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Chapter 4 

RECENT DEVELOPMENTS IN SELF-EMPLOYM[ENT 

A. I”R0DUCTION 

Over recent years, the self-employed have moved into 
the limelight, both from the point of view of labour 
market policy and academic research. Part of the reason 
for this is that self-employment has been growing in 
several countries, reversing a trend of many decades. It 
has begun to be seen as an important potential source of 
new jobs and a way of releasing the entrepreneurial abili- 
ties of the population. At the same time, academic 
research into the factors underlying the growth of self- 
employment has blossomed, improvements in data have 
led to the possibility of deeper analysis, and the topic has 
been widely discussed at both national and international 
levels [KO (1990)l. 

An extensive set of comparative data on the self- 
employed in OECD countries was published in OECD 
(1986, Chapter 2). The purpose of this chapter is both to 
update that work and to provide further analysis of the 
changing characteristics of the self-employed, their 
working hours and remuneration (Section B), the dynam- 
ics of entry into and exit from self-employment (Sec- 
tion C), and the factors influencing its incidence, espe- 
cially selected institutional factors (Section D, 
accompanied by a box on the United Kingdom, where 
there was a spectacular growth in self-employment from 
1979 to 1990). The final section discusses the relevance 
of developments in self-employment to four of the main 
objectives of labour market policy: job creation, the 
mobilisation of labour supply, improving the functioning 
of the labour market and the quality of jobs. Annex 4.A 
provides information on the varying national definitions 
of self-employment, in order to facilitate international 
comparisons. 

This analysis contains four findings which are likely to 
be of particular interest to policy-makers: 

- First, self-employment has grown in many coun- 
tries over the last economic cycle and, in some, 
has added significantly to total employment. 
However, this growth is concentrated more 
among people who are working for themselves 
than among those employing others, so that the 
multiplier effect may be less than it was in the 
past. 

- Second, self-employment is likely to be a suitable 
long-term option for only some of the unem- 
ployed, since success in self-employment is 
related to factors such as age, finances, work- 
experience in small organisations and, no doubt, 
personality. However, some of the unemployed 
entering self-employment have been able to use it 
as a stepping stone to other forms of employment. 

- Third, countries where the incidence of self- 
employment is particularly high are often those 
where job security legislation is relatively restric- 
tive and employers’ social security charges are 
comparatively high. Both these factors are likely 
to encourage subcontracting to small firms. In 
this way, self-employment makes an important 
contribution to the functioning of the labour mar- 
ket. However, the counterpart may have been 
poorer working conditions. 

- Fourth, self-employment growth may be stimu- 
lated by supportive government policies, includ- 
ing schemes to help the unemployed set up in 
business, efforts to reduce barriers to entry, and 
help in securing the financial resources and skills 
necessary for success. In this way, governments 
can help to develop the entrepreneurial base of 
their economies. 

Definitions and data 

In broad terms, self-employment can be considered to 
be the residual category of gainful employment not 
remunerated by a wage or salary. Ideally, self-employ- 
ment might be defined more positively according to pre- 
selected criteria, such as the economic criteria of “risk” 
(to capital involved in the business), “control” and 
“responsibility” [ILO (1992)l. And if the numbers of 
self-employed were to be taken as a proxy for the num- 
bers of entrepreneurs, it might be correct to add factors 
such as “innovation” [Blanchflower and Meyer (forth- 
coming)]. However, it has not proved practicable to 
develop data based on criteria of this kind. 

In practice, as explained in more detail in the annex, in 
most cases there is little difficulty in deciding whether or 
not a person is self-employed. Self-perception will corre- 
spond to what is recorded for tax and social security 
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purposes. All that is needed is to ask respondents to 
report their status to labour force surveys, the source of 
most of the data in this chapter. However, some impor- 
tant conceptual questions await resolution and there are 
some borderline cases where national statisticians do not 
agree. First, there are people whose status lies between 
that of wage and salary employment and self-employ- 
ment, such as free-lance workers, consultants and people 
working very short hours. Second, there are the owner- 
managers of companies (incorporated businesses). 

Under income tax legislation, owner-managers of 
companies are classified as employees of their company, 
reflecting the fact that they receive a salary and enjoy 
limited liability. However, they share many characteris- 
tics of the self-employed [Fain (1980)], and usually con- 
sider themselves as self-employed'. Australia, Canada, 
France, Japan, the Netherlands, New Zealand, Norway 
and the United States exclude them from their main 
labour force survey tabulations of self-employment data; 
other countries generally count them as self-employed, 
except for the United Kingdom which adopts a half-way 
position. Sometimes they are counted as self-employed 
on the grounds that their labour market behaviour is 
similar to that of owners of unincorporated businesses 
and no attempt is made to identify them separately. Their 
numbers may be quite large: for example, in the United 
States, their inclusion among the self-employed would 
raise the total by about a third. International comparisons 
of self-employment must be made with this in mind. 

Whatever the details of the definition, the self- 
employed are a highly heterogeneous category. In this 
chapter the heterogeneity is reduced by excluding both 
the agricultural sector, where employment in general 
continues to decline, noticeably so in the Southern Euro- 
pean countries, and unpaid family workers. However, the 
diversity of the remainder is a recurring theme. 

B. THE GROWTH AND CHARACTER OF 
SELF-EMPLOYMENT 

1. In many countries, a reversal of earlier declines 

This section outlines some of the salient characteristics 
of the self-employed - the nature of their work, their 
economic and demographic characteristics - and looks, 
where relevant, at how these features have been changing 
over time. 

The most recent economic cycle, 1979-1990, saw a 
reversal of the long-term trend away from self-employ- 
ment in many OECD countries. In twelve of the 20 
countries for which figures are available, self-employ- 
ment expanded faster than overall, non-agricultural 
employment during this period of job growth - much 
faster in the case of Belgium, Ireland, Italy, New 
Zealand, Portugal and the United Kingdom. This con- 

trasts markedly with the previous cycle, 1973-1979, 
when self-employment fell in absolute terms in eleven 
countries and grew relative to overall employment in 
only six of the 21 countries reporting (Chart 4.1 and 
Table 4.1). 

Today, there are 37 million self-employed people 
(excluding unpaid family workers) in the non-agricul- 
tural sectors in OECD countries. They make up over 
10 per cent of the employed population in half the 
Member countries (Table 4.2). The highest proportions 
are found in Turkey, Greece, Italy, Portugal and Spain 
(in descending order). At the other extreme, Austria, 
Denmark, Norway and Sweden have rates in the 
neighbourhood of 6-7 per cent. Unpaid family workers 
account for a further zero to 5 per cent of the non- 
agricultural workforce. 

2. Increasingly empIoyers of self, not often of others 

Although some of the self-employed employ other 
people, those without employees represent the bulk of the 
self-employed in almost all of the countries for which 
data are available (Table 4.3). The clearest exceptions are 
Denmark and western Germany. Self-employed workers 
without employees are especially preponderant in coun- 
ties where the overall proportion of self-employment is 
above the average, for example Italy and Belgium, where 
the proportions of self-employed without employees are 
96 and 89 per cent respectively, and Spain, Greece and 
Turkey, where they are roughly in the range 70 to 80 per 
cent. 

The proportion of self-employed without employees 
tended to rise over the recent recovery, implying that a 
greater proportion of the self-employed were working on 
their own or in partnerships (France, Portugal and Spain 
were the main exceptions). In general, countries with 
greater increases in the incidence of self-employment 
showed bigger rises in the proportion of self-employed 
without employees. The correlation between the two 
variables is 0.8 (Chart 4.2). This suggests that the bulk of 
the additions to the self-employed population have no 
employees, at least initially. 

3. Increasingly concentrated in service jobs, 
changing with the times 

In terms of the International Standard Industrial Clas- 
sification (ISIC), used in annexed Tables 4.A.1 and 
4.A.2, the bulk of non-agricultural self-employment is 
found in wholesale and retail trade, restaurants and hotels 
(Branch 6), construction (Branch 5 )  and community, 
social and personal services (Branch 9), while virtually 
no self-employment is found in electricity, gas and water 
(Branch 4), which is therefore excluded from the tables. 
Women are concentrated particularly strongly in whole- 
sale and retail trade (Branch 6). 
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Chart 4.1 

Growth of self-employment and total civilian employment 
Annual averages 
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a) 1979-1989 for Greece, 1979-1988 for Iceland, and 1986-1990 Source: OECD. Labour Force Statistics, 1970-1990, Paris, 1992. 

b) 1977-1979 for Greece, and 1975-1979 for the Netherlands. 
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Table 4.1. Non-agricultural self-employment, 1973-1990 
Thousands and percentages 

1979 1975 1979 1983 1985 1986 1987 1988 1989 1990 

Numbers 
Australiao 
Austria 
Belgium 
Cana& 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 
IMY 
Japan" 
Luxembourg 
Netherlandsn 
New Zealand" 
Norway 

Spain 
Sweden 
Turkey 
United Kingdom* 
United Stateso 

Portugal 

508 556 706 
294 247 242 I 
394 388 397 
505 I 509 659 
20 1 202 I 208 
1151 106 I 1181 

2 111 2070 2 051 
2 259 2 146 2 0241 

732 
81 86 94 

3 583 3 6691 3 234 
6400 6210 6790 

154 150 139 
403 400 I 

107 
114 114 112 
307 I 289 323 1 

1 584 14501 1499 
172 168 177 

1748 1720 1 620 
5 451 5 682 6 751 

707 
230 I 
416 
718 
188 
146 

2 047 
1821 

69 1 
99 

3 683 
6 910 

132 
404 

119 
539 

1 525 
190 

1 949 
7 540 

790 826 
176 184 
427 433 
795 788 
169 173 
139 147 I 

2 032 2 047 
1 896 1932 

693 708 
106 102 

3 888 3 976 
6 810 6 830 

130 129 
404 402 I 

184 
119 I24 
512 536 

1 573 1630 
183 I 173 I 

2 336 2 353 
7 771 7 833 

83 7 
187 
441 
818 
170 
173 

2 073 
1 949 

728 
111 

4004 
6 870 

129 
434 
184 
122 
561 

1 808 
282 

2 591 
8 141 

863 
193 
450 
85 1 
158 
184 

2 098 
1984 
737 
119 

4 109 
6 890 

130 
439 
191 
126 
588 

1 830 
285 

2 433 
2 730 
8 474 

899 914 
202 208 
460 469 
856 892 
170 179 
194 198 

2 107 2 109 
2 031 2 076 

745 
119 126 

4 229 4 296 
6 820 6 670 

130 130 
448 469 
192 192 
120 114 
609 680 

1 874 1 901 
304 307 

2 466 2 765 
2 986 3 028 
8561 8710 

As proportion of 
civilian 
employment 

Australia- 9.5 10.2 12.4 12.1 12.6 12.7 12.5 12.5 12.3 12.4 
Austria 11.7 9.6 8.9 I 8.1 I 6.0 6.1 6.2 6.3 6.6 6.4 
Belgium 11.2 11.0 11.2 12.3 12.5 12.6 12.8 12.8 12.9 12.9 

Denmark 9.3 9.6 I 9.2 8.5 7.2 7.0 6.8 6.3 6.9 7.2 
Finland 6.4 I 5.6 I 6.1 I 7.0 6.5 6.8 1 8.0 8.4 8.7 8.8 
France 11.4 11.1 10.6 10.5 10.5 10.5 10.6 10.6 10.5 10.3 

Greece 32.0 27.9 27.2 27.5 27.7 27.4 27.2 
Ireland 10.1 10.4 10.4 10.7 11.9 11.3 12.2 13.0 13.0 13.3 
Italy 23.1 22.61 18.9 20.7 21.3 21.6 21.7 21.9 22.4 22.3 
Japan5 14.1 13.6 14.0 13.3 12.9 12.7 12.7 12.4 12.0 11.5 
Luxembourg 11.1 10.3 9.4 8.8 8.5 8.2 7.9 7.7 7.4 7.1 
Netherlands" 9.2 8.8 I 8.6 8.4 8.2 I 7.9 7.8 7.8 7.8 
New Zealand" 9.5 13.3 13.2 14.2 14.6 14.6 
Norway 7.8 7.4 6.6 6.8 6.5 6.5 6.3 6.5 6.4 6.1 
Portugal 12.71 11.8 12.1 I 17.0 16.6 16.9 17.3 17.3 17.2 18.5 
Spain 16.3 14.7 I 15.7 17.0 18.1 17.9 18.7 18.1 17.6 17.1 
Sweden 4.8 4.4 4.5 4.8 4.5 I 4.2 I 6.8 6.7 7.1 7.0 
Turkey 26.0 26.3 27.6 
United Kingdomb 7.3 7.2 6.6 8.6 9.9 10.0 10.7 10.9 11.6 11.6 
United Statesa 6.7 6.9 7.1 7.7 7.5 7.4 7.5 7.6 7.5 7.6 

Canadan 6.2 1 5.8 6.7 7.1 7.5 7.2 7.2 7.3 7.2 7.4 

Germany 9.1 9.0 8.2 I 7.4 7.6 7.6 7.6 7.7 7.8 7.7 

a) Excluding owner-managers of incorporated businesses. 
b) Excluding some owner-managers of incorprated businesses. 

Source: OECD, Labour Force Statistia. 1970-1990, Pans, 1992. 

The share of self-employment in finance, insurance, 
real estate and business services (Branch 8), the Source of 
many new higher-level jobs, is quite substantial in sev- 
era1 countries. This is the branch where self-employment 
has grown fastest between 1983 and 1990 (Table 4.A.3); 
it is also a branch with a rapid overall employment 
growth. Other branches where there have been marked 

gabs in self-employment are community, social and per- 
sonal services, and construction - although in both areas 
there have been considerable variations between COW- 
tries. The sector where self-employment is most com- 
mon, wholesale and retail trade, restaurants and hotels, 
has in most countries declined or grown at a relatively 
modest pace b recent years. 
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France 

Total 

I Percentages I T h O u S a n d s  I Percentages 

Males Females 

914 
208 
469 
892 

198 

2 076 
745 
126 
296 

6 670 
13 

469 
1 92 
114 
680 

1901 
307 

2 765 
3 028 
8 710 

12.4 
6.4 

12.9 
7.4 
7.2 
8.8 

10.3 
7.7 

27.2 
13.3 
22.3 
11.5 
7.1 
7.8 

14.6 
6.1 

18.5 
17.1 
7.0 

27.6 
11.6 
7.6 

45 
39 

124 
26 
34 

5 

16 
147 

6 
682 

3 180 

75 
11 
16 

429 
6 

441 

25 I 

0.6 
1.2 
3.4 

.2 
1.4 
0.2 

.6 
5.4 
0.6 
3.5 
5.5 

1.3 
0.8 
0.9 

3.9 
0.1 
4.4 

0.2 

12.4 
0.5 

1.6 
1.1 

a) 1989. 
only for ~ ~ ~ e s  for which data are shown. 
, ~~u~ Force  ti^, 1975-1995, Paris, 1992. 

e 4.3. 
Percentages 

Without Without 
ith employees ernp,oyees (thousands With employees With employees emp,oyees 

= 100%) 

35.9 

57.6 
.3 
.a 
.7 

37.5 
4.3 

27.1 
39.5 
35.1 
4 
3 
2 
42.9 
29.4 
31.5 

64.1 
89.4 
71.6 
42.4 
52.7 
39.2 
75.3 
62.5 
95.7 
72.9 
60.5 
64.9 
56.8 
69.9 
78.6 
57.1 
70.6 
68.5 

616 
364 
543 
137 

1366 
1559 

61 1 
98 

3 218 
4 480 

8 
308 
200 
404 

1381 
226 

2 372 
2 419 

36.0 
12.8 
35.0 
60.5 
50.2 
65.5 
27.1 
38.1 
4.8 

33.9 
44.8 
44.0 
43.6 
34.8 
24.9 
45.8 
30.8 
32.4 

64. 
87.2 
65.0 
39.5 
49.8 
34.5 
72.9 
61.9 
95.2 
66.1 
55.2 
56.0 
56.4 
65.2 
75.1 
54.1 
69.2 
67.6 

299 
133 
349 
32 

477 
557 
134 
21 

972 
2 350 

3 
157 
76 

181 
47 1 

1 
7 

35.5 
4.5 

18.1 
45.2 
39.1 
47.5 
14. 
34. 
2.6 

14.0 
25.9 
17.7 
42.1 
19.5 
1 1 .  
34. 
8.7 

29.0 

.5 

.5 
81.9 
54.8 
60.9 
52.5 
86.0 
65.4 
97. 
86. 
74. 
82. 
57. 
80. 
88.9 

for 1989. 
es outside the EC : national submissions. 
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Chart 4.2 

Changes in self-employment and in the proportion of self-employed 
without employees, 1983-1 98ga 

-2 ; 

I 
-4 

-1 0 

j Luxembourg 
I 

I 
I 

Belgium 

Ireland 

Italy 

Germany 

8 

United Kingdom 4 
I 

Canada 

~- 8 
3 I r 
$ 1  I United Kingdom 2 

I 
I 

I I 
rn 

a, 
I 

1 

E l  n 6 r  

" -I 

I I 

- 
s 

I 

I 
E I I 

8 1  

~L 

0 
I 1 4  I 

r_ 4 -  
B 
73 

I 
i ? -  I 

5 2  I 

? 

S 

r 0 1  1 
I I q- B 1 

a, 1 

0~ Greece 1 
I - - - f o  , _ _  

5 1 

6 -  1 

Spain I 
I -+ -2 

I 

I I 
-2 - 

1 4 i 

I I 

I - -4 ___ I 

-1 0 0 10 20 30 40 50 60 -4 I- 

Change in self-employment ("h) 

Australia 

Greece 

Japan 

Spain 

I Portugal 

30 

4 0  

4 -2 

I - -4 ___ 
40 50 60 

Change in self-employment ("h) 

a) 
Source: see Table 4.3. 

1983-1990 for Australia, Canada and Japan. 



The occupational profile of the self-employed to a 
large extent reflects the distribution by industry. The cat- 
egory covering the largest share of the self-employed is 
sales workers (Major Group 4 of the International Stan- 
dard Classification of Occupations, ISCO). Very broadly, 
the next most important Major Groups are 7/8/9 (produc- 
tion and related workers, transport equipment operators 
and labourers) and 0/1 (professional, technical and 
related workers) (Tables 4.A.4 and 4.A.5). However, this 
pattern varies considerably from country to country. Pre- 
cise judgements about the skill level of the self-employed 
cannot be made from this type of information, both 
because it is so highly aggregated and because ISCO-68 
was not designed to describe skill levels. However, the 
high proportions of self-employed people in Major 
Groups 4 and 7/8/9 suggest that many of the self- 
employed have relatively low skill levels. Nevertheless, 
it is noteworthy that the fastest rate of growth was gener- 
ally in Major Groups 0/1 and 2 (professional, technical 
and related workers, and administrative and managerial 
workers), both relatively highly-skilled categories. 

Total 

1979 1983 1985 1987 1990” 

4. Long hours for less certain pay 

Males Females 

1979 1983 1985 1987 1990” 1979 1983 1985 1987 1990” 

Evidence on the working conditions and rewards of 
the self-employed is not as extensive as for wage and 
salary employees. However, it is clear that their reported 

Australia 41.2 40.8 41.1 40.8 36.9 
Austria 53.9 52.7 50.3 49.4 50.3 
Belgium .. 53.7 51.2 51.8 52.0 
Canada 37.5 35 35.6 36.1 40.1 
Denmark _. 24.2 47.3 48.2 48.7 
Finlandb ._ 46.0 
France .. 50.8 51.3 50.3 50.6 
Germany .. 48.1 47.6 47.2 47.2 
Greece .. 47.6 48.1 47.1 48.3 
Ireland .. 50.0 49.3 49.9 49.3 
IdY .. 42.2 43.4 43.6 45.2 
Japan 48.5 47.3 47.2 47.4 46.6 
Luxembourg .. 53.5 53.2 54.3 51.4 
Netherlands .. 43.7 43.6 39.4 39.3 
New Zealand .. 45.9 44.3 
Norway 
Porngal .. 47.6 49.2 
Spain .. 44.3 44.3 
Sweden 41.2 40.8 41.5 46.8 46.4 
Turkey .. 55.5 
United Kingdom .. 43.3 43.6 44.2 44.5 
united states 41.9 40.0 41.1 41.0 40.8 

a) Data for countries of the Eumpean Community are for 1989. 

average hours of work are higher. The magnitude of the 
difference varies from ten hours or more in Austria, 
Denmark, Finland, France and Luxembourg (all coun- 
tries where self-employment is a relatively small part of 
total employment) and also in Belgium (where self- 
employment is quite common) to close to zero in Japan. 
These differences persist for men and women taken sepa- 
rately. Self-employed men work particularly long hours. 
In twelve countries they report an average working week 
of 50 hours or more (Table 4.4). A division into self- 
employed with and without employees (Table 4.5) shows 
that those with employees are more likely to work longer 
hours. Indeed, only a small proportion of self-employed 
with employees work 40 hours or less. 

However, many self-employed people work part-time, 
especially women, who display a distribution with three 
peaks; the first two corresponding to those of part-time 
and fbll-time work by wage and salary employees and 
then a third one at very high levels. Part-time self- 
employment is particularly common among women in 
the Netherlands and the United Kingdom, where 71 and 
55 per cent, respectively, work under 30 hours a week. 

It has been conjectured [for example in OECD (1986, 
p. 53) and in Bayliss (1 990)] that in recessions some self- 
employment is transformed into under-employment, 
allowing employment to continue in circumstances 
where employees would simply lose their jobs. If this 
were so, the average hours of work of the self-employed 

46.6 45.5 45.6 
55.6 55.0 53.0 

.. 56.6 56.5 
42.7 39.2 40.2 

.. 50.5 51.5 

.. 52.8 53.4 

.. 52.0 52.1 

.. 50.9 50.0 

.. 52.7 52.6 

.. 44.4 45.0 
54.3 54.2 54.0 

.. 52.7 52.0 

.. 53.1 53.3 

43.0 43.3 44.0 

.. 51.2 50.9 
45.0 43.0 44.1 

Table 4.4. Average weekly usual hours of work of the self-employed, by sex 

Average weekly hours worked 

45.7 44.2 
52.7 53.3 
55.7 54.7 
40.3 40.8 
49.9 50.3 

.. 47.9 
53.0 53.3 
51.5 51.8 
49.5 50.6 
53.3 53.3 
45.3 47.1 
54.1 53.0 
54.8 51.6 
49.7 49.5 
48.6 46.8 

49.3 51.2 
46.0 46.1 
48.9 49.0 

.. 56.3 
51.8 51.0 
44.0 43.8 

28.3 30.1 30.6 29.7 29.5 
51.0 48.2 45.9 44.7 44.9 

.. 50.8 46.2 47.5 49.2 
28.1 27.9 28.4 29.3 30.7 

.. 45.8 42.9 46.3 46.9 
.. 41.9 

.. 48.9 49.2 47.7 47.9 

.. 44.2 43.1 42.8 42.5 

.. 44.3 46.3 44.6 46.0 

.. 47.2 45.8 46.4 45.4 

.. 39.7 41.6 41.8 43.3 
36.9 35.0 35.0 34.9 34.5 

.. 54.4 54.5 53.8 51.1 

.. 34.2 33.7 28.7 28.5 
.. 39.0 37.1 

.. 46.0 47.2 

.. 42.7 42.5 
36.0 34.5 35.6 40.1 40.3 

.. 43.2 
.. 35.1 36.1 36.5 37.6 

34.0 33.4 35.1 35.1 35.3 
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Table 4.5. Distribution of self-employed by weekly hours 
actually worked, 1989 

Percentages 

Under 

hours 
21 21-35 36-40 41-45 46-50 7; 

Belgium 
Self-employed 
of which: without employees 

Denmark 
Self-employed 
of which: without employees 

France 
Self-employed 
of which: without employees 

Germany 
Self-employed 
of which: without employees 

Greece 
Self-employed 
of which: without employees 

Ireland 
Self-employed 
of which: without employees 

Italy 
Self-employed 
of which: without employees 

Luxembourg 
Self-employed 
of which: without employees 

Netherlands 
Self-employed 
of which: without employees 

Portugal 
Self-employed 
of which: without employees 

Spain 
Self-employed 
of which: without employees 

United Kingdom 
Self-employed 
of which: without employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

with employees 

4.3 3.8 15.3 7.1 21.8 47.6 
4.6 4 2  15.2 7.4 21.9 46.7 
2.2 1.0 16.4 4.2 21.0 55.1 

12.2 9.5 17.2 7.3 20.0 33.8 
19.8 11.3 21.0 6.8 17.0 24.2 
6.6 8.3 14.4 7.7 22.3 40.7 

9.4 6.7 12.9 12.1 19.9 39.0 
13.0 9.7 12.8 12.3 19.4 32.9 
5.4 3.4 13.1 11.8 20.5 45.7 

9.9 5.3 19.0 6.1 16.0 43.6 
17.7 8.6 20.7 6.3 14.5 32.1 
5.3 3.4 18.0 6.0 16.8 50.5 

4.4 11.7 19.9 17.5 22.1 24.5 
4.9 13.2 19.8 18.5 21.0 22.6 
2.7 7.3 20.1 14.3 25.5 30.2 

9.1 10.7 21.5 7.4 16.5 34.9 
12.4 14.8 21.9 6.4 14.9 29.5 
4.0 4.5 20.8 8.8 18.8 43.1 

6.3 6.5 32.3 17.1 26.2 11.6 
6.3 6.7 32.6 17.4 26.0 11.0 
4.5 4.1 26.1 10.6 30.1 24.6 

5.8 3.0 22.9 6.7 21.7 39.9 
7.1 4.0 20.4 7.1 19.2 42.2 
4.0 1.5 26.6 6.2 25.3 36.4 

28.1 9.7 11.4 3.7 10.9 36.1 
38.8 11.4 12.4 3.7 8.5 25.2 

8.9 6.7 9.8 3.8 15.3 55.6 

8.9 7.4 13.3 28.5 16.0 25.9 
10.8 9.0 14.1 28.8 15.6 21.8 
4.7 3.9 11.7 28.0 17.0 34.7 

6.0 14.2 35.5 12.1 18.2 13.9 
7.1 14.1 35.0 12.4 17.8 13.6 
2.2 14.4 37.6 11.0 19.6 15.2 

12.3 11.7 11.9 9.1 13.3 41.6 
17.8 17.9 16.3 7.9 12.0 28.1 
11.9 11.3 11.7 9.2 13.4 42.5 

Source: Eurostat, Labour Force Survey. 

might be expected to rise in recoveries. However, over 
the 1983-1989 period this does not appear to have been 
the case (Table 4.4), a point also noted by Meager (1991) 
for the United Kingdom. 

Data on the incomes of the self-employed are both 
harder to obtain and less reliable than those for wage and 
salary employment [Covick (1986)l. On the definitional 
side, there are three areas in which the determination of 
self-employment incomes is particularly uncertain: the 
overlap between personal consumption expenditures and 
business expenditures, production for own consumption, 
and capital accruals*. 

The OECD (1986) analysis of median eamings of the 
self-employed, based on information up to 1982 for 
Finland, western Germany, Japan, Sweden and the 
United States, reached the following three conclusions: 
median eamings for the self-employed were lower than 
for wage and salary employees, except in western 
Germany3; the ratio between median earnings of the self- 
employed and those of wage and salary employees was 
lower for women than for men; and, for both sexes, this 
ratio had been declining over time. 

While wage and salary employees may understate their 
incomes to avoid taxation, the self-employed have an 
opportunity to do this to a greater extent. Evidence 
presented in Section D.5 suggests that understatement of 
self-employment incomes may be so great as to render 
comparisons of median earnings invalid. For this reason, 
analysis of the more recent data contained in Table 4.6 is 
restricted to comparisons of trends over time and to com- 
parisons of the situation of men and women. Except for 
Japan, the table compares the median earnings of the 
self-employed with those in civilian employment as a 
whole. As the share of self-employment in total employ- 
ment is relatively small, these data also indicate trends in 
the relationship between self-employment earnings and 
wages and salaries. 

Over recent years, the ratio between the median earn- 
ings of the self-employed and of the civilian population 
has been moving in different directions in different coun- 
tries. In the United States it has been rising sharply 
- especially for women, where it has increased from one- 
third to almost two-thirds - at a time when the represen- 
tation of women in self-employment has also been grow- 
ing rapidly. For women, the earnings ratio has been ris- 
ing in Canada, though it has been stable for both sexes 
taken together, as in the Netherlands. In the United 
Kingdom, the ratio appears to have decreased at the 
beginning of the 1980s before recovering strongly 
towards the end of the decade [Casey (1991)l. In Sweden 
and Japan it has been declining for both sexes. Every- 
where, the ratio remains lower for women. 

It is generally assumed that the distribution of the 
incomes of the self-employed is more polarised than that 
of wage and salary employees, with a higher proportion 
at both low and high income levels. Apart from any 
differences in annual average remuneration, a higher pro- 
portion of the self-employed might be expected to have 
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Table 4.6. Ratio of median earnings of the self-employed to median earnings in civilian employment, non-agricultural sector, by sex 
Percentages 

Men and women 

1979 1983 1985 1987 1989 

Canada 
Finland 
Japan 
Netherlands 
Spain" 
Sweden 
United States 

MtXl Women 

1979 1983 1985 1987 1989 1979 1983 1985 1987 1989 

72.3 64.7 72.2 71.7 71.2 
98.9 92.3 .. 83.8 
91.0 84.1b .. 82.9 

143.1 146.9 148.6 148.0 
.. 102.7 

68.8 56.7 58.8 61.5 
88.7 73.5 81.9 111.0 115.5 

75.0 62.6 65.0 65.4 68.6 

98.2 72.8b 76.3 

.. 101.8 
68.0 58.1 60.9 61.5 

89.9 76.7 85.1 111.3 120.8 

47.2 45.9 50.0 61.0 57.9 

43.3 37.8b .. 42.8 

.. 96.6 
51.2 53.7 46.7 48.7 

33.1 37.0 38.6 60.5 63.2 

a) 1990. 
b) 1982. 

Sources: Canada: Survey of Consumer Finances, unpublished data, Statistics Canada. 
Finland: Data supplied by the Statistical Office of Finland. 
Japan: Employment Status Survey, Statistics Bureau: refers to ratio of median earnings of self-employed to median earnings of employees. 
Netherlandr: Data supplied by the Central Bureau of Statistics. 
Spain: Pilot survey of incomes and under-employment, Instituto Nacional de Estadistica. 
Sweden: Data supplied by Statistics Sweden. 
United Slates: Data supplied by US Bureau of Labor Statistics. - 
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low income both because self-employment income is less 
stable than wage and salary income and because true 
incomes will often be understated because of tax evasion. 

Table 4.7 shows the proportion of the self-employed 

and below levels selected from published income distri- 
butions in such a way that the lower level lies between 
the bottom two deciles of the distribution of earnings of 
all employed people, and the upper limit lies between the 

and of wage and salary employees with incomes above top two deciles of that distribution. At the bottom of the 

Under 10 000- Over Total 
10 OOO 30 OOO 30000 (OOOs=100%) 

Selfkmployment 34.1 57.4 8.5 502 
Wage and salary employment 4.6 74.7 20.7 2 970 

Table 4.7. Distribution of annual income of self-employed and wage and salary employees* 
Percentages 

Austraiia, 1985/86, A$ 

Under 10 OOQ. over Total 
10000 30 000 30000 (000s=100%) 

44.9 44.0 11.2 120 
7.9 86.3 5.8 1 151 

Males I Females 

Males 

Under 5 OOO- over Total 
5 000 35 000 35000 (OOOs=100%) 

Females 

Under 5000- Over Total 
5000 35 OOO 3.5000 (000s=l00%) 

Canada, 1985/86, C$ 

Self-employment 12.0 67.1 20.9 1 141 
Of which: 

with employees 4.8 66.3 28.9 593 
no employees 20.4 67.9 11.7 548 

Wage and salary employment 10.0 65.0 25 .O 5 495 

43 .I 51.4 4.9 415 

15.3 72.1" 12.6* 127 
57.3 40.2 2.5 289 
18.9 76.3 4.8 4 484 

Males 

Under 1 000- over Total 
1 000 3000 3000 (OOOs=l00%) 

Western Germany, 1989, DM per month 

F d W  

Under 1 000- over Total 
IOOO 3 0 0 0  3000 (000s=l00%) 

Self-employment 4.9 43.4 51.8 1 374 
Wage and salary employment 8.9 68.7 22.4 14 254 

25.0 54.9 20.1 492 
30.4 65.4 4.2 9 221 

Males 

Over Total Total I u:$ 100-500 over 
500 @oos=l00%) 500 (000s=l00%) under 100-500 100 

Females 

30.3 3 .O 2 449 
28 864 65.6 2.7 16 834 

Self-employment 10.0 68.5 21.5 
Wage and salary employment 3.7 72.1 24.2 

~~ ~ ~ 

Notes: 

Source: 

Distinction between self-employed and wage and salary employees on basis of main occupation; income breakdown by gross earnings from self-employment 
and firom wage and salary employment, rapectively. 
1987 Employment Sfahlr Survey, Bureau of Statistics, Tables 13 and 14. 
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United Kingdom, 1988/89, E 

Under 1 200- Over Total 
1 200 45 000 45 OOO (000s=lOO%) 

Self-employment 4.3 86.1 9.6 8 676 
Wage and salary employment 8.1 82.4 9.5 65 390 

Males and females 

Under 3 000- Over Total 
3 000 15 000 15 000 (000s=100%) 

Under 1 200- Over Total 
1200 45 000 45000 (OOOs=l00%) 

9.9 87.9 2.3 3 624 
12.1 86.5 1.5 56 610 

Self-employment 22.1 63.6 14.3 3 170 
Wage and salary employment 11.7 73.6 14.7 22 061 

Notes: Distinction between employment status on basis of main income source; income breakdown by 
gross earnings from self-employment and from wage and salary employment, respectively. 

Source: Calculations by Bernard Casey on basis of data supplied by United Kingdom Board of Inland 
Revenue. 

United States, 1988, $ 

Males I Females 

* Including the agricdhuai sector, in the cases of Australia, Canada, the United Kingdom and the United States. 

distribution, for the six countries shown, the expected 
pattern of a higher concentration of self-employed people 
is seen in Australia, Canada, Japan and the United 
Kingdom, though not in western Germany or the United 
States. It is more evident for women than for men. At the 
top of the distribution, the picture is again clearer for 
women. Self-employed women are more often found in 
the upper reaches of the self-employment earnings distri- 
bution than are women employees in the distribution of 
wages and salaries [a fact already noted in OECD (1988, 
Chapter 5)]. However, even for men it is always possible 
to find an income level - sometimes a very high one - 
above which the self-employed are more strongly con- 
centrated than are wage and salary employees. For exam- 
ple, in Canada, 10.5 per cent of male self-employed had 
incomes of over C$ 50 000 as against 5.8 per cent of 
employees. 

Finally, the more detailed results for Canada illustrate 
the complexity of the distribution of self-employment 
earnings: those with employees have much higher 
incomes, on average, than those without. 

5. Still more often men, more often older 

Most self-employed are men, the proportion varying 
from 60 per cent in Canada to over 90 per cent in Turkey 
(Tables 4.A.7 and 4.A.8). In general, they are older than 
the average for those in employment. Indeed, in the 

majority of countries, the numbers of older self- 
employed (60 and over) exceed those in the youth age 
ranges (15 to 24 years), quite the opposite to the situation 
for employment as a whole. The extreme case is pro- 
vided by Japan, where 21 per cent of the self-employed 
are over 60 and only 2 per cent are under 25 years old. 
The tendency for the self-employed to be older applies to 
both women and men, though less strongly for women. 
(More details of the incidence of self-employment among 
older workers are to be found in Chapter 5.)  

C. THE DYNAMICS OF SELF-EMPLOYMENT 

The changes in the numbers and composition of the 
self-employed noted in Section B are the net balance 
between the inflows and outflows. Data on entries into 
and exits from self-employment show that these flows 
are substantial. For understanding the role of self- 
employment in the labour market it is therefore important 
to look at who become self-employed, for what reason, 
how long they stay self-employed and what they do 
afterwards. 

This section will discuss flow data from a number of 
sources, including longitudinal surveys, and a small 
amount of data on the attitudes of entrants into self- 
employment. In summary, these data appear to show 
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three particularly interesting features of the role of self- 
employment, each of which could have policy implica- 
tions. First, self-employment is quite volatile, and a sub- 
stantial proportion of spells of self-employment are short. 
Many people use self-employment as a stepping-stone to 
another form of employment. Second, a rise in the num- 
ber of unemployed people moving into self-employment 
is not necessarily associated with a higher rate of “fail- 
ure”, in the sense of an increase in the numbers of self- 
employed moving back into unemployment. Third, the 
majority of people who become self-employed have par- 
ticular characteristics which seem to predispose them to 
self-employment. Thus, a policy to encourage self- 
employment would need to take these characteristics into 
account; a focus on self-employment as a long-term 
alternative for a particular group, such as the unem- 
ployed, is likely to be only partially successful. 

1. Many new self-employed come from wage and 
salary employment: many return there 

Former wage and salary employees are the main 
source of inflows into self-employment (Table 4.8). A 
large part of the remainder come from outside the labour 
force. The unemployed are a less important but still sub- 
stantial source, though since their numbers are much 
smaller, they are actually more likely to enter self- 
employment than are wage and salary employees. The 
bulk of these data come from retrospective questions in 
labour force surveys, and depend on respondents being 
able to remember what they were doing a year before. 
They do not count movements that took place during that 
year, so that someone who moved from self-employment 
into unemployment and then into self-employment again 
will be counted as not having moved, and someone mov- 
ing from wage employment to unemployment and then 
on to self-employment will not be counted as having 
been unemployed. However, the same general picture is 
given by the monthly or quarterly information available 
for Australia, New Zealand, Sweden and the United 
States4. 

The main outflows from self-employment are to wage 
and salary employment and out of the labour force 
(Table 4.8), indicating that many of the self-employed 
move on to jobs as an employee, though a roughly equal 
number leave the labour market. There is also a flow into 
unemployment, appreciable in the case of the United 
Kingdom, Denmark, the Netherlands and Ireland. 

While most self-employed people say that they were in 
that situation a year before, a substantial portion change 
their status. These changes are shown most clearly by the 
data referring to shorter periods of time, which take bet- 
ter account of rapid movements in and out of self- 
employment. In the United States, one-fifth of those 
reporting themselves as self-employed in November 
1985 reported themselves as being in some other cate- 
gory (unemployed or in wage and salary employment) 

the following month. The related figure for wage and 
salary employees was lower: 6 per cent. Similar compari- 
sons can be made for Australia, where corresponding 
(quarterly) figures are 17 and 7 per cent, and for New 
Zealand, with 15 and 10 per cent, respectively. 

There is also evidence of considerable movement 
within the self-employment category. In Australia, over 
the period of a quarter, one in seven of the self-employed 
with employees ceased being employers, while one in 
fifteen without employees took on staff. Corresponding 
figures for New Zealand were one in six and one in nine. 
(In both cases, these changes reflected a decrease in the 
proportion of self-employed people with employees). 

For a number of European countries, Chart 4.3 allows 
a comparison of the absolute size and composition of the 
flows into and out of self-employment, by main labour 
market category, for the period 1983 to 1989. The growth 
in self-employment in Germany and the United Kingdom 
was due to rising inflows outstripping outflows, while in 
Belgium the cause was falling outflows. The flows from 
self-employment to unemployment are of roughly the 
same order of magnitude as those in the reverse 
direction. 

France and the United Kingdom, the two countries 
where there was a marked rise in inflows from unem- 
ployment, also had the largest programmes designed to 
help unemployed people set up in business on their own 
(see Section D). In the United Kingdom, this was not 
accompanied by any increase in the outflow from self- 
employment to unemployment. In France, where there 
was such an increase, it was nevertheless slight. The bulk 
of the extra inflow from unemployment does not appear 
to have simply entered a revolving door back into unem- 
ployment. For the most part, the extra inflow from unem- 
ployment appears to have remained within employment, 
either self-employment or wage and salary employment, 
or to have left the labour force altogether. 

2. Entrants into self-employment have special 
characteristics, as do survivors 

In recent years, a number of longitudinal surveys have 
been undertaken in order to study factors influencing the 
probability of entry into self-employment - and the like- 
lihood of remaining in business. Much of this work fol- 
lows that of Rees and Shah (1986), who proposed a 
theory of the choice between self-employment and wage 
employment, based partly on the expected earnings 
opportunities in each sector, adjusted for the relative 
risks, and estimated a model on the basis of cross-sec- 
tional data. However, as pointed out by Evans and Leigh- 
ton (1989), in data pertaining to a single year, the self- 
employed are those who entered self-employment and 
remained there until the time of the survey: entry and exit 
decisions are confounded. 

Table 4.9 summarises the results of a number of recent 
studies using data with a longitudinal component, show- 
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Table 4.8. Composition of flows into and out of self-employment 
Percentages 

Inflows 

Notinthe Total Unpaid Wage-eamers 
family and salaried Unemployed labour force 

workers employees 

Annual net flowsa 
Belgium 1989 
Denmark 1989 
France 1989 
Germany 1989 
Greece 1989 
Ireland 1989 
Italy 1983 
Japan 1982 
Luxembourg 1989 
Netherlands 1985 
Portugal 1989 
Spain 1989 
United Kingdom 1989 

M o w s  
Propoaion of self-employed 

Unpaid Wage-eamers Not in the also self-employed at 
family and s h i e d  Unentployed labour force TOM previous point in time 

workers employees 

Monthly net flows* 
66.9 7.3 25.8 100.0 United States‘ (Nov-Dcc 1985) - 

1.5 

9.2 
3.7 
7.1 
0.6 
4.7 
0.9 

- 

- 63.0 7.0 30.0 100.0 79.9 

0.3 
2.9 
4.8 

47.8 
81.7 
52.2 
78.6 
43.3 
40.5 
35.7 
24.6 
65.8 
47.5 
74.3 
38.9 
59.0 

19.6 31.1 100.0 
8.3 10.0 100.0 

19.1 19.4 100.0 
5.7 12.0 100.0 

11.5 38.1 100.0 
28.7 30.3 100.0 
19.8 39.7 100.0 
- 74.5 - 100.0 
2.2 31.9 100.0 

20.1 32.0 100.0 
10.3 12.6 100.0 
30.0 26.3 100.0 
18.2 22.8 100.0 

Quarterly net flowsb 
I Australia (Aug-Nov 1991) 7.7 56.5 9.8 26.0 100.0 
2 New Zealan& (Jun-Sep 1990) - 72.0 6.4 21.7 100.0 

Sweden (average 1991) 1.5 72.7 8.3 17.5 100.0 

11.9 

6.0 
3.4 
4.2 
1.2 
8.1 
0.6 
6.6 

- 

2.2 
18.0 

32.8 
37.2 
29.4 
63.0 
31.3 
34.0 
52.5 
24.7 
32.5 
37.4 
30.5 
30.2 
52.6 

10.5 44.9 100.0 
26.9 35.9 100.0 
12.7 51.9 100.0 
5.9 27.7 100.0 
9.5 55.0 100.0 

28.1 36.8 100.0 
6.2 33.2 100.0 
- 74.7 ___ 100.0 
8.2 52.6 100.0 

22.6 40.0 100.0 
7.3 60.0 100.0 

14.5 37.3 100.0 
20.8 26.6 100.0 

5.4 60.6 11.1 22.9 100.0 
73.8 7.8 18.4 100.0 

0.7 53.0 18.2 28.1 100.0 
- 

95.1 
92.9 
87.9 
88.9 
95.3 
93.6 
94.2 

93.2 
92.8 
91.0 
91.0 
83.4 

82.2 
84.3 



Chart 4.3 

Entries to and exits from self-employment, 1983-1989 
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Table 4.9. Factors having a positive influence on entry into self-employment based on selected studies 

Selected studies 
Qualifications 

Marital Financial and educa- 
situation assets tional 

attainment 
Age Sex 

1. Flows into self-employment 
Blanchflower and Meyer (forth.) Older Male Apprentice- 

Australia: young people (Australian Longi- 
tudinal Survey) higher edu- 

Blanchflower and Meyer (forth.) Older Male Manied Higher net More educa- 

ship (not 

cation) 

USA. Young People (SDPP) worth tion 

Meyer (1 990) 
USA: Adults (SIPP) 

Older Male Married Higher net More educa- 
worth tion 

Alba-Ramirez ( 199 1) Older Male 
USA: Displaced Workers misplaced 
Worker Survey) 

Alba-Ramirez (1991) Older Male Mamed Less educa- 
Spain: Displaced Workers (Working and (women tion 
Living Conditions Survey) only) 

I 

o'\ 
W 

Evans and Leighton (1989) No effect - Higher net 
USA Men under 40 (National Longitudinal Worth 
Survey of Young Men) 

2. Recent labour market entrants 
Blanchflower and Oswald (1990) - Male Manied Receipt of 

United Kingdom: 23 year old men (National 
Child Development Study) 

larger inheri- 
tance or gift 

Dolton and Makepeace (1990) Older Male No effect Private edu- Educational 
United Kingdom: recent graduates (Survey cation, ability-no 
of 1980 Graduates and Diplomas) higher social effect 

class 

I Previous work exoerience 

Industry/ 
occupation 

Basic man- 
ual occupa- 

Skills for 
manual 

l ~ d e s  

Earnings/ 
tenure 

Short tenure 

Low wage 
earnings 

Low waged 
short tenure 

Longer ten- 
ure 

Working con- 
ditions/ 
type of work 

Worked with 
few people/ 
small busi- 
ness 

Worked with 
few people 

Lower e m -  Prior self- 
ingdshorter employment 
tenure; fre- 
quent job 
changing 

Worked as 
child, never 
out of labour 
force 

Lower earn- Part-time 
ings and sta- working 
tus in first 
job; frequent 
job changing 

Experience 
of joblessness other 

Longer dura- 
tion of 
unemploy- 
ment (for 
men only) 

ployment or 
long dura- 
tion of 
unemploy- 
ment 
Unemploy- 
ment (for 
men only) 

NO  em- 

In low 
unemploy- 
ment area 

Less unem- 
ployment 

Regional 
factors/ not 
previously in 
union 

Not previ- 
ously in 
union 
Regional 
factors 

Left previ- 
ous job due 
to redun- 
dancy 

Total wage 
experience 
has no effect 

Not union 
member; 
father in 
small busi- 
ness. Person- 
ality charac- 
teristics. 
Area of 
study has 
important 
impact, 
pecuniary 
factors do 
not seem 
important; 
personality 
characteris- 
tics impor- 
tant. 



ing the variables that have been found to be correlated 
with switches from wage and salary employment to self- 
employment or with entry into self-employment early in 
working life. The inconsistencies in the findings can be 
attributed partly to the diversity of self-employment 
itself, to the differences in the populations under study 
and to the variability inherent in econometric analyses. 

Taken together, the results suggest that being older, 
being male and being married are positive influences on 
the likelihood of a switch into self-employment5. Other 
such factors are the possession of higher assets, or higher 
social class; previous work experience in small busi- 
nesses, or in working situations with small numbers of 
people; shorter tenures in previous jobs and relatively 
frequent job-changing; and lower wages in previous jobs 
(though the studies of displaced workers found an associ- 
ation with higher earnings). 

However, the effects of education and skills used in 
previous employment are unclear. Some studies find that 
apprenticeships and basic manual skills are positively 
associated with entry into self-employment. One author 
finds that, for the United States, higher levels of educa- 
tion are positively associated with the switch; another 
that, for Spain, it is the less well educated who switch. 
The influence of unemployment is also uncertain. How- 
ever, excluding new entrants into working life, the results 
suggest that longer durations of unemployment provide 
some incentive to switch into self-employment. Finally, 
some of the studies consider a wide range of other fac- 
tors. Among these are personality factors, generally 
ac~owledged to be important, though particularly diffi- 
cult to analyse. 

other studies have investigated the attitudes of the 
newly self-employed. One recent example is that of 
Bevan et al. (1988), for the United JSingdom, which 
reports on the attitudes of three samples of people who 
had recently entered self-employment, recently left self- 
employment, and who were seriously intending to 
become seIf-employed, respectivelp. 

Bevan et al. reveal a strong emphasis on the ideology 
of self-employment, notably the attraction of being inde- 
pendent and one’s own boss. This type of reason was 
cited as the “main motivating factor” by 41 per cent of 
the recent entrants, 38 per cent of the recent leavers and 
65 per cent of the potential entrants. The second most 
popular reason, advanced by between a quarter and a 
third of the samples, was “to earn lots oflmore money’’’. 
The third-ranking reason (25 per cent for men and 15 per 
cent for women) was that the respondent thought that he/ 
she was unlikely to find wage and salary employment. 
Job loss was cited less often. The desire to be one’s own 
boss and the attraction of independence were greatest 

e y o ~ g e r  age groups and as strong among 
women as men. Relatively few people gave “negative” 
reasons for becoming self-employed, such as the desire 
to escape from a large and bureaucratic company (around 
4 per cent) or the desire to do the job better than in their 
previous company. 

Only between one-fifth and one-third of people who 
had entered self-employment in the period 1983-1987 
gave reasons that would characterise them as involuntary 
or reluctant entrants to self-employment. The majority 
were making a positive choice in favour of an alternative 
to traditional wage and salary employment. The involun- 
tary self-employed were far less ambitious, generally 
seeking only to provide a job for themselves8. 

The businesses of those entrants to self-employment 
who had not been working one year previously tended to 
be smaller in scale and ambition, and suffer more diffi- 
culties (higher failure rate and lower growth rate) than 
businesses set up by people who had transferred to self- 
employment from an employee job. 

Most of the new entrants to self-employment did not 
have any employees of their own, but about half of those 
with employees relied on a spouse or some other member 
of the family. The need for reliable and trustworthy 
employees seemed to be felt most acutely in the early 
years of an enterprise. 

These findings parallel those of Rasse and Parisot 
(1989), who studied 200 enterprises created during the 
year 1988 and registered at the Chamber of Commerce 
and Industry and the Chamber of Trades in Nice, France. 
The founders of the enterprises were asked to explain 
why they had begun their businesses. The range of possi- 
ble replies tabulated was rather different from that of 
Bevan et al. (1988), but there is no inconsistency 
between the results. Forty-nine per cent of the French 
sample mentioned the desire to find expression for tal- 
ents, to create, and to find fulfilment, 51 per cent men- 
tioned the desire to be free of control by others (the study 
notes that many were, on the other hand, so heavily 
involved in their work that their free time was actually 
severely restricted - hours worked were often very long, 
47 per cent working at least 52 hours a week) and 46 per 
cent mentioned the desire to be in charge. Overall, 92 per 
cent mentioned at least one of these three factors. Again, 
comparatively few mentioned negative factors such as 
having lost their previous job, having been in conflict 
with the previous boss or feeling that their previous work 
as an employee was not fully valued. Only 17 per cent 
mentioned one of these “negative” reasons as their first 
or second most important reason. 

W i l e  one-third of the French sample had actually 
entered self-employment after losing their previous job, 
only 31 per cent of this third offered this as their princi- 
pal reason for entering self-employment. Indeed Rasse 
and Parisot (1989) present evidence that for many of this 
group the idea of taking up self-employment had been 
under consideration for some time and was precipitated 
by the loss of the job. Those who, by contrast, gave 
unemployment as the principal reason for setting up in 
business appeared to suffer greater difficulties than the 
others, often working many more hours for much less 
money than in their previous employment. 

Two-thirds of the sample were found to have at least 
one close relative in self-employment and over half had 
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at least two relatives (including in-laws) who had them- 
selves started their own businesses. Two-fifths of the 
sample said they had used such contacts to seek advice. 
One in three were directly helped by their spouses in 
their business. 

As regards the characteristics of those who survive in 
self-employment, for the United States, BlancMower 
and Meyer (forthcoming) suggest that staying in self- 
employment is positively associated with being older and 
male and working in agriculture or professional services 
(but not personal services). For Australia, the same 
authors suggest that staying in self-employment is posi- 
tively associated with age, the middle range of schooling 
and being in professional or service occupations. They 
also conclude that the longer an individual has been self- 
employed, the more likely he or she is to continue. This 
may be due both to self-employed businesses taking 
some time to become securely established and to people 
less suited to self-employment giving up after a relatively 
short time. 

For the United Kingdom, Bevan ef al. (1988) conclude 
that survivors are more likely to have a family network to 
help them. Some important reasons given for failing to 
maintain a self-employment business were financial, 
mentioned by 31 per cent of respondents; having insuffi- 
cient work, mentioned by 10 per cent; finding that the 
work was affecting family/personal life, mentioned by 
11 per cent; and finding another job. But two-thirds said 
they would consider self-employment again. 

D. SELECTED LABOUR MARKET AND 
INSTITUTIONAL FACTORS AFFECTING 

SELF-EMPLOYMENT 

This section considers the effects on self-employment 
of labour market demand factors, institutional factors and 
some government programmes specifically designed to 
encourage the growth of self-employment. The analysis 
suggests that these government programmes appear to 
have a significant impact in some countries and that 
institutional conditions which do not relate directly to 
self-employment may also play an important part. Strong 
protection for employees in terms of job security and 
high levels of employer social security contributions 
appear to be associated with higher levels of self- 
employment, presumably because employers then favour 
subcontracting to small firms. Tax systems are also influ- 
ential in determining the economic incentive for self- 
employment. Thus, self-employment can be influenced, 
directly and indirectly, by a range of policies. 

1. Increasing demand for self-employment output 

For many self-employed people, other businesses are 
the main customers. Over recent years there has been an 

increasing tendency to contract out business services. 
Professions such as tax consultancy and advisory ser- 
vices, and management and financial consultancy offer 
particularly favourable conditions for self-employment 
[Caire (1989)l. A six-country analysis reported in OECD 
(1986, p. 52) suggests that the rapid rise in employment 
in the financing, insurance, real estate and business ser- 
vices branch exerted a positive effect on the growth of 
self-employment in many countries. Hakim (1988) and 
Rubery (1989) find evidence for greater use of subcon- 
tracting in the United Kingdom, though on a limited 
scale (see box). 

Many of the self-employed providing business ser- 
vices on contract have high-level jobs. However, there 
has been a concern that some of the growth of self- 
employment in this sector is the result of a change of 
employer policy in favour of the “flexible firm”, in the 
sense of Atkinson (1984). In such a h, the employer 
divides the workforce into two groups; the core 
employees, with high wages and job security, and the 
periphery, with poorer conditions and little job security, 
who provide the fmn with flexibility. To the extent that 
this is so, some of the growth in self-employment might 
be in such relatively disadvantaged peripheral jobs. 

Increased franchising was another development of the 
1980s that led to a rise in self-employment [Felstead 
(1 99 1); Felstead and Leighton ( 199 1)19. Caire ( 1989) 
suggests that France saw a development of networks of 
subcontracting self-employed people, perhaps on the 
lines of those in Italy, where such arrangements are 
prominent in certain areas. For example, Feedback Elise 
(1 988) describes how networking in the Emilia-Romagna 
area has allowed small businesses to combine flexibility 
with the ability to make joint bids for large contracts and 
create new production lines, taking advantage of new 
technologies. 

In general, households’ consumption patterns appear 
to have become more diversified, encouraging the growth 
of more specialised, small-scale enterprises, while tech- 
nological developments have opened up possibilities for 
smaller-scale production [Piore and Sabel (1984); Boyer 
(1991)l. Both these developments are likely to have 
increased the demand for the goods and services pro- 
vided to households directly by self-employment 
businesses. 

2. Labour market conditions - both “push” 
and “pull” 

The influence of labour market conditions on the sup- 
ply of self-employment may be analysed in terms of what 
have been called “pull” and “push” factors. ‘‘Pull’’ 
factors are stronger when conditions are good. The pros- 
pects for business are better and people may be drawn 
into self-employment by its intrinsic attraction, though 
entry might be precipitated by a crisis, such as a spell of 
unemployment [Rasse and Parisot (1989), discussed 
above]. 
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WHY DID SELF-EMPLOYMENT GROW SO QUICKLY 
IN THE UNITED KINGDOM IN T I E  1980S?* 

The pattern of self-employment growth 

The growth of self-employment in the United Kingdom stands out as the fastest among OECD countries over the 1980s. 
Excluding the agricultural sector, in 1979 just over 1.6 million people were counted as self-employed and by 1990 there 
were over 3 million, a rise from 6.6 per cent of civilian employment to 11.6 per cent, a figure still slightly under the 
average for Member countries. The steady upward trend in the numbers of self-employed was only broken by a fall of 
around 4.5 per cent between 1990 and 1991, which led to a slight drop in the proportion of self-employment in civilian 
employment. 

Growth in the various sectors occurred at different times. In business services, numbers increased by less than 40 per 
cent between 1981 and 1985, but by over 60 per cent between 1985 and 1989. In the “other services” sector, where jobs 
are generally of a lower skill level, the pattern observed is almost the reverse: the growth rate of self-employment was 
fastest in the first part of the decade; numbers increased by almost two-thirds between 1981 and 1985, but by only a 
quarter between 1985 and 1989. The numbers of self-employed in construction accelerated at the very end of the decade, 
due partly to the house construction boom and partly to administrative changes. 

Over the period 1979 to 1990, female self-employment grew faster than male self-employment, by 155 per cent as 
opposed to 84 per cent. However, much of the growth of female self-employment occurred in the first half of the 1980s; in 
the second half the rate of increase was lower than that for men. A similar pattern can be observed for part-time as opposed 
to full-time employment [Casey and Creigh (1988)l. The proportion of self-employed without employees increased from 
just over 60 to nearly 70 per cent of the total, a shift more noticeable among men. Casey (1991), on the basis of data from 
the UK Family Expenditure Survey, suggests that average self-employment earnings were lower than those of wage and 
salary employees at the beginning of the 1980s and that the gap first widened and then narrowed again towards the end of 
the decade. 

Labour market conditions 

Unemployment in the United Kingdom rose at the beginning of the decade and began to fall after 1985. Since self- 
employment rose throughout the period, some commentators have concluded that its growth was encouraged by “push” 
factors up to the middle of the decade and by “pull” factors thereafter. This dichotomy is consistent with the structural 
changes noted above. Robson (I991), reviewing literature that includes Johnson et al. (1988), concluded that, overail, there 
was evidence of a positive relationship between the level of unemployment and the level of self-employment. However, 
more recently, unemployment has risen while self-employment has fallen. 

Labour market regulation, taxation and social security 

In the United Kingdom, job security is relatively low [ranking seven out of ten on the descending scale of 
Bertola (1990)l and did not increase over the 1980s. The rate of employers’ social security contributions is close to the 
average for OECD countries and, following a rise in the second half of the 1970s, tended to decrease somewhat over the 
1980s. Thus, by these standards, United Kingdom employees do not have a particularly high incentive to contract out 
work, compared with the majority of Member countries. 

Hakim (1988), reviewing the results of the United Kingdom’s 1987 Employers’ Labour Use Strategy (ELUS) survey, 
suggests that, in most industries, comparatively few self-employed people have been engaged by employers as an 
alternative to core employees. (There was less than one such self-employed substitute for a core employee for every forty 
permanent full-time staff.) Part-time and temporary employees were reported more frequently, although there were 
indications that employers envisaged making more frequent use of self-employed people in this way in the future. 

However, there are at least two specific cases of increased subcontracting in the United Kingdom in the 1980s. The first 
is the public sector, where Rubery (1989) refers to a change in employer policy towards the use of contracting-out for such 
services as catering and cleaning. The second is the building industry. In 197 1, in attempts to enforce tax payments by self- 
employed subcontractors, many of whom supplied no more than their own labour, the govemment made it necessary to 
prove that self-employment was genuine, that tax and social security contributions had been paid correctly, and that a high 
level of insurance had been taken out against both employers’ and public liability. In 1980, however, the government 
removed the requirement for insurance cover, provoking part of the rapid growth in self-employment in building and 
construction in the late 1980s [Evans and Lewis (1989)l. 
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{continued) 

Again on an international basis, the taxation arrangements in the United Kingdom do not seem particularly likely to 
have encouraged self-employment growth. The 1980s saw no new fiscal incentives applied to stimulate self-employment. 
In 1990, the difference between the total contributions (tax and social security taken together) of employees and of the 
self-employed at the APW earnings level was around the average for the OECD countries shown in Table 4.1 1. The major 
change in personal taxation was the marked reduction in the top marginal rate of personal income tax. This should have 
acted as a disincentive to self-employment by decreasing its attractiveness as a means of reducing tax liability, although by 
reducing the gap between the top marginal rate of personal taxation and the corporation tax rate, it lessened the incentive 
for the self-employed to incorporate their businesses. 

However, looking at the evidence concerning labour market regulation, taxes and social security in another way, it does 
appear that barriers to entering self-employment were relatively low in the United Kingdom. First, the additional range of 
employment rights and benefits associated with employee as opposed to self-employed status appears relatively small in 
the United Kingdom. In part, this is the obverse of the facts just noted; employees’ job security and employers’ social 
security contributions are both relatively low. Second, as shown in Table 4.1 1, the range of social security benefits 
available to the self-employed is quite wide by international standards, and it includes the universal National Health 
Service. Third, the total contributions paid by the self-employed (taxation and social security combined) are lower than the 
average for the countries for which data are shown in Table 4.1 1 - 24 per cent as opposed to the average of 3 1 per cent for 
single people at the APW level. 

In addition, Meager et ul. (1992) suggest another way in which barriers to entry as self-employed may be comparatively 
low, pointing out that the qualifications required to set up in business in the United Kingdom are less demanding than in 
western Germany, particularly in the case of the Hundwerk or crafts sector, covering about 20 per cent of self-employment 
in the latter country. While entry in Germany requires apprenticeship and admission to the status of Meister, there is no 
such requirement for most comparable occupations in the United Kingdom. 

Finally, during the 1980s, it is likely that the barriers to entering self-employment were lowered, as the UK government 
strove to reduce the volume of regulations faced by the self-employed and to create a business environment favourable to 
small firms, self-employment and enterprise in general. 

Labour market policy 

The United Kingdom Enterprise Allowance Scheme (EAS), introduced in 1983 to aid unemployed people set up in 
business on their own, has been one of the largest schemes of its type in any of the OECD countries (Table 4.10). Over 
half a million people had benefited from the scheme by 1990 and in some years the flow into the EAS was a major part of 
the total flow into self-employment, reaching nearly 25 per cent in 1987/88. 

Partly because o f  the EAS, the rate at which unemployed people entered self-employment was particularly high in the 
United Kingdom, increasing strongly between 1983 and 1989 (Chart 4.3). When interviewed in 1989, one in twenty of 
those who reported a period of unemployment one year before said they were now self-employed - the highest proportion 
for the six countries shown in the chart. If self-employment were merely an interlude between successive periods of 
unemployment, one would have expected a concomitant increase in the reverse flows from self-employment to unemploy- 
ment. However, the data show no sign of this, at least up to 1989, and the evaluations of the scheme have been positive 
[Barker (1989)l. 

Over the 1980s, the United Kingdom introduced a large number of other measures to increase the availability of 
information, advice, guidance and training for the self-employed, and to help them obtain finance. 

Conclusion 

From an international perspective, the rapid growth of self-employment in the United Kingdom in the 1980s is 
somewhat puzzling. There appears to have been nothing very singular in the structure of self-employment in the United 
Kingdom, nor in the prevailing institutional arrangements, and no reasoning based on labour market conditions can explain 
the changes over the whole period. However, barriers to entry appear to have been relatively low, allowing larger numbers 
of people to benefit from the particularly vigorous government policy action in support of self-employment. 

* The material in this box draws particularly on a report prepared for the Secretariat by Bernard Casey (1991), though he 
is not responsible for the views expressed. 
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Chart 4.4 
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Less favourable labour market conditions may provide 
a “push” factor increasing the labour supply for self- 
employment. Alba-Ramirez (199 1) suggests that, when 
unemployment is high, some relatively highly skilled 
unemployed people with entrepreneurial qualities will 
find themselves drifting into long-term unemployment. 
Partly because employers tend to use long-term unem- 
ployment as a screening device, these unemployed peo- 
ple will find it progressively harder to find wage and 
salary employment, and every passing month will lower 
the wage they can hope to command. Poor hiring pros- 
pects will provide an incentive to seek out business 
opportunities and assess their range of useful skills. 
However, as stressed by Gray (1989), unemployment 
- especially long-term unemployment - may harm the 
prospects for entry into self-employment, because of its 
deleterious effects on self-confidence, work habits, skills, 
contacts and finances, all important for setting up in 
business. 

Chart 4.4 shows no clear relationship between changes 
in unemployment and in self-employment over the last 
two cycles: 1973 to 1979 and 1979 to 1990. While it is 
possible to point to several countries where the variables 
moved in the same direction, there were others where, 
over one or other time period, unemployment increased 
but self-employment decreased, or vice versa. “Push” 
and “pull” factors may operate simultaneously on differ- 
ent groups of the self-employed, for example those with 
and without employees. 

3. More government self-employment schemes for 
the unemployed 

Over little more than a decade, at least seventeen 
OECD countries (Australia, Belgium, Canada, Denmark, 
Finland, France, Germany, Greece, Ireland, Italy, 
Luxembourg, the Netherlands, Norway, Portugal, Spain, 
Sweden and the United Kingdom) have introduced 
schemes to help unemployed people found their own 
enterprises. In addition, the United States has begun a 
demonstration project. The largest schemes are in France, 
the United Kingdom and Spain. France began the first 
scheme (Aide aur ch6meurs crgateurs ou repreneurs 
d’entreprises) in 1979, and by 1987 a third of a million 
people had benefited from it. The UK Enterprise Allow- 
ance Scheme (EAS), begun in 1983, had served over half 
a million people by 1990. In Spain, a quarter of a million 
had received aid, up to the end of 1988, through schemes 
begun in the mid-1980s. 

A summary of many of the larger schemes is provided 
in Table 4.10. They are generally targeted, usually open 
only to unemployed people who have already received 
benefits for a certain length of time, but sometimes also 
to people under risk of losing their jobs. They may pro- 
vide either periodic payments, which may be higher than 
the corresponding unemployment benefits, or a lump- 
sum capitalisation of a stream of benefits. In various 
ways, the schemes seek to ensure that adequate finance is 
available both to support the household and to finance the 
enterprise in the difficult start-up period, although the 
sums of money involved are not often large. They gener- 
ally also incorporate the offer of business advice and 
assistance, though the extent varies. One recent develop- 
ment is the use of “cheque-books” for training and 
advice at reduced costs, to be “cashed” when most 
needed. 

Participants in such schemes tend to resemble the 
existing self-employed population more than the unem- 
ployed as a whole. This is particularly true for those 
whose businesses survive three or more years. Compared 
with the unemployed, participants are more likely to be 
older, to be men, to be married, to be skilled, to have had 
previous employment experience, to have been out of 
work for less than six months and to have suffered job 
loss. Few of those surviving three or more years state any 
ambitions to achieve significant growth. 

The comparatively few evaluations of these schemes 
that have been carried out suggest they have been quite 
successful in meeting the limited objectives set out 
above. Of course, as with all small business ventures, not 
all of the supported firms survive. In both the United 
Kingdom and France it is estimated that the survival rate 
was around 50 to 60 per cent after three years. Estimates 
of the net impact on the unemployment figures also need 
to take account of “deadweight”, the numbers of partici- 
pants who would have established their businesses any- 
way, and of “displacement”, the numbers of other jobs 
not created, or lost elsewhere, because of the schemez0. 
For the United Kingdom and Ireland, both these factors 
have been estimated at around 50 per cent (the figure for 
deadweight in Australia is reckoned to be slightly 
higher). For the United Kingdom, taking into account the 
impact of job generation in supported businesses as well, 
it was estimated that for every 100 extra participants in 
the schemes, 30 to 35 people came off the unemployment 
rolls [Barker (1989), quoting Research Bureau (1987) 
and Henderson et al. (1987)l. Barker also concludes that, 
even leaving aside the possible development of surviving 
businesses over the long term, the EAS has been a cost- 
effective measure as compared with other labour market 
schemes. 

The schemes have benefited only a small proportion of ~ d ~ ~ ,  important evidence on the effects of such 
the and have not been to schemes should be provided by the demonstration 
large numbers of jobs. Rather, their aim has been to schemes taking place in proper experimental conditions 
encourage entrepreneurship and small-scale enterprise, to in the United States. Washington State is giving w e e ~ y  
draw out some entrepreneurial talent which would other- payments to 750 self-employed people bus.- 
wise have remained latent, and to bring some concealed nesses, plus a lump-sum equal to half their 

remaining entitlements to unemployment compensation. employment into the tax-paying economy. 
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Table 4.10. Summary of selected self-employment schemes for the unemployed, 1990/91 

Characteristics Belgium Canada Finland France 1 France 2 Greece Netherlands 

1. Title of pro- Pr2t subordonne- Self-employment Start up Allowance Aid to unemployed Departmental Fund Subsidy for self- 
gramme/measure chbmeur (loans Incentive Option (Starttiraha). persons creating or for Youth Initiatives employment. 

without mortgage (SEI). taking over an enter- (FDU). 
for unemployed prise (ACCRE). 
persons). 

2. Eligibility criteria Be unemployed and Reside or have been 
in receipt of benefit. 

probity. 

strable viability. 

employed in a 

Be eligible for or in 

assistance or unem- 
ployment insurance 
benefits. 
Present plan and 
have necessary per- 
sonal funding. 

of moral selected community* 

Roposal of demon- receipt of social 

3. Financial aid 
c offered 
-.I 
Q\ 

4. Other aid and 
assistance 

5. Expenditure and 
coverage data 

Registered as unem- 
ployed (not simply 
to get the allow- 
ance). 
Sufficient training or 
experience to be 
judged capable of 
self-employment. 
Viable plan for 
beginning enterprise. 

Be unemployed and 
in receipt of or eligi- 
ble for unemploy- 
ment benefit. 
Submit reasonable 
proposal before cre- 
ating the enterprise. 
Have effective con- 
trol of the enterprise. 

Be either a registered 
job-seeker under 25, 
or be unemployed long-term unem- 
for at least one year. 
Present a valid pro- 

Be unemployed and 
either aged 18-25 or 

ployed. 
New firm, preferably 
in the manufacturing 
sector and a co-oper- 
ative, not seasonal 
work. 
Necessary capital 
and revenue. No uni- 
versity degree. 

p o d .  

Maximum loan of Can$ 200 per week 50% extra unem- Minimum of Between FF 10 000 From Dr 300 000 
BF 569 000 
(US$ 15 000) for 52 weeks, in lieu of up to 15 months. (US$ 1 800) if only (US$ 1 500-15 OOO), vice sector to 
10 years at 5% social assistance or Maximum amount 1 year’s employment depending on the cir- Dr 400 000 
(15 years at 4% for unemployment insur- paid per day of oper- in the last 2 years. cumstances of the (US$ 2 150) for 
preferred types of ance. Applicant must ation of the business Maximum FF 43 000 proposer and interest manufacturing sector. 
business). invest 25%. is Mk 180 (US$ 45). (US$ 7 200). in the plan. 

for a maximum of ployment benefit for FF 10 750 and FF 100 000 (US$ 1 500) for ser- 

Unemployment bene- Last resort business Advice from the Exemption for extra Advice through No information. 
fit under less strict financing and advice. local authority’s 6 months from social “cheque book” sys- 

obtaining credit and officer, private tions. Access to pro- 
intensified training. organisations, or dis- fessional advice 

conditions. Help in enterprise promotion security contribu- tem. 

trict offices of the 
Ministry of Trade book” system. 
and Industry. 

through “cheque 

Between April 1984 
and end 1988: 
12 875 beneficiaries 
(1 596 in 1988, 
3 697 in 1985). 
Amounts granted as 
loans in the same 
period BF 6.2 bill. 

Expenditure 1987/88 
Can$ 2 mill. 
Budget 1988/89 
Can$ 11.6 mill. 
Budget 1989190 
Can$ 17 mill. 
Participants 1987/88 
451 persons. 

Expenditure: 
1985 : Mk 14.5 mill. 
(US$ 3.6 mill.). 
1988 : Mk 132 mill. 
1989 : Mk 93.1 mill. 
Average participants: 
1985 : 1 200 
1988 : 2 850 
1989 : 1910 

Expenditure: 
1985 : 
FF 2.047 mill. 
(US$ 341 mill.). 
1988 : 
FF 1.775 mill. 
1989 : 
FF 1.750 mill. 
Total participants: 
1985 : 70 000 
1988 : 55 868 
1989 : 55 000 (est.). 

Expenditure: 
1988 : FF 150 mill, 
(US$ 25 mill.). 
Total participants: 
1988 : 6 000 

Expenditure: 
1986 : Dr 117 mill. 
(US$ 0.6 mill.). 
1987 : Dr 1.3 bill. 
1988 : Dr 1.2 bill. 
Beneficiaries: 

(1988 4 510). 
1986-88 : 1 1  366 

Self-employment 
scheme for the 
unemployed (Bz). 

Be aged 18-65 and 
unemployed or 
threatened with 
unemployment. 
Be a (potential) ben- 
eficiary of a social 
allowance and lack- 
ing other means of 
subsistence. 
Present a valid busi- 
ness plan. 

Income supplement 
at social assistance 
rate, 6-18 months, 
maximum 
Gld 2 300 p.m. 
(US$ 1 150). Loan 
of up to Gld 40 000 
over 10 years at 
commercial rates”. 

Supplementary tax 
relief, offsetting 
investments against 
tax liability and tax 
losses against later 
profits. Access to 
training and advice. 

About 1 360 applica- 
tions accepted per 
year. 



Characteristics Portugal 1 Portugal 2 Portugal 3 Spain 1 Spain 2. Spain 3 United Kingdom 

1. Title of pro- Local Initiatives for Assistance towards 
gramme/measure Employment. Crea- self-employment 

tion (ILE). (ACPE). 

2. Eligibility criteria Proposals for crea- Be aged 18-25 and 
tion of viable associ- 
ation, co-op, partner- texm unemployed 

enterprise employing sal, 
a majority of unem- 
ployed or first time 
job-seekers. 

unemployed or long- 

ship or individual fiesent viable propo- 

3. Financial aid 
offered 

I 

4 
4 

4. Other aid and 
assistance 

Self-employment by 
those entitled to 
unemployment bene- 
fits. 

Be unemployed and 
in receipt of unem- 
ployment benefit or 
assistance. 
Propose a valid busi- 
ness plan. 

Promotion of self- Promotion of 
employment. employment in co- 

ops (SCTA) and 
workers’ companies 
(SAL). 

Be unemployed and 
registered for 
employment. em’ company. 

Become a member 
of a co-op or work- 

Be under 25 and 
unemployed, or 
unemployed more 
than one year. 

Capitalisation of 
unemployment bene- 
fits. 

Be wholly unem- 
ployed, entitled to 
receive unemploy- 
ment benefits for 
3 months or more. 
Not to have made 
use of this entitle- 
ment during the pre- 

Enterprise Allowance 
Scheme (EAS) for 
Great Britain. 

Be unemployed and 
in receipt of a bene- 
fit. 
Be over 18 and 
under 65. 
Have been out of 
work for at least 
6 weeks. . 

vious 4 years. 
New busii 

Present a valid busi- day-to-da] 
ness plan. 

ness, with 
7 control. 

Interest-free loans 12 times the mini- Capitalised entitle- Grant to cover living Grant towards living 3-24 months unem- E20490 per week 
costs of up to ployment benefit. (US$ 35-158) for repayable within mum national wage ment to benefivassis- costs of 

7 years and grants of for industry, plus tance. Ptas 500 000 Ptas 500 000. 26-60 weeks”. 
up to 36 times the 
highest monthly during training. ployed under 25 or 
social assistance pay- long-term unem- 
ment. ployed adults. 

indemnities for costs (US$ 490) for unem- 

Local employment Training in 6-week Grant of Loans of up to 
centre provides assis- courses to increase Esc 120 000 towards Ptas 500 000 at 
tance. knowledge of the costs of design- reduced rates of 

entrepreneurial skills, ing and implement- interest (6% below 
advice and aid in ing their plan, modi- normal). Grants for 
marketing output of fying premises and feasibility studies, 
craftsmen. acquiring equipment. technical advice and 

management training. 

Reduced rates of Information, advice Loans at rates of 
interest six points social security con- and counselling ser- 
below the normal. tributions. vices by TECs. 
Grants for feasibility 
studies and for train- 
ing. Reduced social 
security rates for 
young workers and 
older unemployed. 

5. Expenditure and Expenditure: Expenditure: Costs cannot be Expenditure: Expenditure: Expenditure: Expenditure: 
1988 : Esc 1.5 bill. 1988 : Esc 361 mill. identified. 1987 : 1987 : 1985/89 : 1989/90 : El70 mill. 
(US$ 10.6 mill.). (US$ 2.6 mill.). Beneficiaries: Ptas 1.341 mill. Ptas 2.439 mill. Ptas 281 bil. (US$ 270 mill.). 
In 1988 1 780 work Participants: 
places created, 1988 : 958. 
409 projects 
accepted. types of aid). accepted. 

coverage data 

1988 : 712. (US$ 13 mill.). (US$ 24 mill.). (US$ 2 754 mill.). participants: 
Beneficiaries: 1985189 : 271 446 Sept 1989 nearly 1988 : 

Ptas 4.317 mill. 1987 : 36 531 (all applicatiOns 80 000. 

a) Information for 1992. 
Source: National submissions to the OECD. 



In Massachusetts, 500 participants are being given a 
weekly allowance equal to unemployment compensation 
benefits for 24 weeks, and those completing a business 
plan will be eligible to apply for a loan from a private 
bank for up to $10 000. 

A full impact analysis would need to take account of 
the incomes and working conditions of the surviving 
participants, and the consequences for those whose busi- 
nesses fail. In the United Kingdom, after three years, 
median net incomes in work were below the median 
weekly manual wage. As for those whose businesses fail, 
two years later, 59 per cent in the United Kingdom had 
secured paid employment and 34 per cent were unem- 
ployed, three-quarters of whom were receiving benefit. 
Thus, for many, the EAS was a stepping stone to wage 
and salary employment. 

Partly because of the failure rate and the concern that 
some people unsuited for self-employment may be drawn 
into such schemes, there has been a discernible trend to 
ensure that some financial planning and business state- 
ment preparation is completed before a business start-up. 
Indeed, there is a strong connection between the provi- 
sion of small business training and advice, and higher 
rates of business survival. However, overly strict criteria 
for statements can choke off applications, while overly 
generous provisions of advice may harm the chances of 
existing firms in the same locality. 

4. Job security legislation 

Apart from the type of programmes discussed above, 
and more general programmes to give financial aid and 
advice to the small-firm sector, government policies may 
influence the level of self-employment indirectly even 
when their main thrust is directed elsewhere. A possible 
example is job security legislation applying to 
employees. It may be hypothesised that, if the job secur- 
ity of new hirings is high, employers will be more cau- 
tious about taking on new staff on a permanent basis, 
preferring other forms of employment relationship, 
including subcontracting work to self-employed people. 
More restrictive job security legislation might thus be 
expected to raise the incidence of self-employment. On 
the other hand, the supply side effects are ambiguous. 
High job security should increase the attractiveness of 
the employee status for those able to secure tenured jobs. 
However, in such an environment, firms may not offer 
permanent employment to new hirings, preferring to use 
temporary employment contracts instead". Individuals 
might then consider self-employment on the grounds that 
it affords greater job security than the available wage 
employment. 

On a cross-country basis, there is evidence of a posi- 
tive relationship between the strength of job security 
legislation and the incidence of self-employment. 
Chart 4.5 illustrates the relationships between the indica- 
tor of the strength of job security legislation proposed by 

Bertola (1990) for ten OECD countries, on the one hand, 
and the share of self-employment in total (non-agricul- 
tural) employment, and the change in that share, on the 
other. Both the level and rate of growth of self-employ- 
ment tend to increase in step with the indicator. The 
United Kingdom and, to a lesser extent, the United States 
stand out as presenting higher growth rates than might be 
expected on the basis of their job security ranking. 

Of the ten countries shown, Italy has the highest level 
of job security, according to the Bertola index, as well as 
the highest incidence of self-employment and the second- 
highest rate of growth of self-employment. Bettio and 
Villa (1989) note that restrictive job security legislation 
in Italy applies especially to large firms, so that small 
h s  have a particularly important role to play in provid- 
ing labour market flexibility, partly as suppliers to the 
larger firms. Among these small firms, those owned by 
self-employed artisans have played an important role. 

5. Taxation and social security 

Cross-country analysis suggests that taxation and 
social security arrangements also have an important 
impact on the development of self-employment. As dis- 
cussed fbrther in the annex, they may affect the statistical 
definitions of self-employment, for example by influenc- 
ing the rate at which self-employed people incorporate 
their businesses and hence, in many countries, leave the 
self-employment statistics. In addition, they may have an 
impact on both the demand and supply for self- 
employment. 

At first sight, the taxation arrangements applying to 
self-employed individuals are similar to those applying to 
wage and salary employees, since they are both founded 
on the personal income tax system, all of the remunera- 
tion being considered as a return to labour as opposed to 
capital. However, reflecting the fact that a self-employed 
person runs a business, which employs (at least) him or 
herself, these arrangements embody many features of 
company taxation. For example, in all countries it is 
possible to deduct some forms of business expenses from 
self-employment income. There are also varying systems 
for allowing losses in one year to be offset against 
income from another. Some forms of investment in the 
business may be partially tax-deductible. There is special 
provision for partnerships (the total net income from the 
business will be split between the partners). Above cer- 
tain levels of turnover, it may be obligatory to register a 
self-employment business for supplementary forms of 
taxation, such as value-added taxed2. 

By comparison with wage and salary employment, 
self-employment offers greater opportunities for a reduc- 
tion in the burden of taxation by means of tax avoidance 
and evasion. Casey (1991) suggests that there are sub- 
stantial opportunities for tax avoidance in the United 
Kingdom by means of deductions for business expenses, 
since the criteria for defining them are applied quite 
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generously. For example, self-employed people running 
their businesses from home [three-quarters of the total, 
according to Bevan et al. (1988)] may be able to claim 
two-thirds of the costs of running their home as a busi- 
ness expense. Another way of reducing tax liability is to 
employ a spouse in the business. In many countries a 
“reasonable salary” paid to the spouse may be fully 
deductible from business profits, and taxed at a lower 
rate (under systems of separate taxation where the spouse 
has little other income). 

Taking avoidance and evasion together, Cordellier 
(1987) reports that, in France, academic studies of self- 
employment incomes often inflate taxation-based statis- 
tics by 20 to 40 per cent, while Pissarides and Weber 
(1989) suggest a figure of 50 per cent for the United 
Kingdom. Haber et al. (1987), drawing on household 
survey results for the United States, note that reported 
self-employment income often seems inconsistent with 
other information provided to the interviewers, and con- 
clude that there is evidence of substantial under-reporting 
of income. For Austria, Franz (1985) estimated that the 
volume of tax evasion by the self-employed might be 
1.5 per cent of total tax revenues. 

In addition to reduced liability for tax, the self- 
employed may benefit from differences in the timing of 
tax payments. In some countries, taxes on self-employ- 
ment incomes are paid later than taxes on wages and 
salaries, especially at the beginning of the business. They 
may also be levied on the income of a previous year, 
lowering the effective rate of tax paid by an expanding 
business (though temporarily increasing the burden of a 
contracting one). [See OECD (1983) for further informa- 
tion about lags in income tax  payment^'^.] 

In addition to differences in the rates of taxation of the 
self-employed and of wage and salary employees, there 
are important differences in rates of obligatory social 
security contributions for the two groups. This is illus- 
trated in Table 4.11, for the particular case of single 
people at the gross earnings level of an “Average Pro- 
duction Worker” (AP71Y)l4. The table also indicates the 
social security benefit entitlements of the self-employed. 
The calculations are for illustrative purposes only. They 
make no allowance for the fact that the self-employed are 
generally able to make greater deductions for business 
expenses to arrive at their taxable income than are wage 
and salary employees, and that the self-employed also 
have greater opportunities for reducing their contribu- 
tions by avoidance and evasion. In addition, they relate to 
the situation at one income level while, as pointed out by 
Cordellier (1 987), the comparative rates of contributions 
can vary considerably by income level. 

Assuming that employer national insurance contibu- 
tions are shifted backwardP, ceteris paribus, it might 
seem logical for the social security contributions of the 
self-employed to be set at a level equal to the combined 
contributions of an employee and an employer. However, 
in general the payments of the self-employed are less. 
Even in those countries where the equality principle is 

observed (the United States is one example) compulsory 
payments by the self-employed person may be lower 
simply because they contribute to fewer schemes. Never- 
theless, in countries where the contribution rates of the 
self-employed are high relative to other countries, the 
same tends to be true for wage and salary employees16. 

The self-employed are generally not entitled to unem- 
ployment benefits. Work injury benefits are seldom avail- 
able, sickness benefits rather more frequently. Family 
allowances are available in those countries with universal 
schemes of this type. It should also be noted that even 
when schemes exist for the self-employed, the level of 
benefits may be less than for wage and salary employees, 
who generally benefit from the full range of schemes 
shown in the table, plus unemployment benefits. 

Table 4.11 permits cross-country examination of sev- 
eral simple hypotheses regarding the influence of tax and 
social security contribution rates. 

Employers’ social security contributions 

Higher employers’ social security contibutions for 
employees might be expected to increase the demand for 
the services of the self-employed, since firms then have 
more incentive to reduce their costs by subcontracting. 
The data shown in Table 4.1 1 support this prior expecta- 
tion. The overall correlation between employers’ social 
security contributions and the incidence of self-employ- 
ment is 0.7. Countries with the highest proportion of self- 
employment - Greece, Italy, Portugal and Spain - also 
have high employers’ social security contributions. 

Marginal personal income tax rates 

Turning to the supply side, higher marginal tax rates 
on personal income might be expected to make self- 
employment more attractive, ceteris paribus, because of 
the ease of under-reporting income from self-employ- 
ment compared with wages and salaries. Blau (1987) 
finds a positive time-series relationship between changes 
in the highest marginal tax rates and changes in the 
numbers of self-employed over 1948 to 1982 in the 
United States. However, on a cross-country basis, there is 
no appreciable correlation between the top marginal per- 
sonal income tax rates shown in Table 4.1 1 and either the 
incidence of self-employment or its rate of growth. 
Indeed, Denmark and Japan, the countries with the high- 
est marginal tax rates (70 and 66 per cent, respectively), 
had no more than average rates of self-employment in 
1990 and negative rates of growth of self-employment 
over the 1980s. Moreover, the United Kingdom reduced 
the top marginal rate of personal income tax during the 
1980s and yet saw strong growth in self-employment 
over that period. 

Tax and social security contribution rates 

The rates of tax and social security contributions might 
be expected to influence the level of self-employment in 
at least two ways. First, they will affect the net rates of 
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Self-employment 

Income taxes' Social Security Benefit types contributions 

Australiab - OJ,F 21.8 
Austria' 20.2 O,I,S,W,F 7.6 
Belgiumb 3.8 O J S F  22.9 

Canada 4.4 O,LF 19.8 
Denmark - O,I,S,F 45.3 
Finland 8.6 OJ,F 29.8 

Franced 41.5 OJ,F 7.0 
Germany 
Greece O,I,S,W,F 

Iceland O J S J  
Ireland 5.0 OS,F 24.8 
Italy. O,I,S,W,F 

Japan O J P  
Luxembourg O,I,S,W,F 

17.3 O,I,W,F 10.2 Netherlands 

New Zealand* - O,I,S,W,F 23.4 
Norway 12.7 O,IS,F 25.3 
Portugal 15.0 O,I,S,W,F 6.4 

Spain O,I,S,F 
Sweden 20.5 O,I,S,W,F 34.3 
Switzerland 9.5 031 11.2 

Turkey 0,I 
United Kingdomb 5.5 O,I,S,F 18.6 
United Statesb 14.1 091 17.1 

a) Including any reductions for social security contributions. 

c. 

_. 

Percentages 

Wage and salary employment Top marginal Self-employment as 
proportion of non- 

Income personal income tax agricultural civilian 
employment 1990 Taxes 

Social Security contributions 
rates Employee Employer 

1.3 - 21.8 48 12.4 
16.5 22.7 7.6 50 6.4 
12.1 41.7 22.9 62 12.9 

4.2 5.1 20.5 46 7.4 
2.6 43.9 68 7.2 
3.2 5.3 29.8 55 8.8 

18.0 38.0 7.0 57 10.3 
17.8 17.8 17.2 53 7.7 

50 27.2f 

0.3 2.7 18.6 40 
7.2 12.2 24.8 53 13.3 
8.5 50.1 18.0 50 22.3 

7.0 7.6 8.2 66 11.5 
12.4 14.8 13.9 50 7.1 
29.1 11.5 11.1 60 7.8 

- - 23.4 33 14.6 
7.8 15.4 25.3 52 6.1 

11.0 24.5 6.4 40 17.1 

6.0 30.3 10.9 56 17.1 
- 33.2 34.3 51 7.0 

10.3 10.3 11.2 44 

50 27.6 
7.7 10.4 19.1 40 11.6 
7.7 7.7 18.2 45 7.6 



return fiom the different forms of employment. If the 
total rates faced by self-employed workers are substan- 
tially higher than those faced by wage and salary 
employees (part of whose contributions are paid by their 
employers), the incentive to become self-employed will 
be lower, ceteris paribus. However, the data in 
Table 4.11 reveal no correlation between the difference 
between the total contribution rates and the incidence of 
self-employment. 

High total tax and social security contribution rates 
might also act as a barrier to people wishing to set up in 
business as self-employed. There is some evidence that 
this is the case, since there is a negative correlation 
between the level of self-employment and the total tax 
and social security payments of the self-employed. Out 
of the countries for which data are shown in Table 4.1 1, 
none where the proportion of self-employment is above 
average has a particularly high total contribution level for 
the self-employed at the APW earnings level. 

E. CONCLUSIONS AND POLICY IMPLICATIONS 

This section seeks to assess the contribution of self- 
employment to current labour market policy objectives, 
including job creation, the mobilisation of labour supply 
and the improvement of the functioning of the labour 
market, and to suggest ways in which those contributions 
might be maximised in the future. 

Regarding the objective of job creation, over the 
1980s, self-employment grew rapidly in many countries, 
both in absolute terms and as a proportion of total 
employment. Not all self-employment is job creation; 
some forms of subcontracting to the self-employed can 
be regarded as displacement from wage and salary 
employment. However, there is little doubt that in some 
countries the increase in self-employment represented a 
significant contribution to total employment. In addition, 
some self-employment has a multiplier effect, because 
many self-employed people develop their businesses, 
make capital investments and employ other workers. 
However, the proportion of the self-employed hiring 
employees appears to have dropped (especially in those 
countries which have experienced the fastest rates of 
growth of self-employment). Few new entrants seek to 
amass large amounts of wealth or employ large numbers 
of employees. 

Governments have assisted the job creation process by 
means of programmes to help small firms and, in particu- 
lar, schemes to help the unemployed set up in their own 
business. The limited evidence available suggests that 
while these schemes have been able to cater for only a 
small fraction of the total numbers of unemployed, they 
have been successful in encouraging entrepreneurship 
and small-scale enterprise and have been a relatively 
cost-effective means of reducing unemployment. Their 

contribution to the inflow to self-employment has some- 
times been substantial and there is no sign that this has 
been nullified by increased flows of self-employed peo- 
ple back into unemployment after the failure of their 
businesses. However, only a fraction of the unemployed 
have the special characteristics that distinguish success- 
ful self-employed people. 

In the United Kingdom, which saw the fastest rate of 
growth of self-employment over the 1980s, the large 
scheme to help the unemployed set up in business for 
themselves was part of an important package of measures 
to help small businesses. This aimed both to increase the 
availability of information, advice, guidance, training and 
finance, and to create a favourable business environment 
by reducing the volume of regulations faced by the self- 
employed. 

Self-employment contributed to the mobilisation of 
labour supply by helping people maintain contact with 
the labour market as they passed from one labour market 
state to another. For example, after job loss, self-employ- 
ment has been a bridge back into wage and salary 
employment for some workers [Leece (1990)l. In addi- 
tion, it has allowed some older workers to avoid prema- 
ture retirementI7. 

The self-employed provide flexibility, improving the 
functioning of the labour market, not only because they 
are less constrained by the rules and regulations which 
apply to larger companies but also because of the rapid 
birth and death rates of their micro-businesses. Flow data 
indicate a rapid movement into and out of self-employ- 
ment, no doubt attributable to a particularly turbulent 
sub-set of the self-employed coexisting with a larger 
group of relatively stable self-employed. OECD (1990b, 
p. 20) argues that this turbulence plays a positive role not 
only in flexibility but also in employment growth, since it 
is a sign of experimentation and learning in the face of 
sharp competition'*. 

Evidence presented in this chapter suggests that self- 
employment is more prevalent in countries where job 
security legislation is comparatively restrictive and 
employers' social security contributions are relatively 
high. This is consistent with the hypothesis that some 
self-employment is a response to demand from larger 
firms, subcontracting work in an effort to increase flexi- 
bility and reduce costs. In Italy the self-employed make a 
particularly important contribution to labour market flex- 
ibility, partly by subcontracting to larger firms and partly 
through a high degree of networking, which allows them 
to tackle large projects themselves. 

The job quality of the self-employed is difficult to 
describe except in terms of their hours of work and 
reported earnings. On average, the self-employed work 
longer hours than do wage and salary employees, with a 
high proportion working 50 hours a week or more. While 
it is hazardous to compare the average earnings of the 
two groups, earnings from self-employment incomes are 
often more unequally distributed than wages and salaries 
with a higher proportion having low earnings. The self- 
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employed also have lower social security protection than 
wage and salary employees and are generally not covered 
by work-injury insurance and unemployment benefits. In 
addition, even when cover exists, the levels of benefits 
may be lower than those enjoyed by their wage and 
salary counterparts. Nevertheless, it appears that the self- 
employed are, on average, happier with their situation 
than are wage and salary employees [see for example 
Payne (1984) for the United Kingdom and Mogensen 
(1990) for Denmark]. 

At the beginning of the 1990s, it is not clear that the 
climate for self-employment is as favourable as in the 
last decade. Self-employment is increasingly concen- 
trated in the service sector, which has suffered a higher 
proportion of job losses in the recent recession than in 
the past [Employment Institute (1992)l. Indeed, non-agri- 
cultural self-employment fell relative to total employ- 
ment in the United Kingdom in 1990191, the first fall 
recorded since the 1970s. However, recent projections 
made by the Institute for Employment Research (1991) 
for the United Kingdom and by the United States Bureau 
of Labor Statistics (1991) both include continuing 
increases in the absolute numbers of self-employed peo- 
ple. The new jobs are projected to arise in the service 
sector, especially in the comparatively well-paying area 
of business services. 

For the 1 9 9 0 ~ ~  governments will wish to maximise the 
contribution that self-employment can play to improving 
the quantity and quality of the labour force and enhanc- 
ing the functioning of the labour market, while being 
attentive to their working conditions and social benefits. 

Self-employment can be influenced by decisions in a 
wide range of policy areas, including taxation and social 
security arrangements and labour market regulation. 
W l e  the primary rationale for these policies lies else- 
where, their indirect influence on the development of 
self-employment may be significant. As for measures 
bearing directly on self-employment, policy should seek 
to remove unnecessary barriers to its growth, and to 
provide appropriate help to those wishing to set up in 
business as part of an effort to encourage enterprise in 
general. 

As pointed out in the report ImpIementing Change: 
Entrepreneurship and Local Initiative [OECD (1 99Oc)], 
a critical element of the quality of the labour force is the 
“capacity to generate new products and services, new 
production and financing methods to start up new ven- 
tures and innovate in existing firms and organisations 
- in short, entrepreneurship”. There is a case for govern- 
ments to help in nurturing the entrepreneurship repre- 
sented by self-employment. In the past, many of the 
special competences that are needed for self-employment 
businesses to prosper and grow were passed on within 
families - and many new self-employed still report hav- 
ing other family members active in small businesses. 
However, in a period when economic conditions are 
changing rapidly and novel types of self-employment 
based on new skills are emerging (particularly in the 
information sector), this will hardly suffice. Govern- 
ments may thus have an important role to play in provid- 
ing appropriate training opportunities for the self- 
employed, especially for potential and recent entrants 
and those wishing to expand their busines~es~~.  
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Annex 4.A 

SELF-EMPLOYMXNT DEFINITIONS AND DATA 

Most current information on self-employment, and the bulk 
of the data used in this chapter, come from household interview 
surveys of the labour force. Respondents are asked to give their 
own assessment of their employment status, guided by the 
interviewer, and their replies can be supplemented by further 
information concerning their occupations and status for admin- 
istrative purposes (for example whether considered as self- 
employed by the taxation or social security administrations). 

For all OECD countries, the labour force survey definitions 
for self-employment form part of the definitions of the “eco- 
nomically active” population adopted by the Thirteenth Inter- 
national Conference of Labour Statisticians, convened by the 
International Labour Office in Geneva in October 1982. 

In general, according to the international definitions, the 
“employed” comprise all persons above a speciiied age who, 
during a specified, brief, reference period, either one week or 
one day, were in the categories of “paid employment” or 
“self-employment”. The distinction is that the self-employed 
performed some work for profit or family gain, as opposed to a 
wage or salary. The notion of “some work” is generally inter- 
preted as work for at least one hour during the reference period. 
The status of being employed takes precedence over all other 
statuses, so that a person working as self-employed for one 
hour and looking for wage and salary employment for the rest 
of the week is counted as self-employed. No method is specifi- 
cally advocated for dealing with the cases of people simultane- 
ously performing both self-employment and wage and salary 
employment, but in practice this is dealt with by identieing the 
“main job”. Persons “with an enterprise but not at work”, i.e. 
persons with a business enterprise, a farm or a service undertak- 
ing, who were temporarily not at work during the reference 
period for any specific reason, are also classified as self- 

The self-employed are generally divided into four groups: the 
self-employed with employees (‘‘employers”), the self- 
employed without employees (‘ ‘own-account workers”), mem- 
bers of producers’ co-operatives and unpaid family workers. 
Excluding the agricultural sector, only the first two of these 
groups are of major importance for most OECD countries. The 
value of the distinction between them is shown by analyses of 
the hours worked and income received by the self-employed 
with and without employees, respectively. 

It is evident that these definitions are not very precise. In 
addition, as pointed out by ILO (1992), they embody no criteria 
which might help resolve difficult or borderline cases. 

Labour force survey designers have amplified the interna- 
tional definitions for use in practice, often taking account of the 
classifications existing in administrative practice and the 

employed. 

national accounts. Administrative practice, such as taxation 
rules, are likely to have an influence on the perception of 
respondents. In addition, the taxation authorities may carry out 
an active campaign of examining files of self-employed people 
to see if their status is appropriate. While information is hard to 
obtain, enquiries directed to tax experts in OECD countries 
have given no indication that the criteria used by income tax 
authorities depart from the concepts of “control”, “responsi- 
bility” and “risk” (to capital investments in the business). 
These are the types of criteria that might well underlie an 
economic definition of self-employment, though, as pointed out 
below, the taxation classification is not always seen as the most 
natural for labour market analysis. 

In practice, in the bulk of cases, the classification of self- 
employment is a simple affair, as self-assessment coincides 
with other criteria that might be applied. However, difficulties 
exist where more than one view is possible or where the status 
is not clear to the respondent. 

The most important borderline case is that of managers of 
incorporated businesses (companies) who either own the busi- 
ness outright or hold a majority of the shares. Such people are 
classed as employees for income tax purposes, since they are 
paid a salary by their company and their liabilities are limited to 
the capital invested in the business, unlike the self-employed 
owner of an unincorporated business who personally bears the 
risk for all losses and liabilities incurred by his company. How- 
ever, in some countries (including Finland, France and the 
Netherlands) owner-managers of incorporated businesses are 
counted as self-employed for social security purposes. For the 
national accounts, the classification is always that of employee, 
partly because of a wish to distinguish between returns to 
labour and returns to capital. However, whatever their adminis- 
trative or national accounts classification, a substantial propor- 
tion of this category are likely to assess themselves as self- 
employed. 

Data on the numbers of owner-managers of incorporated 
businesses are not widely available. In addition, their propen- 
sity to report themselves as self-employed is unknown. How- 
ever, some evidence is available from the United States (where 
the Bureau of Labor Statistics began to identify them separately 
and class them as employees in 1967), from Sweden and 
Finland (who moved in the other direction in 1987), from 
Canada and from Germany. 

In the case of the United States, the separate identification of 
owner-managers of incorporated businesses in 1967 reduced 
the measured numbers of self-employed by 16 per cent overall, 
mainly through reductions in the non-agricultural sector. In 
1991, the corresponding figure was 25 per cent, implying that 

185 



trends over time are also affected. In Sweden, by contrast, the 
ending of attempts to account for the legal status raised the 
measured numbers of self-employed by around 45 per cent. 
However, the effect seems to have been smaller in Finland, 
where the change in measured self-employment between 1986 
and 1987 was only 5 per cent. In Canada, where owner-manag- 
ers of incorporated businesses have always been classed as 
employees, Macredie (1985) points out that counting them as 
self-employed would have raised the total by 42 per cent in 
1984. However, information received from Germany, where 
they are classed as self-employed, suggests a change would 
make a difference of only around 1 per cent. Nevertheless, even 
when the impact on employment figures is small, the effect on 
the comparative earnings of wage and salary employees and of 
the self-employed can be large, owing to the high earnings of 
owner-managers of incorporated businesses. 

According to the information available, the following coun- 
tries ask for information on the legal status of those who report 
themselves as self-employed and then class them on that basis 
in their main labour force series of self-employment, as used in 
this chapter: Australia, Canada, France, Japan, the Netherlands, 
New Zealand, Norway, and the United States. Owner-managers 
are thus counted as employees. However, these countries may 
class owner-managers of incorporated businesses as self- 
employed for particular purposes [see for example Cohen 
(1988) and Flaim (1986)l. 

The following countries - Belgium, Denmark, Finland, 
Germany, Ireland, Italy, Luxembourg, Portugal, Spain, Sweden, 
and Turkey - make no attempt to impose administrative defini- 
tions, leaving it to the respondent to decide. Where guidance is 
given, this may be towards what is considered to be the most 
appropriate definition for labour force analysis. For example, 
Finland and Spain both report that owner-managers of incorpo- 
rated businesses would be guided to report themselves as self- 
employed. 

Finally, the United Kingdom instructs interviewers to guide 
the respondent, in case of doubt, to the taxation status, which is 
that of employee, and may edit “self-employed” responses to 
“employee” on the basis of information about the legal situa- 
tion of the company. 

To sum up, owing to the different treatment of owner-manag- 
ers of incorporated businesses, the figures quoted for the first 
group of countries - Australia, Canada, France, Japan, the 
Netherlands, New Zealand, Norway, the United States (and, to 
a lesser extent, the United Kingdom) - tend to understate the 
level of self-employment by comparison with those in the sec- 
ond group. The degree of relative understatement is not known 
precisely but may be substantial. In addition, it will tend to vary 
over time, as the legal provisions and incentives for incorpora- 
tion change. 

Taxation is one of the factors determining whether or not 
self-employed people elect to incorporate their businesses and 
become owner-managers. Others include the advantages of lim- 
ited liability, higher tax-deductible pension payments, the pos- 
sibility of deferring taxes by retaining earnings in the corpora- 
tion, simplified relations with clients, and generally easier 
access to external finance. At the same time, there are the 
disadvantages of the extra costs of setting up and maintaining 
the more complex legal structure of an incorporated business. 

In self-employment, profits are generally subject to progres- 
sive personal income taxes, while corporation taxes are seldom, 
if ever, progressive (with the exception of Belgium, 

Luxembourg, Switzerland and the United Kingdom) and capital 
taxes on profits cumulated within the company are generally 
taxed at lower rates, as capital gains, when shares are sold. As a 
result, as profits rise, incorporation generally becomes more tax 
efficient, except in some of the Scandinavian countries, where 
the self-employed have the option of being taxed in the same 
way as owner-managers of incorporated businesses. In some 
countries, the difference between personal and corporation tax 
rates is used as a policy instrument to influence the rate at 
which self-employment businesses are incorporated. For exam- 
ple, in the Netherlands, profits liable for corporation tax are 
subject to a flat rate of 35 per cent, except for the first 
Gld 250 000 (around $146 000), which is taxed at the higher 
rate of 40 per cent, with the intention of dissuading “undesir- 
able” conversion of unincorporated businesses into corpora- 
tions. In Austria, on the other hand, a number of adjustments in 
taxation rates have been made with the intention of encouraging 
incorporation, and the number of owner-managers of incorpo- 
rated businesses is estimated to have doubled over the last 
decade. 

Other borderline situations include the spouses of self- 
employed persons who work with them in their business. 
Legally, they are counted as employees if they have a formal 
contract of employment from their spouse (even if this is no 
more than a device for tax avoidance) and, if no such contract 
exists, as unpaid family workers. Information received from a 
number of countries suggests that, at least in principle, the 
majority of labour force surveys follow the legal situation in 
cases of doubt over self-assessment. 

Finally, there are a number of other groups whose status may 
not be clear. One example is people working few hours, such as 
baby-sitters, who may never have considered their employment 
status [Daly (1991b)l. Two other particularly difficult catego- 
ries are homeworkers and free-lance consultants supplying only 
their own labour to one or a number of companies. Different 
countries may deal with these cases in rather different ways, but 
the numbers are probably not very large. 

Since taxation practice is an important point of reference for 
the definition of self-employment, even if the statistics are 
obtained from a labour force survey, changes in taxation 
arrangements may influence the measured numbers of self- 
employed. A case in point is that of Portugal, whose reform of 
direct taxation which came into force in 1989 extended the 
concept of “income from self-employment” and is considered 
by the Ministkrio das Finangas to have increased in a substan- 
tial way the number of persons having an activity considered as 
“self-employment”. The 1991 Income Tax Act in Spain, 
designed to reduce self-employment tax fraud, to increase the 
fiscal burden on the self-employed and to simplify the taxation 
arrangements that apply, may also have important effects.. 

Apart from definitional questions, the number of self- 
employed people will tend to be understated because of under- 
reporting by respondents, especially when a substantial propor- 
tion of self-employment jobs are also undeclared to the tax 
authorities. In addition, as already noted, multiple job holders 
are generally classified simply on the basis of what they report 
as their “main” job, so that that the number of people holding 
self-employment jobs is slightly underestimated. 

Owing both to the special characteristics of self-employment 
in agriculture, and to the special status of unpaid family work- 
ers, both these groups have been excluded from the analysis in 
this chapter, unless otherwise stated. 
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Table 4.A. 1. Non-agricultural self-employment by industry, 1990" 
Percentages 

Financing, 
Transport, insurance, Community, Personal 

zz:i business smces services 

Wholesale AN non- 

industries 

= 100%) and hotels 

agricdw Miningand Manufie- Construe- siz storageand realestate socialand and Not 
tion and peyd household distributed (thousands -g bg 

services 

ISIC Major 
Divisions 2-9 2 3 5 6 7 8 9 95 

Australia 914 0.1 7.9 22.3 32.5 8.7 13.9 14.6 5.2 
Austria 209 0.0 18.4 7.0 41.5 3.8 10.5 18.7 0.0 
Belgium 497 0.1 8.9 10.3 46.3 2.8 12.6 19.0 
Canada 890 3.0 14.7 24.3 5.8 17.1 35.1 23.0 
Denmark 167 0.1 11.7 15.7 32.3 8.1 14.7 17.3 0.1 
Finland 197 14.7 16.8 32.0 10.2 12.7 13.7 5.1 
France 1 844 0.0 11.5 16.6 38.3 3.4 9.5 19.1 I .5 
Germany 2 116 0.2 15.9 9.2 33.7 4.9 17.9 18.3 
Greece 745 0.0 20.5 9.8 44.5 8.2 8.1 8.8 
Ireland 118 0.0 9.6 16.2 42.2 7.0 10.2 14.6 0.2 

4 189 0.0 13.7 10.6 48.5 3.9 1.8 21.4 
24.2 

IdY 
Japan 6 660 21.3 13.7 31.8 2.7 6.3 
Luxembourg I 1  0.3 7.3 9.6 51.3 3.7 12.8 15.0 
Netherlands 465 7.3 7.1 31.8 2.6 16.4 33.7 1.1 
New Zealand 191 0.2 12.5 17.7 29.6 5.4 14.5 20.2 9.2 
Norway 114 7.0 19.3 23.7 13.2 8.8 28.1 
Portugal 585 0.2 21.3 12.3 52.1 2.9 3.6 7.5 0.0 
Spain 1851 0.0 15.5 11.9 49.3 10.2 4.8 8.3 
Sweden 306 0.1 11.9 15.1 28.8 9.2 14.6 20.4 10.3 
United Kingdom 3 209 0.2 10.7 26.3 26.9 5.5 12.5 17.8 0.2 
united states 8 707 0.3 4.9 16.8 25.4 3.3 17.5 31.7 6.8 

a) Data for countries of the European Community are for 1989. 
Sources: EC : Emstat, Labour Force Survey; countries outside the E C  national submissions. 

Table 4.A.2. Proportion of self-employment in civilian employment by industry, 1990" 
Percentages 

Financing, 

Constnrc- gtFgi storage and real estate social and 
restaurants commu- andbusiness z z  sewices 
and hotels nication services 

%Olesafe Tmport, Community, and Coefficient 
household Mean of sgricultuml AT1 non- Mining and Manufac- 

w w h 3  b g  tion 

ISIC Major 2-9 2 3 5 6 7 8 9 95 
Divisions 

Australia 12.5 1.4 6.0 34.8 15.5 14.5 14.0 6.6 39.5 13.2 0.8 
6.7 0.9 4.0 5.1 13.7 3.6 10.0 5.0 0.3 6.0 0.7 Austria 

Belgium 14.3 0.6 5.2 23.4 36.0 5.5 21.7 8.2 .. 14.4 0.8 
Canada 7.5 1.3 16.8 7.2 6.4 10.4 8.5 36.7 8.4 0.6 
Denmark 6.8 0.8 3.9 14.1 13.3 6.9 9.6 3.2 .. 7.4 0.6 

8.8 5.3 16.1 16.0 11.2 10.5 4.0 41.7 10.5 0.4 Finland 
4.6 18.7 19.2 4.8 9.2 5.3 .. 8.9 0.8 France 9.1 0.2 

Germany 8.0 0.9 3.9 10.3 15.7 6.6 17.1 5.5 .. 8.6 0.7 
Greece 27.2 0.6 23.2 30.6 48.0 25.5 35.9 9.4 .. 24.7 0.6 

5.1 25.4 24.4 13.7 13.6 6.8 .. 12.7 0.7 Ireland 12.8 0.3 
22.2 0.5 12.2 25.4 45.8 14.1 8.9 15.5 .. 17.5 0.8 
11.6 9.4 15.5 15.0 4.8 8.1 12.0 .. 10.8 0.3 Japan 

2.6 7.8 17.5 3.8 7.0 3.7 .. 6.3 0.8 Luxembourg 7.1 1.8 
Netherlands 8.1 3.0 7.9 13.4 3.3 11.9 7.8 .. 7.9 0.5 

36.8 18.2 11.1 19.2 9.6 .. 15.7 0.6 New Zealand 14.7 5.5 9.5 
Norway 6.1 2.6 15.8 7.5 9.3 6.7 4.4 .. 7.7 0.5 
Portugal 15.9 3.2 10.8 18.6 38.3 8.6 13.7 4.6 .. 14.0 0.8 
Spain 17.5 0.6 10.5 20.0 34.0 26.8 13.7 6.0 .. 15.9 0.7 
Sweden 7.1 2.6 3.8 14.8 13.6 8.8 11.6 3.7 42.2 8.4 0.6 
United Kingdom 12.4 1.1 5.8 39.8 15.9 10.5 14.2 7.8 .. 13.6 0.9 
united states 7.7 3.3 2.0 19.0 8.5 4.6 11.4 7.3 20.4 8.0 0.7 

a) Data for countries of the European Community are for 1989. 
Sources: EC : Eumstat, Labour Fom Survey; countries outside the EC : national submissions. 

IdY 
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Table 4.A.3. Growth of self-employment by industry 
Annual average rates, in percentages 

Community, Wholesale T r a ~ ~ ~ ,  Financing, 

Minimgand Manufac- Construe- storageand m-ce' social and and tion trade and ----.. real estate -^---", household 
q d n g  turing restaurant ViCeS 

and hotel: 
and business ~~c~~ ser W-Y- 

services nication 

ISIC Major 
Divisions 2-9 2 3 5 6 7 8 9 95 

Australia 1983-90 3.7 0.0 4.2 5.1 1.7 3.1 5.8 5.1 4.0 
Austria 1983-90 0.9 -9.4 -2.0 -0.1 -0.5 -2.5 9.8 5.9 0.0 
Belgium 1983-89 2.6 -2.1 0.5 3.9 1 .o 4.5 8.7 3.7 
Canada 1983-90 3.2 1.1 5.3 0.4 2.4 8.7 2.6 1.2 
Denmark 1983-89 -1.8 22.5 -5.3 -0.6 -3.3 -3.9 5.8 -1.5 
Finland 1983-90 4.4 4.0 8.2 6.3 0.0 15.7 -3.6 
France 1983-89 0.6 13.7 -0.4 0.0 -0.5 2.9 3.1 2.0 
GeImany 1983-89 2.6 13.7 1.9 1.7 -0.2 4.6 8.2 4.6 
Greece 1983-89 1.3 -7.3 0.1 -0.6 1.9 -0.8 5.1 2.1 
Ireland 1983-89 2.8 14.9 3.3 0.2 1.6 4.5 7.4 5.5 
IdY 1983-89 2.0 -36.2 -0.1 -1.9 1.3 -0.0 3.4 9.3 
Japan 1983-90 -0.5 -2.1 0.5 -1.8 2.6 6.0 0.6 
Luxembourg 1983-89 0.7 -2.1 0.4 -1.1 3.0 13.2 3.1 
Netherlands 1983-89 5.7 4.8 2.2 0.5 2.0 11.4 12.4 
New Zealand 1987-90 I .5 0.0 2.8 -0.3 -0.2 -2.2 10.2 0.6 4 . 3  
Norway 1983-90 -0.6 4 . 4  -3.4 0.0 -0.0 -1.4 2.5 
Portugal 1986-89 4.4 30.1 8.1 3.7 2.8 -0.1 7.3 7.6 
Spain 1986-89 5.0 -17.1 7.2 4.2 2.1 10.4 13.8 11.6 
Sweden 1987-90 2.9 -15.7 -3.9 1.7 1.6 5.4 12.8 3.4 -1.3 
United Kingdom 1983-89 7.3 13.6 10.4 9.8 2.1 9.5 9.7 8.7 
united states 1983-90 2.1 -2.7 2.1 3.4 -0.3 -1.1 5.7 2. I 2.1 

Sources: EC : Eurostat, Iabour Force Survey; countries outside the EC : national submissions. 

Table 4.A.4. Non-agricultural self-employment by occupation, 1990" 
Percentages 

Production and 
related workers, 

transport 

operators and 
labourers 

All non- 
agricultural Professional, Administrative 
occupations technical, and and managerial r ~ ~ ~ o ~ ~ r s  Sales workers Service workers equipment Not distributed 
(thousands = related workers workers 

1 WYO) 

ISCO Major Groups 0-517-9 011 2 3 4 5 71819 

Australia 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 
Japan 
Luxembourg 
Netherlands 
New Zealand 
Norway 
Portugal 
Spain 
Sweden 
Turkey 
United Kingdomb 

United States 

914 
496 
892 
167 
198 

1821 
2 lo6 

744 
118 

6 650 
11 

462 
192 
114 
583 

1 850 
306 

2 528 
2 925 
8 781 

14.7 
21.8 
19.8 
21.4 
14.6 
21.5 
23.8 
12.1 
17.2 
13.2 
19.4 
28.9 
18.5 
17.5 
6.2 
8. I 

15.0 
4.3 

17.0 
17.7 

17.2 
17.5 
3.7 

21.0 
19.7 
2.6 

11.2 
5.5 
1.2 
0.8 
1.6 
8.8 

12.0 
6.1 
9.9 
4.9 
3.1 
8.3 
4.2 

18.2 

9.2 
0.4 
1.7 
7.6 
3.5 
0.1 
2.9 
0.5 
1 .o 
1.2 
0.9 
2.4 
5.4 
2.6 
1.3 
0.4 

14.7 
0.5 
3.8 
3.9 

27.7 
28.7 
22.2 
16.0 
19.2 
24.9 
26.8 
32.3 
30.4 
25.3 
41.1 
26.0 
21.7 
19.3 
40.2 
32.2 
23.0 
37.8 
21.0 
20.9 

13.7 
13.2 
23.5 

5.3 
10.1 
14.6 
11.4 
12.0 
16.7 
13.5 
23.0 
17.1 
10.1 
14.0 
10.8 
13.9 
10.7 
9.8 

13.0 
13.8 

17.5 
18.3 
29.0 
28.6 
33.3 
36.5 
20.8 
37.6 
33.4 
46.0 
14.0 
16.8 
32.4 
40.4 
31.6 
40.6 
33.5 
39.2 
40.6 
25.6 

3.0 

0.2 

0.3 

a) Data for countries of the European Community are for 1989. 
b) 1988. 

Sources: EC : Eurostat, Labour Force Survey; countries outside the EC : national submissions. 
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Table 4.A.5. Proportion of self-employment in civilian employment by occupation, 1990" 
Percentages 

Production and 
related 

workers, Mean Coefficient of 
Professional, Administrative Clerical and All non- 

variation related Sales workers ~~~~ transport agricultural technical,and and 

occupations =Iated workers equipment 
operators and workers workers 

labourers 
- ~ ~~~ ~~ 

ISCO Major Groups 0-517-9 0/1 2 3 4 5 71819 

Australia 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 
Japan 
Luxembourg 
Netherlands 
New Zealand 
Norway 
Portugal 
Spain 
Sweden 
Turkey 
United Kingdomb 

United States 

12.3 
14.6 
7.4 
6.8 
8.8 
9.1 
8.0 

27.2 
12.9 
11.5 
7.3 
8.2 

14.6 
6.1 

16.0 
17.7 
7.0 

26.5 
11.7 
7.7 

9.1 
14.1 
8.2 
5.4 
4.8 
9.9 

10.6 
20.1 
11.6 
12.8 
10.3 
9.2 

13.2 
4.2 
9.3 

11.8 
6.2 

10.1 
11.8 
7.9 

26.0 
56.2 
2.0 

29.7 
34.8 
42.9 
21.7 
58.0 
3.7 
2.1 

11.4 
15.5 
25.1 
5.4 

68.8 
42.8 

1.3 
54.7 
7.0 

10.8 

6.4 
0.3 
0.7 
2.9 
2.0 
0.0 
1.1 
1.1 
0.7 
0.7 
0.2 
1.0 
4.2 
1.4 
1.3 
0.4 
6.1 
1.5 
2.3 
1.8 

21.2 
43.4 
16.3 
12.6 
15.6 
24.2 
22.4 
59.5 
30.8 
17.9 
34.0 
18.0 
23.3 
10.1 
52.5 
43.9 
16.7 
65.7 
21.2 
12.9 

10.7 
18.0 
12.7 
3.5 
7.7 
8.6 
9.9 

26.1 
16.3 
16.8 
11.4 
10.7 
11.9 
5.9 

11.6 
15.1 
7.8 

17.8 
11.0 
7.7 

9.7 
8.0 
7.8 
6.2 
9.8 

10.1 
4.7 

25.8 
13.4 
13.8 
3.0 
5.5 

16.9 
8.5 

11.3 
16.9 
7.8 

22.8 
15.5 
7.2 

13.9 
23.3 
8.0 

10.0 
12.4 
15.9 
11.7 
31.7 
12.8 
10.7 
11.7 
10.0 
15.8 
5.9 

25.8 
21.8 
7.7 

28.8 
11.5 
8.0 

0.5 
0.8 
0.7 
0.9 
0.9 
0.9 
0.7 
0.7 
0.8 
0.6 
0.9 
0.6 
0.4 
0.5 
1 .o 
0.7 
0.6 
0.8 
0.5 
0.4 

u) Data for countries of the European Community are for 1989. 
b) 1988. 

Sources: EC : Eurostat, Labour Force Survey; countries outside the EC : national submissions. 

Table 4.A.6. Growth of self-employment by occupation 
Annual average rates, in percentages 

Production and 
related workers, 

tranSpOrt 
equipment 

ODerators and 

All non- Professional, Administrative 
agricultural technical, and and managerial related C'erical workers and Sales workers Service workers 
occupations related workers workers 

labourers 

ISCO Major Groups 0-5 7-9 01 1 2 3 4 5 71819 

Australia 1987-90 2.9 4.4 -0.2 2.4 2.8 2.6 5.9 
Belgium 1983-89 2.6 6.9 8.5 -1 0.1 -0.1 0.1 0.7 
Canada 1983-90 3.1 5.5 11.9 1 .O 3.4 0.7 3.0 
Denmark 1985-89 -0.0 5.2 6.6 -0.7 -6.9 -8.1 -0.9 
Finland 1989-90 2.6 -9.4 21.9 0.0 0.0 0.0 1.5 
France 1983-89 0.6 2.3 -4.0 -3.8 0.4 0.7 0.2 
Germany 1984-89 1.9 4.3 1.8 2.1 1.6 -1.2 0.3 
Greece 1983-89 1.5 3.8 12.1 -5.4 2.3 2.8 -1 .o 
Ireland 1983-89 2.8 5.3 -12.1 11.9 2.1 3.5 2.5 

Luxembourg 1983-89 0.7 6.5 14.5 -1.6 1.6 0.9 -6.6 
Netherlands 1983-89 5.7 8.0 6.8 27.8 1 .o 10.0 4.4 
New Zealand 1987-90 1.6 9.4 7.9 1.3 1.8 -7.6 -0.7 
Norway 1983-90 -0.7 1.5 -6.3 0.0 0.7 0.9 -1.7 
Portugal 1986-89 4.4 6.3 8.9 18.2 2.1 9.2 3.7 

Turkey 1989-90 1.7 12.9 21.8 15.7 1.4 11.1 -4.5 

Japan 1983-90 -0.3 1.6 3.2 -1.7 -0.7 -0.9 -0.4 

Sweden 1987-90 2.8 6.6 6.9 4.2 -0.6 6.7 1.6 

United Kingdom 1983-88 5.8 6.8 16.8 7.6 1.9 6.6 6.4 
United States 1983-90 2.2 2.6 4.2 4.6 0.2 4.6 0.8 

Sources: EC : Eurostat, Labour Force Survey; countries outside the EC : national submissions. 
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Table 4.A.7. Self-employment by age and sex, 1990” 
Percentages 

Total 

Total Age groups 
QllOU.SaIl& 
= lOO’+&) 15-24 25-44 45-59 6ot  

Men Women 

Age g r o w  Age groups 
Total Total 

15-24 25-44 45-59 6ot 15-24 25-44 45-59 60+ 

Australia 
Austria 
Belgium 
Canada 
Denmark 
Finland 
France 
Germany 
Greece 
Ireland 
IdY 
Japan 
Luxembourg 
Netherlands 
New Zealand 
Portugal 
Spain 
Turkey 
United Kingdom 
United States 

~~ ~~ 

Total 

Age groups 
Total 

15-24 25-44 45-59 6ot  

914 
210 
497 
892 
169 
198 

1 844 
2 116 

745 
118 

4 189 
6 830 

11 
465 
275 
585 

1851 
2 532 
3 209 
8 760 

Men Women 

Age groups Age groups 
Total Total 

15-24 25-44 45-59 6ot  15-24 25-44 45-59 6ot 

5.5 57.5 30.5 6.6 
2.3 49.5 39.6 8.5 
3.8 59.0 30.6 6.7 
9.9 54.4 26.8 9.1 
2.5 50.0 35.5 12.1 
3.5 60.1 30.8 5.6 
2.4 53.8 35.8 8.1 
2.3 44.9 40.9 11.8 
3.9 53.3 34.1 8.7 
5.0 54.9 29.5 10.6 
4.9 51.0 35.1 9.1 
2.0 35.9 40.6 21.5 
1.2 57.5 32.7 8.7 
7.5 52.8 29.4 10.2 
3.7 56.3 32.6 7.4 
5.0 47.9 33.9 13.2 
5.4 49.8 35.7 9.2 
8.3 60.4 24.5 6.9 
9.1 53.3 29.3 8.4 
4.0 52.3 30.4 13.4 

Australia 12.4 
Austria 6.1 
Belgium 14.3 
Canada 7.4 
Denmark 6.9 
Finland 8.6 
France 9.2 
Gellllany 8.0 
Greece 27.2 
Ireland 12.8 
Italy 22.2 
Japan 10.9 
Luxembourg 7.1 
Netherlands 8.1 
New Zealand 18.7 
Norway 
Portugal 15.9 
Spain 17.5 
Sweden 
Turkey 26.4 
United Kingdom 12.4 
United States 7.4 

a) Data for countries of the European 

67.4 

73.2 
60.9 
80.8 
68.7 
74.1 
73.7 
82.1 
82.4 
76.8 
65.6 
72.0 
66.2 
72.5 
69.1 
74.6 
93.7 
75.4 
64.1 

3.1 13.3 17.5 22.9 9.6 2.6 10.9 
0.7 5.8 9.6 33.8 
4.5 13.3 19.6 48.2 16.7 5.2 15.7 
4.0 7.2 9.0 15.6 6.4 4.5 6.3 
0.9 6.8 9.7 17.8 10.4 0.9 10.4 
2.2 8.9 11.5 21.2 5.6 1.2 5.7 
1.7 8.2 13.4 33.7 11.9 2.1 10.6 
1.0 7.5 10.6 32.3 9.7 1.3 8.6 
8.8 25.3 34.7 57.0 32.7 10.1 30.8 
2.8 13.1 19.8 32.0 16.8 4.0 17.1 
7.8 20.8 28.1 48.3 25.8 9.3 24.6 
1.8 8.8 14.2 20.6 9.3 1.5 9.0 
0.5 7.1 10.1 33.7 7.9 0.6 7.8 
3.1 7.6 11.1 36.1 8.6 3.6 7.7 
3.2 20.8 25.8 35.4 11.8 2.1 13.7 

3.9 15.1 22.6 39.0 18.3 3.9 17.6 
5.5 16.7 24.1 32.5 19.2 5.9 18.7 

9.9 26.6 42.4 69.4 28.5 10.5 28.5 
5.4 13.7 14.4 19.5 16.6 8.1 17.7 
1.8 7.1 10.0 14.5 5.9 1.6 5.9 

Community are for 1989. 

3.3 37.5 

2.4 42.3 
4.5 32.4 
1.4 41.3 
2.5 41.9 
1.6 40.8 
1.5 32.3 
2.7 43.6 
3.6 46.0 
3.5 39.8 
1.2 21.8 
0.7 41.0 
5.0 40.1 
2.5 40.3 
2.9 33.2 
3.4 38.1 
7.1 56.4 
7.1 39.3 
2.3 32.7 

21.6 5.0 

23.6 5.5 
17.3 6.7 
29.4 11.0 
20.2 4.0 
27.6 5.2 
32.6 9.0 
30.5 8.1 
24.9 8.2 
28.6 7.5 
27.7 14.9 
23.7 6.3 
23.6 9.4 
23.7 6.0 
24.7 10.3 
27.4 6.8 
23.6 6.5 
22.2 6.5 
19.9 9.3 

~ ~ 

a) Data for countries of the European Community are for 1989. 
Sources: EC : Eurostat, Labour Force Survey; countries outside the EC : national submissions. 

32.6 

26.8 
39.1 
19.2 
31.3 
25.9 
26.3 
17.9 
17.6 
23.2 
34.4 
28.0 
33.8 
27.5 
30.9 
25.4 
6.3 

24.6 
35.9 

2.2 20.0 8.9 1.6 

1.4 16.7 7.0 1.2 
5.4 22.0 9.5 2.4 
1.0 8.6 6.0 1.3 
1.0 18.2 10.6 1.5 
0.8 13.0 8.2 2.8 
0.8 12.5 8.5 2.8 
1.1 9.4 4.0 0.8 
1.4 8.9 4.6 2.3 
1.4 11.1 6.6 1.6 
0.9 14.1 12.9 6.6 
0.4 16.5 8.9 2.4 
2.1 12.2 6.1 1.5 
1.2 16.0 8.9 1.5 
2.0 14.6 9.2 3.0 
1.9 11.7 8.4 2.4 
1.2 3.9 0.8 0.4 
1.9 14.0 7.1 1.9 
1.7 19.7 10.4 4.1 

Table 4.A.8. Self-employment as a proportion of civilian employment in the non-agricultural sector 
by age and sex, 1990” 

Percentagcs 

13.5 20.7 

20.8 48.5 
7.6 11.5 

14.3 24.5 
8.6 12.5 

17.1 40.5 
12.5 33.5 
38.9 60.6 
22.6 35.1 
30.3 51.9 
11.1 16.2 
9.8 37.2 

10.9 39.3 
16.4 21.4 

24.6 41.5 
24.2 33.2 

43.7 69.1 
19.6 22.9 
7.6 10.5 

14.4 

10.3 
8.3 
2.8 

11.5 
5.5 
5.4 

15.4 
6.1 

15.1 
12.1 
5.8 
7.3 

24.0 

12.3 
13.9 

12.8 
7.0 
8.7 - 

3.6 15.1 19.9 23.7 

3.6 9.8 16.3 46.5 
3.6 8.0 10.1 17.9 
0.8 2.8 4.1 5.8 
3.1 11.8 14.0 28.6 
1.2 4.9 7.9 26.1 
0.8 5.7 6.9 29.1 
6.9 15.2 20.6 37.4 
1.6 6.1 12.0 24.5 
5.7 14.1 22.0 38.0 
2.0 8.7 16.4 23.4 
0.4 5.8 11.1 26.9 
2.7 7.4 11.7 28.3 
4.1 26.3 32.8 42.1 

4.0 11.7 18.8 32.8 
5.0 12.5 23.7 30.6 

7.3 13.7 23.2 75.4 
2.4 8.3 7.8 12.9 
2.0 8.1 11.9 17.5 
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NOTES 

1. Fain (1980) notes that, even more so than most self- 
employed workers, the owners of incorporated businesses 
are likely to be older than the average worker and male. 

2. For some items, there are well-known difficulties in deter- 
mining what part of expenditure is business expenditure 
and what is personal consumption. These items include 
motorcars, houses and the services of a spouse working in 
the business and considered to be an employee of the 
business, for taxation purposes. 
As regards production for own consumption, many self- 
employed people have skills which can substitute for those 
otherwise have to be bought on the market. For example, a 
self-employed builder may invest some of his time and 
expertise in his own home, inereasing his effective income. 
Again, a group of self-employed people may work for each 
other on a barter basis, without counting (or declaring) the 
income flows this represents. 
A substantial part of the incomes of the most financially 
successful self-employed people are made when their busi- 
nesses are sold, or floated on the stock market. For capital 
accruals, in addition to the problems of valuation of physi- 
cal capital there is the problem of deciding which paper 
assets should be regarded as part of a self-employed 
person’s enterprise and which are part of his or her per- 
sonal portfolio. 

3. The difference no doubt reflects the high proportion of self- 
employed with employees in western Germany. 

4. These monthly and quarterly data come from successive 
interviews with the same individuals. 

5. Burrows and Curran (1991, p. 25) suggest there is evidence 
of an “age launch window” for entry into self-employ- 
ment, between the ages of 25 and 44 when “the combina- 
tion of ambition, experience, energy and access to capital 
are at their most propitious”. 

6. More precisely, the survey of Bevan et al. (1988) covered 
243 “recent” self-employed, currently running their own 
businesses, who had entered self-employment in the past 
four years and had between zero and four employees; 90 
“lapsed” self-employed, who had left self-employment in 
the last three years for reasons other than retirement; and 
139 “potential” self-employed, who said they were seri- 
ously intending to become self-employed over the next 
year. 

7. The tinding that comparatively few self-employed (or 
small business owners in general) report financial reasons 
as their main motivation is reported in many United 
Kingdom studies. 

8. This discussion is based on Hakim (1989). 

9. It seems likely that most holders of franchises would report 
themselves as self-employed, even though they share some 
of the characteristics of wage and salary employees. 

10. For a study of the methods of evaluation of labour market 
schemes see OECD (1991b). 

11. For example, in Franee and Spain, following earlier ena- 
bling legislation, the use of fixed-term contracts has gradu- 
ally become widespread, particularly for new hirings 
[OECD (1991c, Chapter 2)]. 

12. In some countries, particularly the Nordic countries, 
attempts have been made to align the taxation of the self- 
employed more closely with that of owner-managers of 
companies. Thus, in Denmark, for example, it is possible 
for the self-employed to take advantage of a special 
arrangement under which the taxation of investments in the 
business is given the same status as proceeds from other 
types of investments. The self-employed taxpayer has the 
option of preparing two sets of accounts, one for business 
and one for personal income, the same option available to 
an owner-manager of an incorporated business. In Iceland, 
the self-employed person is required to estimate a wage for 
him- or herself and to pay tax on it on a Pay-As-You-Earn 
basis. In Norway, a split between the capital income of the 
self-employed business and the wage income is made in an 
administrative way, and the two parts taxed on different 
schedules. In Sweden, it has recently been proposed that 
income from unineorporated businesses be split in a similar 
way by applying an administratively determined interest 
rate to business equity. For a general discussion of the 
issues involved in corporate taxation see OECD (19914. 

13. Reductions in tax liability secured by becoming self- 
employed will be offset, to some extent, by the increased 
administrative costs of complying with the tax legislation. 
This may act as a deterrent to some would-be self- 
employed people (or to self-employed people thinking of 
expanding their businesses to a point where they become 
liable to value-added tax). It may be argued that properly 
constituted accounts are essential for all but the smallest 
businesses, which are often allowed to present very simple 
sets of accounts for tax purposes. However, an analysis of 
compliance costs carried out for the Netherlands by M.A. 
Allers of the Rijksuniversiteit Gronigen in 1990 concluded 
that compliance costs tended to be more burdensome for 
smaller businesses. 

14. The Average Production Worker earnings level, as defined 
in the work of the OECD Directorate for Financial, Fiscal 
and Enterprise Affairs, is designed to equal the average 
gross earnings from employment of adult full-time produc- 
tion workers in the manufacturing sector. It is frequently 
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used by the OECD for comparisons of the incidence of 
taxes on different types of household. See, for example, 
OECD (1991a). 

17. The proportion of older people in self-employment is high- 
est in Japan, where, however, the current policy stance is to 
encourage more older workers to remain in wage and sal- 
ary employment. 

18. Daly (19910, p. 582) notes that, at the regional level, high 
levels of turbulence in the United Kingdom are not always 

15. For a discussion see, for example, OECD (1990a, 
Chapter 6). 

16. However, in Belgium, for example, the social security con- 
tribution rate of the self-employed is considerably lower 
than that of wage and salary employees. 

associated with higher levels of job Gowth. 

entrepreneurs. 
19. see h e n i  (1992) for a discussion of help to 
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