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Introduction
Over the last decades, self-employment has taken a larger place in total 

non-agricultural employment in a number of OECD countries (OECD, 
2000). However, the causes of this evolution are not yet well understood. 
At the international level, the clearest statistical relationship is the tendency 
for self-employment to be lower in countries with higher GDP per capita. 
Nevertheless GDP per capita has been rising in all countries, including 
those where self-employment is rising; therefore, other factors are clearly 
at work.
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This perception can help us to understand, to a certain extent, the 
whys and wherefores of a renewed interest in entrepreneurship research. In 
fact, entrepreneurship have attracted an increased interest in the world of 
Economics, which is evident according to the exponential growth of works 
devoted (mainly empirical) to the economics of entrepreneurship (perhaps, 
more precisely to the economics of self-employment). 

Surprisingly, the evolution of this topic of research has been peculiar. In 
fact, the progressive introduction of some active promotion self-employment 
policies in the action policy agenda was prior to the proliferation of 
propositions and empirical findings. It was to be expected that this fact had 
profound effects on the effectiveness of entrepreneurial policy. 

Hence, we have moved from a situation in which policy makers 
identified a market failure and decided to intervene, in spite of the weakness 
of existing propositions, to another one characterized by the existence of 
more precise findings which can be used as powerful political guidelines. 

However, this change has not had yet affected the design of 
entrepreneurship promotion policy, as a logical corollary. Therefore, this 
paper attempts to summarize the current state of the entrepreneurial 
promotion policy and the main empirical research results on self-employment 
dynamics in order to discuss its possible implications on policy effectiveness. 
Thus, the main aim of this work is to stimulate the debate as the stepping 
stone to the necessary further conditional analysis to be carried out for an 
adequate design of the action policy agenda.

The organization of this paper is as follows. Section I describes 
and motivates self-employment patterns in the OECD countries by 
means of COMPENDIA methodology. Section II discusses the current 
entrepreneurial promotion policy in the OECD. Section III briefly reviews 
the main empirical results obtained by self-employment dynamics research 
and Section IV deals with data limitations for the empirical analysis. Finally, 
a discussion about the concluding remarks of the paper is contained in the 
last section.

I. Self-Employment Patterns in the OECD
Harmonised data on entrepreneurship per country are not readily 

available; definitions that are used differ from country to country and 
available statistical data sets are often not regularly updated. Nevertheless, 
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the COMPENDIA data-set can be used to provide an overall picture of 
the state of entrepreneurship in the OECD.1 Thus, table 1 presents data 
on the evolution of non-agricultural self-employment in OECD countries 
using the COMPENDIA data set.

During the 1990s, self employment grew faster than civilian 
employment as a whole in most OECD countries. This contrasts with the 
1970s, when the share of self-employment tended to fall. Most countries tend 
to have a U-shape pattern in the rate of self-employment with a decrease in 
entrepreneurship till the mid-eighties and an increase afterwards.

In terms of the decline of business ownership, several authors have 
reported a negative relationship between economic development and the 
self-employment rate. The explanations include different approaches such 
as “a rise of real wages associated with economic development which might 
have raised the opportunity cost of self-employment relative to the return” 
(Lucas, 1978; Iyigun and Owen, 1998), or “the need to exploit economies 
of scale and scope during the period after the second industrial revolution 
in the second half of the 19th century” (Chandler, 1990). However, some 
other authors have provided evidence of a reversal of the trend towards 
more self-employment and small business presence in general (Carlsoon, 
1989; Loveman and Sengenberger, 1991; Acs and Audretsch, 1993; Acs et 
al., 1994; Acs, 1996; Thurik, 1999). In this sense, there are many potential 
reasons for this revival in Western economies2 such as the important 
role that small firms play in the emerging industries like software and 
biotechnology, the fact that new technologies have reduced the importance 
of scale economies in many sectors, the deregulation and privatization 
movements which have swept the world, the tendency of large firms to 
concentrate on “core competences” and downsize, the increase of the 
employment share of the services sector which, given the relatively small 
average firm size of most services, creates more opportunities for business 
ownership, the increasing incomes and the increases in the “demand for 

1	 The dataset COMPENDIA contains harmonized data on the number of business owners and 
the business ownership rate (number of business owners as share of labour force) for 23 OECD 
countries over the period 1972-2006. The acronym COMPENDIA stands for “COMParative 
ENtrepreneurship Data for International Analysis”. Business ownership rates have been made 
comparable across countries and over time. See Van Stel (2005) for details.

2	 See Carree et al. (2002, pp. 274-275) for a detailed list.
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Table 1. Non-agricultural Self-employment/Business ownership rates 
in OECD countries, 1972-2005

Country 1972 1975 1978 1981 1984 1987 1990 1993 1996 1999 2002 2005

Australia 12,6% 13,6% 16% 16,1% 16% 15,6% 15,5% 16,5% 15,9% 15,8% 16,0% 15,8%

Austria 9,3% 7,7% 7,7% 7% 6,5% 6,7% 7,2% 6,8% 7,4% 8,1% 8,7% 8,7%

Belgium 11,1% 10,5% 10,5% 10,5% 10,9% 11,4% 11,9% 12,2% 12,6% 12,2% 11,6% 11,1%

Canada 7,9% 7,6% 8,5% 8,6% 10% 10,3% 10,8% 11,5% 12,8% 13,8% 12,4% 12,1%

Denmark 8,2% 8,3% 7,9% 6,9% 6,6% 6,1% 6,3% 6% 6,4% 6,6% 6,7% 6,4%

Finland 6,6% 6% 5,9% 6,4% 6,6% 7% 8,2% 7,4% 8% 8,2% 7,9% 8,3%

France 11,3% 10,7% 10,3% 10,1% 9,8% 9,8% 9,8% 9,1% 8,8% 8,4% 8,1% 8,4%

Germany(a) 7,6% 7,2% 6,7% 6,5% 6,8% 6,9% 7,2% 7,5% 8,2% 8,5% 8,6% 9,6%

Greece 16,1% 17,5% 18,5% 18,5% 17,7% 18,7% 19,4% 20,1% 19,7% 18,7% 19% 19,6%

Iceland 9,6% 8,8% 8,6% 7,4% 7,9% 8,6% 9,4% 9,7% 11,2% 11,2% 10,6% 10,9%

Ireland 7,7% 8,3% 8,2% 7,9% 8,9% 9,4% 10,9% 11,4% 11,2% 11% 11,2% 11,6%

Italy 16,2% 16,2% 16,5% 17,3% 18,7% 18,9% 19,9% 20% 20,8% 20,9% 20,7% 21%

Japan 12,5% 12,5% 13% 13% 12,6% 12,4% 11,6% 10,7% 10,1% 9,9% 9,2% 9%

Luxembourg 10,5% 9,5% 9,1% 8,2% 8,1% 7,3% 6,5% 6,3% 6,7% 6,3% 5,8% 5,5%

New Zealand 10,6% 10,2% 9,5% 9,6% 11,4% 11,1% 11,8% 12,7% 13,9% 14,1% 13,6% 13,8%

Norway 9,7% 9,3% 8,7% 8,3% 8,7% 8,1% 7,7% 7,8% 7,1% 6,7% 6,5% 7,4%

Portugal 12,1% 12,2% 12,6% 13,5% 11,4% 12,1% 13,9% 16,4% 16,7% 15,1% 14,7% 13,6%

Spain 11,6% 10,5% 10,7% 10,9% 11,2% 12,2% 12,3% 12,6% 13% 12,9% 12,7% 13%

Sweden 7,4% 6,8% 6,8% 7% 7,2% 6,5% 6,9% 7,7% 8,1% 8,3% 8,1% 8,2%

Switzerland 6,3% 6,4% 6,4% 6,2% 6,5% 6,7% 6,9% 7,2% 8% 8,7% 7,7% 7%

The 
Netherlands 9,7% 9,1% 8,4% 8% 7,8% 8% 8,2% 9,1% 9,8% 10,1% 10,5% 11,1%

United 
Kingdom 7,9% 7,8% 7,2% 8,1% 8,7% 9,9% 11,4% 11% 11,2% 10,5% 10,4% 11,1%

USA 8,2% 8,3% 9% 9,8% 10,6% 10,6% 10,8% 10,8% 10,6% 10,1% 9,8% 10,1%

Average 
OECD

10% 9,8% 9,9% 9,8% 10% 10,2% 10,6% 10,9% 11,2% 11,1% 10,9% 11%

Total number 
of  business 
owners (x1000)

30085 30925 33230 35884 38392 40544 42937 44059 45314 45830 45485 47774

Notes: (a) Germany refers to West-Germany until 1991.
Source: EIM: COMParative Entrepreneurship Data for International Analysis
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variety” as a result, or even “the view of self-employment as a way of 
achieve personal goals”. Alternatively, several countries, at different times, 
have seen growing numbers of self-employed people who work for just 
one company, and whose self-employment status may be little more than 
a device to reduce total taxes paid by the firms and workers involved –the 
phenomenon of so-called dependent self-employment-. The self-employment 
resurgence would be in that case a way to evade labour market rigidities.3 
On the other hand, high levels of unemployment combined with some 
labour market programmes aimed to promote self-employment entries 
might be explaining the recent growth in self-employment rates.4 Finally, 
the fact that the main growth in self-employment is seen in the fastest 
growing sectors of the service economy suggests that the growth in self-
employment may also be a response to the new opportunities offered by 
OECD economies.

II. The Current Entrepreneurial Promotion Policy
Over recent decades, entrepreneurial promotion policies have played 

a key role in policy agenda, but often subordinated to the objectives of 
the active labour market policies. Thus, entrepreneurship policies focus 
on promoting transitions from unemployment to self-employment. This 
fact is a logical corollary, given the ineffectiveness shown by the majority 
of active labour market policy instruments traditionally used to reduce 
the high and persistent unemployment rates. The aim is to reduce 
unemployment directly by shifting people out of an unemployed status 
into self-employment and indirectly thanks to new jobs created by these 
new entrepreneurs. 

In particular, the European Council defined its objectives in terms of 
employment and economic growth in Lisbon in 2000. Toward this end, 
European authorities have been committed to reducing entry barriers to 
entrepreneurship by designing and implementing a whole spectrum of 
policies, legislation, programmes and initiatives. Their more remarkable 

3	 Román et al. (2009) show the contrary impact that some different measures of labour market 
regulation causes on transitions from paid-employment to dependent self-employment 
compared with transitions to independent self-employment.

4	 Román et al. (2010) suggest that the coexistence of recession periods, start-up incentives, and 
strict employment protection favours transitions from unemployment to own-account work.
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actions reveal a marked tendency or bias in favour of measures promoting 
the entry of unemployed or target groups (young people and women) into 
self-employment. In this sense, because the entrepreneurial promotion 
policies are aimed at not only enhancing self-employment, but also 
promoting the economic growth and job creation processes, governmental 
measures cannot be limited to achieving a certain number of self-employed 
individuals and reducing unemployment temporarily.5 They must also aim 
for a more permanent effect. However, there are relatively scarce measures 
aimed at foresting the success (survival and/or growth) of existing self-
employed.6 Unfortunately, there are still very few rigorous evaluations of 
the cost-effectiveness of these and other policies to support self-employment. 
Consequently, to increase the entrepreneurial network seems to be a quite 
imprecise objective in order to promote the economic growth and job 
creation processes.

III. The Determinants of  Self-Employment Dynamics
The entrepreneurial phenomenon is commonly approached from a 

managerial perspective, setting aside any possible contributions derived 
from economic theory and empirical research. In order to overcome 
this deficiency, this section is aimed to present a selective review of the 
theoretical propositions and empirical results provided by the body of 
literature devoted to the study of the Economics of Self-employment and 
Entrepreneurship.7 Undoubtedly, establishing (i) why some individuals 
enter self-employment; (ii) why some quit self-employment shortly after 
they have started, while others survive; and (iii) why some expand their 

5	 An obvious risk of these measures is that they can distort occupational choice, by encouraging 
non-skilled individuals to enter self-employment who may return to unemployment when 
economic conditions changes or even, when incentives disappear. In this sense, Rissman (2003) 
use the basic job search model (Mortensen, 1986) to develop a self-employment model for 
unemployed workers, where those unemployed individuals can supplement their income 
during spells of unemployment with earnings generated from self-employment.

6	 In addition, according to the “Action Plan: The European agenda for Entrepreneurship 
(2004)”, the EU is not fully exploiting its entrepreneurial potential as it is failing to encourage 
enough people to become an entrepreneur. Thus, according to the Eurobarometer although 
47% of Europeans say they prefer self-employment, only 17% actually realise their ambitions. 
See COM (2004) 70 final, for details.

7	 Other excellent surveys are Blanchflower (2000, 2004), Audretsch (2002), Parker (2004, 2009a) 
or Reize (2004) among others.
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business by recruiting personnel are crucial questions to improve the 
effectiveness of the public promotion of entrepreneurial activities.

A.	 Entering and Surviving within Self-employment
Given the standard theory of on-the-job search (Mortensen, 1986), 

most previous studies on self-employment consider a model where a 
rational agent enters into self-employment if the expected utility associated 
to this occupation exceeds the expected utility of other states (i.e. paid-
employment or unemployment).8 However, the choice of labour market 
state is continually reviewed as individual situations change. Hence, the 
determinants of self-employment dissolution emerge. Thus, a rational 
individual will quit self-employment if the expected utility from self-
employment is smaller than the expected utility from other states.9 Some 
factors explaining these utility differentials and, as a consequence, affecting 
self-employment entry and survival are discussed below.

Question 1: Are there gender differences in self-employment entry and 
performance?

As far as gender differences are concerned, females are still a minority 
of the self-employed workforce (which generally refers to the sum of own-
account workers and employers) in all developed countries. Some women, 
however, are classified as unpaid family workers in national statistics but 
might better be treated as equal partners with the self-employed person 
who is in formal charge of the business. This omission probably tends 
to understate the true level of women’s entrepreneurship.10 In this sense, 
once women have overcome all obstacles and family circumstances to 
become self-employed, there is not a priori any reason which justify 
lower survival rates, unless similar hurdles reappear.11 On the contrary, 

8	 See Maddala (1983), Lancaster (1990), Wooldridge (2002) or Greene (2003) for more details of 
this methodology.

9	 For a more detailed explanation of this methodology, see the “Stephen P. Jenkins’ Lecture 
Notes” corresponding to the course Survival Analysis by Stephen P. Jenkins, provided by the 
University of Essex Summer School among other universities and institutions. For a detailed 
review of the determinants of self-employment survival in Europe, see Millán et al. (2010).

10	 See Felstead and Leighton (1992) and Marshall (1999).
11	 Thus, Kalleberg and Leicht (1991), Cooper et al. (1991, 1992, 1994), Brüderl and Preisendörfer 

(1998) and Andersson (2009) obtained evidence supporting that gender has an insignificant 
effect on business survival rates.
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most previous studies observe how women have significantly higher 
failure rates.12

Question 2: Are those individuals with higher education (or 
qualifications) more likely to enter and success within self-employment?

Regarding the linkages between entrepreneurship and education,13 
either a negative or a positive relationship can be proposed. On one hand, 
education could serve as a filter in such a way that the more educated tend 
to be better informed, implying that they are more efficient at assessing 
self-employment opportunities. Moreover, there are many opportunities 
for self-employment in knowledge-based industries (Keeble et al., 1993). 
On the other hand, the skills that make good entrepreneurs are not 
necessarily those which result in the acquisition of formal education 
(Casson, 2003). In addition, higher levels of education might be related to 
higher expected wage earnings, that is, higher opportunity cost of being 
self-employed. Finally, one would expect, according to the signalling 
hypothesis, that those planning to enter self-employment have no need 
to acquire formal qualifications to indicate their quality to potential 
employers. Consequently, the expected results on self-employment entry 
and performance are ambiguous.14

Question 3: Does the presence of self-employed parents (or relatives) 
increases the probability of entry and/or survival? 

12	 With the exception of the work by Giannetti and Simonov (2004), who show how males are 
less likely to stay longer in self-employment than females, on the other hand, there are several 
examples of the opposite result (see Holmes and Schmitz, 1996; Taylor, 1999; Nziramasanga 
and Lee, 2001; Falter, 2002; Georgellis et al., 2007; Block and Sandner, 2009; Haapanen and 
Tervo, 2009 or Millán et al., 2010 among others).

13	 Van der Sluis et al. (2008) surveyed the literature.
14	 Concerning entries, the evidence generally points to a positive effect of educational attainment 

(Rees and Shah, 1986; Gill, 1988; Dolton and Makepeace, 1990; Taylor, 1996; Clark and 
Drinkwater, 1998; Carrasco, 1999; Blanchflower, 2000; Congregado et al. 2009). However, 
other studies found insignificant effects of education (Evans and Jovanovic, 1989; Evans 
and Leighton, 1989; Taylor 2001), and several have detected negative effects (Bruce, 2000; 
Johansson, 2000). As regards to survival, Bates (1990), Cooper et al. (1991, 1994), Brüderl et al. 
(1992), Cressy (1996), Falter (2002), Cueto and Mato (2006), Ejrnæs and Hochguertel (2008), 
Haapanen and Tervo (2009) and Millán et al. (2010) find education to be an important factor in 
increasing self-employment longevity. However, Cooper et al. (1992), Carrasco (1999), Taylor 
(1999), Johansson (2001) or Georgellis et al. (2007) do not find any statistically important effect 
of education on survival. Finally, Kangasharju and Pekkala (2002) observe how exit probability 
is lower for the highly educated during economic downturn, but higher in economic upturn.
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The argument is that parental labour market status may act as a 
proxy for intergenerational transfers of entrepreneurial human capital and 
ability.15 

Question 4: Are those older individuals better entrepreneurs?
The role of age has also been explored across entrepreneurial literature. 

One might expect older people to be successful within self-employment with 
a higher probability than younger individuals. Thus, human (and physical) 
capital requirements of entrepreneurship are often unavailable to younger 
workers. Besides, older people have had time to build better networks, 
and to have indentified valuable opportunities in entrepreneurship. On 
the other hand, the old may be more risk averse than the young, and less 
capable of working the long hours often undertaken by entrepreneurs. 
When we turn to the econometric evidence, most studies tend to find than 
self-employment is concentrated among individuals in mid-career.16

Question 5: Does the probability of switching out of self-employment 
decrease with the amount of self-employment experience?

The shape of the empirical hazard rate of self-employment duration 
mostly presents a negative effect on the exit rate, that is, the hazard 
decreases with duration. There are two possible explanations of this 
result. The first one, well-known, is that entrepreneurial success may 
require time before being well established. The second comes from the 

15	 Evans and Leighton (1989), De Wit and Van Winden (1989, 1990), Taylor (1996), Dunn and 
Holtz-Eakin (2000), Hout and Rosen (2000) or Congregado et al. (2009) among others find 
that relatives’ self-employment experience have a strong and positive effect on the probability 
of becoming self-employed. Regarding survival, Cooper et al. (1991, 1992, 1994), Gimeno-
Gascon et al. (1997), Haapanen and Tervo (2009) and Millán et al. (2010) report a higher 
probability of survival if the entrepreneur’s parents or relatives had owned (or currently own) 
a business.

16	 Most empirical studies test if age has a non-linear effect on the probability of entering and/
or surviving, by including both a linear and a quadratic term in the analysis. Thus, Rees 
and Shah (1986), Holtz-Eakin et al. (1994a, 1994b), Taylor (1996), Clark and Drinkwater 
(1998) or Congregado et al. (2009) reported positive (usually quadratic) effects from age on 
the probability of being or becoming self-employed. As regards to self-employment duration, 
Holtz-Eakin et al. (1994b), Taylor (2004), Block and Sandner (2009), Haapanen and Tervo 
(2009) and Millán et al. (2010) find that the negative quadratic term begins to dominate the 
positive linear term at roughly the age of 43, indicating that past this age, people become more 
likely to opt out of entrepreneurship in favour of wage earning, ceteris paribus.
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fact that individuals improve their entrepreneurial skills along with self-
employment experience.17

Question 6: Does prior experience have a significant impact on self-
employment entering decisions and performance?

Jovanovic’s (1982) dynamic selection theory notes that entrepreneurs 
can only learn about their actual entrepreneurial abilities through the 
process of starting a new firm. Therefore, those entrepreneurs learning 
from entrepreneurial experience that they have scarce endowments of 
entrepreneurial skills select themselves out of entrepreneurship, and there 
would not be any reason to enter again this state. However, a number of 
empirical studies have consistently found a positive effect of entrepreneurial 
experience on the preference to enter again self-employment.18 In this sense, 
an entrepreneur whose business venture has not succeeded is too often 
stigmatized, without recognizing that such failures are inevitable in some 
cases, and that entrepreneurs who have come through them can learn from 
them, and rebuild a better business next time round.19

Also related with the entrepreneurial skills acquisition process, recent 
research has shown that that employees of small firms were more likely 
to switch to self-employment than employees of large firms.20 In this line, 
presumably larger firms offer fewer entrepreneurial role models. However, 
this negative relationship between the size of the firm and probability 
of switching into self-employment might also reflect more favourable 
working conditions in larger firms in terms of earnings and security to 
keep the job (Parker, 2007).

17	 Examples supporting this hypothesis include the work of Evans and Leighton (1989), Bates 
(1990), Brüderl et al. (1992), Holtz-Eakin et al. (1994b), Carrasco (1999), Taylor (1999), Falter 
(2002), Martínez-Granado (2002), Van Praag (2003), Taylor (2004), Rissman (2006), Haapanen 
and Tervo (2009) or Millán et al. (2010).

18	 Evans and Leighton (1989), Congregado et al. (2009) and Román et al. (2009, 2010) obtain that 
previous self-employment experience has a positive and significant impact on the probability 
of re-entering self-employment.

19	 Holmes and Schmitz (1996), Taylor (1999), Georgellis et al. (2007) and Millán et al. (2010) 
show that those individuals with previous experience as self-employed are less likely to fail. 
However, Brüderl et al. (1992), Cooper et al. (1992), Cressy (1996), Gimeno-Gascon et al. 
(1997), Martínez-Granado (2002) and Van Praag (2003) do not observe any relationship 
between entrepreneurial experience, and self-employment survival.

20	 See Boden (1996), Wagner (2004), Hyytinen and Malirante (2006), Parker (2009b) or Werner 
and Moog (2009).
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Question 7: Are there different entry and/or survival rates across 
immigrants, different ethnics and racial groups?

We might argue that those who wish to immigrate temporarily in 
order to accumulate wealth see in entrepreneurship the most effective 
means to this end. Furthermore, immigrants turn to entrepreneurship as 
they are disadvantaged with respect to access to paid-employment. In this 
sense, language difficulties, discrimination, or possession of non-validated 
foreign qualifications seem to be the main causes. Immigrants are also 
considered to be self-selected risk takers due to their willingness to leave 
their homeland to make their way in a foreign country. Consequently, due 
to the difficulties to enter paid-employment, or the desperate wish –or 
need- to accumulate wealth, not enough skilled individuals may become 
self-employed, and this may explain the existence of lower survival rates 
among immigrants.21

Question 8: Does the probability of survival increase with firm size?
As the firm size increases, it approaches the minimum efficient level 

of output. Therefore, a negative influence of firm size on the hazard rate 
is expected. In addition, the existence of higher dismissal costs will be 
associated with higher exit costs.22

Question 9: Which is the role of relative earnings on self-employment 
likelihood?

A higher value for earnings as a self-employed should, ceteris paribus, 
increases the utility of self-employed relative to paid-employed work and 
make it more likely that an individual chooses to be self-employed. The 
fundamental econometric problem arising is due to the fact that the earnings 
of an individual is only observed in the sector which he or she works. 
This problem is overcome by estimating earnings equations for the self-
employed and the paid employed augmented with the appropriate sample 

21	 Bates (1999), Jensen et al. (2003), Georgarakos and Tatsiramos (2009) and Clark and Drinkwater 
(2010) point out differences between immigrants themselves. Holmes and Schmitz (1996), 
Fairlie (1999), Taylor (1999), Hout and Rosen (2000), Martínez-Granado (2002) and Fairlie and 
Robb (2007) focus on differences between white and non-white individuals.

22	 Brüderl et al. (1992) and Jørgensen (2005) find that those with a higher number of employees 
are less likely to exit self-employment. However, Georgellis et al. (2007) find lower survival 
rates for those self-employed who has employees.
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selection corrections. These estimates are then used to predict earnings in 
the two labour market states. However, not all empirical analyses obtain 
a clear positive effect from relative earnings.23 Alternatively, other studies 
introduce some dynamics in the problem, and analyses the role of labour 
earnings for the decision of switching from paid-employment to self-
employment. Labour earnings can be viewed as the opportunity cost of 
becoming self-employed and, in this case, high earnings tend to depress the 
probability of becoming self-employed.24

Question 10: Are pre-entry assets highly correlated with entering chances?
One possible impediment to becoming an entrepreneur is simply the 

lack of capital. An approach in the literature has emphasized the role of 
liquidity constraints in the decision of starting-up a new business.25 This 
hypothesis has been supported by most (but not all) existing empirical 
studies.26 

Question 11: Are wealth variables also highly correlated with self-
employment success?

However, to identify the effect of financial capital on the probability of 
an individual being successfully self-employed is econometrically difficult: 
personal assets could be endogenous to whether one is self-employed, or 

23	 By means of this tool, Bernhardt (1994), Taylor (1996), Clark and Drinkwater (2000) and 
Johansson (2000) find that the probability of being self-employed depends positively on the 
predicted earnings differential. Rees and Shah (1986), Dolton and Makepeace (1990), De Wit 
and Van Winden (1989, 1990, 1991) and De Wit (1993), however, do not find any significant 
influence on the choices of paid/self-employment sector. Finally, Gill (1988) and Parker (2003) 
reported mixed results.

24	 Evans and Jovanovic (1989), Evans and Leighton (1989), Meyer (1990), Blanchflower and 
Meyer (1994) and Johansson (2000) report that low paid workers are more likely to switch 
from paid-employment to self-employment. However, Roman et al. (2009) obtain insignificant 
results.

25	 Parker (2002) surveyed this literature.
26	 Illustrative examples supporting this hypothesis are Evans and Jovanovic (1989), Evans and 

Leighton (1989), Fujii and Hawley (1991) and Holtz-Eakin et al. (1994a) for the US, Rees 
and Shah (1986), Dolton and Makepeace (1990), Blanchflower and Oswald (1998), Clark 
and Drinkwater (2000) and Parker (2003) for the UK, Bernhardt (1994) for Canada, and 
Congregado et al. (2009) for the EU-15. On the other hand, Gill (1988) observed a significant 
but negative effect over the likelihood of participation in entrepreneurship, by using US data. 
Finally, De Wit and Van Winden (1989, 1990, 1991) and De Wit (1993) reported insignificant 
effects using Dutch data while Grilo and Thurik (2004) supported the lack of significance of 
this variable across the EU-15.
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could be correlated with unobserved factors like entrepreneurial ability. 
Consequently, the existing results are quite diverse.27

Question 12: Does the receipt of any type of unemployment benefits 
make the individual less likely to enter self-employment?

The effect of the receipt of any type of unemployment benefits on 
the probability of becoming self-employed is also an interesting issue. It 
is a well-known fact that the receipt of these benefits generates a direct 
effect by increasing unemployment duration and reducing the probability 
of entering employment (self-employment included).28

Question 13: Do taxes and/or deductions have any impact on self-
employment participation and success?

The relationship between tax systems and self-employment likelihood 
has been subject to controversy. In this sense, high tax rates may in principle 
have both positive and negative effects on self-employment participation 
and success. On one hand, tax deduction and evasion opportunities seem 
to make both entry and survival more likely. However, higher income 
tax rates might raise the income threshold at which a decision is made in 
favour of self-employment, acting as an entry barrier to low-skilled self-
employed individuals (which also makes survival more probable, on the 
other hand). Finally, it also might be argued that taxes can make survival a 
difficult task by lowering earnings from self-employment.29

Question 14: Does the degree of employment protection affect self-
employment likelihood?

27	 Thus, Johansson (2001), Nziramasanga and Lee (2001, 2002), Cueto and Mato (2006), Fairlie 
and Krashinsky (2006), Georgellis et al. (2007), Block and Sandner (2009), Haapanen and 
Tervo (2009) and Millán et al. (2010) show as different proxies of wealth such as lower loan 
costs, self-employment earnings, home ownership, pre-entry assets or the receipt of interest 
and dividend payments increase the probability of survival. On the other hand, Taylor (1999, 
2001, 2004), Falter (2002) and Van Praag (2003) find financial variables to be insignificant.

28	 Carrasco (1999), Congregado et al. (2009) and Román et al. (2010) observes how unemployment 
benefits affect negatively transitions from unemployment to self-employment.

29	 The number of studies focused on the role of taxes on self-employment entry is quite large. See 
Bruce and Schuetze (2004) or Schuetze (2008) for a review. Surprisingly, studies analysing the 
effects of taxes on entrepreneurial longevity are rather scarce. See Bruce (2002), Gurley-Calvez 
(2006), Fertala (2008), Gurley-Calvez and Bruce (2008) and Millán et al. (2010) as notable 
exceptions.
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The question of how the strictness of employment protection 
legislation (EPL) affects self-employment has no clear-cut answer. There 
are several reasons to expect that the strictness of EPL decreases self-
employment. Firstly, the degree of risk aversion and the differences in 
risk of self-employment and paid-employment might play central roles 
in the determination of occupational choice. Thus, the strictness of EPL 
increases the individual’s opportunity cost of changing employers or of 
leaving a secure salaried job to become an entrepreneur (Parker, 1997). On 
the other hand, EPL imposes sunk costs for self-employed workers who 
decide to take on employees and, therefore, it may deter individuals with 
higher growth expectations from entering self-employment if they think 
their business will be prevented from reaching optimal size (van Stel et 
al., 2007; Klapper et al., 2007). However, these arguments do not consider 
contracting out directly. Actually, this relationship could be weakened and 
turned into a positive one if employers can circumvent EPL by contracting 
out work via the route of dependent self-employment. In this sense, several 
studies argue for a positive relationship between EPL and self-employment, 
since self-employment could be the response to labour market policies.30

Question 15: How does the introduction of schemes supporting self-
employment affect entry and/or survival?

The introduction of schemes supporting self-employment has 
become an issue that is discussed as an increasingly important policy 
measure in many countries. In this sense, despite the variation across 
countries in the number of participants, the eligibility criteria, and the 
level of expenditure, these schemes share a common feature—i.e., they 
offer unemployed individuals and other disadvantaged groups economic 
incentives for the start-up phase corresponding to their self-employment 
activity. Traditionally, the effectiveness of these programs has been tested 

30	 Román et al. (2009) surveyed the theoretical and empirical literature of the so-called dependent 
self-employment phenomenon and obtained that EPL strictness encourages employers to 
contract out work to their own paid employees by the formula of dependent self-employment, 
while making transitions from paid-employment to independent self-employment less likely. 
Millán et al. (2010) and Román et al. (2010) also support both positive and negative arguments 
on the relationship between self-employment and EPL by detecting a non-linear effect of 
EPL strictness on self-employment survival (inverted U-shaped pattern), and entries from 
unemployment (U-shaped pattern), respectively.
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by means of two types of studies. The first type uses micro data to measure 
the impact of program participation on individuals’ employment and 
earnings. In particular, empirical evidence on the effectiveness of start-up 
subsidies usually uses the survival rate, the number of jobs created directly 
by the new business, and the employability and income of participants as 
main indicators for evaluating self-employment programmes, comparing 
the outcomes of participants with a defined comparison group.31 The 
second type uses aggregate data to measure the net effects of programs on 
aggregate employment and unemployment.32 However, a recent type of 
framework has emerged, where the effect of public expenditure on start-up 
incentives on self-employment entries and survival is analysed.33

Question 16: Which is the existing correlation between cyclical 
variables (such as unemployment or GDP rates) and self-employment?

The correlation between cyclical variables (such as unemployment 
or GDP rates) and self-employment has also been widely examined in 
the literature. However, the theory provides an ambiguous prediction. 
The recession-push hypothesis states that when prospects on the labour 
market worsen, people will enter and remain as self-employed due to 
lack of alternative employment options.34 In contrast, the prosperity-pull 
argument states that individuals will enter and stay in self-employment, 

31	 Examples of microeconometric evaluations of start-up subsidies are Pfeiffer and Reize (2000), 
Baumgartner and Caliendo (2008) and Caliendo and Kritikos (2009) for Germany, Carling and 
Richardson (2001) and Andersson and Wadensjö (2007) for Sweden, Del Monte and Scalera 
(2001) for Italy, Meager et al. (2003) for UK, Perry (2006) for New Zealand, Cueto and Mato 
(2006) for Spain, Ejrnæs and Hochguertel (2008) for Denmark and Tokila (2009) for Finland.

32	 However, to the best of our knowledge, there are no studies that analyse the effect of these 
incentives on aggregate self-employment. For a review of the few studies that evaluate the 
effects of active labour market programmes from a macro point of view, see Boone and van 
Ours (2004).

33	 In this sense, Román et al. (2009) show that public expenditure on start-up incentives has 
positive effects on transitions from paid-employment to self-employment. However, this 
effect is stronger for individuals entering dependent self-employment. In addition, Román 
et al. (2010) observe that this spending also increases the probabilities of entering from 
unemployment to own-account self-employment (whereas it does not seem to have any effect 
on employership chances). Finally, Millán et al. (2010) show that this expenditure decreases 
the risk of exiting self-employment, specifically for the group of individuals entering self-
employment from unemployment.

34	 Concerning flows into self-employment see for instance Schuetze (2000). Examples regarding 
self-employment survival include Johansson (2001) and Rissman (2006).
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when prospects in the economy are good because of favourable business 
conditions and good demand.35 It may also happen that both effects work 
at the same time and, as a result, neither dominates the other.36 In the same 
sense, there are recent works trying to conciliate the existing results in the 
literature by providing new evidence on the relationship between business 
cycle and entrepreneurship.37

B. Other Interesting Dynamics: From Own-account Worker to 
Employer

Own-account self-employed covers a diverse range of occupational 
realities, from artisans and farmers to the professional liberal or the high-
technology consultant with an international clientele. Thus, leaving 
aside some singular activities which, given their nature, find a suitable 
environment in own-account self-employment, the logical growth and 
expansion of any entrepreneurial venture should result in transitions from 
own-account worker to employer. However, some elements can foster or 
hinder the decision to become a job creator. On the one hand, the own 
character of the expansion process joint with the financial needs and the 
labour costs can determine, the viability and convenience of this expansion. 
Thus, the demand shock character (general or individual, permanent or 
transitory), the business cycle and the impact of labour market regulations 
will play a key role. On the other hand, the abilities to manage a team and 
the ability to assume the new paperwork will be two additional elements 
to consider, before deciding to opt for growth.

35	 Examples supporting this argument for self-employment entries are Hamilton (1989), Van 
Praag and Van Ophem (1995), Lindh and Ohlsoon (1996), Taylor (1996), Blanchflower and 
Oswald (1998), Clark and Drinkwater (1998, 2000), Carrasco (1999) and Bruce (2000). As 
regards to self-employment success, see Carrasco (1999), Taylor (1999), Fertala (2008), Muñoz 
and Cueto, (2008), Andersson (2009), Haapanen and Tervo (2009) and Millán et al. (2010).

36	 Neither Lin et al. (2000) nor Moore and Mueller (2002) present statistical evidence supporting 
the dominance of the push-hypothesis over the pull on self-employment entries. Concerning 
the length of the spells as self-employed, the same applies for Lin et al. (2000), Van Praag (2003) 
and Georgellis et al. (2007).

37	 Román et al. (2009) observe that the recession-push argument applies for those entering from 
paid-employment to dependent self-employment while the prosperity-pull hypothesis applies 
for individuals switching to from paid-employment to independent self-employment. In 
addition, Román et al. (2010) show that transitions from unemployment to employership are 
more likely when economic conditions are good, supporting the prosperity-pull argument, 
whereas the refugee-effect hypothesis applies for those unemployed entering own-account self-
employment.



63

Lecturas de Economía  –Lect. Econ.– No. 72.  Medellín, enero-junio 2010

Therefore, if we want to analyze the hire of employees as a sign of 
success, the main issues to resolve should be: (i) which are the underlying 
factors contributing to the transition from own-account work to employer?; 
(ii) how important are the financial issues concerning this decision? and 
(iii) how determinant is the existing labour market regulation in this kind 
of transitions?

To the best of our knowledge, Congregado et al. (2010) is the only 
econometric analysis on the transitions from own-account work to 
employer which exists to date.38 Furthermore, there still only remains 
rather limited literature on the determinants of job creation by the self-
employed.39

IV. Data limitations
Regarding the availability of data, the main deficiencies are due to the 

absence of international specific datasets trying to capture self-employment 
dynamics. On the contrary, the main body of the existing empirical 
research is conducted by means of the available individual-based data sets 
(i.e. Human Population Surveys). These surveys are designed to study the 
labour market but fail to offer a general picture of the entrepreneurship 
issue. In this sense, individual-based data sets –as the European Community 
Household Panel (ECHP) or the European Statistics on Income and Living 
Conditions (EU-SILC)- do not have certain business information, while 
firm-based ones do not cover other individual aspects of the entrepreneur. 
As limitations are shared, it would be of great interest to move forward in the 
design of joint surveys of enterprises and entrepreneurs as the “Quadros de 
Pessoal” dataset (Portugal), the Panel Study of Entrepreneurship Dynamics 
(PSED) for the US, the Eurostat survey on the “Factors of Business Success” 

38	 Their results suggest a positive impact on these transitions of previous experience within 
the labour market, presence of relatives self-employed and own-account work incomes. In 
addition, they find a clear negative impact of the unemployment rate on this type of transitions 
which supports prosperity-pull argument. Finally, the authors also detect international 
divergences in this kind of transitions which suggest the presence of specific regional factors at 
the institutional and/or cultural level.

39	 Examples of this literature are Barkham (1994), Westhead and Cowling (1995), Burke et al. 
(2000, 2002), Cowling et al. (2004) and Henley (2005) for the UK, Carroll et al. (2000) and 
Mathur (2008) for the US and Fölster (2000) for Sweden.
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(FOBS), or the new firm database from Statistic Denmark, which has been 
linked to the Integrated Database for Labour Market Research (IDA). 
The obvious advantage of this data is that the econometric analysis can 
condition both firm and individual-level data and, thus, avoid the problem 
of omitted variables which may otherwise bias results.

In addition, not all models and techniques –discrete choice models, 
sample selection models and earnings functions, duration models, and 
decomposition techniques- are suitable for the micro-data offered by the 
Human Population Surveys. Thus, the rotating panel feature, (as the 
EU-SILC) can be considered as an appropriate design to be exploited by 
discrete choice models, sample selection models and some decomposition 
techniques. Moreover, this design allows to verify with more reliability 
the role played by economic aggregate conditions in the individual 
decision making process. By contrast, the same rotating feature constitutes 
a disadvantage when trying to estimate duration models because the 
individuals remain in the sample for some quarters or years at most. For 
these survival studies, the full panel survey (as the ECHP) is preferable.

Finally, although the available information only allows carrying out 
partial analyses of the entrepreneurship phenomenon, not all the blame can 
be put on data deficiencies. In this sense, part of the problem comes from the 
fact that the economic analysis of entrepreneurship has not yet reached the 
degree of development necessary to reveal clear statistical necessities. As a 
result, there have been erratic uses of sources and indicators depending on 
the specific approach adopted: individual entrepreneurial network analysis, 
corporate entrepreneurial network analysis or firm demography studies. 
As these obstacles are overcome, a homogenization of the demands for this 
type of data should be created to improve the statistical measurements that 
would allow capturing the different dimensions in which entrepreneurship 
affects economic activity.

Conclusion and discussion
This paper summarizes the main empirical research results on 

self-employment dynamics and discusses their possible implications 
on entrepreneurial policy effectiveness. The main aim of this work is 
to stimulate the debate as the stepping stone to the necessary further 
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conditional analysis to be carried out for an adequate design of the action 
policy agenda. Thus, the principal conclusions and reflections derived 
from the analysis can be enumerated as follows.

A central issue within the entrepreneurial promotion policy is the 
design of a set of instruments directed at encouraging people to become 
self-employed, that is, to favour the choice of self-employment as an 
alternative to unemployment. Thus, in light of the existing results, start-up 
incentives seem to improve self-employment likelihood by contributing to 
overcome the liquidity constraints. Therefore, to evaluate the effectiveness 
of these incentives, it becomes crucial to first define their policy objectives. 
If, as an instrument of active labour market policies, start-up incentives are 
intended to improve the chances of people moving back into work, they 
can be considered adequate instruments. However, we will agree that the 
objective cannot be limited to achieving a certain number of self-employed 
temporally but also to pay attention to obtaining mid and long-term effects. 
In other words, if start-up incentives are considered as entrepreneurship 
policy, these incentives aim at not only enhancing self-employment but 
also favouring those forms of self-employment that further contribute 
to economic growth and job-creation processes. Therefore, an adequate 
design of these types of incentives becomes necessary. Toward this end, 
two recommendations (at least) might emerge: (i) the introduction of 
training and advice programs in order to raise the productivity of self-
employment projects to be subsidized; (ii) the extension of the scope 
of start-up incentives target groups, also funding innovative projects of 
individuals with higher human capital endowments.

Finally, in the light of the existing results, under strict employment 
protection regulation, public expenditure designed to move the 
unemployed back to employment might be detrimental for employment 
rights and the social protection of workers by favouring the development 
of atypical forms of employment that are outside the scope of labour laws. 
Therefore, it seems crucial to take into account (and further analyze) the 
possible interactions between different labour market institutions (and the 
business cycle phase, expansion or recession) when defining the regulatory 
environment. 
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