ect of retire-
ment age on fi rm dissolution contrasting with a negative eff ect for sell-out. 
Entrepreneurs’ earnings also appear to be a relevant variable associated 
with heterogeneity between modes of exit. In fact, results for earnings are 
in line with the descriptive statistics presented in Table 8.2 and the higher 
an individual’s earnings, the higher the probability of continuing in entre-
preneurship. Nevertheless, if exiting, they are likely to sell out rather than 
dissolve the business.

Results on the number of business owners within the same fi rm impact 
negatively on exit in general and diff er between sell-out (positive eff ect) and 
dissolution (negative eff ect). This suggests that having partial ownership 
of a fi rm implies a shared responsibility and strategic decision-making. 
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178 Entrepreneurship and growth

Thus, for instance, if the fi rm fails to continue in the market it does not 
necessarily jeopardize each of the owners’ continuance in the occupation 
of entrepreneur (e.g. they can immediately start or acquire a diff erent 
fi rm). Furthermore, diff erent impacts of this variable among modes of 
exit might be explained by the fact that if one business owner decides to 
exit entrepreneurship, it does not necessarily imply that all the remaining 
partners will do so and dissolve the business.

The data reveal diff erent categories of exit that fi t our proposed typol-
ogy in the following way: 27 per cent of dissolutions with low performance 
(‘entrepreneurial failure’); 3 per cent of dissolutions with high perform-
ance (‘divestment choice’); 48 per cent of sell-outs with low performance 
(‘managerial turnover’) and 22 per cent of sell-outs with high perform-
ance (‘planned exit strategy’). The high proportion of sell-outs and, in 
particular, the fact that a majority of fi rm sell-outs are of low-performing 
fi rms, deserves further discussion. Results show that being the founder 
of the fi rm impacts negatively on the decision to leave the fi rm and exit 
entrepreneurship, which suggests that founders may be more intrinsically 
involved with their venture and possess relevant knowledge about the 
specifi cities of the business and the market where they operate. This may 
represent an important asset facilitating entrepreneurial persistence. In a 
context of high fi rm turbulence (entries and exits from the market) such 
as the Portuguese one, the relative scarcity of starters implies that high 
turbulence happens also at the occupational mobility level into, and out 
of, entrepreneurship.

The high proportion of individuals who become entrepreneurs through 
acquisition is a distinguishing characteristic of the Portuguese economy; 
that is, one with high rates of business ownership but with relatively low 
start-up rates (Baptista and Thurik, 2007; Baptista et al., 2008), and is 
probably associated with high start-up costs and bureaucracy. However, 
the proportion of sell-outs of low-performance fi rms indicates that entre-
preneurs have signifi cantly diff erent preferences and performance thresh-
olds with regard to the businesses they wish to own. The study of the 
determinants of these performance thresholds is therefore an important 
avenue of research for future exploration.

Drawing on the literature, H2 proposes that years of experience as an 
entrepreneur or paid employee (unemployed) is positively (negatively) 
associated with exit through sell-out. The results partially support this 
hypothesis since a negative eff ect on sell-out was found for individuals 
with non-employment experiences. The eff ect is also negative for years of 
experience in the two remaining occupations, namely paid employment 
and entrepreneurship. When considering dummy variables for assessing 
experience in diff erent fi rms, in diff erent fi rms as an entrepreneur or in 
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diff erent economic sectors, the eff ect still negatively infl uences the likeli-
hood of exit through sell-out.

Results confi rm that exit through dissolution (sell-out) is negatively 
(positively) associated with fi rms’ age (H3). The eff ect of fi rm age on entre-
preneurial exit is, in general, negative. Moreover, it is possible to observe 
that the infl uence of fi rm age is signifi cantly stronger for dissolution rather 
than for sell-out. Multinomial estimations validate the proposition that 
exit through dissolution is negatively associated with fi rms’ sales revenue 
(H4), although the positive infl uence of sales revenue over the decision 
to exit through sell-out is not confi rmed. Sales revenue per worker seems 
to have a general negative infl uence on entrepreneurial exit, regardless 
of the mode of that exit. Although the fact that exit through dissolution 
(sell-out) does not necessarily associates with fi rms’ negative (positive) 
economic performance (H4) can be derived intuitively from the descrip-
tive statistics, additional empirical research should focus on the diff erent 
modes of exit proposed in this chapter, namely ‘entrepreneurial failure’, 
‘divestment choice’, ‘managerial turnover’ and ‘planned exit strategy’. 
Hence, further research work drawing on this exploratory study should 
seek to answer the following specifi c question on how fi rms’ observed 
threshold of performance in the market infl uences individuals’ decisions 
to sell-out or close the business. One possible methodological approach 
may be to model simultaneously fi rm performance (measured as fi rm sales 
revenue above or below the sector average) and individuals’ decision to 
exit entrepreneurship through sell-out or dissolution. This methodological 
choice has to do with the fact that the relation between entrepreneurial 
exit and fi rm performance cannot be studied using a single logit equation 
framework as the entrepreneur’s decision to exit may not be independent 
of the fi rm’s observable performance. In such a framework, it is admitted 
there is a possibility that the disturbances in the fi rm performance equa-
tion are correlated with those in the exit decision equation, and therefore 
assume the existence of unobservable characteristics that aff ect the deci-
sions under study. Finally, the use of discrete choice duration models with 
‘frailty’ may also be a suitable strategy to deal with transitions to diff erent 
occupations after entrepreneurial exit.

This study has provided an exploratory investigation of the modes and 
determinants of entrepreneurial exit using a large longitudinal dataset 
linking fi rms and individuals. More specifi cally, the analysis examines the 
characteristics and backgrounds of individuals who exit entrepreneurship 
towards non-employment or paid-employment. Determinants of entre-
preneurial exit are examined in the framework of an occupational choice 
model using a wide array of variables, including individuals’ demograph-
ics, general human capital (formal education), specifi c human capital 
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(labour market and entrepreneurial experience), fi rm-level characteristics 
and macroeconomic context. This investigation also proposes and tests 
a typology consisting of four diff erent modes of exit: ‘entrepreneurial 
failure’, ‘divestment choice’, ‘managerial turnover’ and ‘planned exit 
strategy’. Several hypothesis based on the literature were explored, unveil-
ing new evidence for entrepreneurial dynamics in the Portuguese context, 
as well as for the advance of research in the fi eld of entrepreneurial 
dynamics.

NOTES

1. We consider that, among these four typologies, only entrepreneurial failure is associated 
with involuntary exit. For the purpose of this study, the remaining forms of exit are 
deemed voluntary.

2. In the present study the concept of fi rm dissolution is adopted for the cases when the 
fi rm ceases to exist when the entrepreneur leaves; as opposed to sell-out, when the fi rm 
continues operating in the market after the entrepreneur leaves, being run by someone 
else. However, as the literature often uses diverse terms such as fi rm exit, liquidation, dis-
solution, discontinuance or closure, they are hereafter used interchangeably.

3. We forward-track fi rms’ lifecycle after the entrepreneur exits and only those fi rms that 
remain out of the data set in the following three years after entrepreneurial exit are 
deemed not to have survived. Additionally, we estimate a proxy for merger accounting 
for dissolutions, by looking at the extent to which a sizeable part of the workforce of 
each fi rm moves to a diff erent one in the QP database. We reach the conclusion that less 
than 1 per cent of the total number of dissolutions is due to merger within the Portuguese 
private sector, which suggests that an inability to track mergers is not likely to impact 
signifi cantly on results.

4. In this study, ‘non-employed’ is defi ned as individuals who are disengaged from any fi rm 
(i.e. exit the database) for two or more years, either because they are unemployed or 
because they exited the job market.

5. In the context of the present study, ‘switching directly’ refers to the cases where entre-
preneurs leave their fi rms to re-enter entrepreneurship in another fi rm immediately in the 
next year.

6. We acknowledge the fact that these entrepreneurs – known in the literature as serial 
entrepreneurs (Westhead and Wright, 1998) – despite not changing their occupation, 
have to face a sell-or liquidate decision. However, since they change fi rm but do not leave 
entrepreneurship, we treat them as part of the counterfactual group in our empirical 
analysis.

7. The choice of exploring performance as an economic outcome was contingent on the 
information available in our data set (data do not provide information on owners’ 
perceptions). However, despite its signifi cance for entrepreneurship research, subjective 
measures of success (overlooking economic indicators), may be associated with a sort of 
‘choice-supportive bias’, where after exit entrepreneurs have the tendency to remember 
their choices as better than they actually were and overestimate fi rm performance. In 
fact, the literature provides evidence that entrepreneurs may suff er from unrealistic opti-
mism in anticipating high entrepreneurial performance in the start-up process (Cooper 
et al., 1988; De Meza and Southey, 1996) or during the development process (Lowe and 
Ziedonis, 2006). Overoptimism can also be viewed as one possible explanation for the 
high rate of new business failures (Camerer and Lovallo, 1999).

8. In order to calculate the unemployment rate variation, we employ the formula (UNt 
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– UNt–1) / UNt–1, where UN refers to the unemployment rate at year t, or at the previous 
year t - 1.

9. Multinomial logit estimation imposes the Independence of Irrelevant Alternative (IIA) 
assumption. This assumption requires that for any two alternatives, the ratio of their 
choice probabilities is independent of the specifi cation of any alternative in the choice 
set (i.e. any combination of continue, sell-out and dissolution). Specifi c tests were used 
in order to account for the IIA. Specifi cally, the Hausman and McFadden (1984) test 
and the Small and Hsiao (1985) test were computed, providing positive support for 
IIA, therefore validating the use of a multinomial model (see Long and Freese, 2005 for 
operational issues).
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