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Self-employment in Europe: A summary introduction’

Self-employment has increasingly
become a central element of the Eu-
ropean Employment Strategy, not
least because of the conviction that
the creation of new businesses and
greater entrepreneurial spirit not
only increases the number of people
in self-employment, but also has a
positive impact on employment as a
whole. Number 11 of the Employ-
ment Policy Guidelines for 1999,
which were agreed in the Vienna
Council, calls for the strengthening
of self-employment through the un-
covering und possible reduction of
obstacles pertaining to tax and social
security law, on the one hand, and
through specific offers of support for
entrepreneurs, on the other. The
guideline is closely connected with
another of the guidelines (Number
13), which aims to make the most of
the employment potential in the
services sector. Support for self-em-
ployment as a possible path out of
unemployment has also become
firmly anchored in the labour market
policy of many Member States as
well.

Questions of definition

The point of departure for arriving at
an understanding of self-employ-
ment is the forms it has traditionally
taken: farmers, craft professionals,
the liberal professionals, retail trad-
ers and owner-managers of small
companies. At the national level,
specific views are reflected in the
prevailing institutional and legal con-
ditions for self-employment, and on
the whole these have become less re-
strictive over time.

Self-employment trends are heav-
ily influenced by the ongoing decline
of agriculture and the increasing im-
portance of services. At the same
time, the size structure of companies
within the industrial sector and their
division of labour with the service
sector have changed; the trend to-
wards outsourcing is the most promi-
nent example here. Modern informa-

tion and communication technolo-
gies have also led to substantial
changes. As a result, the social posi-
tion of the self-employed, the size of
their workforces and the functions of
self-employment have all undergone
fundamental changes in all Member
States.

Definitions of self-employment
tend to be based on an opposition be-
tween self-employment and depend-
ent employment. All those who do
not work on the basis of an employ-
ment contract offering pay per unit
of time and, in most cases, for a sin-
gle employer are independent, i.e.
they work on their own account or
are self-employed. In the national re-
ports, examples are offered to illus-
trate different forms of self-employ-
ment. This involves the question of
whether and in what form the self-
employed are incorporated into stat-
utory social insurance systems. In
this respect, there is considerable
variation between the EU Member
States. In some countries, the self-
employed have no protection under
statutory social insurance provisions
(as in Germany), while in several
others, the self-employed are either
at least partially (as in Belgium or It-
aly) or totally (as in Finland) inte-
grated within the social insurance
system. Apart from labour and social
insurance law, taxation and trading
legislation in many Member States
also distinguish between the self-em-
ployed and dependent employees, so
that the different definitions used in
each case often mean that the
number of people considered self-
employed in a given country varies
considerably.

An important aspect of self-em-
ployment is whether it is performed
alone, without paid staff, or whether
salaried labour is recruited. In most
EU countries, the majority of the
self-employed work alone, perhaps
assisted by unpaid family workers or
trainees. Family workers are encoun-
tered particularly frequently in agri-
culture, but also in the retail trade. In

most of the national reports, such
workers are listed separately and are
not included in the self-employment
figures. Another distinction that is
sometimes made is between self-em-
ployment as a main and as a supple-
mentary activity.

All of the contributions discuss the

growing difficulty of drawing a clear
dividing line between self-employ-
ment and dependent employment.
Here, the focus is often on the fact
that certain forms of employment are
legally considered to be self-employ-
ment, despite the fact that in substan-
tive terms they meet the criteria of
salaried employment (lack of inde-
pendence and wage-centredness) just
as well, if not better. These “new”
forms of self-employment are fre-
quently considered to be covert de-
pendent employment and are tagged
“phantom” or “pseudo” self-em-
ployment. The status is usually cho-
sen, more or less legally, in order to
reduce the cost burden of, for exam-
ple, social insurance contributions.
These intermediary forms between
self-employment and dependent em-
ployment are usually associated with
certain contractual forms such as:
subcontracts;
franchising;
domestic and telework; and
freelance contracts.
The importance of such mixed forms,
including illegal practices, seems to
have increased in all the Member
States, and now accounts for a con-
siderable proportion of overall self-
employment, and indeed of total em-
ployment. In fact, they have become
typical in certain branches: for exam-
ple, subcontracting in the construc-
tion industry, domestic and telework
in communication and computer
services for companies, and freelance
work in the media, science/education
and cultural fields.

1 By Frank Stille, Scientific programme man-
ager of the European Employment Observa-
tory (EEO).
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Table 1: Employment shares (1) and distribution of the self-employed (2) by sector

EU B DK D GR E F IRL
Q@ @0 a0 @0 90 @0 @ 0 @) 60 @
A 28 182 | 1.7 108 | 1.8 211 | 1.0 106|133 347 | 50 222| 28 237 | 89 424
I 34 223 | 25 158 | 17 202 | 21 218| 69 178 | 50 222| 24 206 | 33 157
S 9.1 595 |116 734 | 49 577 | 64 676|183 475|126 556| 6.6 557 | 88 419
Total 153 100.0 |15.8 100.0 | 8.5 100.0 | 9.5 100.0 | 385 100.0 | 22.6 100.0 | 11.8 100.0 | 21.0 100.0
I L NL A P FIN S UK
O @0 @O &0 @ OH Al OO A O @
A 36 141 | 25 234 | 20 180 | 46 404| 90 343 | 54 375| 19 170| 11 84
I 56 219 | 13 121 | 16 144 | 15 131| 54 204 | 27 188 | 25 217 | 41 313
S 164 640 | 69 645 | 7.5 676 | 53 465|119 453 | 63 437| 70 613| 79 603
Total 25.6 100.0 |10.7 100.0 | 11.1 100.0 | 11.4 100.0 | 26.3 100.0 | 144 100.0 | 11.4 100.0 | 13.1 100.0

I = industrial sector; S = service sector.

Notes: (1) = Self-employed as a % of total employment; (2) = Vertical structure of the self-employed; A = agricultural sector;

Source: Calculations on the basis of Eurostat data.

Findings

Evidence relating to the various as-
pects of self-employment discussed
above is provided in the national re-
ports in the form of information
drawn from a wide variety of sourc-
es; the systematic sections of the con-
tributions, however, are based con-
sistently on national surveys of the
population or working population,
such as also form the basis for the
corresponding Eurostat statistics.
Thus, they are based on the self-as-
sessment of those surveyed. Such as-
sessments must not and will not al-
ways coincide with the definitions
discussed earlier, particularly not
with the legal classifications, even
though this may have been intended
when the questionnaire was drawn
up.

In most of the reports, self-em-
ployment trends are illustrated using
absolute figures. Between 1985 and
1995, the number of self-employed
increased in the vast majority of
Member States; the increase was by
far most pronounced in the Nether-
lands, but was also recorded in Ire-
land, the United Kingdom, Germany
(particularly since unification), Lux-
embourg, Spain, Belgium and Portu-
gal. Self-employment in Italy and
France has remained virtually con-
stant, while it has decreased only in
Denmark (slightly) and in Greece

(substantially) (see also Figures 1 and
2 in Kruppe et al., 19982, which are
based on the Eurostat figures). Here,
the importance of and changes in the
agricultural sector need to be taken
into account (see below).

The national reports provide in-
formation on a large number of char-
acteristics of self-employment. These
characteristics are compared with
those of salaried employees or of the
overall labour force. In terms of oc-
cupations, for example, in Austria
the self-employed are concentrated
in trade and transport occupations,
service occupations, and health,
teaching and cultural work, whereas
self-employment is comparatively
rare in production occupations. In
the United Kingdom, self-employ-
ment rates are above average in
crafts and related occupations and
among managers and administrators,
although in the latter group the fig-
ures are falling. This development is
linked to the declining importance of
the self-employed with salaried staff.

The findings on occupations corre-
spond broadly to those on education
and skill levels. In Austria or France,
for example, the educational level of
the self-employed is comparatively
high. In Spain, Italy and Finland, on
the other hand, the self-employed
are (still) overrepresented in groups
with a low educational level; in many
Member States, however, the in-

creased inflow of younger, highly
skilled self-employed is steadily rais-
ing the average scale level.

In almost all the Member States,
the self-employed have the following
common characteristics: most of
them are men (this is particularly
true of those employing salaried
staff); the self-employed consistently
work longer hours per week than de-
pendent workers; self-employment
rates increase with age; and, finally,
the income differentials both within
the category of self-employed and in
comparison to wage- and salary-
earners are extremely high in those
countries for which information is
presented (Greece, Italy and Aus-
tria).

Similarities also emerge with re-
spect to sectoral structure. By 1995,
the overwhelming majority of self-
employed were active in the service
sector in all Member States. On EU
averages, almost two-thirds of the
self-employed were active in the
service sector. This means that
around 9% of total employment in
the EU consisted of self-employed
persons active in the tertiary sector
(see Table 1). The findings differ less
between the Member States for the
service sector than for the agricultur-

2 T. Kruppe, H. Oschmiansky & K. Schémann
(1998): “Self-employment: Employment
dynamics in the European Union.” infor-
MISEP “Policies”, No. 64, pp. 32—41.

No. 31 - Winter 1998



Trends

al sector. In view of its quantitative
importance, the service sector large-
ly determines the overall self-em-
ployment rates (self-employed as a
percentage of total employment®) in
the Member States. According to Eu-
rostat, in 1995 more than 15% of all
those in employment were self-em-
ployed in 1995. The differences be-
tween the Member States are signifi-
cant, however. In Greece, the self-
employment rate was in excess of
one-third, compared to less than one-
tenth in Denmark (cf. Table 1).

Excursus: Influence of the
agricultural sector on national
self-employment rates

The self-employment rates in the ag-
ricultural sector (SRA) are far higher
than in the other two main sectors
(1995), whereby the service sector
almost always exhibits a higher self-
employment rate than industry. An
exception here is Great Britain (see
Table 2). Overall self-employment
rates are frequently particularly high
in countries in which an above-aver-
age proportion of the workforce is
active in the agricultural sector
(ERA). Both factors have a lasting
impact on the overall self-employ-
ment rate (SR). This influence can be
seen from the (relative) difference
between the overall self-employ-
ment rate and the self-employment

rate excluding the agricultural sector
(SRWA). The relative difference is
by far the greatest in Ireland (42 %);
in Austria and Finland, but also in
Greece and Portugal, the SRWA was
slightly more — and in Luxembourg
slightly less — than one-third below
the overall national self-employment
rate. Even in France, Sweden and
Denmark, this effect is still consider-
able (around one-fifth), which is ap-
proximately equal to the EU aver-
age. In the United Kingdom, Belgium
and Germany, on the other hand, the
difference amounts to just about a
tenth.

Even when the agricultural sector
is excluded, the self-employment
rate in Greece, at 25%, is twice the
EU average. In Spain and Portugal,
self-employment outside the agricul-
tural sector was still of far greater im-
portance than in the other Member
States (1995). Italy, where the effects
of the agricultural sector on the SR
are below average, still has one of
the highest SRWAs, exceeded only
by Greece. Ireland, by contrast, ex-
hibits an SRWA that is broadly in
line with the EU average, although
its SR is far higher.

The influence of sectoral structure
affects not only the level of the SR,
but also its development over time. In
most countries with a marked decline
in the size of the agricultural sector,
there has been a negative effect on the

national SR. In general, this applies to
countries in which the ERA was still
high in 1995. The SR has remained
constant in Greece, Italy, Finland and
Sweden, despite the contraction of
agricultural activities there.

Explanations

The heterogeneity of self-employ-
ment means that one-dimensional
explanatory approaches are almost
certainly inappropriate. Even so, a
comparison of the national reports
does reveal certain common explan-
atory patterns. In the context of the
growth of the tertiary sector, the fol-
lowing trends, in particular, are seen
as decisive for the expansion of self-
employment:

— the ongoing development of infor-
mation and communications tech-
nologies, offering new scope for
telework (contracting out and so-
hos [small office, home office],
which are important in France but
only marginal in Denmark) and
corresponding employment chan-
ces for the self-employed,;

3 In the Belgian report, the number of self-
employed is expressed as a proportion of
private-sector employment, in the Dutch re-
port, with respect to the active population.
Consequently, the self-employment rate is
in the first case higher and in the second
case lower than according to the definition
used here. In the Spanish article, the total
population is also used for the purpose of
comparison.

Table 2: Employment Shares (ES) and Self-employment Rates (SR) by sector, 1995 (in %)

EU B DK D GR E F IRL I L NL A P FIN S UK
ERA 44 22 40 25 145 82 41 112 64 31 35 57 107 68 3.0 19
SRA 632 788 442 404 920 614 688 793 562 800 579 821 844 793 642 539
ERI 306 287 271 363 250 309 271 280 330 256 229 329 325 278 258 274
SRI 111 88 63 57 274 162 90 117 170 49 69 47 165 98 95 15.0
ERS 649 692 686 612 604 609 687 604 605 713 711 617 568 652 711 705
SRS 140 168 71 105 303 206 96 145 271 96 105 85 210 9.7 98 111
SR 153 158 85 95 385 226 11.8 21.0 256 10.7 111 114 263 144 114 131
SRWA 125 141 66 85 252 176 90 121 220 81 91 68 173 91 94 120
SR/SRWA | 28 17 19 10 133 50 28 89 36 26 20 46 90 53 20 11
(SR.L
SRWA)/SR |18.0 11.0 22.0 11.0 350 22.0 240 420 140 240 180 40.0 340 37.0 18.0 8.0
Notes: ES = employment as a share of total employment; SR = self-employed as a % of total employment in the respective sector,
whereby A = agricultural sector, I = industrial sector, S = service sector; SRWA = self-employed outside the agricultural sector as a %
of total employment
Source: Calculations on the basis of Eurostat data.
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— flexibilisation and individualisa-
tion as a precondition for improv-
ing competitiveness and reducing
costs, especially the burden of so-
cial insurance contributions, by re-
sorting to new forms of self-em-
ployment. Many reports focus on
the increasing importance of sub-
contracting and the associated in-
crease in the self-employment rate
in the construction industry, much
of which is seen as covert depend-
ent employment. Other “new”

contractual forms are also men-
tioned, such as self-employed
work on call (Netherlands), mixed
forms in nominee companies and
time-sharing associations for the
self-employed (France) and coop-
eratives (Finland, Italy) as well as
“team-hiring” in Spain. Such
trends depend greatly on the
framework of institutional condi-
tions. In Denmark, for example, it
is not possible to reduce indirect
labour costs significantly by con-
tracting out because the social se-
curity system is largely tax-fi-
nanced. Completely different ex-
periences are reported from Italy,
which exhibits a rich and illustra-
tive variety of “new” contractual
forms.

In the Netherlands and a number of
other countries, a wave of new busi-
ness start-ups, mostly single-person
firms, has been of fundamental im-
portance for the expansion of self-
employment and thus for employ-
ment trends as a whole. With respect
to business start-ups and self-em-
ployment trends, too, differences in
regulatory and institutional condi-
tions are likely to be important.
Many of the reports describe the bar-
riers that continue to exist and which
prevent new businesses from being
created. Such barriers are to be
found, for example, in the restrictive
conditions of access to the liberal and
craft professions, the lack of access to
venture capital, existing bureaucratic
and administrative procedures, the
complex regulations of taxation law
or accounting requirements, the lack
of scope for training, and, more gen-
erally, the risks involved in setting

up a business. However, on the
whole, the risks of self-employment
in comparison to those associated
with dependent employment have
almost certainly shifted in favour of
the former; dependent employment
has become more precarious, where-
as self-employment has increasingly
received support from public policies
aiming to reduce the risks involved.

Existing and proposed measures to
support self-employment come un-
der two main categories. On the one
hand, measures have been intro-
duced or are planned to relax the
stringent conditions of entry to craft
and professional occupations (Aus-
tria), deregulate and simplify institu-
tional conditions (Netherlands, Fin-
land), liberalise conditions of access
(Germany), etc. On the other hand,
all the EU countries have initiated
programmes, in some cases compre-
hensive in scope, in order to offer di-
rect support for new businesses;
many of them are linked to corre-
sponding initiatives at European lev-
el. A broad range of support instru-
ments is used, including financial and
capital support, counselling and
training, and reductions in social in-
surance contributions or tax conces-
sions. Detailed information on such
programmes is provided in the na-
tional reports. Comparison of the re-
ports indicates that the impact of
both barriers and support measures
on self-employment trends varies
considerably. The conditions for
business start-ups are considered to
be less restrictive in the United King-
dom, for example, than in many oth-
er EU countries. Similar conclusions
are drawn regarding the ease of ob-
taining finance for new businesses.

All of the reports discuss the ques-
tion of the impact of the business cy-
cle and economic trends on changes
in start-up behaviour and the
number of self-employed. Rising eco-
nomic activity during growth phases
can normally be expected to have a
positive impact on self-employment.
In Ireland, though, for example, dur-
ing such a phase the growth of de-
pendent employment exceeded that
of self-employment, leading to a fall

in the self-employment rate. In the
Netherlands, self-employment rose
more strongly during the 1990s than
in any other EU country, but as over-
all employment also experienced
strong growth, only a slight increase
in the self-employment rate was re-
corded.

Of greater interest is what hap-
pens during a downswing or reces-
sion. Is it possible to maintain (or
even increase) the number in self-
employment, and thus, stabilise (or
even raise) the overall employment
level in the face of a fall in salaried
employment? The report on the
United Kingdom indicates that expe-
riences were different in the 1980s
compared with the 1990s: In the
1990s, the recession actually led to a
sharper reduction in self-employ-
ment than in dependent employ-
ment, so that the self-employment
rate declined.

In most of the other countries, on
the other hand, unemployment is
usually seen as a push factor. In Ire-
land, self-employment has risen sig-
nificantly during periods of economic
stagnation or recession; in one of the
periods, the positive overall employ-
ment trend was due entirely to the
growth of self-employment. In Por-
tugal, permanent dependent employ-
ment declined in the years after
1991, whereas self-employment has
consistently made a positive contri-
bution to overall employment; for
some years, it has more than offset
the decline in dependent employ-
ment. The German report also de-
scribes the positive influence of un-
employment on new business crea-
tion. Fifteen percent of the people
entering self-employment at the start
of the 1990s had previously been un-
employed. The support measure for
this process (payment of a bridging
allowance) is reported to have had
positive effects. After three years,
70% of benefit recipients were still
self-employed. Survey evidence in-
dicates that in Greece, too, the lack
of salaried employment opportuni-
ties and the desire to avoid unem-
ployment were motives for entering
self-employment. In some countries

No. 31 - Winter 1998
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(e.g. Spain), however, unemploy-
ment has played only a minor role as
a push factor.

The framework of institutional
conditions is likely to play an impor-
tant role here, as well. In addition to
the level of benefits and the condi-
tions of entitlement in the unemploy-
ment insurance system, the existence
of labour market policy measures is
also likely to be important, in partic-
ular the extent to which they provide
support for the transition from un-
employment to self-employment.
The reports have collated substantial
evidence from the Member States on
this issue. In most countries, self-em-
ployment receives support as a direct
employment opportunity for the un-
employed. In many countries, there
are special small business pro-
grammes for the unemployed, in-
volving, among other things, the fol-
lowing instruments: equity capital
support (Belgium, Sweden), grants
(Germany, Greece, Spain), capitali-
sation of unemployment benefit enti-
tlements (Spain), and support for ap-
propriate organisational forms, such
as employer groups, cooperatives or
time-sharing associations for manag-
ers (Spain, France, Finland). In the
Netherlands, wide-ranging initiatives
for the transition to self-employment
have been developed and receive
public funding. Only in Denmark has
a measure to support unemployed
persons entering self-employment
(introduced in 1985) been abolished
(as of the start of 1998).

The public debate

In most Member States, self-employ-
ment tends to be seen in the context
of problem areas such as:

— new business start-ups and sup-
port for them;

— support for self-employment as an
instrument of labour market and
employment policy;

- incorporation of the self-em-
ployed, and especially the “new”
self-employed, into social security
systems;

— prevention of illegal self-employ-
ment.

As already mentioned, the first two

points have become more or less

fixed components of policy pro-
grammes in most Member States.

Substantial differences prevail, how-

ever, regarding the last two problem

areas. The intensity of the public de-
bate is linked directly to the urgency
of the problems in each country.

In both Greece and Italy, bringing
“informal” (illegal) self-employment
into the “formal” (legal) economy is
high on the political agenda. While
this problem has also been perceived
and discussed in other Member
States, the discourse has not (yet)
been reflected in corresponding poli-
Cy measures.

The inclusion of the “new” self-
employed, situated in the grey area
between economic independence
and dependence, on the other hand,
is a problem that has led to political
initiatives in a number of countries.
There is a general trend towards ex-
tending social insurance protection
to cover these “new” forms of self-
employment. In Austria, following
amendments to the social insurance
law, certain categories of the self-em-
ployed have been subjected to statu-
tory social insurance cover since the
start of 1998. In Italy, the trade un-
ions, for example, have made pro-
posals for offering better social pro-

tection to freelance workers. In Bel-
gium, restrictions are to be placed on
“phantom” self-employment by in-
troducing legal measures (for exam-
ple, the reversal of the burden of
proof), and supplementary work on a
self-employed basis is to be restricted
with the help of financial disincen-
tives. Discussions are under way in
Germany on making self-employed
persons who do not employ paid
staff and who are active for just one
“client” subject to statutory social in-
surance.

This debate can be distinguished
from proposals for a generalised ex-
tension of social insurance protection
to all the self-employed (or alterna-
tively, bringing into line the social in-
surance conditions for the self-em-
ployed with those applying to wage-
and salary-earners. In Belgium, this
debate forms part of the goal of har-
monising self-employed and depend-
ent forms of labour, towards which a
harmonisation of social insurance
contributions is one step. Similar ini-
tiatives are reported on from Italy. In
the United Kingdom, calls have been
made for a harmonisation of the pen-
sion system, at least, with the argu-
ment that self-employment is in-
creasingly associated with income in-
stability and an inadequate level of
protection in old age.

To conclude, it is interesting to
note that two contributions (ltaly,
United Kingdom) draw attention to
the problem of the inadequate con-
tinuing and further training of the
self-employed and call for appropri-
ate adjustments to be made to train-
ing systems.
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Belgium

Assessment of self-
employment

Types of self-employment

This section outlines the main differ-
ences between employees and the
self-employed as far as benefits and
contributions are concerned. The fi-
nancing of social security is based on
two pillars: contributions and taxes.
In the case of salaried employment, a
global contribution equal to 37.94%
of labour costs is paid to the Public
Social Security Service (Rijksdienst
voor Sociale Zekerheid - RSZ)
(13.07% contribution by the employ-
ee and 24.87% contribution by the
employer). This contribution is calcu-
lated without being subject to any
limit on the total labour cost of the
employee. In the case of self-employ-
ment, the self-employed individual
pays his/her contribution to the social
security insurance body of his/her
choice, which then transfers it to the
National Institute for the Social Insur-
ance of the Self-Employed (Rijks-
instituut der Sociale Vaerzekeringen
der Zelfstandigen —~ RSVZ). The prin-
ciple is degressive: the more one
earns, the less one pays relatively.

The share accounted for by taxes
is relatively smaller in the system of
salaried employment than in that of
self-employment. There is a funda-
mental difference between the two
groups; the self-employed are not in-
sured for two risks: labour accidents/
occupational illnesses and unemploy-
ment. Expressed in more positive
terms: they are only insured for med-
ical insurance, pensions and family
allowances. However, the benefits
are lower for self-employed than for
employees.

Besides salaried employment and
self-employment, there is also the
category of the “phantom self-em-
ployed”. The name derives from the
fact that while the agreement be-

tween the “employer” and the “em-
ployee” stipulates a self-employ-
ment contract, in practice all the im-
portant elements of a labour agree-
ment are present: the sale of labour
against a certain wage in a subordi-
nate relationship. This last element is
of crucial importance in the distinc-
tion between employees and self-em-
ployed. Because there is a lot of ju-
ridical confusion about this subordi-
nate relationship, employers can
transform existing salaried employ-
ment into self-employment or hire
new personnel on the basis of a con-
tract of self-employment instead of
an employment contract. They are
doing so increasingly in order to
avoid social security contributions
and the economic risks of salaried
employment; for phantom self-em-
ployed, payment is linked to per-
formance. According to the Ministry
of Labour, at the moment there are
about 100,000 phantom self-em-
ployed in Belgium.

These phantom self-employed are
common in the building industry, in
transport and in the commercial sec-
tor (salespersons, publicity agencies),
in low-skill professions (cooks, peo-
ple working in the catering industry,
cleaning personnel), in the free pro-
fessions and in the service industry
(architects, accountants, translators)
(Holderbeke, 1997).

This phantom self-employed econ-
omy should not be confused with the
informal economy. The latter con-
cerns people who do paid work with-

out being registered as self-employed
or as employees. As such they do not
fall under any form of social protec-
tion. In building, transport and cater-
ing, the monitoring by the Ministry
of Labour has been made more effi-
cient over recent years, so that offi-
cial employment has risen by more
than 10,000 units in these sectors
(Tegenbos, 1998).

Quantitative trends

By the distinction between main
activity and supplementary
activity

The first distinction within the group
of self-employed concerns those who
are self-employed in a main activity
and those who are paid salaries as
well as having a professional activity
as self-employed in a supplementary
activity. Table 1 shows the evolution
of both groups between 1991 and
1996: The number of self-employed
has risen from 635,000 in 1991 to
697,000 in 1996, amounting to an in-
crease of 9.8%; the number of self-
employed in a main activity has
grown by 5.4%, whereas the number
of self-employed in a supplementary
activity has risen by 35.4%. In 1996,
18% of the total number of self-em-
ployed had their main activity in
their salaried employment.

By the contribution to employ-
ment change

In Table 2, we compare the evolution
of salaried employment with that of

mentary activity, 1991-1996

Table 1: Evolution of self-employment in a main activity and in a supple-

Main activity Supplementary activity Total
1991 542,464 92,515 634,979
1992 548,156 98,290 646,446
1993 558,053 110,834 668,887
1994 564,500 114,146 678,646
1995 568,343 120,378 688,721
1996 571,754 125,292 697,046

Source: RSVZ: Annual report.
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self-employment (in a main activity)
over a relatively long period (1982-
1994).

Table 2 shows that the share of
self-employment in overall private-
sector employment (salaried employ-
ment in the private sector and self-
employment in a main activity) rose
by almost 2% from 19.5% (1982) to
21.4% (1994). This is the conse-
quence of a weak increase in the
number of employees (1.5%) and of
a strong rise in the number of self-
employed (14 %).

As far as the share of women is
concerned, Table 2 indicates that
they are less well represented in self-
employment (27% in 1996) than in
salaried employment (39%). Wom-
en’s share of self-employment rose
from 25.9% in 1982 to 27.4% in
1994. This increase is lower than that
for salaried employment, where the
share of women rose from 34.5% to
39.1%.

By sector

In Table 3, self-employment is shown
according to sector; the sectoral
trends of self-employment are also
indicated for the 1990-1994 period.
When we focus on the sectoral dis-
tribution of the self-employed in a
main activity for 1994, we see that
the three most important sectors are
trade (40%), industry (23%) and the
liberal professions (17%). Although
the top three are the same in the case
of self-employment in a supplemen-
tary activity — trade (45%), industry
(20%) and liberal professions (18 %)
— there is a clear distinction between
the two forms of self-employment as
far as the evolution from 1990 to
1994 is concerned. In the case of
main activity, the development was
most significant in the liberal profes-
sions (+12%), trade (+11%) and
services (+7%); in the case of supple-
mentary activity, growth was highest
in services {(+32%), industry (+30%)
and the liberal professions (+26%).

Analysis and evaluation

Three reasons are generally given
for the significant increase in self-

Table 2: Evolution of salaried employment (private sector) and self-em-
ployment (in a main activity), 1982-1994

Salaried employment Self-employment
(private sector) (as a main activity)
Number | Index | Shareof | Number| Index | Shareof | Sharein
women women | private
employ-
ment
in 1,000s|1982 =100 % in 1,000 | 1982 = 100 % %
1982 | 2,005.6 100.0 345 485.7 100.0 25.9 19.5
1986 | 1,966.6 98.1 36.1 505.7 104.1 26.4 20.5
1990 | 2,117.7 105.6 38.3 532.7 109.7 26.9 20.1
1992 | 2,103.4 104.9 38.7 539.5 1111 272 20.4
1994 | 2,035.4 101.5 39.1 553.9 114.0 274 21.4

Source: Ministry of Labour; The Labour Force in Belgium; cited in Holderbeke (1997).

employment (Ministerie voor Tew-
erkstelling en Arbeid, 1997). Firstly,
the rise can be linked with the gener-
al expansion of the service sector, as
was shown above. Secondly, a lot of
companies have developed strate-
gies to subcontract certain jobs and
to outsource not only certain sec-
ondary service activities, but also
core activities. Thirdly, self-employ-
ment is seen as a way to avoid un-
employment; this is especially the
case when pressure from unemploy-
ment is growing (cf. p. 11). This tran-
sition from unemployment to self-
employment is actively encouraged
by the government (cf. p. 11). Al-
though we do not have quantitative
data, we would like to add a fourth
reason, namely, the increase in the
share of the phantom self-employed.
As evidence we refer to several in-
termediaries for the Flemish Service
for Employment (VDAB), who have

ployers are looking for people who
want to work for them on a self-em-
ployed basis. Because only a few un-
employed are prepared to do so,
most of these vacancies remain emp-

ty.

Subcontracting and outsourc-
ing

In each company, managers have to
choose between entrusting a certain
activity to their own employees — un-
der an employment contract — or let-
ting a third party execute the activi-
ties under a commercial contract
with a supplier or a subcontractor. In
the past, many companies trans-
ferred the tasks of secondary activi-
ties — such as catering and mainte-
nance — to specialised companies.
However, for some years now, this
form of outsourcing has also been
used for certain core activities. The

complained that more and more em- newest information technology
Table 3: Self-employment by sector, 1994
Main activity Supplementary activity
Sector Number Index Share | Number Index Share
1990 =100 1990 =100

Agriculture 53,250 91.6 9.4 8,494 109.7 7.4
Fishing 3,796 85.0 0.7 91 91.0 0.0
Industry 128,530 101.7 22.6 | 22,714 129.7 19.8
Trade 225,252 110.8 39.6 | 51,162 124.0 44.6
Liberal

professions 97,503 111.7 17.0 20,482 125.6 17.9
Services 47,052 107.0 8.3 8,755 131.9 7.6
Other 13,186 82.4 2.3 3,013 147.3 2.6
Total 568,569 105.5 100.0 | 114,711 125.8 100.0
Source: RSVZ Statistics; cited in Holderbeke (1997).
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makes it possible to outsource to
third parties activities which were
until recently kept within the organi-
sation. Examples of this phenome-
non can be found in accountancy, in-
voicing, data-processing, personnel
management and the maintenance of
information systems (Vereecken,
1998).

This evolution partly explains the
rise of self-employment. A decisive
element behind this new trend is the
reduction of costs. It should be said in
this context that the cost of labour in
Belgium is very high because of high
social security contributions. By out-
sourcing certain activities, the em-
ployer avoids paying social security
contributions. A second important
element is the increase in productivi-
ty and flexibility, because the em-
ployer only has to pay for the deliv-
ered service.

Pressure from unemployment

In 1975, the unemployment rate was
4.4%, rising to 7.9% in 1980, to
12.3% in 1985 and to 13.1% in
1995. In June 1997, the unemploy-
ment rate was 12.6%. In its annual
evaluation report, the Ministry of La-
bour (Ministerie van Tewerksteling
en Arbeid, 1998) drew attention to
the changes in the composition of the
unemployed population, comparing
the situation in 1980 after the first
long-term increase in unemployment
to that in 1995. First of all, the share
of the middle age groups (25-50
years) has risen (from 53 to 70%).
Secondly, although the loss of a job
remains the most important reason
for becoming unemployed, there has
been a clear increase in the number
of unemployed who have never had
a job. Thirdly, long-term unemploy-
ment has become an important facet
of unemployment: The share of long-
term unemployed among the unem-
ployed population rose from 36% in
1985 to 64% in 1995. Finally, the
educational level of the unemployed
has increased considerably.

Policy

Policy issues

Firstly, we will point to several barri-
ers that discourage people from em-
barking on a self-employed activity.
Secondly, we will provide an over-
view of recent initiatives taken by
the Belgian government within the
framework of the European Employ-
ment Guidelines that aim to lower
these barriers.

Barriers to self-employment

In a recent study (Holderbeke,
1997), an analysis was made of la-
bour mobility between salaried em-
ployment (employees and public
servants) and non-salaried employ-
ment (mainly self-employment) in
the period from 1989 to 1995. As far
as mobility from salaried employ-
ment to non-salaried employment is
concerned, about 10,500 employees
entered self-employment annually,
which is relatively low in comparison
with an average 2.87 million em-
ployees and public servants. This
means that every two years only one
out of 100 employees and public
servants becomes self-employed;
employees are in general reticent
about starting a professional activity
on their own. The most important
barriers are the required starting cap-
ital, the low social security protec-
tion, the administrative formalities
and the fear of failure. On the other
hand, the increase of this form of mo-
bility from 0.35% in 1989 to 0.43%
in 1995 can be explained by the in-
creasing job insecurity of employees.

The opposite form of mobility,
from self-employment to salaried
employment, occurs more frequent-
ly. Between 1989 and 1995, about
5,500 self-employed made the transi-
tion to paid employment each year.
This represents a mobility rate of
1.1%. For them, salaried employ-
ment is more attractive than self-em-
ployment; the main reason can be
seen in the higher level of social se-
curity.

Policies to promote self-employ-
ment

Under the framework of the Belgian
Action Plan for 1998, a special effort
has been made to offer better sup-
port for entrepreneurs, in particular
for the young unemployed and the
long-term unemployed, in their at-
tempt to become self-employed. In
this respect, four provisions have
been modified in the existing system
of cheap loans of BEF 800,000 (ap-
prox. ECU 20,000) for start-ups.
Firstly, the possibility of obtaining
such a loan is no longer restricted to
the unemployed drawing benefits
but has been extended to the group
of (in particular, young) unemployed
who are not yet entitled to such an
unemployment allowance. Secondly,
the minimal period of unemploy-
ment has been reduced from three
months (earlier: six months) to a sin-
gle day. Thirdly, the minimum sum
that the candidates have to invest
from their own budget has been low-
ered from 50% of the loan to 25%
(approx. ECU 5,000). Fourthly, the
period in which the loan has to be
paid back has been increased from 10
to 13 years. Alongside these modifi-
cations, the maintenance of the un-
employment allowance during the
preparatory period of self-employ-
ment has been extended from three
to six months.

In addition to these initiatives,
seven other measures have been tak-
en in order to stimulate the develop-
ment of small companies and self-
employment:

- an improvement in access to the
capital market for small and medi-
um-sized enterprises through the
introduction of a new simplified
guarantee mechanism;

- a simplification of administrative
regulations and the necessary for-
malities through the creation of a
new specific interdepartmental
service that will stimulate cooper-
ation between the different ad-
ministrations involved;

~ a simplification of conveyance of
firms through reduced registration
fees (e.g. in the case of a familial
conveyance);
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— facilitation of new recruitments
through a reduction of the em-
ployers’ contributions to the social
security system for the first three
employees;

— an improvement of the situation
of employees in SMEs through
promotion of permanent voca-
tional training outside normal
working hours;

— promotion of intellectual and lib-
eral professions, e.g. by improving
the statute of apprenticeship for
accountants;

— an improvement of the social sta-
tus of the self-employed by offer-
ing them the possibility of a sup-
plementary pension.

The public debate

Towards a harmonisation of the
two systems

Efforts are being made to harmonise
the two systems of self-employment
and salaried employment. This means
that the two different systems would
be “tuned” to each other, but not that
two identical systems would be creat-
ed. In 1995, the Institute of Social
Law (K.U. Leuven) conducted a study
on the financial harmonisation of the
social security systems (Mathot et al.,
1996). The point of departure was
that there should be no difference in
the conditions an employee or a self-
employed individual has to meet in
order to be entitled to benefit, but
that there may exist a difference in
benefits in response to a proportional
difference in the contribution for the
benefit in question.

First of all, this implies that the
structure of the contributions has to
be comparable. Therefore, the basis
of the contribution — the wage (em-
ployee) or the income (self-em-
ployed) — has to be brought into line.

The basis of the contribution would
be the net social income. Next to
such a harmonisation of the basis of
the contribution, there should also be
a proportional adaptation of the rate
of the contribution (i.e. the percent-
age of income) in order to maintain
equal revenues from the contribu-
tions.

Combating the “phantom self-
employed”

There is a growing consensus that
measures should be taken against the
increase in the number of the phan-
tom self-employed. Experts from the
Ministry of Labour say that the Bel-
gian courts are too formal in their ap-
proach to the problem, for they only
base their judgements on the kind of
contract involved (a trade register or
an employment contract). The Dutch
approach, for example, is totally dif-
ferent. If there exists a suspicion of
phantom self-employment (e.g. if a
self-employed individual only works
for one client), then the onus of proof
is reversed: The employer (the “cli-
ent”) has to prove that the “em-
ployee” is self-employed (Tegenbos,
1998).

The precarious status of the co-
operating spouse

The cooperating spouse of a self-em-
ployed person has a precarious social
status. Only the self-employed pays a
contribution to the social security in-
surance body, while his/her spouse
only has certain derived rights.
Women’s organisations, in particu-
lar, have argued in favour of a new
social status for cooperating spouses
(in particular women). The aim
should be to enable the cooperating
spouse to pay her/his own contribu-
tions in order to obtain full social se-
curity rights.

The significant increase of self-
employed in a supplementary
activity

As described above, the number of
self-employed in a supplementary
activity increased by 35% from 1991
to 1996. This phenomenon is particu-
larly due to the reduction of working
hours and the increase of leisure
time. The growth of self-employment
as a supplementary activity leads in
certain sectors (like the building in-
dustry) to competition with the pri-
marily self-employed. Thus, two ini-
tiatives were taken in 1997. Firstly,
the contribution rate to the social se-
curity for self-employed in a supple-
mentary activity was raised from
12% to 16%. Secondly, the barrier
of exemption was lowered from BEF
80,000 (approx. ECU 2,000) to BEF
40,000. Because the number of self-
employed in a supplementary activi-
ty is still growing, other initiatives
are being studied at the moment in
order to reduce their number.

Peter Simoens & Jan Denys
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Forms of self-employ-
ment in Denmark

The traditional form of self-employ-
ment in Denmark - as in other coun-
tries — is the farmer, craftsman or
owner of a small shop, who, apart
from himself, employs his wife and
maybe a few workers besides. Along
with this traditional group of self-em-
ployed, one also finds the large and
growing group of traditional profes-
sionals such as doctors, lawyers, ac-
countants and architects. These per-
sons are often self-employed, but
new forms of organisation are also
on the increase, such as large — often
international — accounting and con-
sulting firms.

However, new forms of self-em-
ployment are also becoming more
prominent in other areas. Firstly, a
number of producers of business
services (advertising, computer soft-
ware, etc.) are organised as self-em-
ployed more or less along the same
lines as the traditional professionals.
But, secondly, a growing number of
self-employed are also working un-
der conditions which are very similar
to those of wage-earners in the sense
that their business relationship is
with only one firm and their main
supply of services is their personal la-
bour. Finally, as a special case of self-
employment, one may add some of
the activities in the informal econo-
my, where there is no employer-em-
ployee relationship between the sup-
plier and the user of the services ex-
changed.

Legally, self-employment in Den-
mark may take several forms. The
simplest case is where the self-em-
ployed person owns his or her own
firm as a personal firm. Here, the
self-employed worker will be fully
responsible for the liabilities of the
firm. Other forms are various ver-
sions of limited companies, where
the economic responsibility of the

self-employed owner is limited to a
certain amount and there is a clear
borderline between the economy of
the owner and that of the company.
Especially among smaller and newly
started firms, the personal firm is the
most widespread. Thus, of the
16,300 new firms started in the pri-
vate non-farming sector in 1994,
90% were personal firms, while 8%
were limited companies and the re-
mainder had other forms of owner-
ship (Erhvervsministeriet, 1997a, Ta-
ble 14.16). Normally, some form of
limited company is necessary if the
owner wishes to take advantage of
separate taxation of personal and
firm income. However, Danish tax
laws also allow for taxpayers with
personal firms to enjoy some of the
advantages of owners of limited
companies.

Characteristics of self-
employment

In the Danish labour force statistics,
the main distinction among the em-
ployed is made between the self-em-
ployed and wage-earners, the latter
being defined as having an employ-

ment relationship and receiving a
wage income as defined by tax law,
which implies payment of contribu-
tions to the supplementary labour
market pension. For persons receiv-
ing both wage and non-wage income
from self-employment, estimates are
made of their most significant labour
force status based on the size of the
various incomes.

The quantitative importance of
self-employment

On 1 January 1997, out of a total la-
bour force of 2.9 million, there were
approximately 239,900 self-em-
ployed and 19,500 spouses of self-
employed working in the family
business. Figure 1 shows the number
of persons in the labour force by oc-
cupational status in 1985 and 1996
based on the annual labour force sta-
tistics. As a proportion of total em-
ployment, self-employment has been
steadily declining — from 12.7% in
1983 to 9% in 1997.

This decline in the importance of
self-employment represents a long-
term historical trend, as seen from
Figure 2, which has data on self-em-

Figure 1: Labour force by occupational status, 1985 and 1996
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Figure 2: Self-employment in agriculture and in the private business sec-
tor since 1970
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ployment in agriculture and in the
private business sector since 1970.
As seen from Table 1, self-em-
ployment as a share of total employ-
ment fell gradually between 1970
and 1997. This development is, how-
ever, the result of different develop-
ments in different sectors. As Figure
2 shows, while total employment
rose steadily from 2.3 to 2.7 million
persons, self-employment in agricul-
ture fell dramatically, as in the years
prior to 1970. In agriculture, self-em-
ployment still is the dominant form
of employment, with about 60% of
total employment. Over time the

share has remained largely constant.
Thus, the decline in total agricultural
employment has mainly contributed
to the fall in the overall share of self-
employment.

Self-employment in the business
sector has also been falling since the
mid-1960s, but to a much lesser ex-
tent than in agriculture. Further-
more, the number of self-employed
in the private business sector seems
to be more sensitive to the cyclical
fluctuations in the economy. Thus,
during the boom periods of the mid-
1980s, and again in the mid-1990s,
the number of self-employed in the

by sector, 1970, 1983 and 1997

Table 1: Self-employment (incl. working spouses) and total employment

1970 | 1983 [ 1997 1997
Share of self-employed Self- Total
in total employment employ- employ-
ment ment
Sector in % Persons
Agriculture, etc. 549 63.6 56.2 67,700 120,600
Manufacturing 7.0 47 3.0 14,400 476,100
Electricity, etc. 1.2 n. d. 2.3 400 17,800
Construction 13.7 16.1 12.0 18,800 156,600
Trade, hotels, etc. 20.5 15.7 121 57,900 478,500
Transport 12.3 8.9 6.9 12,400 178,100
Finance and business
services 1.7 9.7 11.2 33,300 296,300
Public and personal services 53 3.8 2.2 20,300 931,800
Others n.a 60.9 99.1 13,800 13,900
Total employment 14.9 12.7 9.0 238,900 |2,669,700

n. a. = not available.

1998.

Source: Own calculations based on Statistisk Arbog (Statistical Yearbook) 1973, 1985,

private non-business sector remained
constant.

When comparing 1970 and 1997,
construction, trade, hotels and busi-
ness services show a rather high inci-
dence of self-employment in 1997. In
construction, the share is reasonably
constant, while there is a declining in-
cidence of self-employment in trade
and hotels. In the transport sector, the
importance of self-employment fell
dramatically between 1970 and
1997. The same applies to public and
personal services. Quite differently,
the share of self-employment in fi-
nance and business services has risen
rapidly. Finally, one notes the high
and rising share of self-employed in
the group of those employed that is
not categorised by sector.

Gender and self-employment

As shown in Table 2, the majority of
self-employed are men, though the
share of women increased a little
from 1985 to 1996. The low share of
women in self-employment is also re-
lated to the low share of women
among skilled workers, the point be-
ing that, traditionally, many self-em-
ployed begin as skilled workers who
set up their own small businesses.
Among spouses of self-employed
working in the family business, the
vast majority are women, reflecting
the traditional family structure of the
small self-employed man who owns a
farm or a retail store or who works as
a craftsman.

Working hours and aduit
education

Not surprisingly, self-employed peo-
ple report longer working hours than
dependent employees. Thus, the la-
bour force survey for the first quarter
of 1998 reports the average weekly
working time for self-employed to be
48.2 hours, compared to 34.1 hours
for wage-earners. Only wage-earners
classified as “top management”
worked similar hours to the self-em-
ployed (43.3 hours per week). Only
11% of the self-employed report that
they have normal working hours,
compared to 46 % of wage-earners.
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Table 2: Share of women in different occupational categories, 1985 and

1996 (in %)

Occupational category 1985 1996
Self-employed 18.5 23.3
Self-employed, spouses 98.9 95.5
Salaried workers 53.2 55.9
Skilled workers 6.4 8.9
Non-skilled workers 50.1 46.9
Others 51.6 48.4
Unemployed 54.4 52.3

Source: Statistisk Tidgsoversigt (Statistical Ten-year Survey) 1998.

As regards adult education, too, the
self-employed seem on average to be
an underprivileged group. When
asked in the first quarter of 1998
whether they had received any form
of education during the last four
weeks, 87% of the self-employed re-
plied in the negative, compared to
72% of the wage-earners.

Understanding current
trends in self-employ-
ment

As shown in the previous section,
self-employment is declining in Den-
mark, not only in agriculture but also
in the private business sector. This
development can be seen to be the
result of a number of long-term fac-
tors.

The shift away from agri-
culture

One important long-term factor is of
course the structural shift in total em-
ployment away from agriculture and
towards sectors with much lower
shares of self-employment. But even
within the different sectors, there are
trends towards less self-employment.
As shown in Table 2, this is clearly
the case in trade, hotels, transport
and personal services, where the
changes in the structure of trade and
private services away from small
shops and businesses to supermar-
kets in the trade sector and similar
large units in other sectors are wide-
spread.

New forms of self-employment

There are, however, some counter-
vailing forces which - as indicated in
Figure 2 - from time to time may halt
the long-term fall in the number of
self-employed. One such factor is re-
lated to the growth of self-employ-
ment in various business-related
services. However, there is little hard
evidence on this development. The
labour force survey for the first quar-

ter of 1998 reports that 81,000

wage-earners, or 3.4% of the total

number of employees, have the sta-
tus of “other”, implying that they
have a fixed-term contract without
being an apprentice, a trainee or a re-
placement worker. But this does not
tell us anything about the number of
persons counted as self-employed
who have a more permanent rela-
tionship with just one firm.

However, there are signs of a
growing number of self-employed in
such areas as consulting, computing,
etc. (cf. also Table 2). This tendency
is well known internationally. One
should be aware, however, that the
forces traditionally referred to in ef-
forts to understand this development
are probably weaker in Denmark
than in most other European coun-
tries. This is due to two factors:

1. There is weak protection of wage-
earners as far as dismissal protec-
tion is concerned. Thus, among the
EU countries, OECD’s Jobs Study
ranked Denmark among the most
liberal in this respect, surpassed
only by Ireland and the United
Kingdom (Part II, p. 71). There-
fore, there is less to gain from sub-
stituting the traditional employer-
employee relationship by other
forms of employment.

2. InDenmark, no social security con-
tributions are paid as a share of
wages. This implies that there are
fewer incentives to disguise a long-
term employment relationship as
self-employment than in a number
of other European countries.

Apart from this, some of the same
factors as in other countries are cer-
tainly also involved; firms in Den-
mark also increase flexibility by us-
ing methods of subcontracting and
outsourcing.

Self-employment and unem-
ployment

As in other countries, the relation-
ship between self-employment and
unemployment in Denmark is com-
plicated. On the one hand, a reces-
sion may lead to bankruptcy and un-
employment for a number of self-
employed and thus reduce total self-
employment. This effect could be
strong in Denmark, since self-em-
ployed persons may also become
members of unemployment insur-
ance funds and thus receive unem-
ployment benefits in cases of unem-
ployment. In principle, the same set
of basic rules and levels of benefits
apply to wage-earners and self-em-
ployed when they become unem-
ployed.

Of course, there are special regula-
tions when it comes to determining
whether a self-employed person has
permanently closed down the busi-
ness and what should be the actual
level of benefits (measured as a share
of previous income from self-em-
ployment). In 1997, the number of
insured self-employed was 178,000;
this is equal to about 73% of the to-
tal number of self-employed (incl.
working spouses). The rate of unem-
ployment of the self-employed is be-
low average; it seems to be slightly
less sensitive to the business cycle
than the average unemployment
rate. Thus, when average total unem-
ployment reached 13.0% in 1993,
unemployment in the dominating in-
surance fund for self-employed was
5.5%.1In 1997, when average unem-
ployment came down to 8.1%, un-
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employment among self-employed
was down to 4.1%.

On the other hand, one could also
expect a rise in self-employment as a
result of rising unemployment, be-
cause the unemployed are forced to
look for other sources of income. In
Denmark, this process is influenced
by two main factors. One is the rath-
er generous system of unemploy-
ment benefits, which means that per-
sons at the lower end of the income
scale will receive up to 90% of their
previous income as unemployment
benefits for up to five years. On av-
erage, the rate of compensation of
Danish unemployment insurance is
around 65%. This, of course, limits
the economic incentive to enter self-
employment as a result of unemploy-
ment, especially for the lower-skilled
groups.

The other factor influencing the
flow from unemployment to self-em-
ployment was the scheme to pro-
mote self-employment among the
unemployed, which was established
in 1985 and abolished on 1 January
1998.

The scheme was changed some-
what over the years, but the general
principle was that any insured unem-
ployed person had the right to re-
ceive a grant for establishing his or
her own business after a spell of un-
employment lasting a certain length
of time. The grant amounted to 50%
of unemployment benefits (in 1997
equal to almost DKK 70,000 per
year) paid on a monthly basis for 2.5
years. In 1997, the required duration
of previous unemployment was five
months of unemployment during the
last eight months. A similar scheme
existed for the non-insured unem-
ployed.

The number of participants in the
two schemes rose quickly to between
10,000 and 15,000 full-time partici-
pants. The volume declined some-
what during the upswing from 1994
onwards. Thus, in 1995, the number
of full-time participants was 14,000.
In 1997, the number had declined to
11,200 persons, while there were
220,000 persons registered as unem-
ployed.

The scheme for the insured unem-
ployed was evaluated in 1992 by the
Danish National Institute of Social
Research  (Socialforskningsinstitut-
tet) and the Danish Institute of Tech-
nology (Dansk Teknologisk Institut).
After two years, 14% of the partici-
pants were back in unemployment,
and a considerable number of the
newly started firms were doing badly
financially. The evaluation showed
that after four years more than half
of the participants had given up self-
employment. Though this figure may
seem high, it does not differ signifi-
cantly from the closure rate of other
newly started firms. The evaluators
also noted the risk of deadweight ef-
fects, though they considered them
to be limited. The overall assessment
of the scheme was positive, but the
evaluators pointed to the need for
better support for participants to ac-
quire the business skills needed to
survive in self-employment.

By 1 January 1998, the schemes
for both insured and uninsured un-
employed had been abolished fol-
lowing a government proposal. The
main argument against the schemes
was the change in the overall situa-
tion on the Danish labour market,
with significantly lower registered
unemployment from 1994 onwards.
Given this situation, the scheme was
considered to reduce the supply of
labour, because the participants were
not available for ordinary jobs when
they received the grant to start their
own business. The government fur-
ther argued that the scheme did not
provide the unemployed with new
qualifications that would improve
their long-term situation on the la-
bour market. Finally, the risk of
deadweight was included among the
arguments against the schemes; they
will be fully phased out by the year
2000.

Policy issues

The question of promoting self-em-
ployment as a direct instrument to
increase employment is not high on
the Danish political agenda. As indi-
cated by the fate of the scheme to

promote self-employment among the

unemployed, self-employment is not

seen as a relevant option for groups
with employment problems.

When concern is expressed about
the gradual decline in self-employ-
ment documented above (see page
16), the focus is more on the impor-
tance of small businesses in exploit-
ing new commercial opportunities
and thus - indirectly — on the crea-
tion of new jobs. Among the barriers
to self-employment in this respect,
attention is often drawn to the ad-
ministrative burdens put on small
firms and to the lack of financing for
SMEs. Ideological and sociological
factors related to the dominance of
wage-earner-related values and atti-
tudes in the Danish educational sys-
tem are also mentioned.

In order to reduce the barriers to
self-employment and to the develop-
ment of SMEs, the government has
recently launched a number of initia-
tives:

— New initiatives to reduce the ad-
ministrative burden on the self-
employed, including a reduction
in the paperwork involved in set-
ting up and running a small busi-
ness.

— Free consultancy services to any-
body who wants to start their own
business. A subsidy of DKK 7,000
to cover consultancy fees is given
to persons who are considering
starting up their own business.

— Establishing special support for
persons wanting to start a business
in high-tech industries in the form
of six “innovation parks”, where
innovators can work with re-
searchers and other experts in de-
veloping their business idea. The
“innovation parks” will also pro-
vide financing for this initial
phase.

- Special aid to persons who want to
take over an existing small busi-
ness when the owner intends to re-
tire. This involves considering
changes in tax laws, but also estab-
lishing a national database which
contains information about per-
sons who want to buy or sell exist-
ing small firms. A special commit-
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tee will submit a report on these
matters by 1 January 1999.

— The development of new forms of
financing for persons who want to
start their own business.

Finally, there is an important initia-

tive related to stimulating positive

attitudes towards self-employment in

the educational system. Since 1996,

the Ministry of Education has

launched a number of initiatives
aimed at making school pupils and
students aware of self-employment

[)él Germany

A survey of new forms of
self-employment

Over recent decades, self-employ-
ment has shifted away from the tra-
ditional entrepreneur running a small
or medium-sized enterprise. The fo-
cus of self-employment is no longer
the craft-based or industrial firm, but
rather the large number of self-em-
ployed professionals active in the
service sector. Modern self-em-
ployed professionals rely far more on
their skills in specialist areas (techni-
cal, legal or economic) as the basis
for their economic success than on
their endowment with real capital. In
addition, the persistently high level
of unemployment in Germany has
made self-employment an alterna-
tive to dependent employment for
both employees and the unem-
ployed. The rising number of self-
employed, and particularly of those
employing no staff (one-person en-
terprises), has led to an intensive de-
bate on the concept of self-employ-
ment. Clearly, the straight line that
previously could be drawn between
dependent employment and self-em-
ployment no longer exists.

as an alternative to becoming wage-
earners. These aim at both motivat-
ing and qualifying the young to be-
come self-employed.

Per Kongshoj Madsen
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market the products of their la-
bour. Low investment require-
ments and a low turnover are the
central criteria entitling those in
such a situation to legal protec-
tion.

- Freelance workers usually active
for a single client on the basis of
contracts for specific work or lim-
ited periods of time (Dienstver-
trige or Werkvertrdge). Such free-
lance workers are concentrated
largely in the media and the soft-
ware industry.

Labour law provides partial legal
protection specifically for home-
workers under a special law (Heim-
arbeitsgesetz). They are entitled, for
instance, to dismissal protection, hol-
iday, pay on bank holidays and sick
pay, although at a reduced level of
provision compared with “normal”
employees. Freelance workers, on
the other hand, are covered only by
collective agreement legislation.

Social insurance law distinguishes
only two forms of employment: self-
employment and dependent employ-
ment. Apart from a few exceptional
cases, only dependent employees
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Table 1: Protection enjoyed by various forms of dependent employment
and self-employment under labour and social insurance laws
Employees “Persons similar Self-
to employees” employed

Home- Freelance

workers workers
Individual labour law yes partly, see no no
(dismissal protection, law on home-
holiday entitlement, etc.) workers
Collective agreement yes yes yes no

legislation

Social insurance law yes yes no no

have access to social insurance sys-
tems.

In practice, the borderline be-
tween the above categories and the
self-employed is fluid. Many “new”
self-employed persons are economi-
cally dependent to a high degree on a
single client, a trend that has given
rise to a controversial discussion
within labour law on the “pseudo-
self-employed”. This trend affects
not only “simple” activities, such as
typing, but also activities requiring a
high skill level.

In connection with the trend to-
wards self-employment and the dis-
solution of the standard employment
relationship, the growth of the black
economy needs to be mentioned. In
1975, the informal sector was esti-
mated to account for 5% of GDP in

western Germany; by 1997, this fig-
ure is estimated to have risen to 15%
in Germany as a whole, with particu-
larly high rates of growth of the in-
formal economy in recent years
(Dichmann, 1998, p. 56).

Self-employment: quantitative
trends

In 1997, just under 10% of the gain-
fully employed in Germany, i.e.
around 3.5 million people, were per-
forming a self-employed activity. Ac-
cording to the definition used in the
annual microcensus, this figure in-
cludes both the self-employed and
freelance workers. Homeworkers, on
the other hand, are counted as em-
ployees. There was a renewed in-
crease in self-employment as a pro-

Figure 1: Self-employment trends, including multi-person and single-per-
son enterprises (as a % of total employment)
10
£ 1987
9 B 1991
8 1997
7
6
5
4 —
3 —
2 —
1 ——m]
0 } }
Self-employed, of which: of which:
total Multi-person enterprises ~ Single-person enterprises
Source: Federal Statistics Office (1988, 1993, 1998).

portion of the labour force in the lat-
ter half of the 1990s, following an in-
itial fall in the wake of German unifi-
cation (Figure 1). According to the
microcensus, between 1991 and
1997 the number of people in self-
employment rose by around
500,000. One-third of this increase
occurred in eastern Germany (in-
cluding eastern Berlin), reflecting the
economic “catching-up process” in
eastern Germany.

The expansion of self-employ-
ment in Germany has been accompa-
nied by a very high entry and exit
dynamic among small companies.
According to calculations by the Ger-
man Institute for Economic Research
(DIW), since the start of the 1990s
more than two million people have
entered self-employment (DIW,
1998).! On the other hand, there
were 1.5 million exits during the
same period. However, two-thirds of
the exits in western Germany related
to firms set up before the start of the
1990s. These flow data indicate the
significant structural upheavals in the
area of self-employment and empha-
sise the importance of new business
start-ups to a greater extent than is
evident from the changes in the stock
data.

Around half of the self-employed
work alone (Table 2). The above-av-
erage growth of single-person firms
(Figure 1) results from the deteriora-
tion in employment opportunities for
dependent employees, but also re-
flects the increasing orientation of
the self-employed towards services. .
More highly differentiated analysis
shows, however, that not only the
number of single-person firms, but
also the number of self-employed
with more than four employees, has
increased substantially (Pfeiffer,
1998b).

New business start-ups are nor-
mally associated with significant job-
creation effects. According to a study
by the Institute for Employment Re-
search (IAB), while only 34% of the
firms set up in West Germany in

1 This study is based on the Socio-economic
Panel and relates to the period 1990 to
1996.
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1983 survived the first ten years, the
successful new firms doubled the size
of their workforce during this period.
On average, each successful new
company created 3.8 additional jobs.
Even allowing for the job losses due
to closures, there was still employ-
ment growth of 38% for the firms set
up in 1983, whether they were suc-
cessful or not (Bellmann et al., 1996).
The number of jobs created in this
way in eastern Germany was signifi-
cantly higher. Of the firms founded
in 1991, 60% survived the first four
years and had on average five addi-
tional employees at the end of that
period (Brixy & Kohaut, 1997).
With the exception of agriculture,
the self-employed are most frequent-
ly encountered in the service sector.
Between 1991 and 1997 alone, the
number of self-employed persons in
the service sector rose by 28%, com-
pared with an increase of just 8% in
the goods-producing sector over the
same period (Federal Statistics Of-
fice, 1993, 1998). One-third of the
new business start-ups in western
Germany since the start of the 1990s
have been accounted for by profes-
sionals (DIW 1998). Self-employ-
ment increased in the area of second-
ary services alongside the traditional
advisory activities such as consultan-
cy and accounting, particularly in the
area of the new information and
communications technologies (e.g.
software development). Self-em-
ployment is also traditionally wide-

spread in trade and hotels and res-
taurants. During the last ten years,
the proportion of the self-employed
active in the service sector has in-
creased from 59% to 69%, whereas
the proportion of the total working
in the goods-producing sector has de-
clined slightly from 24% to 22%; a
major loss in relative importance was
suffered by the agricultural sector
(Federal Statistics Office, 1988,
1998).

Between 1991 and 1997, the
number of self-employed women
rose by 180,000 or 23%, and thus
by far more than the number of self-
employed men (14%) (Federal Sta-
tistics Office, 1993, 1998). Yet even
by 1997, women accounted for little
more than a quarter of all the self-
employed. Women represent around
one-third of the self-employed with-
out employees, however. Women
are frequently found in the service
sector, whereas companijes in the
goods-producing and agricultural
sectors are mostly run by men (Ta-
ble 2).

Of those persons who have en-
tered self-employment since the start
of the 1990s, an average of 14% had
previously been unemployed in
western Germany compared with
16% in eastern Germany (DIW,
1998). The formerly unemployed
who took the risk of entering self-
employment with support from the
employment office were divided
roughly equally between start-ups in

Table 2: Self-employed (excluding family workers) by sector, single- or
multi-person enterprise and gender - results of the 1997 microcensus
Self- Self- Self- Self-
employed, | employed employed employed
total asa % of in single- women as
(in 1,000s) total person a % of
employ- firms as a % total self-
ment of all self- employed
employed
Agriculture 325 31.0 68.6 15.7
Goods-producing sector 778 6.3 36.8 11.6
Trade, hotels and 1,088 13.3 435 32.0
restaurants, transport
Other services 1,337 9.4 57.7 353
Total 3,528 9.9 49.7 27.2
Source: Federal Statistics Office (1998).

the area of primary services with
rather low skill requirements and
start-ups in the area of secondary
services or the professions.? The lat-
ter require profound knowledge, of-
ten higher education and expert
know-how (Wiener, 1997¢c). It is
striking to note that almost one-third
of all new western German self-em-
ployed came directly from educa-
tion/training or inactivity: Clearly,
self-employment is also used as a
way of entering or re-entering work-
ing life (DIW, 1998).

Depending on the definitions
used, the “pseudo-self-employed”
account for between 1 and 4% of to-
tal employment (Dietrich, 1996). Ac-
cording to an empirical study by the
IAB, the grey area between self-em-
ployment and dependent employ-
ment is populated largely by techni-
cal and clerical workers, publicists
and interpreters, teachers, those
practising arts and science occupa-
tions, and workers in body-care and
hotel and catering occupations (Diet-

.rich, 1996).

Analysis and evaluation

The increasing importance of self-
employment is due both to changes
in economic structures and to the dis-
solution of the traditional employ-
ment relationship. The following fac-
tors have promoted this trend:

- Faced with tougher international
competition, employers have de-
veloped strategies to optimise ca-
pacity utilisation and minimise
costs. The well-known buzzwords
in this context are: outsourcing,
lean production and subcontract-
ing. Not only simple, standardised
tasks are contracted out to exter-
nal firms, but also highly qualified
tasks, as the expansion of manage-

2 The professions (freie Berufe), many of
which provide secondary services, encom-
pass the following occupational groups:
health professions (e.g. doctors, chemists,
freelance care providers); legal, economic
and accounting occupations (e.g. solicitors,
accountants, auditors); technical and natural
science professions (e.g. architects, engi-
neering consultants) and cultural profes-
sions (e.g. journalists, translators, designers,
writers, musicians).
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ment and legal consultancy servic-
es and the increasing use of out-
sourcing in the computer field il-
lustrate (Dostal, 1995). Higher la-
bour costs and the over-regulation
of the labour market can lead to
outsourcing, as can efficiency con-
siderations in work organisation.

— A trend can be observed towards
smaller, more flexible corporate
units. The competitive situation
requires a high degree of flexibili-
ty, a requirement that smaller cor-
porate units are better able to
meet. Small, innovative compa-
nies willing to take risks can take
advantage of growth opportuni-
ties, particularly in the expanding
service sector, thus making a deci-
sive contribution to macroeco-
nomic growth.

- The development of new informa-
tion and communications technol-
ogies makes it easier to outsource
activities, excising them from in-
plant linkages. Telework, particu-
larly on a self-employed basis, re-
mains a marginal phenomenon in
Germany, although it is expected
to increase in importance in the
coming years.

- The motive of avoiding social in-
surance costs can often induce
firms to contract out some of its
tasks. Contributions to the statu-
tory social insurance system are
paid on a 50/50 basis by employ-
ees and employers. The self-em-
ployed, on the other hand, must
see to their own social insurance.
Normally they are free to choose
between private providers and,
under certain conditions, the stat-
utory social insurance institutions.
Although the free choice of insur-
ance provider generally has finan-
cial advantages, contributions to
health and pension insurance can
represent a significant financial
burden for many self-employed,
particularly for the “pseudo-self-
employed”.

— Itis not only the technical parame-
ters but also the high level of un-
employment that has promoted
the expansion of self-employ-
ment. Empirical evidence reveals

a positive influence of rising un-
employment on entries into self-
employment in western Germany,
particularly in trade, repair work-
shops, hotels and restaurants, and
small-scale industry (Pfeiffer,
1998a).

Policies

Political challenges and
measures

a) Barriers

Some occupations and branches re-
quire certain conditions to be met for
market entry; the regulations thus
constitute an obstacle to self-employ-
ment. These restrictions are imposed
both by law and by chambers and
other occupational associations. Par-
ticularly strict regulations apply to
craft trades. With the exception of
professions requiring compulsory
membership in the appropriate occu-
pational organisation, the services
sector offers a greater degree of en-
trepreneurial scope for those inter-
ested in self-employment because of
its low degree of institutionalisation.
This is one of the factors behind the
concentration of self-employment in
these areas.

Problems in gaining access to capi-
tal markets, especially compared
with established companies and par-
ticularly large firms, constitute an
important barrier to entering self-
employment. Some commentators
see the comparatively generous level
of support for the unemployed in
Germany as an obstacle to a greater
incidence of self-employment (Dich-
mann, 1998).

b) Measures to promote self-employ-
ment

A wide variety of programmes and fi-
nancial support measures exist to pro-
mote entry into self-employment.
They include equity capital support
and business start-up programmes un-
der the European Recovery Pro-
gramme, funding from the joint feder-
al/state government programme to
improve regional economic infra-
structure, subsidised loans by the

Kreditanstalt fiir Wiederaufbau, busi-
ness start-up programmes run by the
Deutsche Ausgleichbank, and grants
provided under EU programmes. The
most common form of support taken
is subsidised loans with long pay-back
periods, but investment grants are
also important. Such support pro-
grammes particularly promote busi-
ness start-ups in the craft sector and
also the service sector. The measures
focus on providing support for small
and medium-sized enterprises.

Unemployed persons wishing to
enter self-employment are entitled to
a bridging allowance (Uberbriik-
kungsgeld — under § 57 of the Social
Law Code [SGB IlI]; prior to 1998,
under § 55a of the Labour Promo-
tion Act [AFG]). In order to provide
maintenance in the first few months
of business start-ups, unemployed
persons wishing to enter self-em-
ployment are entitled to the allow-
ance, the level of which is equal to
unemployment benefit or unemploy-
ment assistance, for up to six months.
The social insurance contributions to
be paid on these benefits are also as-
sumed by the employment office.
The bridging allowance was intro-
duced in 1986, and the conditions for
support have since been repeatedly
improved. Recent years have seen a
sharp increase in the number of per-
sons receiving support; by 1997, the
figure was 79,000, representing
more than a doubling of the volume
of the programme within the space of
two years.

An analysis by the IAB into the
success of the bridging allowance ar-
rives at a very positive evaluation of
its employment effects: Around
three years after entering self-em-
ployment, more than 70% of those
who had received support were still
self-employed, while 12% had en-
tered dependent employment in the
intervening period. Just 11% of
former recipients of the bridging al-
lowances, were once again unem-
ployed after three years. On average,
each benefit recipient had taken on
one employee after this time. Half of
the additional employees were in an
employment relationship subject to

20

No. 31 - Winter 1998



Trends

social insurance contributions; the
other half consisted largely of casual
employees, family workers or train-
ees (Wielner, 1998).

There is scarcely any overlap be-
tween the various types of support:
Only one in five recipients of the
bridging allowance even attempted
to obtain additional forms of sup-
port, and a total of just 15% of all
beneficiaries were in receipt of other
forms of support (Wiefiner, 1998). It
seems that each of the various types
of support has a specific clientele.

The public debate

There have been frequent calls for
greater support for the self-em-
ployed. Alongside improvements in
existing instruments — in particular
greater transparency regarding the
range of support measures — there
have been calls for statutory and
branch-specific regulations to be cut
back, and for the top rates of tax to
be reduced. Proposals have also been
made for steps to improve human
capital in the relevant areas, for ex-
ample by offering self-employment
courses within the framework of vo-
cational training and university stud-
ies (Dichmann, 1998, p. 60 ff.).

The growth of precarious forms of
employment relationships, atypical
employment and “pseudo-self-em-
ployment” poses the question of
whether the existing protection of-
fered by labour and social security
law can be considered sufficient. The
criteria deemed necessary by the la-
bour courts for a person to be consid-
ered in dependent employment are
increasingly coming under fire from
the trade unions, social insurance in-
stitutions and labour law experts.
Proposals have been made for alter-
native solutions with the aim of mov-
ing away from personal dependence,
in the sense of being subject to in-
struction, as the central criterion, to-
wards “the need for social protec-
tion” or the “loss of dispositional
freedom”. In recent years, attention
has focused on an alternative ap-
proach based on “entrepreneurial
risk” rather than personal depend-

ence (Dietrich, 1996). Here the deci-
sive criterion is whether the person
affected is merely exposed to risks,
or also enjoys market opportunities.

In addition, the associations repre-
senting social insurance institutions
have made a proposal concerning
new definitions to determine wheth-
er social insurance contributions ap-
ply (Dietrich, 1996). According to
this proposal, all those who do not
employ employees in the context of
their economic activity, are normally
active for just one client, and per-
form labour services typically per-
formed by dependent employees
should be subject to compulsory so-
cial insurance.

In contrast to the efforts being
made to extend social security sys-
tems and to introduce statutory regu-
lations in order to prevent the disso-
lution of the standard employment
relationship, employers and their al-
lied organisations are calling for
comprehensive flexibilisation of the
labour market and a reduction in the
burden on employers of indirect la-
bour costs and costly protective reg-
ulation. It is only in this way, they ar-
gue, that the trend towards a dissolu-
tion of the employment relationship
can be averted. At the same time, a
reduction in labour costs will enable
entrepreneurs to take on additional
labour, or make business start-ups
feasible in the first place.

Nicola Diill & Kurt Vogler-Ludwig
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Introduction

Greece has the highest rate of self-
employment of all the EU countries,
a rate which amounts to more than
double the EU average. Despite the
impressive incidence and the signifi-
cance of self-employment in the
country, however, there has been lit-
tle research on its morphology, role
or development. Here, an attempt is
made to look into certain aspects of
self-employment and to discuss poli-
cy issues related to it. The work that
can be done in this regard is restrict-
ed by the limited availability of
quantitative and qualitative informa-
tion, particularly in relation to new
forms of self-employment.

Assessment of self-
employment

Types of self-employment

The self-employed can be divided
into two major groups: those who
also employ other people and those
who work by themselves or are as-
sisted only by unpaid members of
their families or trainees. The latter
group is the predominant one in
Greece, accounting for nearly 80%
of all self-employed (77 % in the case
of men and 85% in the case of wom-
en).

Self-employment is the main type
of employment in the agricultural
sector. In the non-agricultural sector,
the group of self-employed is very
heterogeneous, including business-
people, professionals, craftspeople,
storekeepers, etc. This group is also
heterogeneous with regard to in-
comes, which range from the very
low to the very high, and social secu-
rity coverage, which is provided by
various schemes yielding different
levels of benefit.

The majority of the self-employed
are covered by TEVE, which yields

the lowest benefits within the non-
agricultural sector and is currently
facing serious financial problems. An
undetermined but probably substan-
tial share of the self-employed, par-
ticularly those without employees,
do not declare themselves as em-
ployed and are not covered by social
security.

A vparticular category of the self-
employed which has attracted special
attention in recent years are those
working on subcontracts for a set fee
or for piece rates. Contract work has
traditionally been used in manufac-
turing, handicraft production, and
construction. In recent years, it has
also been used in services, e.g. clean-
ing and catering, and in activities
such as word-processing, drafting
and designing, translation, publish-
ing, accounting and marketing. Tele-
working and other types of self-em-
ployment associated with new tech-
nology are not as developed as in
other countries, but their incidence is
increasing.

The self-employed on subcon-
tracts may use premises outside their
homes or may work where they live.
Those working for piece rates usual-
ly work at home, have some simple
equipment, do not provide materials
and do not work permanently for
one employer. According to an unof-
ficial estimate, about 200,000 per-
sons were working at home under
piece-rate arrangements in 1994,
and most of them were women
(Katsoridas, 1994). A survey spon-
sored by the General Confederation
of Greek Workers (GSEE) revealed
that 77 % of those working for piece
rates were associated with the cloth-
ing industry, while 7.5% were in-
volved in the jewellery industry
(Katsoridas, 1998).

Work for piece rates is associated
with very low remuneration. Ac-
cording to the GSEE survey, about
39% of those engaged in piecework

earned less than 65,000 drachmas
per month, while only 6% of those in
dependent employment had similar-
ly low earnings. This type of work is
also very unstable: The GSEE survey
revealed that only 35% of the re-
spondents had steady work. Because
of fluctuations, working hours
showed significant swings.

For social security purposes, those
who work on subcontracts are con-
sidered to be self-employed and can
be covered by TEVE if they provide
their own materials, use their own
equipment of a relatively high value,
or employ and pay other workers. If
they work on their own, they must
be insured with the social security
fund for dependent employment
(IKA).

In the Labour Force Survey (LFS),
the criterion for self-employment is
the perception of the respondents
about their status; the social security
or tax regimes are irrelevant. There-
fore, some people included among
the self-employed in the LFS statis-
tics may be considered to be depend-
ently employed by the social security
or tax regime.

In order to avoid social security
contributions and taxation and to be
more competitive in the market for
contracts, a substantial share of the
self-employed working on subcon-
tracts do not declare their work and
do not have any social security cov-
erage. According to the GSEE sur-
vey, about 38% of those working at
home for piece rates did not have
any coverage.

There have been no official esti-
mates about the extent to which self-
employment represents disguised de-
pendent employment or about the
self-employed operating partly or to-
tally in the informal economy. Ac-
cording to unofficial information, the
number of people in these categories
is relatively large.
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Incidence and evolution of
self-employment

Table 1 presents the rate of self-em-
ployment (as a percentage of total
employment) by gender since 1985.
For both men and women, there was
a substantial increase in this rate
from 1985 to 1990, a period during
which unemployment did not show
any significant change. In the case of
men, the rate increased slightly in
1991 and 1992 and then decreased
from 1993 to 1997, while for women
there was a slight decrease from
1991 onwards.

Figure 1 shows the contribution of
self-employment to the change in
employment between 1985 and
1997. During that period, more than
half of the new jobs for men and a lit-
tle under a quarter of those for wom-
en resulted from self-employment.
These gains were realised in the peri-
od 1985-1990, as self-employment
contributed negatively to the change
in employment between 1990 and
1997. The decrease in self-employ-
ment in the latter period was sub-
stantial for men and insignificant for
women.

The contraction of self-employ-
ment during the 1990-1997 period
can be attributed to several factors,
such as the decline in employment in
the agricultural sector, the economic
recession, the overcrowding in most
activities where the self-employed
traditionally operated, and the re-
placement of small firms by large
firms in almost all sectors, particular-
ly in trade. The introduction of the
system of “objective taxation crite-
ria”, whereby certain categories of
self-employed have to pay a sum of
tax which is determined by various
criteria and is independent of de-
clared income,! pushed a large
number of self-employed out of busi-
ness or into the informal economy.

During this period, there were also
changes in the number of people
working at home for piece rates. In-
creases resulted from the fact that
small firms, in their efforts to reduce
costs, used this type of work more
extensively; decreases are attributed
to the fact that many subcontracting

Table 1: Self-employment by gender, 1985-1997

Self-employed as % of all employed
Year Total Men Women
1985 26.5 324 13.8
1990 34.8 42.6 203
1991 35.2 42.9 20.1
1992 353 435 19.9
1993 34.6 42.7 19.7
1994 344 425 19.5
1995 33.7 422 18.7
1996 337 41.8 19.4
1997 333 41.7 18.8

Source: ESYE, Labour Force Survey, 1985-1997.

Figure 1: Contribution of self-employment to change in employment
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firms had to close down or reduce
their workload because of competi-
tion from abroad. It is not known to
what extent these changes have af-
fected the official statistics, since
some of this work may have been un-
declared.

The share of self-employment is
also underestimated because there
are many people in dependent em-
ployment who have a second job in
self-employment, and these people
usually declare only their dependent
employment.

Table 2 presents the rates of self-
employment by sector, industry and
gender. In 1997, more than half of
those employed in the primary sector
and more than a quarter of those em-
ployed in the secondary and tertiary
sectors were self-employed. In all
sectors, the self-employment rates
for men were much higher than those

for women. During the period 1992-
1997, the self-employment rates in
the primary sector showed a slight
increase, while those in the second-
ary and tertiary sectors showed a
small decrease for both men and
women.

In 1997, more than half of the self-
employed women and just under half
of the self-employed men were en-
gaged in services. Commerce, hotels
and restaurants were the main areas
of self-employment. During the peri-
od 1992-1997, there was a small de-
crease in the percentage of self-em-
ployed in manufacturing for both
men and women, but the change was
not significant. In the case of men, a
substantial increase in self-employ-
ment in construction was observed.

1 In 1997, about 800,000 (62%) of the self-
employed were taxed under this system.
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Table 2: Rates of self-employment by sector, industry and gender, 1992

and 1997 (in %)

Sectors and industries 1997 1992

Total Men (Women| Total Men |Women

A. Primary sector 58.7 80.0 30.2 60.2 79.7 29.5
(Agriculture, animal hus-
bandry, fishing, etc.)

B. Secondary sector 25.9 30.4 9.8 27.4 323 10.3
Extraction and mining 4.5 4.5 - 4.5 4.5 -
Manufacturing 241 30.7 10.0 26.9 341 10.4
Electricity - - - - - -
Construction 35.6 35.8 18.4 346 34.7 243

C. Service sector 27.3 34.8 16.4 28.8 353 18.4
Commerce 46.5 56.2 29.6 46.5 57.1 29.6
Hotels and restaurants 343 47.3 16.8
Transport and storage 25.9 28.9 53 25.7 284 5.4
Financial intermediation 4.8 53 3.9 38.0 47.7 23.6
Real estate 50.9 64.2 30.7 10.9 11.9 9.8
Public administration and

defense - - -
Education 8.7 9.9 8.1
Health and social welfare 141 21.6 9.3
Others 22.3 24.6 20.1
Total 333 41.7 18.8 353 435 19.9
Source: ESYE, Labour Force Survey, 1992 and 1997.

Characteristics of the self-
employed

In 1997, almost half of the self-em-
ployed were between 45 and 64
years old and about 85% were in the
30-64 age bracket. Self-employed
women were somewhat younger
than self-employed men. About 56 %
of the self-employed men and 54%
of the women had only an elementa-
ry education or less. The low level of
education characterises the self-em-
ployed not only in agriculture but
also in other sectors.

Table 3 presents the occupational
structure of the self-employed.
Women had a higher share than men
among administrative, executive,
managerial and professional person-
nel and in occupations related to ag-
riculture.

Self-employed people work long
hours: In 1997, about 55% of them
worked more than 47 hours per
week (only 17% of those in depend-
ent employment worked as many
hours).

The percentage of self-employed
among all employed does not show
significant variation in urban areas of

different size. In all cases, it was
close to the national average. Like-
wise in all areas, men had higher self-
employment rates than women.

Factors affecting self-
employment

Subcontracting and outsourc-
ing strategies of firms

Subcontracting to small firms or indi-
viduals has been used in certain in-
dustries, such as manufacturing and
construction, for a long time. Due to

pressure from increasing competi-
tion, its use has expanded in recent
years. Through subcontracting, firms
can reduce their labour costs signifi-
cantly because they not only avoid
the relatively high social security
contributions, but also other labour
costs such as Easter, summer and
Christmas bonuses, and compensa-
tion for dismissal. In addition, they
avoid the cost of providing space for
the workers and of heating and light-
ing, etc. It is not unusual for small
firms to dismiss workers and after-
wards offer them subcontracted
work.

The massive influx of illegal immi-
grants into the country since 1990
has led to a substantial shift towards
the practice of subcontracting. The
immigrants provided a large pool of
cheap labour which could be used
without the cost of social security
contributions or other charges. The
bigger firms could not employ illegal
immigrants, but could lower costs by
subcontracting work to small firms or
individuals who could operate partly
or totally in the informal economy.

A common way for some firms in
Greece to avoid social security con-
tributions and other costs associated
with dependent employment is to
employ people on the so-called “Re-
ceipt System for Provision of Servic-
es”. Under this system, persons of-
fering independent services are con-
sidered to be self-employed, must is-
sue receipts authorised by the tax au-
thorities for whatever payments are
made to them, and are required to be

Table 3: Structure of self-employment by occupation and gender, 1997
(in %)

Occupational category Total Men Women
Administrative, executive and

managerial personnel 29.0 284 31.0
Professional personnel 8.7 7.2 14.3
Technical personnel 2.2 2.1 2.4
Clerical personnel 0.7 0.6 1.4
Service personnel 2.7 1.8 6.6
Farmers, loggers and related workers 34.6 33.9 37.0
Craftspeople 15.2 17.9 5.0
Machine operators 5.8 7.2 0.6
Non-specialised labourers 1.1 0.9 1.7
Total 100.0 100.0 100.0
Source: ESYE, Labour Force Survey, 1997.

24

No. 31 - Winter 1998



Trends

self-insured. There are restrictions
regarding the use of this system, but
these can be by-passed.

Pull and push factors for the
self-employed

People become self-employed either
because they are attracted by certain
advantages of self-employment or
because they are pushed into self-
employment by the threat of unem-
ployment. According to a survey of
1,156 newly self-employed persons
(Haratsis, Petraki-Kottis et al.,
1993), the advantages of self-em-
ployment, e.g. better economic pros-
pects, professional independence,
etc., were the main factors behind
the decision to become self-em-
ployed. Only 2.6% of the men and
2.3% of the women indicated that
they chose self-employment because
of the risk of unemployment; all the
others were attracted by specific ad-
vantages. About half of the women
indicated that they chose self-em-
ployment in order to be independent
and have flexible working hours.

Policies regarding self-
employment

Obstacles to self-employment
and the general business
environment

It is not difficult to become self-em-
ployed in Greece in view of the mod-
erate and, in most cases, minimal de-
gree of regulation regarding authori-
sation of new start-ups. In general,
tradition, family support and limited
legal requirements are factors that
have encouraged self-employment.

On the other hand, bureaucratic
administrative procedures and prob-
lems in dealing with the public ad-
ministration, financing difficulties,
accountancy requirements and the
tax legislation usually represent
heavy burdens for the self-em-
ployed. In some cases, formal certifi-
cates are needed for a new start-up,
and obtaining these may demand
substantial time and effort. The in-
troduction of the “objective taxation

criteria” a few years ago was a par-
ticular disincentive to self-employ-
ment.

The survey of newly self-em-
ployed people discussed above (Har-
atsis, Petraki-Kottis et al., 1993) re-
vealed that about 60% of them
mainly faced the problems of severe
competition and limited possibilities
for borrowing. Financial problems
were associated with the lack of ac-
cess to credit institutions. The diffi-
culties the self-employed had in their
dealings with the public administra-
tion were also mentioned.

Programmes to promote self-
employment

Since the mid-1980s, the Manpower
Employment Organisation (OAED)
has been administering a series of
programmes to encourage self-em-
ployment by providing financial aid
to unemployed persons who wish to
establish a new business. From 1986
to 1997, more than 70,000 people
became self-employed with the help
of these programmes. In 1998, ac-
cording to plans, 10,000 unemployed
aged 20-27 and 2,000 long-term un-
employed aged 28-64 were expected
to receive subsidies towards self-em-
ployment.

These programmes have been pro-
ductive, but at the same time are sub-
ject to certain problems which have
reduced their effectiveness (Haratsis,
Petraki-Kottis et al., 1993). It was
found that there was significant
deadweight because the grant was
very small and could help only those
who would have started a business
anyway. Moreover, no other kind of
aid was provided, such as technical
or administrative support, or assist-
ance in obtaining financing. Due to
the lack of information, the newly
self-employed largely chose tradi-
tional types of activities that were al-
ready saturated, thus creating signifi-
cant crowding-out effects.

In recent years, the Ministry of
Development and the Greek Organi-
sation for Small and Medium-Sized
Enterprises (EOMMEX) have been
administering certain programmes to

encourage new enterprise creation;
however, information about these
programmes is not very widespread.

The Ministry of Development and
the General Secretariat for Youth
recently announced specific pro-
grammes to encourage women and
young people to become small entre-
preneurs. It is too early, however, to
assess these schemes.

Moving self-employment from
the informal to the formal
economy

In recent years, the government has
passed legislation and has established
institutions in an effort to prevent
undeclared self-employment. Legis-
lation to regulate subcontracting so
as to prevent its use for the purpose
of disguising dependent employment
was part of a new law on industrial
relations passed in August 1998. Ac-
cording to this new legislation, a
written agreement between the sub-
contractor and the self-employed
person must be submitted to the Min-
istry of Labour within eight days of
its conclusion. If this is not done, or if
the self-employed person works ex-
clusively for one subcontractor, the
work is considered to be dependent
employment and is treated as such.

In addition, legislation was recent-
ly passed and administrative proce-
dures established to regularise illegal
immigration. Under the new law,
employers who do not report the im-
migrants they employ to the social
security authorities are heavily pe-
nalised.

The public debate

Important issues of public concern
are the relatively large number of
self-employed operating partly or to-
tally in the informal sector, the re-
sulting evasion of social security con-
tributions and taxation and the finan-
cial implications for the social securi-
ty system. There is also concern
about the unfair competition that
law-abiding firms have to face be-
cause of this type of activity. Recent
legislation might improve the situa-
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tion, but there is need for action to
ensure its strict enforcement. The rel-
atively short life of small business
start-ups, the increasing frequency of
business failures and the public ac-
tion needed in this regard are also
widely debated.

The promotion of self-employ-
ment through modernisation of the
public sector, simplification of ad-
ministrative procedures and easier
access to financial institutions, the
abolition of the system of “objective
taxation criteria”, the development
of networks and the general im-

b Spain

Introduction

This article presents recent trends in
self-employment in Spain, following
the common guidelines used in ana-
lysing all European countries. In
Spain, as in other southern European
countries, non-wage-earning work is
already important in spite of the
steady growth of dependent work
throughout this century. Moreover,
in the last two or three decades, a sta-
bilisation of self-employment with
respect to total employment has
emerged. After examining the types
and quantities of self-employment
involved, we turn to dealing with the
analysis and evaluation of self-em-
ployment in relation to two basic
topics (the pressure from unemploy-
ment and the subcontracting and out-
sourcing strategies of firms), conclud-
ing with a discussion of policy issues
and the public debate involved in the
promotion of self-employment.

provement of the environment for
small businesses are also issues of
considerable public concern. A ques-
tion of particular importance is the
lack of an organisation which could
provide comprehensive information
and multi-dimensional support to
those entering self-employment. The
financial aid provided by OAED is
not very effective as long as it is not
combined with other types of sup-
port.

Athena Petraki-Kottis

Assessment of self-
employment

Types of self-employment

As in other countries, in Spain the
parties involved are not allowed to
define the legal status of an employ-
er-employee relationship, since this
would make the enforcement of la-
bour law optional. However, the pre-
sumption of employee status has
tended to recede, and an effort has
been made to provide a legal frame-
work for “genuine” self-employ-
ment. Until the 1980s, both to pro-
tect workers and to guarantee the ba-
sis for social security contributions,
law and jurisprudence generally in-
terpreted the notion of contract of
employment for a wage in the broad-
est sense of the term, rendering self-
employment more difficult to prac-
tise. The opposite seems to be true
now: The tendency is to refrain from
obstructing the development of gen-
uine self-employment. Recent Span-
ish case law seeks alternatives to the
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employment contract by allowing
some room for the express will of the
parties involved, provided this is not
then contradicted by their behav-
iour’. Such extension of the scope of
self-employment risks depriving
these workers of any social protec-
tion and of excluding them from la-
bour law without offering them any
other employment status. Two con-
ditions must be met to avoid these
risks. First, the principle of reclassify-
ing false self-employment as waged
work must be firmly enforced. And,
second, genuine self-employment
must be endowed with true employ-
ment status, primarily to guarantee
social protection.

The wide range of specific situa-
tions prevailing in self-employment
makes it difficult to formulate such a
framework. This diversity is not al-

1 Supreme Court ruling (Sala de lo Social), 13
April 1989. See M. Rodriguez-Pifiero
(1996): “La voluntad de las partes en la cali-
ficacién del contrato de trabajo.” In: Rela-
ciones Laborales, Vol. 18.
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ways fully grasped, legally speaking.
In Spain, there is no generic category
covering semi-independent workers,
i.e. the law proceeds case by case and
subjects certain professions to partial
enforcement of labour law. This is
the case in Spain for wage-earning
managers who are only subject to
part of the provisions of the Work-
ers’ Statute. Fostering self-employ-
ment is inconceivable if the effect is
to drain social security systems of
their revenue, nor is self-employ-
ment status attractive if, in addition
to the inevitable financial up-and-
downs, it also entails inadequate so-
cial protection (we shall come back
to this issue later). In addition, the
existence of self-employment or
semi-independent work involves
handling the transition from one em-
ployment status to another.

Quantities

In order to analyse the evolution and
the incidence of self-employment in
Spain, we will make use of the La-
bour Force Survey carried out quar-
terly by the Spanish Statistical Insti-
tute (INE). The survey for the second
quarter provides the basis for the in-

formation used in the European-wide
LFS.

A few terminological clarifications
are required before proceeding.
When speaking about work (or pro-
fessional) status, we mainly refer to
the position of the person employed.
So we distinguish between people
who work for others (dependent
workers) and people who work on
their own account (self-employed).
The self-employed may be divided
into people who employ others (em-
ployers), people who work on their
own (autonomous workers), and
people who work on their own ac-
count who are associated with others
in cooperatives.

Table 1 provides the basic figures
for grasping the evolution of total
employment and self-employment in
Spain for the period 1987-1997,
considering five possible work sta-
tuses (employers, autonomous work-
ers, cooperative workers, unpaid
family workers, and wage- and sala-
ry-earners) and combining them with
industry (agriculture and non-agri-
culture). We have selected three sub-
periods in order to gain an idea of
what has happened in recent Spanish

economic history: The period 1987-
1991 corresponds to a period of rap-
id and intensive employment crea-
tion; in 1991-1994, there was a se-
vere economic crisis; and from 1994
onwards, the Spanish economy ex-
panded again. As can be seen, in the
first period employment creation
was very important (over 1.3 million
jobs, 12% over the period), mainly
due to the growth of waged and sala-
ried employment (which increased
by 19%); autonomous employment
declined in numbers (in agriculture),
although cooperative workers in-
creased. In the second period, total
employment declined and dependent
employment even more so since non-
agricultural autonomous and cooper-
ative employment remained more or
less the same while the number of
employers increased. Finally, in the
third period, employment increased
very rapidly due to the growth of
waged and salaried employment, but
non-agricultural autonomous and co-
operative employment declined,
while the number of employers again
expanded rapidly.

Over the whole period, the
number of self-employed in agricul-

Table 1: Evolution of total employment by employment status, 1987-1997
1987 1991 1994 1997 1987- 1991~ 1994
1991 1994 1997
Numbers (thousands) Relative change (in %)
Total 11,179 12,482 11,599 12,609 11.7 -7.1 8.7
Agriculture employers 35 27 34 36 -22.9 259 5.9
Non-agriculture employers 345 458 507 618 32.8 10.7 21.9
Agriculture autonomous workers 758 577 534 461 -23.9 -7.5 -13.7
Non-agriculture autonomous workers 1,352 1,317 1,325 1,378 2.6 0.6 4.0
Cooperative workers 71 105 107 926 47.9 1.9 -10.3
Agriculture unpaid family workers 347 225 183 138 -35.2 -18.7 -24.6
Non-agriculture unpaid family workers 395 391 304 245 -1.0 -22.3 -19.4
Wage-earners 7,876 9,382 8,605 9,637 191 -8.3 12.0
Distribution (percentage) Decomposition of change
(in %)
Total 100.0 100.0 100.0 100.0 100 100 100
Agriculture employers 0.3 0.2 0.3 0.3 -1 -1 0
Non-agriculture employers 31 3.7 4.4 49 9 -6 11
Agriculture autonomous workers 6.8 4.6 4.6 3.7 -14 5 -7
Non-agriculture autonomous workers 121 10.6 11.4 10.9 -3 -1 5
Cooperative workers 0.6 0.8 0.9 0.8 3 0 -1
Agriculture unpaid family workers 3.1 1.8 1.6 1.1 -9 5 -4
Non-agriculture unpaid family workers 35 31 2.6 1.9 0 10 -6
Wage-earners 70.5 75.2 74.2 76.4 116 88 102
Source: Labour Force Surveys (LFS).
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ture as well as of unpaid family
workers declined considerably. An
increase in dependent work is ob-
servable during the period, this trend
being particularly clear during the
periods of employment growth. At
the same time, the number of em-
ployers in the Spanish economy rose
and the number of unpaid family
workers declined, particularly in ag-
riculture (in fact, the former nearly
doubled in this period, while the lat-
ter was halved). Finally, the weight
of self-employment declined steadi-
ly: Although the presence of cooper-
ative workers remained close to 1%
of total employment over the whole
period, the proportion of autono-
mous employment declined, in par-
ticular during the periods of employ-
ment expansion. This is due to the
more rapid increase in the number of
wage-earners and the reduction in
the number of agricultural autono-
mous workers during expansions, all
of which led to a decline in the pro-
portion of self-employment.
Therefore, if we consider self-em-
ployment as the sum of employers

and autonomous and cooperative
workers, the result is that they repre-
sented nearly one out of four em-
ployed in 1987 and one out of five
employed in 1997. In any case, their
contribution to net employment cre-
ation during the period 1987-1997 is
modest, since the driving force be-
hind employment variations is (pri-
vate-sector) employees (and unpaid
family workers as well as agricultural
autonomous workers, who steadily
declined during this period). The
process is partly dependent on the in-
dustrialisation process, as the agricul-
tural sector — where the autonomous
self-employed are dominant — loses
weight.

Table 2 provides the basic figures
on the incidence of self-employment
~ defined as the proportion of self-
employed (employers plus autono-
mous plus cooperative workers) to
total employment — using different
indicators: demographic variables
(gender, age and educational level)
and economic variables (industry
and occupational group). The same
indicators are used to investigate the

distribution of self-employment. Re-
garding the incidence, we observe
that self-employment is more impor-
tant in the case of males than fe-
males, with differences of 6 to 8 per-
centage points (this is due to the
large share of males among employ-
ers, which makes the differences
larger). The importance of self-em-
ployment grows with age: The pro-
portion of self-employment is small
for young people (around 7%) but is
rather large for people aged over 45
(around one out of three self-em-
ployed, with a declining trend).
When considering education,
there is an inverse relationship be-
tween the incidence of self-employ-
ment and educational levels: One out
of three employed with no studies or
basic studies (less than six years of
education) is self-employed, but this
proportion declines to around 12-
14% for those with post-compulsory
education. However, it is worth not-
ing that, while the incidence of self-
employment has declined for those
with no studies or basic studies, the
incidence has increased for the rest of

Table 2: Incidence (self-employment as a percentage of total employment) and distribution of self-employment,
1987-1997
Incidence Distribution
1987 1991 1994 1997 1987 1991 1994 1997
Total 22.9 19.9 21.6 20.5 100.0 100.0 100.0 100.0
Sex
Male 24.7 222 244 23.3 75.8 75.6 74.6 73.6
Female 18.6 15.1 16.2 15.4 24.2 24.4 254 26.4
Age group
16-25 years 7.9 5.6 7.1 6.5 6.5 5.4 51 49
26-45 years 21.2 18.4 19.5 19.0 44.1 46.8 48.4 49.7
46-64 years 33.8 31.7 32.9 30.2 494 47.7 46.4 45.4
Education
Basic 29.5 27.8 30.8 29.3 75.4 67.2 57.9 47.7
Compulsory 14.0 13.4 17.6 18.6 10.9 14.6 19.6 233
Post-compulsory sec. 13.7 12.3 14.8 15.5 7.7 10.9 14.2 17.9
University 12.9 11.7 12.3 13.2 5.9 7.4 8.2 11.0
Industry
Agriculture 47.6 46.0 51.3 49.4 31.0 24.5 22.8 19.5
Manufacturing 10.5 9.9 12.9 11.5 11.2 11.5 12.6 11.2
Construction 22.8 19.9 24.3 231 8.1 10.2 10.3 11.2
Private services 28.8 26.2 26.4 26.3 47.8 51.7 51.7 55.1
Public services 3.0 2.6 31 3.3 1.9 2.2 2.5 3.0
Occupation
Technicians 17.4 16.5 14.3 13.5 8.5 11.0 9.5 8.5
Non-manual workers 20.3 17.9 19.6 16.6 32.3 344 394 459
Manual workers 25.9 22.4 26.2 23.5 59.2 54.6 51.2 45.6
Source: Labour Force Surveys (LFS).
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the educational groups since 1991.
Regarding industry, we have
grouped all economic activities into
five categories: agriculture, manufac-
turing, building, private services and
public services. The incidence is
greater in agriculture and private
services: In agriculture it is one out of
two employed and in private services
over one out of four employed. Fi-
nally, we can consider the incidence
of self-employment by occupation.
We have grouped occupations into
three categories: technicians, non-
manual workers, and manual work-
ers (the figures must be interpreted
with care because a major reform in
occupational classification took place
in 1994). The results are similar to
those relating to educational levels:
The incidence is higher for manual
workers and lower for technicians,
although for all categories a some-
what declining trend is observed.

Now we turn to the distribution of
self-employment by all previous in-
dicators. First, the presence of fe-
males is increasing, although they
still represent only around a quarter
of all self-employment. There has
been a change in the distribution by
age group, with people aged between
26 and 45 now representing nearly
50% of all self-employed due to a
decline in the presence of younger
and older people. As to be expected,
self-employment is basically associ-
ated with agriculture and service ac-
tivities: The two industries together
account for nearly 80% of all self-
employment. It is interesting to note,
however, that there is an opposing
trend in both industries, since the
weight of self-employment is declin-
ing in agriculture and increasing in

ment by broad occupational group
shows a change in the sense that the
significance of manual self-employ-
ment is declining (although it is now
the largest category) and the pres-
ence of technicians and other non-
manual workers is increasing.

Analysis and evaluation

From the previous section, we can
conclude that the share of self-em-
ployment has remained stable in
Spain in the last decade, though
there have been hidden changes in
the sectoral and occupational compo-
sition of self-employment. While ag-
ricultural self-employment has de-
clined (due to the fact that the agri-
cultural sector is losing weight in
overall employment), non-agricul-
tural self-employment has steadily
increased. Now we are interested in
analysing two topics related to this
change: First, to what extent is self-
employment in non-agricultural in-
dustries linked to the pressure from
unemployment (i.e. does self-em-
ployment increase when unemploy-
ment is high?); and, second, what is
the relationship between the increase
in non-agricultural self-employment
and the outsourcing strategies of
firms?

Regarding the issue of whether
self-employment offers some type of
“employment shelter” when times
are bad, we have seen that on aggre-
gate the numbers of non-agricultural
self-employed increased slightly dur-
ing 1987-1997, independent of the
expansionary or recessionary period,
suggesting that self-employment has
not been used as a defensive instru-

ment in bad periods. However, a
more in-depth analysis is worth car-
rying out. As we are also interested
in knowing whether the status of
self-employed is more permanent or
transitory, we now apply “longitudi-
nal” data. The second quarters of all
LFS sample surveys since 1987 con-
tain retrospective questions on the
economic status of all interviewees
one year before answering the ques-
tionnaire. The possible answers are
as follows: working, looking for a
job, available but not looking for a
job, military service, student or other
situation. We can assume that work-
ing is similar to employed, looking
for a job is similar to unemployed,
and that the rest of the categories are
similar to being out of the labour
force.

Table 3 provides the basic figures
for analysing this longitudinal fol-
low-up of self-employed workers. As
can be seen, the majority of them
were already working one year be-
fore the interview, while only 2-3%
came from unemployment and 2-3%
from inactivity. We can gain a deep-
er insight by looking at the employ-
ment status of those previously em-
ployed. In other words, we can look
at the status (self-employed, unpaid
family workers, and wage- or salary-
earners) one year before of all those
who are classified as self-employed
at the moment of the interview. The
result is that the majority of them
(95%) were already self-employed
one year previously, which is a clear
sign of attachment to that status.
Only 3% of currently self-employed
were previously wage- or salary-
earners.

services. Therefore, the opposing ev- Table 3: Economic status and employment status (of those previously

olution of self-employment in these employed) one year before interview, 1987-1997 (in %)

two sectors explains the generally 1987 1991 1994 1997

stable. flgur(?s overall (see Tablg 1): Previons cconomic status

Unpaid family workers and agricul- Working 95.0 96.7 95.0 93.7

tural self-employed show a clearly Looking for a job 2.4 1.4 2.8 3.0

declining trend (these two develop- Out of the labour force 2.6 1.9 22 2.3

ments are probably linked to one an- Previous employment status

other), whereas non-agricultural %elf—e;g;;loyt;d . 9‘2“3 98-; 9(6).(6) 98-;
3 . ino npaid ramily worker . . . .

(service) self-employed have in Wage-earner 3.6 33 3.4 33

creased. Finally, and in relation to - - S TES

this, the distribution of self-employ- Source: Retrospective questions from the Labour Force Surveys (LFS).
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In the last two to three decades
(with the beginning of the employ-
ment crisis and the changes in man-
agement and firm organisation), the
proportion of self-employment with
respect to total employment has sta-
bilised. This may be hiding the in-
creasing use by firms of self-em-
ployed workers as a way of outsourc-
ing labour (subcontracting workers
to carry out activities that were pre-
viously done within the firms). This
strategy may simply be one of evad-
ing labour regulations and reducing
costs in traditional lines of business
where there is little value added, but
it may also tie in with strategies in-
tended to implement an innovative
approach in sectors requiring high
levels of expertise. The first strategy
aims to reduce the costs of human re-
sources, while the objective of the
second is to enhance human resourc-
es.

Given that the incidence of self-
employment is decreasing in agricul-
ture and increasing in services (espe-
cially in services to firms), the two
previous views can be adopted. On
the one hand, self-employment may
be regarded as an illegal method of
deregulation whereby firms engaging
in such practices elude the burden of
non-wage labour costs incurred by
their competitors (this is apparently
particularly common in the case of
unskilled and casual workers, who
are denied the protection afforded
by labour law). On the other hand,
workers (in particular, highly quali-
fied workers) gain autonomy and the
possibility for innovation and adap-
tation, being flexible in terms of
time, place, types of service and
costs, thus meeting the needs of the
most advanced economic sectors in
which the requirement for innova-
tion and quality depend on the crea-
tivity and quality of the people per-
forming the work.

This hypothesis is further investi-
gated in Table 4, which contains the
total percentage of self-employed by
occupation and industry for the years
1987, 1991, 1994 and 1997. Again,
these figures must be interpreted
with care because of the reform of

occupational classifications in 1994.
These data suggest that manual self-
employed are concentrated in the
agriculture sector, while non-manual
(and highly qualified) self-employed
workers are found in the private
service sector. As for the observed
trends, bearing in mind the previous
caveat about available data, it is dif-
ficult to say anything categorically,
but it seems that the number of man-
ual self-employed in agriculture is
decreasing, while non-manual and
highly qualified self-employed in
services is increasing. This would be
indicative of the second above-men-
tioned view, i.e. self-employment is
growing in sectors where the value of
labour is increasing in terms of initia-
tive, skills and know-how.

These figures and some incidental
information suggest that there is an
advent of new kinds of working ar-
rangements, which have given rise to
a new generation of homeworkers
(with computer and telecommunica-
tions links to the “workplace”) and
technically self-employed profession-
als who are nonetheless financially
dependent. These arrangements
mean that there is a category of work-
ers who are dependent but do not
have employment contracts. “Work
under contract” designates the work
done for a natural or artificial person
(the user firm) by a person (a worker

employed under contract who can be
an autonomous worker) when the
work is carried out by the subcon-
tracted worker personally under con-
ditions of actual dependence or sub-
ordination with respect to the user
firm.

These changes can be viewed in
terms of a change in the organisa-
tional model. The Fordist companies
undertook all the functions required
to manufacture their products, thus
eliminating the transaction costs in-
volved in dealing with suppliers and
making it possible to control the en-
tire working process. However, this
model has problems: Firstly, compet-
itiveness calls for companies to cut
back costs and business overheads;
secondly, technological progress (the
role of new information and commu-
nications technologies) raises the lev-
el of skills required for certain tasks;
and, thirdly, the evolution of con-
tracting techniques that give clients a
fair knowledge of their suppliers has
eliminated the risks of subcontract-
ing certain tasks. The result is that
firms have tended to fall back on
their core business and to use more
intensively the outsourcing of auxil-
iary tasks requiring little skill (clean-
ing, catering, transport, etc.) and
even those entailing highly qualified
skills. This trend implies an increas-
ing tendency to resort to self-em-

Table 4: Distribution of self-employed by occupational group and indus-
try, 1987-1997 (in %)
Agri- Manu- |Construc- | Services Public

culture | facturing tion services
1987
Technicians 0.1 1.7 0.8 4.3 1.6
Non-manual workers 0.2 0.5 0.0 31.6 0.0
Manual workers 30.7 9.1 7.3 11.9 0.2
1991
Technicians 0.1 1.9 1.7 54 2.0
Non-manual workers 0.1 0.4 0.0 33.8 0.1
Manual workers 24.3 9.2 8.5 12.5 0.2
1994
Technicians 0.2 0.4 0.1 8.6 0.2
Non-manual workers 0.8 33 1.2 31.8 2.1
Manual workers 21.9 8.9 9.0 11.3 0.2
1997
Technicians 0.2 0.3 0.2 7.7 0.2
Non-manual workers 0.6 34 2.2 36.9 2.7
Manual workers 18.7 7.5 8.8 10.6 0.0
Source: Labour Force Surveys (LFS).
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ployment and temporary work. The
problem here is how to regulate this
kind of service and separate the flex-
ibility of the temporary work market
and genuine self-employment from
trafficking in labour. In fact, labour
trafficking is repressed by Spanish
law, which defines it as the illegal ex-
ercise of temporary work. It is none-
theless no easy task to distinguish it
from the practice of team-hiring,
whereby an employer engages a
group of workers as such and there-
after represents them as their team
leader.

Policy

Policy issues

In this section, we will review the
programmes currently aimed at fos-
tering job creation through various
forms of self-employment in Spain.
The following programmes are to be
considered: capitalisation of unem-
ployment benefits; promotion of au-
tonomous employment; promotion
of employment in cooperatives; and
integration of the disabled into the
labour market.

a) Unemployment benefit capitali-
sation

Workers entitled to unemployment
benefits may request advance pay-
ment of the full benefit to start up
their own business. Prior to 1992
(and since 1985, when this pro-
gramme was established), eligible
businesses included autonomous em-
ployment and employment in coop-
eratives and worker-owned firms.
Since 1992, only the second category
is eligible for this programme. Work-
ers whose projects are accepted en-
joy full exemption from social securi-
ty contributions. This aid is compati-
ble with other employment-promo-
tion subsidies. The number of partici-
pants decreased substantially in
1992, when autonomous employ-
ment projects were declared non-eli-
gible. From an average take-up of
some 80,000 per year, the current
figures are at 10,000 participants an-
nually. It appears that two kinds of

consideration were at work behind
this decision (as was the case with the
cut in unemployment benefits): the
need to reduce public expenditure,
which was considered excessive in
the case of unemployment compen-
sation, and the belief (not clearly up-
held by evaluation studies) that
many of these self-employment pro-
jects were doomed to failure,

b) Promotion of autonomous
employment

The purpose of this programme is to
promote and financially support au-
tonomous employment projects pre-
sented by workers registered as un-
employed with INEM. The costs of
feasibility studies, auditing and coun-
selling are partly or fully subsidised.
In addition, a financial subsidy in
terms of soft credit is also provided.
Finally, for people aged under 25 or
long-term unemployed aged over 25,
subsistence income is also provided,
at a rate of ESP 25,000 per month
(equivalent to one-third of the mini-
mum wage), which may be doubled
if ESF support is involved. The
number of participants in this pro-
gramme has been relatively modest
but constant over the last few years,
amounting to some 10,000-15,000
annually.

¢) Promotion of employment in co-
operatives

The objective of this programme is to
grant financial assistance for invest-
ment in the creation or maintenance
of jobs in employee-owned compa-
nies (sociedades anonimas labo-
rales) or other cooperative firms.
This investment may be made
through the association of additional
members or simply by replacing
members in the firms. Other activi-
ties such as promotion, technical as-
sistance or management training are
also eligible for subsidies. In addi-
tion, in the case of new cooperatives
set up by workers aged under 25, as
well as those devoted to educational
activities, a maximum subsidy of ESP
500,000 per new member may be
awarded.

d) Integration of the disabled into
the labour market

Grants are provided to the so-called
special employment centres and to
disabled individuals wishing to start
their own business. The grants for
special employment centres are for
technical assistance in the financing of
projects which generate steady em-
ployment for unemployed disabled
individuals or for maintaining the
workforce in these centres. Most of
those employed in these special cen-
tres must be certified as disabled by
the health authorities. Auxiliary per-
sonnel may also be included in the
projects as the needs of the disabled
dictate. The grants for self-employed
disabled individuals take the form of
either a low-interest loan or a subsidy
for fixed capital investment.

The public debate

In spite of the significance of self-em-
ployment as a share of total employ-
ment and the observed trend that
manual self-employment in agricul-
ture is decreasing while non-manual
and highly qualified self-employ-
ment in services is increasing (indi-
cating that self-employment is grow-
ing in sectors where the value of la-
bour is rising), no public debate
about self-employment is currently
taking place in Spain. One reason
may be that politicians and econo-
mists are more concerned about oth-
er features of the Spanish labour
market: the large proportion of em-
ployees with fixed-term contracts
(and the related issue of excessive
worker rotation), employment pro-
tection legislation and its effects on
employment creation and destruc-
tion, the regulation of part-time
work, etc. Therefore, self-employ-
ment has been viewed as a possible
way to allow unemployed workers to
escape from unemployment. This is
why the programmes promoting job
creation through various forms of
self-employment were launched dur-
ing the 1980s, when unemployment
was increasing.
Carlos Garcia-Serrano &
Luis Toharia
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ﬁ: France

¢

The French approach to
self-employment

The situation in France with respect
to “self-employment” is complex:
There is no exact French translation
of the term. The concept of the entre-
prise individuelle (individual enter-
prise), which would appear at first
sight to be most fitting, seems too
limiting, mainly because in France it
is associated with a specific legal sta-
tus. In an article entitled “Individual
enterprises: towards a new model for
work”, which appeared in the review
Futuribles, the concept of “self-em-
ployment” was expressed by the
term entreprise de soi (personal en-
terprise).

From the traditional point of view,
“self-employment” in France corre-
sponds to travail indépendant (inde-
pendent work), which falls into the
category of non-salaried work. A
non-salaried worker is one who
works independently, in the sense of
not being in a position of subordina-
tion, whereas the salaried worker is
tied to an employer by an employ-
ment contract, which imposes a sub-
ordinate role. Moreover, the work of
salaried employees is generally gov-
erned by professional rules, which
are outside their control, whereas
non-salaried workers are mainly
heads of their own businesses.

The appropriate expression is
therefore présomption d’exercice
d’une activité indépendante (being
deemed to exercise an independent
activity). Indeed, according to the
classification of professions and so-
cioprofessional categories published
by the INSEE (the French national
statistics office), non-salaried work
covers precisely three categories: in-
dependent workers, persons working
for family members and heads of
firms.

Independent workers: In the
INSEE nomenclature, the notion of

independents covers all persons

working on their own account or le-

gitimately managing an enterprise or

a company without having to dele-

gate this responsibility. Independ-

ents are generally classified accord-
ing to the activity and size of the en-
terprises they manage.

With respect to size, there are
three special cases:

- self-employed professional people
and those working in the media,
arts and show business are always
classified as independents, what-
ever the size of the enterprises
they run;

- farmers are classified according to
the size of their farms; if they farm
a large amount of land, they are
listed as heads of companies;

- other independents are classified
according to the number of per-
sons they employ; if they have a
staff of ten or more, they are clas-
sified as heads of companies.

Persons working for family mem-

bers: This category of non-salaried

worker includes all persons who help
a family member working on his/her
own account, without themselves be-
ing salaried workers. They are gener-
ally placed in the same category as
the person they help and as such are
regarded as independent.

Heads of companies: Depending
on the legal form of a company, this
category covers the manager of an
EURL (a form of limited company
with one partner), the manager of a
limited company, the chairman and
managing director of a company, the
general manager of a joint-stock
company, etc.

The various activities of independ-
ent workers are classified as follows:
small farmers, craftspeople, trades-
people, heads of companies with ten
or more employees and self-em-
ployed professionals (professions
libérales).

Over the past forty years, the
boom in the number of salaried
workers has led to a reduction by
more than half of the population of

Table 1: Key figures for independent workers, 1975 and 1995
1975 1995 Change
(in %)
Number of independent workers 3,660,000 2,880,000 -21.0
as % of the total population 7.0 5.0 —40.0
as % of the total working population 16.8 11.4 -29.0
Breakdown by sex (%)
Men 67.3 65.6 -2.5
Women 32.7 344 +5.2
Breakdown by age (%)
15-24 years 4.6 1.5 —67.4
25-39 years 25.2 303 +20.2
40-59 years 524 59.1 +12.8
60 years and older 17.8 9.1 -48.9
Breakdown by activity
Small farmers 1,691,000 806,826 -52.3
proportion of all independent workers 46.2 27.8 -39.8
Craftspeople, tradespeople, heads of
companies 1,763,000 1,737,752 -1.4
proportion of all independent workers 48.1 60.4 +25.6
Self-employed professionals 208,020 338,996 +62.9
proportion of all independent workers 5.7 11.8 +107.0
Source: INSEE.

32

No. 31 - Winter 1998



Trends

independent workers: Compared

with more than 6 million in 1955,

they number no more than 2.9 mil-

lion today. According to official sta-

tistics, they made up 11.4% of the

working population in 1995.

This fall in overall numbers should
not be interpreted as a general de-
cline, however, since it encompasses
several highly divergent trends:

— The number of small farmers has
dropped very sharply, from 1.7
million to 800,000 in twenty
years.

~ The numbers of craftspeople and
of tradespeople have remained
much the same, but the nature of
the jobs in these two categories
has undergone major transforma-
tions. The hotel and restaurant
business and various services have
seen spectacular growth, whereas
the number of retailers has fallen
with the development of large
stores. Changes in consumer
trends have encouraged the estab-
lishment of new crafts (in the artis-
tic, cultural, cosmetic and luxury
fields), other forms of distribution,
such as freelance representatives
(whose numbers have greatly in-
creased) and new service provid-
ers.

- The number of self-employed pro-
fessionals, in particular in the are-
as of law and finance, has greatly
increased. Note should also be
taken of the increase of new cate-
gories of self-employed profes-
sionals (engineers, trainers, com-
puter scientists, etc). For example,
according to the French govern-
ment office responsible for SMEs,
the number of independent com-
puter scientists working at home
has increased from scarcely 1,500
in 1980 to more than 30,000 to-
day. Many of them have the status
of self-employed professionals.

— Moreover, the number of heads of
companies with ten or more em-
ployees has increased significant-
ly. However, their number has de-
clined since the beginning of the
1990s (-20%), partly due to the
deep recession that has affected
the French economy over the past

few years; this situation also re-
flects the difficulty in promoting
the entrepreneurial spirit in
France.

According to the INSEE, the above
compilation of independent workers
includes both individuals working on
their own account (without staff) and
individuals running their own enter-
prises (with staff). However, there is
a considerable difference between
these two types of workers: The
former have created their own jobs,
whereas the latter have first created
an enterprise. Moreover, although
most independent workers enjoy a
fair amount of autonomy, others,
who are regarded or regard them-
selves as independent and who can
work at home, are in fact “disguised”
salaried employees, working for a
single employer who “distributes the
work and then takes the product”.
Despite the relative security the em-
ployer provides by offering gainful
employment, these “quasi-independ-
ents” are actually in an insecure posi-
tion: They are isolated, they have lit-
tle influence on the market or in ne-
gotiations, and they are usually not
covered by labour law.

Not all of these points emerge
from the statistics. Today more than
ever, it seems legitimate to question
the merits of the classification cur-
rently used in INSEE’s nomenclature
for professions and socioprofessional
categories; although it is regarded as
authoritative, it is of no help in as-
sessing the scale of the new forms of
self-employment in France.

New forms of “indivicual
work”

The development of home-based en-
trepreneurs or the wave of “sohos”*:
In France, the number of these new
home-based entrepreneurs is esti-
mated at between 700,000 and 1.2
million people,> the majority of
whom are women. According to a
1997 poll on home-based entrepre-
neurs conducted by IFOP (the French
public opinion institute), the majori-
ty (58%) of these “new entrepre-
neurs” are thought to be aged be-

tween 25 and 44, while a third are
between 45 and 60 years old.

Their particular status may vary a
great deal, but a good number of
them have opted for the status of
independent worker, in particular
that of manager of an EURL or a
SARL (10%), craftsperson/trades-
person (18%), self-employed profes-
sional (20%), etc.

Although a majority of them have
the status of independent worker,
not all of them do. Some of these
home-based entrepreneurs have opt-
ed for new forms of individual enter-
prise, which in fact amount to dis-
guised forms of self-employment.
This is the case where individuals
sign employment contracts with:

— nominee companies (sociétés de
portage);

— time-sharing associations (associa-
tions a temps partagé).

Nominee companies

Nominee companies, which ap-
peared in the mid-1980s, make it
possible “to be one’s own boss while
at the same time enjoying the advan-
tages of salaried employment”. They
have contributed to the creation of a
new employment status, not yet rec-
ognised officially: that of the inde-
pendent salaried worker.

The development of these compa-
nies (also called sociétés d’héberge-
ment or refacturation) can be attrib-
uted to several causes:

— firstly, the rigidity of a worker’s
employment status. In France, it is
necessary to choose a particular
status (salaried worker or non-sal-
aried worker) and stick to it. As
matters stand at present, it is not
possible to alternate situations;
moreover, the transition from a
salaried position to a non-salaried
one entails many changes for any-
one making this choice, notably in
terms of social-security coverage;

- secondly, the French civil service
and public policy in general have

1 Soho is an acronym for “small office - home
office”.

2 This is no more than an estimate that
emerged from the 1997 IFOP survey.
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not always encouraged the status

of creator of an enterprise (exces-

sive  bureaucratic constraints,
etc.);

— thirdly, the labour market situa-
tion, particularly difficult since the
early 1990s, has encouraged this
development, since many profes-
sional and management-level em-
ployees have been made redun-
dant.

The salary-paying nominee compa-

nies enable these professional and

managerial-level workers, usually
unemployed, to carry out individual
freelance assignments for compa-
nies, while at the same time keeping
the status of salaried employees. The
client company signs a service con-
tract with a nominee company,
which in turn gives the assignment

to the person concerned under a

fixed-term contract. The client pays

the nominee company, which pays
the person providing the service, af-

ter taking a commission (about 10%

to 15% of the service provider’s

earnings).

The advantage of this scheme is
that participants maintain their social
security coverage and remain on file
with the French unemployment bu-
reau. Moreover, they enter into con-
tact with enterprises, extend their
networks of contacts, etc., and the
nominee company facilitates their
transition from salaried-employee
status to independent status.

For the client company, this new
arrangement is fully in line with the
behaviour commonly adopted in
times of economic difficulty, when
outsourcing provides a means of re-
ducing costs.

Unlike temporary work agencies,
the nominee companies do not ap-
proach client companies: The profes-
sional workers subscribing to the
scheme find their own assignments.
The nominee companies deal only
with the related accounting and taxa-
tion work, relieving the subscriber of
all responsibility for administrative
matters.

At present, this arrangement is ex-
panding most rapidly in the field of
information technology (assignments

to install Internet or Intranet serv-
ers); consulting services, training and
communication are also well repre-
sented.

Actually, nominee companies are
still few in number (around ten), op-
erating at the limits of French labour
law. However, APEC, the social
partners agency that puts jobseeking
professionals and managers in con-
tact with employers, supports this
type of experiment and encourages
the former to subscribe to this ar-
rangement while waiting to find reg-
ular staff positions or to create their
own companies.

It seems clear that these compa-
nies are meeting a present need for a
relaxation of French social security
legislation (statutory mobility), while
at the same time allowing salaried
employees to move gradually to-
wards the creation of their own busi-
nesses. This type of company, how-
ever, does not offer any technical
help in this transition.

Time-sharing associations

The concept of the “multisalaried
employee” (multisalariat) arose at
the beginning of the 1990s in the
Rhone-Alpes region. It was originally
intended for long-term unemployed
managers who were at least 50 years
old. Since then, however, the scheme
has been broadened to take in all
managers and some persons below
the managerial level.

Each subscriber to the association
must work in the field, making com-
panies aware of new ways of organis-
ing work (time-sharing), and helping
them to determine their needs for
certain skills and the length of time
for which they require this expertise.
Next, indexes are drawn up of the
posts corresponding to the perceived
requirements. Only after all these
steps have been taken does the asso-
ciation propose interviews between
the head of the company and the per-
sons who may meet his/her needs. If
the negotiations are successful, the
person is employed part time by the
company (not by the association) and
may hold several jobs concurrently.

Generally, the maximum is two or
three jobs.

To support this type of initiative,
some regional authorities (conseils
régionaux) give subsidies to compa-
nies that recruit a professional or
managerial-level employee under
the time-sharing arrangement.

Clandestine employment or
“concealed” employment

Nominee companies and time-shar-
ing associations are new forms of em-
ployment which have fully estab-
lished themselves in the French legal
context; there remains, however, an-
other form which is not legal: clan-
destine employment. Each clandes-
tine worker is an individual worker.
The number of clandestine workers
in France is estimated at 1.5 million.
Over the past few years, there has, of
course, been an increase in clandes-
tine  employment, particularly
through the concealment of salaried
employees. In 1995, this practice ac-
counted for nearly half of all clandes-
tine employment, whereas the use of
foreigners without work permits, the
best-known example of the clandes-
tine worker, represented barely
10%. Traditionally, the construction
business has been one of the sectors
most likely to resort to concealed
employment, but today other sectors
are displaying the same tendency,
particularly in services (60% of vio-
lations are in the hotel/café/restau-
rant, services and commercial sec-
tors).

Temporary work: a new form of
disguised independent work?

Going more deeply into the concept
of individual work, the particularly
strong expansion of temporary work
agencies over the past two years
raises certain questions. At the end
of May 1998, more than 500,000
people were in temporary employ-
ment with an agency, an increase of
more than 40% in one year. This
steep rise is largely due to the gener-
al recovery of employment in
France. According to the INSEE,
“not only is temporary work on the
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increase, it is establishing itself in the
labour market”. Here again, tempo-
rary work is another response to
companies’ demand for increasing
flexibility. In view of the increasing-
ly uncertain position of salaried em-
ployees in the job market, tempo-
rary work is a form of unstable em-
ployment which gives the worker a
status that affords more protection
than does a fixed-term contract. To-
day, more and more young people
know that they have to go through
the temporary work stage in order
to get onto the job market, and they
no longer think twice about resort-
ing to it; some of them even come to
like it (they are usually better paid
than they would be as salaried em-
ployees). Although the exact figure
is not known at present, the propor-
tion of persons who stay in tempo-
rary employment because they want
to is by no means negligible.

Public policies aiming
to promote “individual
work”

Successive governments in France
have pursued two broad types of pol-
icy:

— onthe one hand, policies aiming to
encourage the multisalary ar-
rangement, particularly through
the creation of employers’ groups;

— on the other, policies aiming to en-
courage the creation of enterpris-
es, including individual enterpris-
es, which make up the majority of
enterprises created in France to-
day.

Employers’ groups

The law of 25 July 1985 entitled
small and medium-sized enterprises
to associate in order to recruit sala-
ried workers whom they would have
been unable to employ acting sepa-
rately. These employees are placed
at the disposal of the persons or legal
entities affiliated to the group.

In the same way as time-sharing
associations, which are more specifi-
cally concerned with managers, this
law aims to encourage stable em-

ployment for salaried workers. But
the position differs from that of the
time-sharing arrangement in that
there is only one employer, a single
salary status and a single employ-
ment contract; it is therefore more
attractive than arrangements (time-
sharing) that bind the worker to sev-
eral employers through numerous
part-time or fixed-term contracts.

Owing to the limited initial success
of this arrangement, certain provi-
sions were relaxed by the five-year
law of 20 December 1993. Whereas
employers’ groups had initially been
open only to enterprises with fewer
than 100 employees, this threshold
was raised to 300; in addition, an en-
terprise can now belong to two
groups.

Moreover, the five-year law
broadened the relevant clauses by
creating “local employers’ groups”
specific to clearly defined areas of
the country (those eligible for the de-
velopment subsidy or for pro-
grammes for concerted development
of rural areas). These groups can be
constituted only from within these
zones, and conditions for member-
ship are more flexible (no ceiling on
staffing numbers, the right to be
members of an unlimited number of
local employers’ groups, etc.).

According to a DARES study in
1996, the system of employers’
groups is of undeniable value, even if
it still has limitations in terms of the
types of job concerned:

— Employers’ groups permit the
holding of several jobs, sharing of
work among several employers,
and greater flexibility in the man-
agement of enterprises; moreover,
they facilitate the alternation of
periods of training and of activity.

— This arrangement thus caters for
changes in work and activity,
which are required but which can-
not be developed at present, nota-
bly because of French labour law.

— The advantage of such arrange-
ments is that they make short-
term employment more stable and
provide better qualifications and
training for persons in the process
of integration.

- They encourage partnerships be-
tween local players as well as the
networking of member enterpris-
es.

Public policies on business
start-ups

Since the late 1980s, successive gov-
ernments have taken various meas-
ures to encourage the development
of individual enterprises, but these
policies have often gone no further
than the creation of an employment
status, sometimes accompanied by
measures to simplify administrative
steps (in particular, the Madelin law
of 1994). They have not, however,
really encouraged the development
of this status.

— The status of the “individual en-
terprise”: Being relatively flexi-
ble, this status imposes few obliga-
tions on the person choosing it. To
commence activity, one need only
register with the appropriate of-
fice. Moreover, no minimum fi-
nancial capital is demanded, and it
is not necessary to draft statutes.
This status, however, presents se-
rious disadvantages: The entrepre-
neur cannot be treated like a sala-
ried employee and, as such, can-
not benefit from favourable social
security coverage (health and re-
tirement insurance) or unemploy-
ment insurance. Moreover, in case
of bankruptcy, the liability of the
entrepreneur extends to his/her
personal property.

— The status of the EURL, or indi-
vidual enterprise with limited lia-
bility, is more demanding: It is ac-
tually a limited company with a
single partner. To obtain this sta-
tus, one must have a minimum
capital of FRF 50,000 and must
draft statutes which must be pub-
lished in a periodical of legal an-
nouncements.

The status of the “individual enter-
prise” has been by far the most suc-
cessful over the past ten years, so
much so that, according to the
INSEE, seven out of ten new enter-
prises have adopted it. This trend is
continuing: According to the APCE
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(agency for the creation of enterpris-

es), of the 167,000 enterprises creat-

ed from scratch in 1997, 56% chose
this status.

Public policies to encourage the
development of enterprise creation
in France have been mainly oriented
towards several different objectives:
— struggling against unemployment,

mainly through the ACCRE (aid to

unemployed persons who create
enterprises);

- participating in national and re-
gional development (with some
exemptions for companies in pri-
ority areas for development);

— supporting innovation through the
ANVAR (national agency for the
promotion of research), which in-
cidentally is greatly appreciated;

- reducing the risk run by banks in
the creation of enterprises, nota-
bly through SOFARIS (a body that
manages various funds, serving in
particular to provide security to
institutions — banks, venture-capi-
tal companies — that finance enter-
prise creation).

An evaluation report about aid to the
creation of enterprises?, published in
1997, concluded by emphasising that
“there is, practically speaking, no as-
sistance whose direct objective is en-
terprise creation. Enterprise creation
is aided only where various other
economic and social objectives are
being pursued”. The study con-
cludes, exaggerating matters slightly,
by stressing that “an entrepreneur
who is neither unemployed, nor lo-
cated in a regional development
area, nor very innovative, will re-
ceive no help”.

The report also stresses that “a
large number of actors are involved

at all levels but that their actions are
not coordinated”. In its conclusions,
the Commissariat Général au Plan
(French Planning Commission) puts
forward various solutions (in particu-
lar, start-up aid to any creator of an
enterprise, unemployed or not, of
around FRF 50,000, to be repaid af-
ter three years if the enterprise sur-
vives). However, the recommenda-
tions as a whole presuppose better
coordination on the part of the actors
involved in these arrangements. In
any event, the results of this assess-
ment have not been reflected in poli-
cy-making.

It seems, however, that the pres-
ent government has partly taken
stock of France’s situation in this
area, particularly its deficiencies and
the delay in supporting enterprise
creation. Under the impetus given by
business organisations, in particular
“Croissance Plus”,* the government
has worked over the past few months
on a redefinition of French policy on
innovation.

Under the cover of innovation,
there seems to be a desire to rehabili-
tate the image of the entrepreneur,
to create an environment favourable
to enterprise creation (which would
concern mainly individual entrepre-
neurs), while at the same time en-
couraging the development of enter-
prises in the field of new technolo-
gies (start-ups). In France today, such
a rehabilitation is essential to encour-
aging the gradual development of
new forms of employment based on
individual work and the adaptation
of the corresponding legal frame-
work.

Sandrine Gineste
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5

IRE Ireland

Legal and institutional
background

Apart from specific taxation provi-
sions (see below), there is no general-
ised legal category covering self-em-
ployment as such in Ireland. As long
as laws and regulations relating to
taxation, local planning and health
regulations, employment, etc. are
observed, one is free to set up and
operate a business on a self-em-
ployed basis. Obviously, for some
professional activities, such as medi-
cal doctors, pharmacists and account-
ants, there are statutory competence-
setting bodies with which practition-
ers must be registered, but in these
circumstances the registration re-
quirements apply equally, whether
one is self-employed or working as a
paid employee.

Self-employed persons are, how-
ever, treated as a special category
(Schedule D) for income-tax purpos-
es. However, at some point in their
operations, many self-employed per-
sons reconstitute their business as'a
“limited liability company”, and
thereafter, for tax purposes, they
cease to be regarded as self-employed
and are treated as employees of the
company in question. This generally
makes little difference to the com-
mercial operation of the business, and
the individuals in question may con-
tinue to view their status as “self-em-
ployed”, even though in a taxation
context their status may be different.
In censuses and Labour Force Sur-
veys, information on the official dis-
tinction as just explained is sought,
but it must be recognised that the re-
plies obtained would be heavily de-
pendent on the subjective views of
the respondent concerning his or her
circumstances. These data sources,
which form the basis of the analyses in
the next section, provide the only
comprehensive source of information
on self-employment in Ireland.

The overall pattern of
self-employment

Table 1 provides a brief résumé of
the overall position regarding self-
employment and paid employment
in Ireland; it includes not only rele-
vant data for 1997, but also corre-
sponding figures for 1983, thus al-
lowing trends to be analysed over a
relatively long period.

In 1997, some 267,000 persons, or
over 19% of the total 1.38 million
persons at work in the Irish econo-
my, were engaged in a self-employed
capacity. Most of these (193,000)
were sole operators (i.e. without em-
ployees), the remainder, numbering
74,000, had at least one paid em-
ployee. However, when viewed in
this overall sense, the scene is domi-
nated by the agricultural sector, as a
significant proportion of the self-em-
ployed are farmers. If agriculture is
excluded, the position is somewhat
different; the figures show that the
incidence of self-employment in the
non-agricultural sector of the econo-
my is just under 13%.

The observed trend in the overall
pattern of self-employment is partic-

ularly influenced by events in agri-
culture which, in employment terms,
has been in long-term secular decline
for reasons which are as much demo-
graphic as economic.” In this context,
it is best to exclude agriculture from
the analysis, as is done in the lower
half of Table 1.

These figures show that the
number of self-employed persons
outside of agriculture increased by
some 57% (from 101,000 to
159,000) over the period 1983 to
1997. This represents a rate of in-
crease of more than twice that evi-
dent for paid employees, for which
the corresponding rise was about
28%. When viewed in distributional
terms, these figures indicate that the

1 Research by Kearney (1992) has shown that
the fall in the size of the agricultural work-
force is not caused primarily — or even sig-
nificantly ~ by farmers becoming unem-
ployed or leaving to take up positions else-
where. Instead, the decline is due principal-
ly to the combined forces of increased pro-
ductivity, retirement and deaths, and a re-
duced rate of entry. Current expectations
are that the level of employment in agricul-
ture will continue to decline, but the pace of
this reduction is likely to be modulated by
the ebbs and flows in the relative fortunes of
the farming and non-farming communities.

Table 1: Total at work by employment status, 1983 and 1997
Employment status 1983 1997 Change 1983/
(in 1,000s) | (in1,000s) | 1997 (in %)
All sectors
Self-employed
Employers 49 74 51.1
Others 189 193 21
Employees 862 1,094 26.9
Family workers 46 17 -63.0
Total 1,145 1,379 20.4
Al sectors (excl. agriculture)
Self-employed
Employers 39 63 61.5
Others 62 96 54.8
Employees 840 1,073 27.7
Family workers 10 5 -50.0
Total 950 1,237 30.2
Note: Employment is defined according to ILO concepts.
Source: Central Statistics Office: Labour Force Surveys, 1983 and 1997.
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proportion of self-employed persons
at work in the non-agricultural sector
of the economy increased from
10.5% to just under 13% during the
period in question.

Within the self-employed group,
employers (i.e. those with at least one
paid employee) rose at a marginally
faster pace than the general body of
self-employed persons. However, by
1997, own-account workers without
any employees still constituted a sig-
nificant majority (60%) among the
non-agricultural self-employed as a
whole.

The great majority of non-agricul-
tural self-employed persons are men
(78.6% in 1997). However, this pro-
portion has been falling; the corre-
sponding male share in 1983 was
82.5%.

Sectoral distribution

Table 2, which contains a sectoral
subdivision of the employed work-
force outside of agriculture classified
by employment status, reveals that
in 1997 one-third of self-employed
persons were working in the distribu-
tion and hotels, etc. sector, about
17% in building and construction
and a somewhat smaller proportion
in finance, business and professional
services. In total, these sub-sectors
account for two-thirds of all non-ag-
ricultural self-employed workers.

Table 2 also shows sectoral data
for 1983, along with relative changes
for the 1983/97 period. The fastest
rates of growth in self-employment
relate to some of the smaller service
sub-sectors, such as transport, finan-

Table 2: Total at work by employment status by sector, 1983/1997
Employment Self-employment | Change
(in 1,000s) share (in %) 1983/
1997
Sector 1983 1997 1983 1997 (in %)
Manufacturing
Self-employed 12 19 4.8 6.7 65.6
Employees 234 273 16.9
Total 246 293 19.2
Construction
Self-employed 17 27 19.9 27.8 57.7
Employees 69 70 2.3
Total 86 98 13.1
Distribution, hotels, etc.
Self-employed 45 53 22.3 19.6 17.4
Employees 156 215 37.8
Total 200 268 33.8
Transport, etc.
Self-employed 7 15 9.4 17.6 125.4
Employees 64 69 9.1
Total 70 85 20.4
Finance, etc.
Self-employed 10 24 11.8 16.8 131.2
Employees 77 118 53.3
Total 88 143 62.3
Non-market services
Self-employed 5 10 2.1 34 115.0
Employees 220 288 305
Total 225 298 323
Personal services
Self-employed 5 11 15.7 20.9 107.6
Employees 29 42 47.2
Total 34 53 56.3
All sectors (excl. agriculture)
Self-employed 101 159 10.6 12.9 58.0
Employees 850 1,078 26.8
Total 950 1,237 30.2
Note: The figures for employees contain a small number of family workers.

cial, business and professional servic-
es, and personal services, for each of
which the numbers involved more
than doubled over the fourteen-year
period in question.

Increases were also recorded in
the distribution and hotels, etc. sec-
tor and in building and construction,
as well as in manufacturing, but these
were of a smaller order of magni-
tude. In fact, the rise in self-employ-
ment for distribution and hotels, etc.
(17% over the period involved) is
the smallest recorded and is unique
in that it is the only sector for which
the proportionate increase in the
numbers of own-account workers is
smaller than that for paid employees.
This primarily reflects the elimina-
tion of many small retail food estab-
lishments in recent decades. Within
this group, however, self-employ-
ment in the catering and restaurant
trades did show a significant in-
crease.

Cyclical influences

Even though there has clearly been a
long-term sustained increase in non-
agricultural self-employment, the
phenomenon is also subject to cycli-
cal influences. Figure 1 shows annual
average rates of change for the num-
bers of self-employed and paid em-
ployees outside of agriculture for
three selected time intervals over the
period 1983 to 1997. The first two
sub-periods, 1983-1990 and 1990-
1993, involved at best sluggish eco-
nomic growth; in fact, the first was
characterised by recession for most
of the period involved. However, the
period from 1993-1997 was one of
relative economic boom in the Irish
economy, involving rapid output and
employment growth.

The graphs indicate considerable
variation in the trend in self-employ-
ment for the different periods. Be-
tween 1983 and 1990, self-employ-
ment rose rapidly (by 3.6% on an an-
nual average basis), while there was
virtually no expansion in the number
of paid employees, i.e. virtually all of
the net employment growth which
occurred during this period was at-

38

No. 31 - Winter 1998



. Trends |

Figure 1: Annual average rates of employment change by employment status (for all sectors excluding agricul-
ture) for selected periods between 1983 and 1997
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tributable to self-employment. In
fact, even though the figures are not
presented here, the number of male
paid employees actually declined
during this time span, reflecting in
part the elimination of many full-
time jobs in traditional areas of in-
dustry which occurred during these
years. In the period 1990-1993, the
growth in self-employment contin-
ued (at much the same pace as in the
preceding period), but the figures
now also indicate a modest recovery
in paid employment (even though a
significant part of this related to part-
tie work). With the advent of rapid
economic growth after 1993, the
scene changed dramatically. The rate
of increase in self-employment
slowed and the numbers in paid em-
ployment began to rise rapidly, in-
creasing by nearly 5% in the four
years to 1997.

These figures suggest that in peri-
ods of recession, when significant
numbers in paid employment are
faced with the prospect of unemploy-
ment, there is a tendency to turn to
self-employment as an alternative.
The more recent figures also indi-

cate, however, that in periods of eco-
nomic recovery (especially if this is
strong and sustained), the pattern
tends to change again, with paid em-
ployment expanding and, at the
same time, somewhat reduced num-
bers entering self-employment.

Factors influencing self-
employment: policy
initiatives

Looking at the issue in a broad eco-
nomic or social context, one can sug-
gest a number of different reasons for
the long-term rise in the incidence of
non-agricultural  self-employment.
Working on one’s own account obvi-
ously conveys greater flexibility and
personal choice. It also holds out the
prospect of greater rewards. There
are also, of course, greater financial
risks, but against this it must be said
that all employment, including paid
employment, has become more pre-
carious over the years. There has also
been an increasing tendency for larg-
er enterprises to outsource the pur-
chase of services, thus promoting the

expansion of other (usually smaller)
businesses.? Another contributing
factor would be a more benign tax
regime when compared with the rig-
id withholding system as applied to
paid employees.

Pressure from unemployment is
likely to have been another factor,
even though, as indicated above,
there is a strong cyclical influence in-
volved here. Nevertheless, the pro-
longed recession of the 1980s
prompted many to enter self-em-
ployment as an alternative to unem-
ployment, and some of these (pre-
sumably the more successful) would
have opted to remain in that position
even when the economy improved.
Self-employment is not, of course, an
option for everyone; such a choice
would depend very much on the oc-
cupation followed by the person at
risk of unemployment and on the de-
gree of skill or experience acquired.

2 In some instances, this takes the form of
former employees being re-engaged as
“subcontractors” on a self-employed basis.
This type of development tends to make the
borderline between paid employment and
self-employment more obscure.
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The opportunities for working on
one’s own account are better in cer-
tain sectors, such as building and
construction, which saw a large in-
crease in the incidence of self-em-
ployment during the 1980s, a time
when paid employment in the sector
declined substantially.

Because Ireland is essentially a na-
tion of small businesses (it is estimat-
ed that 90% of non-agricultural en-
terprises employ fewer than ten peo-
ple), policy involves a strong empha-
sis on creating an environment in
which existing small businesses can
expand and which facilitates the
emergence of new small enterprises.
As for specific initiatives, the Report
of the Task Force on Small Business-
es, published in 1994, and the Small
Business and Services Forum, which
advises the Minister for Enterprise
Trade and Employment, have been
especially influential. In this context,
a small business is defined as having
less than 50 persons employed.
Clearly, not all of these are operated
on a self-employed basis as previous-
ly described, but the policy measures
that have emerged from these initia-
tives have provided significant sup-
port to self-employed persons in ex-
panding their businesses and in facili-
tating self-employment start-ups.

Policy aspects which have re-
ceived particular attention involve:

— access to finance, including the in-
troduction of new sources or in-
struments to support business
start-ups;

— development of a national strate-
gy to ease the administrative bur-
dens placed on small businesses by
public agencies;

— strengthening the entrepreneurial,
technical and vocational dimen-
sions of curricula within second-
level schools and enhancing the

capacity of third-level colleges to
support business and industry.

There are also specific policy instru-
ments under the umbrella of the EU
Community Support Framework
(CSF) that promote self-employ-
ment. The Operational Programme
for Local Development has facilitat-
ed the establishment of County En-
terprise Boards (35 throughout the
country) with a view to promoting
the development of micro-businesses
at local level.® The Boards provide a
flexible range of financial assistance
involving a mix of capital, employ-
ment and feasibility study grants. Re-
cipients are, however, required to
carry a share of the risk. This Opera-
tional Programme also provides fi-
nancial assistance under a separate
heading for the expansion of eco-
nomic activity in specified disadvan-
taged areas (called Partnership Are-
as, as the support mechanisms in-
volve the social partners and com-
munity groups). A significant part of
this support takes the form of assist-
ing previously unemployed persons
to set up their own businesses.

In addition to these initiatives, ef-
forts to promote self-employment
among the unemployed also include
FAS (Training Agency) Enterprise
Training programmes and in-work
support such as the Back-to-Work Al-
lowance Scheme (BTWAS). Under
the latter measure, which is run by the
Department of Social, Family and
Community Affairs, persons can re-
tain their welfare payments on a slid-
ing scale for up to three to four years.
This scheme has been expanded sub-
stantially in recent years; it is not
based solely on assisting self-employ-
ment start-ups, but a majority of the
participants enter self-employment.

There is also a Small Business Op-
erational Programme (under the EU

SME initiatives) that aims to encour-
age small and medium-sized industri-
al or service enterprises to adapt to
the Single Market and to ensure that
they become internationally compet-
itive, The various types of support
covered under this operational pro-
gramme relate to public purchasing,
promoting service industries, dissem-
ination of best practice and develop-
ing the skills of owners and manag-
ers.

In summary, the foregoing com-
mentary illustrates that policy in Ire-
land has generally been supportive
of entrepreneurship and self-employ-
ment. Significant steps have been
taken, especially in recent years, to
mitigate or remove obstacles. There
does tend, however, to be an ongo-
ing debate concerning the relation-
ship between the Irish educational
system and the world of commerce
or business. Some hold the view (es-
pecially employers) that the educa-
tional system, while satisfactory in
terms of academic standards, does
not sufficiently promote an enter-
prising culture. Some of the changes
and reforms of recent years (such as
expansion of the vocational compo-
nent of the senior cycle of second-
level education) have included provi-
sions designed to address this issue.

Jerry Sexton
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Assessment of self-
employment

Types of self-employment

Self-employment represents a larger
share of total employment in Italy
than the European average, and its
incidence has been quite stable since
the early 1980s. In addition, Italy has
the largest share of self-employed
with no employees (own workers).
The latest data from ISTAT Labour
Force Surveys! indicate that in the
first three quarters of 1998, there
were 5.720 million self-employed
workers, which was equivalent to
28.4% of total employment (com-
pared to the EU average of 17% in
1995).

These data probably underesti-
mate the magnitude of self-employ-
ment, because many dependent
workers have second jobs as self-em-
ployed. ISTAT national accounts in-
dicate that second and third jobs rep-
resented half of all the self-employed
jobs in 1997, equivalent to 19% of

It is especially occupational posi-
tions midway between dependent
and independent work (freelance
work and collaborators) that have
rapidly increased in recent years, es-
pecially in northern Italy and in the
service sector. This category includes
administrators and auditors, collabo-
rators on newspapers and journals,
members of examination commis-
sions, and all other workers who col-
laborate regularly with specific com-
panies or firms, such as door-to-door
salespeople, technicians, etc. These
new forms of self-employment are
defined by sociologists as the second-
generation self-employed and by ju-
rists as para-dependent workers. Ad-
ministrative data based on the social
security positions of collaborators
and freelance professionals (INPS,
1998) show an increase from
955,000 jobs in 1996 to 1.3 million
in December 1997 (+38%), which is
equivalent to 6.5% of total employ-
ment in Italy. Probably some of this
growth is due simply to the “emer-

gence” of hidden forms of employ-
ment.

Incidence and Evolution

National accounts data presented in
Figure 1 show that the upward trend
of self-employment began in 1977
and was sustained until 1984, during
a period of intense restructuring in
the Italian economy following the in-

1 There are different sources of data on self-
employment in Italy, but no complete infor-
mation. The main sources are ISTAT nation-
al accounts and Labour Force Surveys. Na-
tional accounts data are the only means to
illustrate a long time series on employment,
but are difficult to compare with other
sources, their unit of measure being based
on labour units, indicating labour input
standardised per full-time employment. On
the other hand, Labour Force Survey data,
which measures “heads”, present compara-
ble data only since 1993. Recently, the
availability of administrative data from
INPS and tax declarations have broadened
the information available, especially as re-
gards new forms of self-employment. These
data are, however, very recent and have the
usual shortcomings of administrative
records.

full-time self-employed jobs. In addi- Table 1: Self-employment by sex, age, education and position (in %)
tion, in Labour Force Surveys, the Men Women Total
pendent employment are based upon By age
the subjective perception of the re- 15-29 years 173 162 | 196 184 | 180 169
spondent. Thus, it is possible that 30-49 years 492 527 | 500 53.0 | 495 528
some new forms of self-employment, Over 50 years 335 311 | 304 286 | 326 303
which are midway between depend- Total 100.0 100.0 | 100.0 100.0 | 100.0 100.0
ent and independent labour, are un- By professional position
der-represented. Entrepreneurs 7.0 7.8 3.2 4.7 5.9 6.9
Freelance professionals 12.6 151 7.3 10.7 11.1 13.8

The self-employed are heterogene- Own workers 688 640 | 527 505 | 64.0 60.1
ous, and their composition has been Members of production
changing throughout the 1990s. La- FCOC{l]’efaﬂVlfS ;; g; 323 222 12~8 123

3 amlly workers . . . . . .
bour force data presented in Table 1 | ) 1000 100.0 |100.0 100.0 | 100.0 100.0
indicate that in recent years (1993- v lovel of educan
. . Yy level oI education
1997), the highest increase has PhD or Masters 06 08| 05 06| 06 07
occurred  among  entrepreneurs University education 8.6 10.0 5.8 8.8 7.8 9.7
(+15.4%), freelance professionals Upper secondary education 188 240 [ 165 215 | 181 233
(+22.6%) and cooperative partners Vocational training 35 4.7 5.0 6.8 4.0 5.3
(+70%), while the share of own work- Lower secondary education 36.8 38.1 351 35.6 36.3 37.3
ers and family workers has shown a Primary education 31.7 22.5 37.0 26.7 333 23.7
1 51",' ; y8 0% of total solf Total 100.0 100.0 | 100.0 100.0 | 100.0 100.0
ecline from o of total self-em-

ployment in 1993 to 74% in 1997. Source: Labour Force Surveys.
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Figure 1: Self-employment rates by economic sectors, 1970-1997
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Source: ISTAT, National accounts data.

ternational crisis that led to increas- -

ing unemployment and the decen-
tralisation of firms’ economic activi-
ties. In the 1990s, self-employment
declined together with overall em-
ployment.

Labour force and INPS data pre- -

sented in Tables 1 and 2 allow us to
analyse the gender, age and educa-
tional composition of self-employ-
ment in Italy, as well as its distribu-
tion across sectors and territorial are-
as. The latest structural data (relating

Self-employment is more wide-
spread among adult men with pre-
vious labour experience in de-
pendent labour; this category ac-
counts for 59.5% of total self-em-
ployment in 1997.

In the 1990s, however, the pro-
pensity of young people to start an
autonomous activity has been
growing rapidly because of in-
creasing difficulties in finding sta-
ble, dependent jobs and because
of public incentives generally

to 1997) show that: aimed at the young. Recent re-
Table 2: Distribution of collaborators and freelance professionals,
December 1997 (in %)
Men Women Total
By position
Professionals 13.4 8.3 11.3
Collaborators 845 90.0 86.8
Mixed figures 21 1.6 1.9
Total 100.0 100.0 100.0
By territorial distribution
North-West 35.6 344 35.1
North-East 28.1 22.7 25.9
Centre 22.1 221 22.1
South 14.2 20.9 16.9
Total 100.0 100.0 100.0
By age
< 18 years 0.1 0.7 0.3
19-30 years 18.1 34.6 24.9
31-50 years 50.5 49.5 50.1
51-60 years 21.0 11.7 17.1
> 60 years 10.3 3.6 7.5
Total 100.0 100.0 100.0
Source: INPS, 10% fund, 1998.

search, based on flow data from
administrative sources (Rapiti,
1997; Ricci, 1997), show that in
recent years, inflows into self-em-
ployment are mainly represented
by young people entering the la-
bour market for the first time.
Young people, in particular young
women?, represent a fifth of col-
laborators registered in the INPS
files, while prime age men are
largely represented as entrepre-
neurs in productive modern activi-
ties (especially in northern Italy)
and in professional categories, ar-
eas which are difficult to access
without sufficient capital and ex-
perience. The increasing share of
young people finding their first ac-
cess to the labour market through
collaboration is largely due to the
lower costs for firms and the great-
er flexibility in the use of this form
of employment relative to de-
pendent employment: Social secu-
rity contributions are much lower
(10% versus 33%), there are no
employment protection regula-
tions (especially in the field of hir-
ing and firing) and workers have
no union rights. A recent Censis
survey (1997) among the self-em-
ployed of second generation, on
the other hand, shows that if one-
third had to accept these forms of
employment out of need, another
third preferred this form of em-
ployment to dependent labour.

Women are under-represented
among the self-employed (29% in
1997). They also have traditional-
ly occupied the weakest positions:
homeworkers, family workers and
collaborators. This pattern is rap-
idly changing in the 1990s, how-
ever: As shown in Table 1, in the
case of women, the increase in the
incidence of entrepreneurs and
freelance professionals is higher
than for men; likewise, the decline
among home and family workers
is greater. The increase in the inci-
dence of entrepreneurs is evident
in all economic sectors, while free-

2 The INPS data presented in Table 2 show

that only 18% of men are under 30 years
old, compared to 35% of women.
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lance professionals are growing
particularly in the industrial and
service sectors (especially health
and educational services).

The increasing presence of young
people and of highly skilled pro-
fessionals among the self-em-
ployed can be explained by the
high rise in educational levels
among the self-employed. The in-
cidence of self-employed workers
with at least an upper secondary
education rose from 26.4% in
1993 to 33.7% in 1997, although
educational levels are still lower
on average than in dependent em-

ployment.

The regional distribution of self-
employment reflects the differing
roles of this form of employment
in the labour market. In southern
Italy, self-employment is mainly a
way to absorb excess labour sup-
ply and to circumvent fiscal and
employment regulations: It is con-
centrated in trade services (61%
of employment in this sector) and
in agriculture, and displays a
marked cyclical trend. In northern
Italy, it is a result of a tradition of
craft work and small family firms,
of exemption from heavy employ-
ment regulation, and of the expan-
sion of professional groups in busi-
ness and personal services. It is in
fact concentrated in the industrial
and service sectors and follows a
much more stable pattern than in
central and southern Italy. The
new forms of self-employment are
concentrated in northern Italy
(61% of total positions registered
up to December 1997), and partic-
ularly in the four most developed
regions. The self-employed in
southern Italy are, by contrast,
predominantly traditional profes-
sional workers (lawyers, doctors,
jurists, etc.). The different distri-
bution of self-employment in
northern and southern Italy may
also be inferred from the disaggre-
gations for sex and age of the col-
laborative jobs registered by the
INPS in the two territorial areas:
While in northern Italy most posi-
tions relate to men who are mid-

dle-aged or older (28% are over
51 years old?), in southern Italy
they are mainly young people
(32% are under 30 years old) who
probably had no other entry point
to the labour market.

Self-employment is especially
present in the service sector, where
it represented 44% of total em-
ployment in 1997, and in agricul-
ture (67.7 % in 1997), but these two
sectors have reduced their share of
self-employment during the last
decade, while self-employment has
been increasing its incidence in the
industrial (reaching 15.5% of total
labour inputs in 1997) and con-
struction sectors (37 % in 1997) due
to subcontracting and flexibilisa-
tion practices (Figure 1)*. In the pri-
vate services sector, it is tradition-
ally commercial, business, insur-
ance and personal services that
employ a large share of self-em-
ployed. In recent years, however,
self-employment in the commer-
cial sector has declined dramatical-
ly (-7.1% between 1993 and 1997)
due to restructuring and increasing
competitive and fiscal pressure.
The traditional self-employed
shopkeeper has been gradually
substituted by large commercial
companies, employing dependent
workers and/or franchising com-
mercial activities to a new type of
shopkeeper who, even if consid-
ered self-employed, has less auton-
omy than in traditional retail busi-
ness. Another pattern of contract-
ing out widely used in Italy is
through work cooperatives, where
partners are often non-dependent
workers. Service cooperatives op-
erate mainly in the cleaning, per-
sonal services and maintenance
sectors and have been increasingly
used by the public sector for con-
tracting out some services.

Self-employed workers usually
work longer hours than dependent
workers, but working time is flexi-
ble and self-organised, which
probably explains why women
sometimes tend to prefer self-em-
ployment to dependent work. On
the other hand, recent surveys on

second-generation  self-employ-
ment show that working times are
particularly erratic and unforesee-
able for these workers, being en-
tirely determined by the employ-
ers (Censis, 1997; Semenza, 1998;
Bologna et al., 1997).

It is difficult to compare earnings
between dependent and non-de-
pendent workers in Italy due to
the frequency among non-depend-
ent workers of fiscal evasion. Fis-
cal data show that the earnings of
the second-generation self-em-
ployed are usually lower on aver-
age than earnings from dependent
work. There are, moreover, wide
differences across regions and ty-
pologies of the self-employed,
with Lombardy presenting the
highest earnings and young people
in southern Italy the lowest. Ac-
cording to a Censis survey, 52%
of young independent southerners
earn less than Euro 500 per
month, while northern adult pro-
fessionals earn, on average, more
than three times that sum.

Analysis and evaluation

The large share of self-employment
in Italy is the result of economic, so-
cial and cultural factors (De Luca &
Bruni, 1993; Reyneri, 1996; Bologna
et al., 1997). Some of these are com-
mon to other western countries, too,
such as the increasing role of the pri-
vate service sector and the quest for
more flexible organisational patterns
in the industrial sector through the
outsourcing of services and activities,
which is facilitated by modern tech-
nology. Other factors are, however,
peculiar to the Italian situation and
help to explain why in Italy the inci-
dence of independent labour is high-
er than in other western countries:

3

4

Probably in large part pensioners, who
work occasionally in professional practises.
During the 1970s and 1980s, self-employ-
ment increased especially in the service and
construction sectors, contributing to 26 % of
total employment growth. In the 1990s, its
incidence has increased in the industrial and
construction sectors, where dependent em-
ployment was drastically reduced (-14%
and -11%, respectively), while it has de-
clined slightly in the private service sector.
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— the strictness and rigidity in the
regulation of dependent work, es-
pecially in the field of hiring and
firing. Self-employment, the small
firms sector and non-regular work
constitute large areas of flexibility
in the labour market with numer-
ous overlaps and no clear-cut
boundaries. 38% of the non-regu-
lar labour units estimated by the
ISTAT national accounts data
were represented in 1995 by inde-
pendent positions. Non-regular
work in Italy is mainly connected
with tax evasion, non-respect of
labour legislation (minimum wag-
es, health and safety measures,
hiring and firing legislation, work-
ing time, working conditions, etc.)
and evasion of social security con-
tributions. Non-regular work is
more widespread in southern Ita-
ly, where it represents 34% of to-
tal labour as compared with 18%
in the central-northern region, and
it generates fiscal and social distor-
tions, a proliferation of precarious
jobs with poor working condi-
tions, and economic activities that
could not survive in the “regular”
economy;

— the high incidence of the tax
wedge (taxes and social contribu-
tions) on dependent labour, which
amounts to almost 50% of labour
costs, as a strong incentive for
firms to use collaborators with an
independent position whenever
possible or to outsource activities
to small firms or cooperatives
based on self-employed collabora-
tors. The contributive wedge over
labour costs (i.e. employers’ and
workers’ social security contribu-
tions) is still among the highest in
the OECD, and it has increased in
the 1990s;

— the tradition of artisan work and
small family firms and the pres-
ence of various social networks,
such as industrial zones, which fa-
vour self-employment in handi-
crafts and small firms. The Italian
economic and sociological litera-
ture on industrial zones analyses
this link in detail (Bagnasco, 1977;
Beccattini, 1998; Brusco, 1989);

— the tolerance for fiscal evasion,
which is easier with independent
earnings, as another factor that
contributes to explaining the high
incidence of self-employment in It-
aly;

~ the system of income support dur-
ing unemployment, which is ex-
tremely differentiated and not
generous for the majority of the
unemployed®, may explain the cy-
clical pattern of self-employment.
In this case, self-employment
functions as a social shock absorb-
er: a way in which labour supply
reacts to the deterioration in em-
ployment and earnings conditions
in periods of recession.

Policy

Policy issues

The main barriers against self-em-
ployment stem from the procedures
one must go through to start up a
business, the uncertainty of the busi-
ness world and the difficulty in gain-
ing access to low-interest credit. This
last issue is particularly problematic,
as shown by recent investigations on
the diffusion of usury victims among
craftspeople and shopkeepers.

On the other hand, many national
and regional measures have been im-
plemented in Italy to promote self-
employment and business start-ups.
The most important national meas-
ures are listed in Table 3.

There are also various regional
measures supporting new business
and self-employment. Most meas-
ures are relatively recent, indicating
a new approach toward employment
creation, which has gradually shifted
toward self-employment and em-
ployment subsidies in the private
sector. The policy evaluation litera-
ture suggests that enterprise creation
usually results in high “deadweight”
effects, subsidising the strongest seg-
ments of labour supply who would
most probably have found jobs even
without incentives (OECD, 1993;
Meager, 1996). The most disadvan-
taged groups are usually under-rep-
resented in these programmes, and

activities started up by the weakest
segments of labour supply usually
have lower survival rates and a low-
er overall employment impact or re-
quire public support for a long time
(if not forever). On the other hand,
when these measures are aimed at
the industrial development of under-
developed areas and at the diffusion
of an “entrepreneurship” culture
amongst the younger generation,
they may then be considered worth-
while. Recent policies in Italy are
clearly adopting this second ap-
proach: Most measures are aimed at
young people (18-35 years) and try
to integrate financial incentives with
technical assistance and training for
young people who wish to start their
own business. The precursor was Act
44, which was enacted in 1986 to
support young entrepreneurship in
southern Italy. Monitoring of this
measure shows modest results, with
11% of applications becoming enter-
prises which are still surviving after
four years from start-up, even if, ac-
cording to recent evaluations (Battis-
tin et al., 1998), their survival rate is
highly dependent on subsidies, and
the public cost per employed person
is relatively high (about ECU
45,000). This policy has been ex-
tended to other crisis areas in central
and northern Italy and to recent
measures which are managed by the
same (now privatised) body (Im-
prenditorialita Giovanile S.p.a.).

Another approach adopted more
recently in Italy is to support the cre-
ation of cooperatives. In this case,
experienced workers may help to in-
tegrate the skills of less experienced
workers who are subsidised by pub-
lic funds. An example of this ap-
proach is the reform of Socially Use-
ful Jobs included in the so-called
Treu Package.

The public debate

Debate over self-employment in Italy
currently relates to two main issues:

5 The Italian unemployment benefits system
is presented in Dell’Aringa & Samek Lodo-
vici (1997) and in Geroldi (1997).
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Table 3: Main national measures supporting self-employment

Measure Characteristics Target group Results as of Sept. 1998 Notes
Act.44/86 Young people in areas classified as eligible for Young people aged under 36 in crisis ar- Approved projects: 1,302 First innovative measure in-
support from the European Structural Funds are eas wishing to start up a business in the Investments: ITL 3,758 billion tegrating financial support
entitled to subsidies of up to 90% of investment agricultural, crafts or manufacturing sec- Partners: 8,359 with technical assistance.
and operating costs in southern Italy and up to tors. Estimated employees: 24,969 Recent evaluations stress
60% in other areas through non-refundable New firms supported: 930 the high dependence of new
grants and low-interest loans. Business plans are Public financing: ITL 2,247 bil- business on incentives.
evaluated and selected projects receive mone- lion
tary subsidies and technical assistance during the
initial years of activity.
Act 608/96 Individual business started up in crisis areas are Unemployed in crisis areas wishing to Applications submitted: According to recent esti-
Honorary loan supported by public funds of up to a maximum enter self-employment in the craft or 43,940 mates, after a long starting
schemes of ECU 30,000: 60% with non-refundable grants manufacturing sectors. Applicants admitted to train- phase, another 4,000 young
and 40% with low-interest loans for capital and Persons who are entitled to redundancy ing: 14,852 people will become eligible
operating costs. Investment projects are evaluat- compensatjon are also eligible. Training courses activated: for financing in 1998. More-
ed and selected according to their economic via- 105 over, it is estimated that for
bility. Selected project applicants are "tutored" People admitted to training: every four loans approved,
by specialised consultants and must undergo spe- 4,805 one new job is created.
cial training lasting eight weeks. Training courses Participants in training: 2,798
consist of a component aimed at vocational guid- Tutorships activated: 1,548
ance and analysis of entrepreneurial abilities and Projects selected for financing:
a second component aimed at training and tech- 1,531
nical assistance. 30% of the aid is advanced once Loans approved: 398
the business plan defined during the training
course has been approved.
Act 236/1993 Cofinancing development and reindustrialisation Young unemployed people (up to 35 Approved projects: 45 According to recent esti-
Development initiatives with the European Structural Funds years old) in southern Italy, in the envi- Partners: 166 mates, the potential job cre-
Fund supporting the start-up of new firms or coopera- ronmental, tourism, cultural and agricul- Employees: 409 ation of this measure in
Act 266/1997 tives providing services.“Monetary incentives tural sectors. Since 1997, these incen- Average investment per southern Italy may amount
and technical assistance. Non-refundable grants tives have been extended to crisis areas project: ECU 15,300,000 to 13,500 employed.
and low-interest loans are available to cover up in northern and central Italy. Average investment per em-
to 60-90% of the investment (90% for southern ployee: ECU 37,500
Italy) and grants are also available for operating
costs incurred in the first three years of opera-
tion. Tutorship is available from a firm leader in
the sector or consulting companies.
Act 215/1992 Capital grants of up to 50% of capital needed to Cooperatives and firms with at least Applications submitted: 4,109 Implemented only since
Positive actions create or modernise a business; grants of up to 60% female employees, joint-stock in 1997 (5,000 in 1998) 1997 due to delays in regu-

for female entre-
preneurship

30% of operating costs. In disadvantaged re-
gions, grants may amount to up to 60% and
40%, respectively. Support for access to re-
duced-rate financing by banks.

companies of which at least 2/3 of the
shares belong to women and individual
companies run by women; companies,
associations, institutions, training cen-
tres and professional orders promoting
training courses in business management
and in technical assistance which em-
ploy at least 70% women.

Applications selected: 2,679
Applications funded: 518
(due to lack of funds)
Estimated employment: 3,388
Public subsidies: ITL 43.6 bil-
lion

latory framework and lack
of funds. In 1998, available
funds were doubled (ITL 80
billion). ITL 300 billion will
be made available for the
next three years when regu-
latory issues are simplified.

Sources: Ministry of Labour, MISEP Basic Information Report, Italy,1997; Employment Observatory, MISEP "Policies", various issues; Il Sole 24 ore, Guida ai nuovi strumenti per il
lavoro, 28 Sept. 1998.
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— the extent and diffusion of second-
generation self-employment and
the need for some regulation of
working conditions for these inde-
pendent workers;

— the necessity to revise the social se-
curity system for the self-employed
in order to reduce inequalities with-
in this category and between it and
dependent employment.

As regards the first issue, it has been
recognised that different working
conditions prevail among the self-
employed: The position of some is
reasonably strong and protected by
corporative rules, while others (rap-
idly increasing in recent years) are
vulnerable and weak (e.g. workers
who are classified as independent
collaborators, but who in fact work
regularly for only one or a few
firms). There is a debate on these last
positions, and proposals for revision
of the Workers Statute with the aim
of recognising some forms of social
and employment protection for this
type of contract are being discussed
in the Italian parliament.

The actual debate sees trade un-
ions wanting to extend some forms
of coverage to such workers and to
represent them in collective bargain-
ing and collective contracts® and em-
ployers’ organisations asking for the
definition of a special legal position
which would reduce the conflict over
social security contributions.

A Labour Ministry proposal, pre-
sented in April 1998 to the social
partners, is to introduce minimum
protection rules (maternity, health,
pension, security, union rights)
through a system of certification of
employment contracts, which should
reduce the increasing dispute over
pensions and social security contri-
butions. In addition, the government
is to signal best practices to help cer-
tification of working times, qualifica-
tions, hiring and firing rules, security
norms and unions rights. The propos-
al also includes special norms for co-
operative working partners.

A parliamentary proposal current-
ly under discussion is more centred
on second-generation self-employ-
ment and asks for written employ-

ment contracts that should specify
employment conditions, dismissal on
economic grounds and the introduc-
tion of compensation on termination
of the contract, which would be
equivalent to 10% of earnings. In ad-
dition, the proposal requests that the
pension fund currently managed by
the INPS become independent with a
special managing board, which
should include representatives elect-
ed by workers. Special grants and
subsidies to support the emergence
of irregular self-employment are also
considered, together with incentives
for the transformation of self-em-
ployment into dependent employ-
ment and sanctions for disguised de-
pendent employment.

Relating to the social security issue,
in Italy pension and health insurance
has been gradually extended to the
self-employed since 1957, however,
negligible contributions were re-
quired from these groups until the
early 1980s. Pension entitlements for
the self-employed remain substantial-
ly higher than contributions, especial-
ly in the case of self-employed farm-
ers. Pensions and health insurance
have been used as a welfare rather
than a social security scheme, in order
to redistribute income and secure so-
cial consensus. In addition, pension
schemes are different across different
categories of self-employed workers.
Currently, pension entitlements for
some categories of the self-employed
(especially the so-called tenure pen-
sions, based on years of contributions
rather than retirement age) are rapid-
ly increasing, so that expenditure on
“tenure” pensions (after 35 years of
contributions) represents 48% of to-
tal pension expenditure for autono-
mous workers (peaking at 63% for
craftspeople), compared to 38% for
dependent workers.

The need to reduce public spend-
ing and the crisis of the welfare sys-
tem have changed the approach since
the early 1980s: Subsidies have been
reduced, and the fiscal and contribu-
tive pressure on self-employment
have been increasing alongside social
conflict. In 1996, the reform of the
pension system obliged collaborators

and freelance professionals working
regularly with firms or organisations
to pay a contribution of 10% of gross
earnings to a special fund in the INPS
to cover their pensions. In 1998, this
contribution was increased to
11.5%, and another contribution of
0.5% was added to finance a new
fund for maternity leave and family
allowances. Contribution rates will
be increased by a further 0.5% every
two years up to a maximum of 19%.
Recent reform proposals request a
continuation of this approach, with
increasing contributions and/or low-
er pension entitlements for the self-
employed. However, the heteroge-
neous nature of self-employment in
Italy and the coexistence of strong
and weak categories requires a flexi-
ble approach which should include
different forms of assistance and con-
tributions for different types of
workers (Ferrara, 1998).

Another important issue to be
considered in the analysis of self-em-
ployment relates to educational and
training investment. In the case of in-
dependent work, it is usually the
workers who bear the cost of train-
ing, and this is particularly true in
collaboration positions, which are
usually carried out by young, highly
educated people. There is, however,
a risk involved if individual firms
adopt this employment pattern to a
large extent, because highly educat-
ed self-employed workers may be
easily lost to other, better paying em-
ployers. The case of the editorial sec-
tor is an interesting example in this
context: It shows a process of re-in-
ternalisation of some skills and func-
tions before work is outsourced to
self-employed collaborators, due to
the need to secure the returns on on-
the-job training (Semenza, 1998).

Manuela Samek Lodovici
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Introduction

Information on self-employment in

Luxembourg, and especially quanti-

tative data, is not readily available.

Moreover, the definition of self-em-

ployment used by the various public

bodies varies, making it difficult to

compare data. In compiling this re-

port, the following sources of data

were used:

— STATEC (Central Office for Sta-
tistics and Economics);

— IGSS (General Inspectorate of So-
cial Security);

— Ministry for SMEs and Tourism;

— Ministry of Labour;

— Chamber of Commerce; and

— EDEL (Dynamic Study of Luxem-
bourg Enterprises).

Scarcely any use has been made of

self-employment as a weapon in the

battle against unemployment, and the

statistical sources provide little infor-

mation on the self-employed. Various
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Luxembourg

professional chambers and associa-

tions were contacted, but this did not

generate statistics permitting an ex-
haustive analysis of self-employment
in Luxembourg. The Chamber of

Commerce, for example, was unable

to gather the information necessary

for an evaluation of the situation of
the self-employed within the frame-
work of its research into this topic.

Given the lack of data on this aspect

of the labour market, we have pre-

sented recent self-employment trends
in two parts:

1. a secondary analysis of Labour
Force Survey data sheds light on
broad development trends within
self-employment;

2, the National Action Plan for em-
ployment and the debate between
the social partners and govern-
ments has enabled the discussion
on developing entrepreneurial
spirit and determining the meas-
ures needed to achieve this goal to
be reinitiated.
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The various definitions of self-
employment

Employment data in Luxembourg,
particularly those covering self-em-
ployment, are derived from various
sources, and, as STATEC has noted,
there are inconsistencies between the
different figures. In order to explain
these discrepancies, it is important to
realise that the available sources of
information each base their work on
different definitions of self-employ-
ment (see below).

— The first definition distinguishes
merely between dependent em-
ployment and non-dependent em-
ployment.

— The second definition distinguish-
es a specific category of independ-
ent workers, according to which
the self-employed work in their
own business, with or without de-
pendent employees. Thus, accord-
ing to this definition, employers
belong to the self-employed.
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— Finally, a third definition defines
the self-employed as those work-
ing in their own company but not
employing other persons.

In order to utilise the available data

on self-employment in as precise a

way as possible, it appears indispen-

sable to examine these three sources
of information separately and succes-
sively.

Quantitative data on self-
employment: indicators
and evaluation

Total employment and non-
dependent employment

Analysis of the distribution of total
employment in Luxembourg can
start with the distinction between the
dependent and non-dependent work-
force. As simple as this differentia-
tion might be, it enables us to sketch
overall self-employment trends (Ta-
ble 1).

Although the number of non-de-
pendent persons in employment re-
mained virtually constant between
1985 and 1997 at slightly more than
16,000, this figure represents a
steadily declining proportion of the
overall working population: The
share of self-employed declined by
1.6% between 1985 and 1997.

The changes in dependent and
non-dependent employment vary
between sectors. The sectoral distri-
bution of non-dependent employ-
ment is characterised by a steady de-
cline in the agricultural sector, offset
by an increase in non-dependent em-
ployment in the tertiary sector. This
growth was particularly strong be-
tween 1980 and 1990 (+10%), but
has since fallen to a sixth of this fig-
ure (+1.5% between 1990 and
1996).

The self-employed by occupa-
tional status

The census is an important source of
information on self-employment.
The following data are based on the
last census conducted in Luxem-
bourg in 1991.

sector (in 1,000s)

Table 1: Distribution of employment and non-dependent employment by

1985 | 1990 | 1991

1992

1993 | 1994 | 1995| 1996 | 1997

Domestic

employment 160.2 | 187.1 | 194.8

199.7

203.2 [ 208.3 | 213.8 | 219.6 | 226.5

Dependent

employment 142.0 (170.4 [178.4

183.4

187.0192.2|197.5|203.1|209.9

Non-dependent

employment 18.2| 16.7 | 16.4

16.3| 16.2| 161 163| 16.4| 16.6

Non-dependent

employment

asa % of total

employment

in the sectors
Agriculture
Goods-pro-
ducing sector 10.8
Services 61.1

281 28.0

11.5
61.5

27.6| 27.2| 26.7|26.2% | 26.2*

11.0
61.4

111
61.1

11.2
62.1

11.2*
62.6*

11.2*
62.6*

* Estimations (February 1998).

Sources: 1GSS, CISS, STATEC.

Table 2: Distribution of the working population by occupational cat-

egory
Total Men Women

Absolute % | Absolute % | Absolute %
Total 163,928 | 100 {104,314 | 100 59,614 | 100
Family workers 1,582 1.0 159 0.2 1,423 2.4
Farmers 3,542 22| 2,736 2.6 806 1.4
Self-employed professionals | 2,730 1.7 2,036 2.0 694 1.2
Other self-employed 8,654 53] 5,904 57| 2,750 4.6

Source: STATEC.

As can be seen from Table 2, the pro-
portion of men is higher than that of
women in two areas of self-employ-
ment, namely, among self-employed
professionals and other self-em-
ployed; most women worked in the
private sector (almost 45 %). This sec-
tor accounts for less than one quarter
of men in gainful employment. Over-
all, 7% of Luxembourg workers are
self-employed, of which one quarter
are in the category of self-employed
professionals. This group continues to
grow year by year. Between 1965 and
1996, the number of self-employed
persons performing intellectual activ-
ities virtually quintupled.

As can be seen from Table 3, al-
though the number of self-employed
persons rose during this period,
growth trends have varied between
the various occupations. In particu-
lar, notaries, bailiffs and especially
doctors, chemists and dentists have
experienced a decline in numbers.
By contrast, there has been an in-

crease in the shares accounted for by
medical auxiliaries and those in the
category “other self-employed”.

Working population and self-
employment

This section is based on the definition
of the self-employed used in Labour
Force Surveys, under which a person
is considered self-employed if he or
she works for him or herself in a prof-
it-oriented business (practice, office
or agricultural enterprise) without
employing staff. Under this defini-
tion, employers (self-employed per-
sons employing staff), dependent em-
ployees and family workers (family
members performing support work
without pay) are not included in the
self-employed category. It should be
noted that the figures relate to the
self-employed performing their occu-
pational activity and at the same time
resident within Luxembourg territo-

ry.
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The working population of Lux-
embourg can be divided into the fol-
lowing categories (Table 4), using the
definitions given in the introduction
to this chapter.

On these definitions, the total
number of self-employed in Luxem-
bourg amounts to around 5,000, rep-
resenting 3% of the total working
population. Changes in this distribu-
tion have been observed in recent
years. There has been a relative de-
cline in self-employment, whereas
employers and dependent employees
have maintained their shares at a rel-
atively constant level.

Self-employment by branch and
occupation

The distribution of self-employment
across branches is a variable that can-
not be overlooked by any analysis of
this type of employment (Table 5).

Almost 40% of self-employed
men are active in the agricultural sec-
tor, whereas more than 90% of self-
employed women work in the serv-
ice sector. The service sector ac-
counts for more than two-thirds of all
self-employed. The prevalence of
self-employed women in the service
sector is particularly striking among
activities in health and social servic-
es. This may be partly due to the gov-
ernment policy of promoting the em-
ployment of family workers.

More than one-third of self-em-
ployed women performed intellectu-
al or scientific activities (doctors,
dentists, chemists and architects),
whereas just one-quarter of male
self-employed persons came under
this category. The “other” self-em-
ployed professions include cooks,
hairdressers, physiotherapists, dieti-
cians and insurance representatives,
a group in which women are particu-
larly well represented.

Educational level and self-em-
ployment

Apart from family workers, almost
50% of whom have a very low edu-
cational level, in all the other status
groups lower secondary level is the
most common educational level.

Table 3: Distribution of self-employed professionals by occupation (in %)

1980 1990 1993 1994 1995 1996
Lawyers/solicitors 15.6 13.3 13.6 14.3 15.3 15.3
Notaries 1.2 0.8 0.7 0.6 0.6 0.5
Bailiffs 0.9 0.7 0.6 0.5 0.5 0.5
Legal representatives 0 0.2 0.2 0.2 0.1 0.1
Doctors 27.4 24.8 22.5 21.4 20.7 20.5
Dentists 6.1 7.6 6.6 6.4 6.2 6.0
Chemists 4.2 2.9 2.6 2.5 2.4 2.3
Vets 1.9 2.6 2.1 2.0 2.0 1.9
Medical auxiliaries 4.0 55 5.7 54 5.6 5.7
Architects 8.2 8.3 7.5 7.1 7.0 7.1
Engineering consultants 2.5 25 24 2.7 2.6 25
Surveyors 0.1 0 0.1 0.1 0.1 0.1
Controllers 0 0.1 0 0 0 0
Technicians 0.4 0.4 0.3 0.2 0.2 0.2
Experts 1.3 1.3 1.2 0.7 0.6 0.6
Auditors 6.7 6.8 5.4 4.9 47 4.5
Insurance brokers 0.3 0.2 0.4 0.3 0.3 0.3
Insurance agents 3.0 5.0 51 4.5 4.4 41
Teachers 8.0 1.4 0.9 0.9 0.9 1.2
Writers 0 1.4 0.9 0.8 0.7 0.6
Musicians 0.9 0.2 03 03 0.4 0.3
Artists 1.4 2.8 2.5 2.4 2.3 2.4
Others 5.8 11.2 18.7 21.7 22.4 23.5
Total 1,284 | 2,278 | 3,001 | 3,234 | 3,363 | 3,573

Source: STATEC.

and gender, 1997 (in %)

Table 4: Distribution of the working population by occupational status

Occupational status Men Women Total
Employer 6.9 34 5.6
Self-employed 2.8 31 2.9
Dependent employment 90.1 92.0 90.8
Family workers 0.2 1.5 0.7
Total 100 100 100

Source: STATEC: Labour Force Survey.

Table 5: Self-employment by branch and occupation, 1997 (in %)

Branch Men Women Total
Agriculture 383 52 25.1
Goods-producing sector 3.5 4.6 3.9
Services 58.2 90.2 71.0
Trade/repairs 11.5 18.1 14.1
Real estate and housing, business
services 15.8 19.0 171
Health and social welfare 14.4 23.8 18.1
Total 100 100 100
Occupations
Managers and directors 21.6 25.9 23.3
Professionals 253 36.1 29.6
Farmers/agricultural workers 37.2 5.2 245
Other occupations 15.9 32.8 22.6
Total 100 100 100

Source: STATEC: Labour Force Survey.

However, in line with the activities
performed by the self-employed, an
almost equal proportion of the self-

employed have a high educational
level, with 31% having graduated
from a college or university.
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Table 6: Educational level of the population, 1997 (in %)
Educational level Employers Self- Dependent | Family Total
employed | employees | workers

Primary 15.5 18.1 29.2 49.4 281
Lower secondary 35.0 31.7 32.9 25.4 33.0
Upper secondary 21.8 14.2 20.5 15.5 20.4
Advanced further

education 25.1 30.8 16.0 4.5 16.9
Other forms of

education 2.6 52 1.4 52 1.6
Total 100 100 100 100 100
Source: STATEC: Labour Force Survey.

Working time and self-employ-
ment

The working hours of the self-em-
ployed are slightly longer than those
of dependent employees, but shorter
than for employers. This ranking ap-
plies to both men and women.

A new perspective for
self-employment: Tele-
work

Telework remains underdeveloped
and has so far not been the subject of
lively public debate in Luxembourg.
The question as to an appropriate le-
gal framework for this new form of
employment is on the agenda, how-
ever. An expert committee has been
set up by the Ministry of Labour and
Employment to draw up proposals
for various conceivable legal forms.
Under current legal provisions — that
is, given the lack of specific regula-
tions — teleworkers may have either
self-employed or dependent employ-
ee status.

The lack of precision regarding
the status of teleworkers is one fac-
tor that serves as a barrier to the de-
velopment of this form of employ-
ment.

However, the simplification of ad-
ministrative procedures that is to be
introduced within the framework of
the National Action Plan for Enter-
prise Creation and Development is
expected to have a positive effect on
the development of telework.

Despite the lack of legal provisions
on telework, some people undertak-
ing this form of employment can be
considered to be self-employed. Sev-
eral new conceptions for work organ-
isation can be envisaged, but some
fairly recent concepts that accord a
significant role to the use of new tech-
nologies have already been imple-
mented by certain firms. This novel
form of professional activity is tele-
work. According to the ILO, it is sim-
ply defined as work performed at a
location at a distance from the central
offices or production plant of the em-
ployer, where the employee is not in
personal contact with his or her col-
leagues, but can communicate with
them with the help of new technolo-
gies. Thelocation in which the work is
performed can be the tele-workers’
homes, or a location set up especially
for them which is closer to their place
of residence than the employer firm,
or a centre for the provision of tele-
services, a so-called tele-centre.

der (in hours)

Table 7: Average weekly working time by labour market status and gen-

Labour market status Men Women
Employers 53 49
Self-employed 49 41
Dependent employees 41 34
Family workers 39 45
Total 42 35

Source: STATEC: Labour Force Survey.

The use of telework remains a
marginal phenomenon in Luxem-
bourg, however. Telework is cur-
rently performed exclusively in the
home. There is not a single case of a
company using a tele-centre for the
performance of telework.

In sectoral terms, it is information
technology firms and those providing
business services that so far have
made the most use of telework, a fact
presumably related to the depend-
ence of this form of working on the
ability to use new technologies.

The activities most frequently per-
formed using this form of employ-
ment are management, secretarial
services and support in the area of in-
formation technology. Other activi-
ties account for only a marginal share
of telework, largely performed by
manufacturing enterprises. As far as
the future is concerned, it seems that
it is companies in the services sector
that are most likely to embark on
forms of telework; this is particularly
true for large trading companies,
banking and insurance companies,
where the results of our analysis sug-
gest that the number of firms utilising
telework could increase dramatical-

ly.

Measures

The policy of promoting self-employ-
ment, initiated at the start of the
1990s, has received a new impulse
with the passing of the National Ac-
tion Plan. Many of the measures an-
nounced will have been introduced
by the end of 1998.

Thanks to the efforts towards sim-
plifying administrative procedures
started some years ago, which will be
continued within the framework of
the National Action Plan, the fetters
imposed on the self-employed by the
public administration will quickly be
loosened.

One of the barriers which will take
longer to overcome results from the
legislative differences prevailing at
the European level. Because of Lux-
embourg’s geographical position,
many self-employed quickly choose
to perform their professional activi-
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Figure 1: Use of telework from home and interest in this form of work
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Notes: D1 = Manufacturing; D2 = Metal goods, machinery and automobiles; G: Whole-
sale trade (excluding automobiles); I: Transport and communications; J: Banking and
insurance; K: IT activities and business services.
Source: EDEL, CEPS.

ties in neighbouring countries. In this
context, the difficulties they face due
to the differences in labour and social
security legislation constitute admin-
istrative barriers that are just as seri-
ous as those at national level. Of
course, the simplification measures
introduced by the Member States,
following the Guidelines set out in
their action plans, constitute an im-
portant element towards simplifica-
tion at the European level and will
promote the free exchange of servic-
es. On this basis, an expansion of
self-employment in Luxembourg can
certainly be expected.

Although the policies and meas-
ures to promote employment have
not yet led to a decisive fall in unem-
ployment, a clear orientation to-
wards self-employment as a longer-
term option for many unemployed
persons can be seen. The intention of
supporting  self-employment has
been underlined by the National Ac-
tion Plan for employment and by the
reductions in taxes and contributions
recently introduced. In addition, a
tele-centre is to be set up in Luxem-
bourg in order to enable self-em-
ployed persons lacking an adequate
infrastructure (computer, new com-

munication technologies, etc.) the
opportunity of performing telework
on fully equipped premises. This ini-
tiative, which has already created
considerable interest, enables jobs
that are to all intents and purposes a
form of self-employment to be creat-
ed by sharing resources.

Impact of policy measures in
the area of self-employment

Since 17 June 1994, the Ministry of
Labour and Employment has offered
support grants for business start-ups
and takeovers of legally established
companies performing their econom-
ic activity in Luxembourg. The fol-
lowing groups are entitled to this
measure: jobseekers drawing wage-
compensation benefits for at least six
months; jobseekers aged over forty
drawing wage-compensation bene-
fits for at least three months; and
persons registered as unemployed
with the public employment service
for at least eight months who had
previously worked for at least six
years for a company registered in
Luxembourg. The grant can be given
for a business start-up or takeover to
persons possessing the certificates

necessary to perform the occupation
in question, provided they have not
declared themselves insolvent in the
past. The maximum value of the sup-
port is equal to the capitalised sum of
the wage-compensation benefits (mi-
nus social insurance contributions
and taxes), which would have been
accumulated by the applicants in the
following six months if they have not
entered employment. The grant is
paid as a lump sum; it must be repaid
in cases of fraud, if the company fails
within a year of the grant being
made, or if the beneficiary leaves the
firm within a year.

Only relatively few applications
have been submitted to the Ministry
for Labour and Employment since
the measure was introduced: namely,
14 between 1994 and 1996, and 13
in 1997. The lack of interest in this
measure to support entrepreneurial
initiative is due to the fact that job-
seekers’ projects are often inappro-
priate and their educational level in-
adequate, and also to the fact that
the grant is relatively small com-
pared to the capital needed to invest
in a new business. Moreover, a
number of persons interested in the
measures failed to meet the condi-
tions of entitlement, and most new
businesspersons preferred to enter
self-employment without waiting for
the completion of the period of regis-
tered unemployment with the public
employment service, which is re-
quired for entitlement.

The data available for 1998 sug-
gest that the number of applications
will be lower than in previous years.

Paul Dickes & Uwe Warner
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Introduction

Entrepreneurship has experienced a
revival in the Netherlands. This re-
vival is visible in public policy, the
number of publications in this field
and the number of new businesses
created.

In 1987, some 25,000 new busi-
nesses were established. Between
1992 and 1995, this number in-
creased from 33,000 to over 41,000.
In 1996, the number decreased
somewhat to almost 40,000. Com-
pared to the number of existing com-
panies, relatively many starters are
found in wholesale and the category
“other commercial services” — both
sectors with low entry barriers — and
in business services (EIM, 1997b).

New businesses are important for
job creation in the Netherlands.
From 1990 to 1994, about 1 million
jobs were created, while some
800,000 disappeared. Young compa-
nies —i.e. companies established dur-
ing that period — were responsible for
56% of the jobs created and for only
15% of the jobs lost (Bais et al.,
1997). From 1992 to 1996, starters
created employment for on average
54,000 persons per year in the Neth-
erlands. Business services, followed
by wholesale and retail, made the
main contribution to this employ-
ment creation (EIM, 1997a).

In spite of these developments, the
Netherlands is still by no means a
country that leads the field when it
comes to self-employment, entrepre-
neurship or nascent entrepreneur-
ship. The number of self-employed
used to be relatively low, but started
to increase in the mid-1980s. None-
theless, it took until 1994 before the
share of self-employed in the labour
force regained the 1972 level (Baljé
en Verdonkschot, 1998).

In the Labour Accounts of Statis-
tics Netherlands, self-employed are
defined as people who do not receive

; Netherlands

a wage or salary, but who are en-
gaged in a professional activity (oc-
cupation or business) on their own
account and/or at their own risk. Ac-
cording to this definition, the number
of self-employed persons rose by
22% from 599,000 in 1987 to
731,000 in 1996'. The volume ~i. e.
number of years — of work carried
out in a self-employed capacity rose
by almost 25%.

The number of “self-employed
jobs” is constantly higher than the
number of self-employed persons,
but shows a similar development
over time. People may have more
than one job, and self-employment
and working as an employee can be
combined. According, for example,
to a survey carried out this year
amongst businesses that were estab-
lished between 1995 and 1997,
some 30% of the employees that
start their own company are hybrid
starters, i.e. become self-employed

while remaining otherwise em-
ployed for at least some time (Bosch
et al., 1998).

As can be seen from Figures 1 to 3,
the change in the share of self-em-
ployed in the labour force is less pro-
nounced than the change in absolute
figures. The increase in dependent
employment has clearly been strong-
er in recent years. The increase in the
share of self-employment in terms of
volume between 1987 and 1996 was
more than twice as high than in terms
of number of people or jobs. This is
probably due to the increasing popu-
larity of part-time jobs and working-
time reduction for employees in re-
cent years.

The data above refer to the entire
working population, i.e. people work-
ing at least one hour per week. If

1 For the period before 1987, data are only
available on self-employed workers and
family workers together.

1996 (in 1,000s)

Figure 1: Development of self-employment: number of people, 1987-
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Source: CBS: Statline (Time series Labour Accounts).
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1987-1996 (in 1,000s)

Figure 2: Development of self-employment: volume in number of years,
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Figure 3: Development of self-employment: number of jobs, 1987-1996
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the official Dutch definition of the distinguishes self-employed who

labour force is used, only people
working at least 12 hours or more per
week during the reference period are
included in the labour force. As a
result, the number of self-employed
is lower than in the Labour Accounts.
The Dutch Labour Force Survey

work in their own company or busi-
ness and other self-employed, i.e. peo-
ple who do not belong to the former
category, are not family workers or
employees; freelancers are one of the
categories that are classified under this
heading.

The number of freelancers, etc., is
small in comparison to self-employed
working in their own business (Table
1). Among the former, however, the
share of women is much higher.

Self-employment is most common
in agriculture and fisheries, culture
and other services, hotels and restau-
rants and in business services. Of
course, the figures in Table 2 reflect
the differences in firm size between
sectors.

The statistical definition of self-
employment is somewhat problemat-
ic; however, the situation is far more
complicated in real life. Tax authori-
ties have specific criteria for recogni-
tion as an entrepreneur, and these dif-
fer again depending on the type of tax
levied. Social security bodies have
their own criteria for determining
whether someone is a dependent em-
ployee and therefore compulsorily
insured under the employee schemes.
A self-employed person may find him
or herself not recognised as an entre-
preneur by the tax authorities, but
neither as an employee for social se-
curity. This appliesin particular to the
so-called “other self-employed”.
Freelancers, on the one hand, but also
employees working without a con-
tract of employment, for example,
may find themselves in a position
where they can neither claim the fis-
cal benefits for entrepreneurs nor en-
joy the social protection reserved for
employees? (Bosch et al., 1998). In a
number of sectors, experiments are
being carried out with a so-called dec-
laration of self-employment. Social
security bodies supply this declara-
tion to the self-employed and it safe-
guards their clients against the risk of
additional claims for the employer’s
share of social security contributions
(Bosch et al., 1997).

On the basis of a very recent
survey amongst starters from 1995
to 1997, it was estimated that no
less than 70% of them are not what
is called “general self-employed”:
16% belong to the free professions

2 Recently, a new social security scheme was
introduced for self-employed with regard to
incapacity for work which again has its own
criteria.
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Table 1: Self-employed in the Labour Force Survey* by type and sex,

1993-1997 (in 1,000s)

Total Self-employed, Other self-employed Total

labour own business

force Ab- %of % Ab- %of % Ab- % of %

(15-64 so- labour women | so- labour women | so- labour women

years) |lute force Iute force lute force
1993 5,925 558 94 213 | 47 0.8 404 | 605 102 22.8
1994 5,920 |596 10.1 23.0 | 31 05 516 | 627 106 244
1995| 6,063 603 9.9 234 |33 05 485 | 636 10.5 24.7
1996 6,187 |[629 102 24.8 |32 05 500 |661 10.7 26.0
1997{ 6,400 652 102 25.0 |41 06 439 | 693 108 26.1

* 15-64 years of age, working 12 hours or more per week.

Source: CBS (several years).

Table 2; Number of self-employed and self-employment rate per sector?,

1996
Sector Labour force Self-employed?
Absolute % of the
(in 1,000s) (in 1,000s) labour force

Agriculture and fisheries 231 118 51
Industry 1,022 37 4
Electricity, etc. 41 0 0
Construction 420 50 12
Trade 986 139 14
Hotels and restaurants 168 31 18
Transport and communication 396 20 5
Financial services 231 9 4
Business services 640 99 15
Education 410 11 3
Health and welfare 812 42 5
Culture and other services 243 56 23
Total 5,608 612 11

1 Excluding minerals, public sector, international bodies, persons employed by

households, not observed and unknown.

2 Both self-employed working in their own business and other self-employed.

Source: CBS (1997).

and the remaining 54% find them-

selves in a position in which the la-

bour relation is not entirely clear, i.e.

may be disputed by the tax or social

security authorities. Four specific
categories of self-employed are dis-
tinguished in this respect (Bosch et

al., 1998):

— freelancers and other self-em-
ployed working for varying clients
in short-term or long-term assign-
ments (46%): two-thirds of them
are without a so-called declaration
of self-employment;

- people whose status is unclear, but
who have been given equal status
to employees under the law on
employee insurance (1%);

— franchisers (2%);

— pseudo or supposed self-employed
(5%), i.e. people who are still

more or less tied to their (former)
employer when it comes to the
choice of customers, clients or ac-
tivities.

Analysis and evaluation

Dutch starters in the 1990s come
from various backgrounds, but the
number of starters with higher edu-
cation is growing. The new self-em-
ployed are increasingly starting their
businesses on a part-time basis. It
seems that the number of starters
that have no growth aspirations is
also increasing (EIM, 1997b).

This may be a reflection of the
emergence of a new type of self-em-
ployed related to what has been
called the externalisation of labour
relations. Examples of this are free-

lance work in the media, chair rental
in the hairdressing trade and private
drivers in the transport sector. In a
larger sense, this development is re-
lated to the individualisation of la-
bour relations: the rise of frame-
work, cafeteria and modular collec-
tive agreements, and the pervasive-
ness of notions such as flexibility and
employability in public discussion
and collective bargaining.

Van der Burgh et al. (1997) distin-
guish three movements within the
general trend of individualisation of
labour relations:

1. “the employee on the folding-
chair”: on-call employees, tempo-
rary contracts and homeworkers;

2. flexibilisation: in particular, work
through temporary -agencies and
self-employment;

3. the strategy of having a small,
fixed core of employees supple-
mented with a policy based on em-
ployability.

Self-employment can, hence, be seen

as an alternative way to externalise

labour relations. It has advantages
and disadvantages, both for employ-
ers and employees or subcontractors.

Research does not suggest that the

self-employment of former employ-

ees is often a step taken under pres-

sure by the employer. When 2,000

starters from 1994 were asked about

their motivation to become self-em-
ployed, for some 25% negative mo-
tives applied: 5% mentioned pend-
ing unemployment and 5% a choice
born out of necessity as their main
motive. Higher earnings than an em-
ployee (6%) and job dissatisfaction

(8%) were the other negative mo-

tives (Uxem and Bais, 1996). How-

ever, the first two groups seem some-
what more likely not to survive the

first year (Uxem et al., 1996).

An indication for the emergence
of this type of self-employment is the
development of the number of enter-
prises without employees. From
1988-1996, this number increased
by 27% for the entire private sector.
The trend was strongest in construc-
tion (159 %), particularly from 1994
to 1996. Craft and wholesale trade
also saw an above-average increase
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in the number of zero-employee
companies. Retail was the only sec-
tor in which the number of this type
of company decreased (van der
Burgh et al., 1997).

Another indication that the nature
of self-employment may be changing
is the large number of hybrid start-
ers. Of the 2,000 starters mentioned
above, only half immediately started
working full-time as self-employed.
One year later, 38% of the entrepre-
neurs were still also carrying out oth-
er activities, usually as an employee.
Since this was a panel study, the en-
trepreneurs were followed up over
time. In 1997, almost 30% of the
still-active entrepreneurs had side-
line activities (Stigter, 1998). New
forms of self-employment, as de-
scribed above, are related to a
number of other trends: the move-
ment of companies “back to basics”,
whereby they refocus on core busi-
ness — a trend which started in the
mid-1970s in the Netherlands; the
developments in information tech-
nology, which greatly facilitated co-
operation between companies, sub-
contractors and freelancers; changes
in demand (mass individualisation,
just-in-time production) requiring in-
ternal and external flexibility of la-
bour; increasing competition as a re-
sult of globalisation, for example,
which together with other develop-
ments have led employers to cut
costs and minimise risks (Peters &
Lever, 1996).

Policy

The Dutch government has for some
years now followed a policy of de-
regulation and simplification to stim-
ulate entrepreneurship and create a
more favourable business environ-
ment. The qualification requirements
for establishing a business, for exam-
ple, were substantially relaxed on 1
January 1996.

A new theme in the discussion
around stimulating entrepreneurship
is the promotion of “restarting”.
Yearly some 30,000 entrepreneurs
stop their activities, of which some
4,000 go bankrupt. The previous

Secretary of State, Van Dok, made a
number of suggestions as to how to
encourage “stoppers” to start again:
They ranged from a “stoppers” desk
at the chamber of commerce to mod-
ification of the Law on Bankruptcy.

Another issue which is drawing at-
tention is support for people on so-
cial welfare to start their own compa-
ny. These people can already apply
for assistanice under the Granting As-
sistance to Self-employed Decree
(Bbz). This decree allows for a loan
for working capital, on the one hand,
and/or temporary income support,
on the other. There are several selec-
tion criteria before an application is
honoured, for example regarding the
viability of the business (plan).

The regulation has been criticised
by organisations such as MKB-Ned-
erland, the federation of SME em-
ployers’ organisations, who argued
that people who could not find em-
ployment in the current labour mar-
ket situation should not be supported
with public money to become self-
employed.

The regulation was, however,
quite positively evaluated in 1997
(Brander et al., 1998). Of those who
had received assistance, over two-
thirds were still operating at the time
of the study (the assistance had been
granted an average 3.5 years prior).
The type of assistance received did
not influence the company’s chances
of survival. Over four out of five sur-
vivors said that the business was suf-
ficient to support them. However, al-
most 40% of the survivors had trou-
ble meeting all their financial com-
mitments. Also, one out of eight suc-
cessful starters had other earnings,
and almost one in four had a partner
with income.

The evaluation yielded a number
of key problems. In March 1998, the
then Minister of Social Affairs and
Employment, Mr Melkert, sent a let-
ter to Parliament with several propos-
als for a revision of the regulations
concerning the possibilities for people
on social security benefits to become
self-employed. They included:

— the introduction of a trial period
for unemployed starters in which

they can examine their potential

markets and develop a business

plan;

— the introduction of an allowance
which these starters can use for
guidance and advice;

—~ a substantial increase in the
amount of credit starters may re-
ceive;

- an extension of the period during
which supplementary income sup-
port can be awarded;

— the taking into account of income
from other sources (another job,
partner’s income) when deciding
on the viability of the business
(plan);

- specific provisions for people who
are on welfare because of care ob-
ligations or a handicap.

In addition, new measures were pro-
posed to support beneficiaries of un-
employment and disability benefits
in starting their own company, as
well as changes with regard to the or-
ganisation and implementation of
regulations (Tweede Kamer der Stat-
en-Generaal, 1998). Since elections
have been held in the Netherlands
and the new government has only re-
cently been formed, the future of
these plans is uncertain for the mo-
ment.

In the meantime, the largest trade
union of the Netherlands, FNV, has
opened up the possibility for self-em-
ployed without employees to join the
union. The development of services
targeted to their needs, including an
administration and insurance pack-
age, are well under way. Chauffeurs,
hairdressers and journalists are
among the first target group.

Marjolein Peters
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Assessment of self-
employment
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tween commercial enterprises and
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~ trade and craft professions: their
commercial activity is regulated
by the Commercial Code;

— partners and executive partners;

— professionals: while mostly organ-
ised in professional organisations,
professionals, such as doctors, pat-
ent lawyers, chemists and audi-
tors, are not subject to the Com-
mercial Code.
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the basis of Werkuvertrige (contracts
concluded for the performance of
specific tasks).

Another category in the grey area
around self-employment are the so-
called freie Dienstnehmer: They reg-
ularly render services to a company,
but do not have an employment con-
tract and thus not the status of a de-
pendent employee, although under
the EWR they are treated as such.
This group of “covert employees” is
now also subject to compulsory so-
cial insurance, whereby contribu-
tions are paid equally by the employ-
ing company and the service provid-
er.

Quantitative trends

Statistical coverage of self-employ-
ment and business start-ups in Aus-
tria continues to suffer from signifi-
cant deficiencies and inadequacies.
Given the large number of forms

56

No. 31 - Winter 1998



Trends

taken by self-employment, adminis-
trative statistics (fiscal statistics, so-
cial insurance statistics, statistics pro-
vided by chambers of commerce,
etc.) are not always a reliable base
from which to draw detailed conclu-
sions. In particular, the “new self-
employed” are not yet reflected in
the data.

The time series published by the
Austrian Institute for Economic Re-
search (WIFO) is widely seen as a
central source of quantitative data on
self-employment. These data are
based primarily on extrapolated cen-
sus results and are then adjusted for
current structural changes as re-
vealed by administrative data.

A characteristic trend is the ma-
jor decline in self-employment in
the agricultural sector (1990-1997:
-33.4%) and the relatively small in-
crease in the number of self-em-
ployed in the trade, craft and serv-
ice sectors (1990-1997: +7.5%).
This trend has led to a significant
decline in self-employment as a

share of total employment, i.e. by
1.7 percentage points between 1990
and 1997. If the analysis is restrict-
ed to self-employment in the non-
farm sector, at just under 7%, self-
employment has remained virtually
constant as a proportion of the la-
bour force since 1990. On standard-
ised Eurostat definitions, the inter-
nationally comparable self-employ-
ment rate in Austria in 1997 was
around 11%. This puts Austria be-
low the EU average of 15%.

Skill structures

Analysis of the structure of self-em-
ployment is based on the results of
microcensuses. The high proportion
of self-employed people, both men
and women, with a higher education
degree is a striking structural charac-
teristic of the group. It consists large-
ly of self-employed professionals
(lawyers and solicitors, doctors and
auditors). In terms of skill level, the
largest group among the self-em-
ployed consists of those who have set

Table 1: Self-employment and self-employment rate, 1990-1997

Agriculture | Self-em- Industry, Self-em- Total Self-em-
ployment crafts, ployment ployment
rate (%) services rate (%) rate (%)
1990 191,300 85.8 224,600 7.0 415,900 11.8
1991 182,400 85.1 227,300 6.9 409,700 11.4
1992 170,000 89.4 231,200 6.9 401,200 11.0
1993 158,800 83.5 232,300 6.7 391,100 10.7
1994 149,000 83.0 232,100 6.7 381,100 10.4
1995 139,700 82.3 231,600 6.7 371,300 10.2
1996 132,000 81.5 236,400 6.8 368,400 10.1
1997 127,500 80.9 241,400 6.9 368,900 10.1

Note: Self-employment rate = self-employed as a % of labour force.

Source: WIFO database.

Table 2: Comparison of skill structures between (non-farm) self-
employed and dependent employees, 1996 (in %)

Self-employed Dependent employees
Men Women Men Women
Compulsory school education 6.6 17.3 21.4 27.0
Apprenticeship 41.6 321 50.4 315
Vocational school 10.7 11.9 7.2 16.2
Upper secondary education 19.8 15.7 13.0 17.0
University 21.2 23.0 8.1 82
Total 100 100 100 100

Note: Self-employed excluding family workers.

Source: OSTAT (1998); own calculations.

up a small business from a position as
skilled blue-collar worker or master
craftsman/woman.

Although a considerable propor-
tion of the self-employed come from
higher education, the reluctance of
this educational group to start up
businesses is a striking feature. Par-
ticularly in the 1980s and early
1990s, the public sector was the pre-
ferred destination for graduates from
virtually the entire range of academ-
ic subjects. In the wake of enforced
budgetary consolidation, however,
this labour market segment has been
squeezed significantly, pressuring
those affected to seek alternative
employment opportunities, with self-
employment constituting one option.

Whereas the majority of male em-
ployees are found in the goods-pro-
ducing sector, the occupational struc-
ture of self-employed men is more
highly differentiated. Alongside in-
dustrial occupations, a broader range
of service occupations are also im-
portant, encompassing both the pro-
fessions (doctors, lawyers, psycholo-
gists, therapists) and personal service
occupations. The activity spectrum
of self-employed women is dominat-
ed by personal service occupations,
trade occupations and educational,
cultural and health professions.
Clearly, gender-specific activity are-
as have developed not only among
employees but also among the self-
employed.

The number of self-employed per-
sons in agriculture and forestry de-
clined markedly between 1990 and
1995. The fastest growth rates, on
the other hand, were recorded in
technical occupations and health, ed-
ucational and cultural professions.
Slight growth in self-employment
was recorded in trade and transport
occupations and mandataries, law-
yers, administrative and office occu-
pations. In other service occupations,
there was a slight decline. In the
goods-producing sector, the 1990
level was more or less re-attained in
1995, following an initial decline (cf.
AMS, 1998).

The results of the 1997 European
Labour Force Survey show that
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Table 3: Occupational structure of the (non-farm) self-employed and
dependent employees, 1996 (in %)

Self-employed Dependent employees
Men Women Men Women
Production-related occupations
in mining, industry and crafts 21.6 3.8 46.0 11.0
Trade and transport occupations 22.9 26.7 15.2 15.8
Service occupations 15.4 27.3 5.6 211
Technical occupations 94 1.8 7.3 15
Mandataries, lawyers, adminis-
trative and office occupations 15.4 18.7 17.4 303
Health, educational and cultural
occupations 15.2 21.5 6.6 19.9
No clear occupation 0.2 0.3 0.3 0.5
Military - - 1.6 -

Note: Self-employed including family workers; dependent employees excluding agri-

culture and forestry occupations.

Source: OSTAT (1998); own calculations.

Table 4: Average working time per week in hours, 1996

Self-employed Dependent employees
Men 50.4 38.1
Women 43.6 32.8

Source: OSTAT (1998); labour-force concept.

among the self-employed and profes-
sionals, the proportion of persons
with a second job — at 6% in the non-
farm sector and 4.6% in the agricul-
tural sector - is higher than the over-
all average of 3.8%. Traditionally,
part-time farmers are included in the
statistics, whereby in most cases agri-
cultural activities are merely an addi-
tional source of income alongside de-
pendent employment (cf. OSTAT,
1998).

A survey of entrepreneurs starting
up a new business between 1990 and
1996 (cf. ibw/IBE, 1998) shows that
just over 90% of those questioned
had been in full-time dependent em-
ployment during the two years prior
to entering self-employment. This in-
dicates that an adequate stock of
work experience and branch-specific
knowledge is an important pre-con-
dition for entering self-employment.

Analysis and evaluation

New business start-ups

Analysis of employment effects
clearly shows that in many cases self-

employment has a job-creating ef-
fect. Although around 30% of the
new entries embarked on self-em-
ployment alone, i.e. without employ-
ees, on average each new business
start-up creates 4.7 jobs (including
the entrepreneur him or herself). An
analysis of entrepreneurial dynamics
over time reveals that the number of
employees increases substantially as
the firm grows older. On average, it
seems that within the space of five
years, new businesses in Austria ex-
panded employment from four to
seven employees (cf. AMS, 1998).
Another study (cf. Wanzenbock,
1996) concludes that the extrapolat-
ed figure of just under 13,000 new
business start-ups in 1990 had creat-
ed a total of 30,000 jobs by 1995 (in-
cluding the entrepreneurs).
Calculations of survival rates
among new businesses show that as
many as 72% of entrepreneurs still
owned the firms they had founded in
1990 five years later. Around 24%
had been forced to terminate busi-
ness operations. Particularly striking
was the high survival rate in the craft
sector (cf. Wanzenbock, 1996).

Self-employed activity trends

Given the importance attached in the
political discourse to supporting new
business start-ups, it needs to be
asked where the major fields of ac-
tivity for the self-employed are likely
to be located in the future. In Aus-
tria, the research and development
area, as measured by spending lev-
els, has so far been seriously neglect-
ed. In future, however, a considera-
ble potential for self-employment
could be opened up in this field, pro-
vided appropriate support policies
are initiated.

An expanding employment poten-
tial is also expected for the self-em-
ployed as Austria moves towards the
information society. According to
one study (cf. Riesenfelder, 1998),
expanding areas of activity are likely
to be concentrated in the so-called
TIME sector — telecommunications,
information technology, media and
entertainment; to some extent, this
area will also offer opportunities for
the self-employed as well as depend-
ent employment.

Scenarios of future employment
trends also suggest that the border-
lines between dependent employ-
ment and self-employment are likely
to become even less clear. Virtual
teams and virtual companies are
thought likely to become increasing-
ly common forms of employment re-
lations in future.

The outsourcing to external serv-
ice providers of activities previously
performed within the firm can be ex-
pected to continue to provide a
growing impulse for an expansion of
self-employment. Areas typically af-
fected are consulting services an-
swering to financial, information
technology, technological and busi-
ness needs. No information is yet
available, however, on the likely ex-
tent and employment potential of
outsourcing for the Austrian econo-
my.

Income trends

An overview of the income situa-
tion of the heterogeneous group
constituting the self-employed is
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Table 5: Quartile cut-off points of self-employed incomes (in ATS) in

1994 .
st quartile Median 3rd quartile | 9th decile
Self-employ- | Men 219,544 529,120 1,239,422 2,303,048
ment Women 146,246 257,426 578,245 1,184,301
Commercial | Men 159,886 282,147 546,086 1,097,578
small business | Women 134,873 210,590 378,673 757,320

Note: The figures exclude those taxpayers not required to pay income tax because
their taxable income was too low. This accounts for between 22% of the “other self-
employed” and 53% of women in small businesses.

Source: OSTAT (1998).

provided by the income tax statis-
tics. As these statistics are based on
a distinction between the main
sources of income, they also differ-
entiate between commercial small
businesses (Gewerbebetriebe) and
“other self-employed”.

Given that the “other self-em-
ployed” category encompasses the
professions, which are located in the
upper range of the income pyramid,
the quartile cut-off points are higher
than for small business entrepre-
neurs. It is striking to note that self-
employed women (other self-em-
ployed) earn only half as much as
men. In this category, the highest in-
comes are found in the health sector,
the lowest in the fields of arts, enter-
tainment and sport and in teaching
and research. In the case of small
business entrepreneurs, the construc-
tion sector heads the rankings,
whereas earnings are lowest in the
hotel and catering sector.

Taking the 1994 wage-tax statis-
tics for the purpose of a comparison
with wage and salary incomes, it
emerges that only 11.2% of all de-
pendent employees have a gross an-
nual earned income of more than
ATS 504,000 (the income ceiling on
the calculations base for social insur-
ance contributions). Just 0.2% of the
dependent employees paying wage
tax earned more than ATS 2 million
(cf. Bundesministerium fiir Arbeit,
Gesundheit und Soziales, 1997).

Taxes and social security

A compulsory insurance system ex-
ists in Austria for small business en-
trepreneurs and the self-employed.

Since the start of 1998, various new
groups of the self-employed were
also incorporated into the statutory
system. In principle, the self-em-
ployed enjoy social insurance under
pension, health and accident insur-
ance schemes. Contribution rates
vary between different occupational
groups according to special regula-
tions. Also heterogeneous is the sys-
tem of allocating various groups of
the self-employed to the different so-
cial insurance institutions.

Whereas between 1980 and 1996
the overall burden of taxes and con-
tributions for dependent employees
rose from 36 to 44%, the rates fell
for the self-employed from 32 to
24%. The total burden of taxes and
contributions on the self-employed
amounted to 3.3% of GDP in 1996.

Policy

Policy issues

Barriers to self-employment

Various studies on the framework of
institutional conditions for self-em-
ployment and the preconditions for
entrepreneurs to set up new compa-
nies point clearly to a number of bar-
riers to an expansion of self-employ-
ment.

Lack of start-up capital

Surveys of potential entrepreneurs
and young business people show that
difficulties in obtaining capital con-
stitute a central barrier to entrepre-
neurial activity. Problems with capi-
tal endowment are particularly seri-
ous when the equity capital share of
start-up capital is low, so that it is not

possible to put up collateral in order
to obtain loan capital. Particularly
given the fact that on registering a
new enterprise, relatively high social
insurance contributions are immedi-
ately due - even if receipts are ini-
tially very low — can impose serious
cost pressure on new firms. In this
context, survey respondents repeat-
edly draw attention to the lack of
venture capital and the inadequate
cooperation between banks and en-
trepreneurs (cf. AMS, 1998; Mitter-
auer et al., 1998).

Legal and bureaucratic barriers

Complex and restrictive regulations
governing firms’ access to certain
branches are also seen as an impor-
tant barrier. The central instrument
here is the Commercial Code (Ge-
werbeordnung), which governs ac-
cess to certain trades and lays down
conditions for training. Some of the
barriers contained in the Commercial
Code were removed when it was
amended in 1997 (see below). How-
ever, a major problem is that the so- -
cial partners have been unable to
reach agreement on a number of sim-
plifications, for example the amalga-
mation of certain trades.

In surveys, entrepreneurs also fre-
quently mention the extremely time-
consuming and costly procedures re-
quired to obtain permission to run a
productive plant as a major barrier.
The fact that seven different public
authorities are involved and that the
approval procedure can take up to
two years was criticised as making it
extremely difficult to acquire cus-
tomers in the initial phase and to
plan start-up operations. Often the
procedure was perceived as a means
of avoiding unwelcome competition
for existing companies.

Discussions are currently under
way on creating a new occupation
entitled “self-employed bookkeep-
er”. Under prevailing regulations,
the activities of self-employed book-
keepers are limited to calculating
balances. Only recognised account-
ants or auditors are allowed to draw
up annual accounts or tax and social
insurance declarations. Yet the reali-
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ty is that around 15,000 bookkeep-
ers, in addition to their dependent
employment with a firm, work on a
private, freelance basis for other
firms. The introduction of statutory
norms in this area could create addi-
tional employment opportunities on
a freelance basis, particularly for
women.

Bewildering array of support in-
struments and regulations

Analysis of the various forms of sup-
port for new business start-ups has
revealed that around 300 types of
support currently exist in Austria,
administered by various institutions
and each with its different regula-
tions. Studies (cf. Mitterauer et al.,
1998) have also criticised the branch-
specific nature of many of the forms
of support. There is a general lack of
support for services, and when sup-
port is available, it is confined largely
to producer-oriented services such as
software development or technologi-
cal services. This has been shown not
least by the fact that the ATS 1 bil-
lion that the federal government an-
nounced would be committed to re-
search has flowed almost exclusively
into technological projects.

Lack of social security

Surveys of potential entrepreneurs
show that the lack of social security
in the event of the company failing is
an important factor that is taken into
account when deciding whether or
not to enter self-employment. Under
current regulations, self-employed
persons becoming unemployed as a
result of business failure are entitled
to unemployment insurance benefits
for a maximum of three years, pro-
vided they had previously been in
dependent employment. Under a
new budgetary regulation, the self-
employed are to be given the oppor-
tunity of benefiting from supplemen-
tary social insurance, entitling them
to claim benefits from the unemploy-
ment insurance fund beyond this
three-year period by paying an insur-
ance contribution of ATS 500 per
month.

Policies to promote self-
employment

Flexibilisation of the Commercial
Code

The Commercial Code is the central
law regulating access to a number of
branches. It has become evident that
many of its provisions are no longer
appropriate to changing occupational
realities in these areas. Under the
1997 reform, the number of trades
requiring certification of competence
was reduced from 155 to 84. At the
same time, sub-trades were created,
for the performance of which a Mas-
ter Craftsman/woman certificate is
no longer a precondition. Examples
include services such as altering
clothes and repairing shoes. This is
subject to the condition that the en-
terprise concerned does not employ
more than five staff. Another new
feature is the possibility of represen-
tation: Entrepreneurs lacking the
necessary certification of compe-
tence may appoint a manager with
the appropriate training.

In addition, the range of permissi-
ble activities has been extended in a
number of occupations. Bakers, for
example, may also produce confec-
tionery and sell snacks and bottled
beer. Linkages have been established
between certain trades (e.g. welder,
smith and agricultural machinery
technician), enabling work to be per-
formed across previous occupational
borders.

The registration procedure has
also been simplified by imposing
time limits on the authorities to reach
a decision and by removing the ne-
cessity for approval by the division
of the chamber of trade, industry or
commerce responsible. The aim is to
prevent the approval procedure be-
ing abused in order to block unwel-
come competition for existing firms.

However, no consensus has been
reached between the various interest
groups on further reform of the
Commercial Code. The Commercial
Code is seen as a guarantee of quali-
ty by some, while others perceive it
as a protective shield against new
competition.

Shop-opening hours have been
liberalised as an additional step to-
wards extending business opportuni-
ties for summary enterprises. Under
the new regulations, family business-
es can stay open on Sunday, provid-
ed employees are not required to at-
tend.

Support for women entrepre-
neurs

Women face particular difficulties in
setting up a small business. In recog-
nition of this, Austria’s National Ac-
tion Plan for Employment (NAP) has
made provisions for the correspond-
ing advisory and coaching services
for women entrepreneurs to be ex-
tended. Some years ago, a Business-
women Centre was set up to promote
self-employment by women, target-
ed in particular at highly qualified
women with innovative project ide-
as. As a first step towards providing
venture capital for women, a Busi-
nesswomen Fund was set up, thanks
to a commitment of ATS 20 million
by a bank. This funding is sufficient
to finance between 20 and 30 start-
up projects.

Business start-ups by the unem-
ployed

Analysis of the occupational biogra-
phy of entrepreneurs shows that it is
usually highly skilled employees
with considerable occupational and
branch-specific experience that ven-
ture into self-employment. The un-
employed are usually considered un-
likely to be suitable due to their lack
of qualifications and limited capital
endowment. In response, the Labour
Market Service decided to determine
the scope for business start-ups by
the unemployed by means of a three-
year pilot programme. On the basis
of the positive experiences gained by
these pilots, at the start of 1998 the
“Business Start-up Programme for
the Unemployed” came into force
throughout Austria, following sever-
al years of trials in a number of feder-
al states. This programme initiated
by the AMS is targeted at unem-
ployed persons registered with the
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public employment service for at
least two months, who are keen to
enter self-employment, and who al-
ready have a concrete project idea
and appropriate occupational skills
and policies.

At the same time, there should be
no illusion about the fact that busi-
ness start-ups by the unemployed
constitute a realistic employment op-
tion for only a small proportion of
this target group.

The public debate

Recent opinion surveys have shown
that around 23% of Austrians have
already seriously considered ventur-
ing into self-employment. On the
other hand, this figure shows that
most of them are put off from at-
tempting to realise this plan because
of the risks involved, the lack of ini-
tial capital or inadequate skills. Even

Portugal

Assessment of self-
employment

Types of self-employment

The definition of self-employment —
or independent work, the term cur-
rently used in Portugal — poses no
conceptual problems: A person is
self-employed if he or she performs
activities on his or her own account
and does not usually employ staff.
Even so, while our knowledge about
and the statistical coverage of sala-
ried employment is relatively com-
plete, the situation regarding self-
employment is extremely unclear.

In Portugal, the legal definitions of
self-employment are vague and dis-

so, the public discourse has shown
that support for self-employment has
now become a political target within
the framework of employment poli-
cy. This is also shown by the fact that
support for business start-ups consti-
tutes a focal point of Austria’s NAP,
so that corresponding activities in
this area are to be expected. In this
context, discussions have concentrat-
ed primarily on improving the provi-
sion of advisory services and other
forms of support for potential entre-
preneurs and on making venture cap-
ital available. Another important
factor is seen to be the need to pro-
mote an “entrepreneurial spirit”
within school and vocational educa-
tion and training. This involves inte-
grating economic know-how into
non-economic courses of study and
school education and setting up cor-
responding courses at universities.

Ferdinand Lechner

persed among a number of legislative
sources. Self-employment is frequent-
ly defined as a residual concept, result-
ing from the exclusion of various
forms of salaried employment ~ gov-
erned by an employment contract —
and various types of employer - regu-
lated by company law. National legis-
lation in the areas of labour law, in-
come taxation, value-added tax, com-
mercial companies and the registra-
tion of organisations contributes to
this confusion by referring to concepts
such as the “quota company”? or the
“individual establishment with limit-
ed liability”, which may conceal situa-
tions that amount essentially to self-
employment or to the employment of
salaried staff, respectively.
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Thus, in practice self-employment
can come under various forms
(Freire, 1995): Firstly, a person is
considered self-employed if he or she
resorts to the services of unpaid fam-
ily members, apprentices or informal
or occasional collaborators. Hence,
the self-employed individual does
not necessarily work alone and may
even be responsible for a small work-
ing team.

Secondly, the self-employed per-
son assumes responsibility for a micr-
oeconomic unit, whereby his or her
income depends on the economic
and financial results of this unit, a

1 Two-thirds of such companies do not em-
ploy any salaried staff (INE, 1991).
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characteristic similar to
that of the entrepre-
neur.

In other cases, the
integration of the self-
employed worker in
the labour market is
extremely precarious,
so that the notion of in-
dependence loses all
significance, because
the economic activity
is little more than a
form of economic sur-
vival. This is the case,
for example, with itin-
erant salespeople as
well as the “pseudo-
self-employed”, of
which there are a par-
ticularly large number
in Portugal, who in fact
work under the aegis
of an employer — possi-
bly even in the public
sector — although they
are registered as self-
employed. The physi-
cal and/or legal exter-

sources are characterised by chang-
ing definitions of self-employment,
which makes it difficult to arrive at a
clear overall picture of the phenome-
non. The National Institute of Statis-
tics (INE) presents the following la-
bour market categories: “own-ac-
count workers”, which include the
sub-category “own-account workers
without staff” (also known as single-
person enterprises); salaried employ-
ees; unpaid family workers and ac-
tive members of cooperatives.

Consequently, self-employment in
Portugal can only be quantified in an
indirect way and subject to signifi-
cant reservations. Statistical informa-
tion on self-employment is available
from two main sources: national cen-
suses (whereby the most recent data
are from 1991) and the employment
surveys conducted by the INE.

Table 1 presents a number of indi-
cators of the overall importance of
“own-account workers”? in total em-
ployment. The table indicates that
both the absolute number and the
relative importance of one-person
enterprises has increased continuous-

oty N ifon Ohounn N o s . .
é‘ KIS0 YElgeald nalisation of task§ (out- ly since 1992, reachlpg thg rate of
3 Fgie” ® sourcing) here is ex- 21.4% in 1997; the figure increases
g tremely widespread. further to 27.5% if own-account
3 . .
ﬁo + lxlmlssn calnes|a Similar considera- Workers employing §taff are 1nc1u<_:l-
QA i dlalmad TR ndR| < ; 1 h ed. Of the 81,400 jobs created in
s FICIEQY In|gexn|d tions apply to other
= I % forms of own-account 1997, 52,200 were self-employed
establishments based  Without staff.
o lalin]aae oolveo|a on contracts for the ex- Hf)wever, the dat‘a a}vallable for
& |2ld|lgdEsd gdlgexlg clusive sale of certain the first half of 1998 indicates a turn-
- dlz|en ~ products; franchising is  around in self-employment trends
the best-known exam- and a significant increase in salaried
S [nlmlaen anloan|s ple, and seriously lim-  employment. .
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Faee ~ making independence.  data from the 1981 and 1991 census-

Men (in %)
Without staff (single-person

enterprises)

Men (in %)

Self-employment* rate. total
*The self-employment rate is equal to the number of own-account workers divided by total employment x 100.

Table 1: Indicators for the working population by labour market status

Self-employment rate without staff

Self-employment rate with staff
Source: INE: Labour Force Survey.

Own-account workers

Total employment
Salaried employees
With staff

Family workers

Finally, another pre-
carious labour market
situation is that of clan-
destine “self-employ-
ment”, examples of
which include home-
work and certain forms
of subsistence commer-
cial activities.

Quantitative trends

The concepts used
by national statistical

es are compared, we see a fall in both
absolute and relative terms in the
number of own-account workers,
whereby this decline is due exclu-
sively to the contraction of self-em-
ployment in the agricultural sector;
self-employment expanded in the
secondary and particularly in the ter-
tiary sectors. Another trend emerg-
ing from this comparison is a signifi-
cant shift in the activities performed

2 This term will be used, for it represents the
literal translation of the concept used by the
INE.

N
N

No. 31 - Winter 1998



Trends

by own-account workers in favour of
the tertiary sector: In 1991, 42% of
the self-employed without staff
worked in the tertiary sector, com-
pared with 29% in 1981.

Table 1 indicates that own-ac-
count workers employing staff — tra-
ditionally considered to be employ-
ers - amounted to almost 262,800
persons in 1997, a figure that con-
ceals a significant gender gap: 72%
were men. Between 1992 and 1994,
the number of “employers” in-
creased significantly, a trend that
was reversed, however, in the past
three years (although not for wom-
en), so that in 1997 the figure was be-
low that for 1992.

The self-employed without staff
are much more numerous than em-
ployers. In 1997, such one-person
enterprises accounted for 928,000
gainfully employed persons, a figure
that has risen consistently since
1993. In this category, the gender
gap is much narrower, with men ac-
counting for 53 % of the total.

Self-employment by sector

Sectoral trends, summarised in Table
2, show that in 1997 the majority of
own-account workers employing
staff were active in the retail-trade
sector (48,200 persons, representing
18.4% of all “employers”), construc-
tion and public works, and hotels and
restaurants.

By contrast, more than half of self-
employed individuals without staff
were found in the agricultural sector
(458,000, representing 49.4% of all
single-person enterprises®), followed,
although at a considerable distance,
by retail trade and construction and
public works.

For this category of workers, and
in contrast to the trends observed
among “employers”, women are sig-
nificantly over-represented in certain
sectors, including agriculture and
textiles.

By contribution to employment
change

Until 1991, all the labour market sta-
tus categories contributed to overall

employment growth, with the
exception of unpaid family
workers. Since 1991, when
salaried employment - and
with it overall employment -
began to decline, more highly
differentiated patterns of de-
velopment could be observed
in the other categories. In
1995, while salaried employ-
ment continued to decline, the
number of own-account work-
ers grew rapidly, leading to
overall employment growth,
which would otherwise have
been negative.

Figure 1 presents the contri-
bution made by self-employ-
ment to overall employment
growth between 1992 and
1997. Permanent salaried em-
ployment made a consistently
negative contribution through-
out the period under observa-
tion, in contrast to the positive
contribution made by fixed-
term salaried employment and
self-employment (and within
the latter group, essentially of
single-person enterprises, as
was shown in Tables 1 and 2).

These data suggest that it is
self-employment that to a sig-
nificant degree ensures the
flexibility of the Portuguese
labour market.

Other characteristics

Analysis of census data indi-
cates that the age structure of
the self-employed is notably
higher than the average for the
working population as a
whole. On the other hand, the
average age of the self-em-
ployed fell markedly between
1981 and 1991, that is, during
a period characterised by an
ageing of the active popula-
tion.

As far as the analysis of the
occupational profile of self-

3 Self-employed persons without sal-
aried employees account for 80%
of total employment in the agricul-
tural sector.

Table 2: Own-account workers by economic sector

X In < <t oom tmNT O
<t N OO0~ 00 QAN TN
=] o <+
I~
[=)
[#)}
—
wy
Slelewnyax|dlonoaxg
OIN|[HANOOH|WIVINDN OO
gleldmtOaaalnoasd s
EN [« —
R “tmng S Mg oy
o < NI~ LN~ OST T
= o N <t —l
\O
N
[e)Y
i
[72]
Sle(ndngfalanton
SlM|vdH NN B MNINO M
‘_;N\-‘IMU')M\—(I\O\\DQ'VQ'
GN >l M ep] —
® © =1 NN NN
N =D NN <IN
k=) s Kl < —
un
[«
[@))
— [7]
(=]
S|lo|omnmxwwgigionwnon
Clo|logado|n|[dm=on
— IS A A iNIIDOT NS
QN 0| ™ —
B3 Mmoo mnN Q=1 moy
o T O N N oM~ O < <t
o— — N < —
<
[=)Y
[=)
- W
St vy|gioNtNg
SN NOH AT |  F|ONNT N
‘_;l\\—im\om‘—iomlnmmm
[g\} [<oN N oo —
g
R Q1 Iy NS gy
o TN WN NNOTMN
— e < —l
o
N
N
-
n
Sl nnglo|tn ann
SlF|mLTNS| Y| CmN QO w
HI\FlMLOMH\OMLONMN
::N N~ on —
® SR s atiInNQ
o NN — oW NNt M
8 — N <+
o
N
[=)¥
A 17]
Sle|tnoniaaaNn
S| 0|0 | NN
S| |Y manA
::N ~|on —
=
_ g8 =
ol [P =1 Q
k) mEn—? ,,,E
= E &S g &
o <= |0 © =
= - O = O
8 s3> |S = >
7] o 0| O o O
o 22| > 2o
[ o L9 = =] o
>l o O o S|l &l o O 0 =1
S|l EgTU®|[E|lggTwEw®
SlP O R EC|O(RPR O & E o
a2 = 5 ®Q = 5 ®Q
E SE“wHS .'BE""rn‘-«
vloeg=ga Oh=7 S
.E:VJNOQ O'E o Lo
=1 8352 al.g a8 s 2
=l I T IR SR = I e R TR = I ]
S|<OMEx|Z|I<OXIx

1,041.1 1,083.4 1,099.4 1,149.3 1,190.3

1,037

Own-account workers, total

No. 31 - Winter 1998

(o))
w




Trends

Figure 1: Contributions by labour market status categories to overall employment growth
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employment is concerned, conclu-
sions based on existing legal registers
drawn up for tax purposes are dis-
torted by the fact that nowadays self-
employment overlaps to a considera-
ble extent with the traditional “free”
professions. All the same, a compari-
son of the occupations of single-per-
son enterprises between 1981 and
1991 reveals the following trends.
There was a sharp fall in the number
of self-employed farmers and in the
number of retail traders and sales-
persons (whereby the latter group
managed to retain its relative impor-
tance with respect to the overall pop-
ulation). Self-employment (without
staff) increased in all other occupa-
tional groups, and particularly so
among executives, administrative
staff, social and domestic services,
etc. It should be noted, however, that
among the last-mentioned group the
number of “pseudo-self-employed”
is likely to be very high, as most of
them are subject to instruction by an
employer.

Finally, for more than half of the
own-account workers, weekly work-
ing time between 1981 and 1991
amounted to more than 45 hours,
whereas the average weekly working
time for the active population as a
whole declined substantially during
this period.

Analysis and evaluation

The quantitative importance of self-
employment in Portugal has been as-

sociated with the socio-economic
changes of recent years, the crisis in
the Fordist mode of development
and the forms of regulation associat-
ed with it. The employment crisis,
the reduced attractiveness of de-
pendent employment, the voluntar-
ism of employment policies with
their predominantly neo-liberal ap-
proach, and the expansion of infor-
mal or parallel economic sectors are
among the principal reasons explain-
ing the growth of self-employment.

A second group of factors involves
contemporary employer strategies
and their modes of personnel man-
agement: the attempts towards re-
ducing the costs of concentration,
achieving higher flexibility, the legal
and physical externalisation of la-
bour, the generalised recourse to
outsourcing, etc.

A number of labour supply trends
also serve to explain the increase in
self-employment. In Portugal, where
unemployment is a countercyclical
phenomenon, self-employment, es-
pecially in agriculture, performs a
buffer function, helping to regulate
labour market disequilibria. The in-
crease in female participation rates is
another factor associated with the
growth of self-employment.

The flexibilisation of labour, lead-
ing to more precarious employment
relations, enables indirect labour
costs to be reduced, in many cases by
converting employment contracts
into service contracts. The advantag-
es for employers of deploying self-

employed labour are substantial:
They no longer have to pay for indi-
rect labour costs such as overtime,
seniority allowances and social secu-
rity contributions.

In some cases, these advantages
are reinforced by the fact that they
also exist on the side of the self-em-
ployed person; examples include low-
er taxation thanks to specific fiscal
measures and creating a strong incen-
tive for own-account employment.

The development of information
technologies has also contributed to
the growth of self-employment, for
instance in the case of new forms of
work such as telework, although
their diffusion is only just beginning.

Finally, the emergence of new val-
ues and new cultural models may
also explain the growth of self-em-
ployment: a greater degree of indi-
vidualism and autonomy, the growth
of “green values” to the detriment of
“industrial values”, the trend to-
wards “self-determination” in run-
ning one’s life, etc. All the same, in
Portugal the trend towards self-em-
ployment seems to be linked more
closely to strategies to create or con-
serve jobs than to affirmative social
and professional strategies.

Thus, it seems that it is only the
growth in the number of highly qual-
ified people that allows one to be-
lieve that self-employment corre-
sponds not to defensive strategies,
but is rather an expression of a genu-
ine increase in entrepreneurial ca-
pacity.
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Policy issues

Barriers to self-employment

The very strong growth of self-em-
ployment in Portugal appears to indi-
cate that there are no significant bar-
riers to its development. However,
the premature closure of many new
businesses and the frequency of
transfers between self-employment
and salaried employment suggest the
existence of certain factors that pre-
vent people from making a success of
self-employment and that frustrate
their attempts to achieve autonomy
through free enterprise.

One of these factors appears to be
initial training. Indeed, own-account
workers in Portugal are still charac-
terised by a low level of education
and vocational training. This factor
constitutes a serious handicap, par-
ticularly in dealing with matters
linked to management of a small
business (poor market analyses, lack
of diagnosis and planning, underesti-
mation of commercial dimensions,
logistics and marketing, etc).

In the initial phase of a business
start-up project, the difficulties most
frequently encountered appear to be
economic, bureaucratic and legal in
nature. In many cases, financial re-
sources come from the savings of
family or friends, imposing tight re-
strictions.

A third obstacle may be linked to
protection against social risks and to
the risks involved in the activity in
question. The contributions for the
social security of the self-employed,
which range from 25.4% to 32% de-
pending on the institution in ques-
tion, and private insurance place a
heavy burden on earnings and make
it difficult to consolidate the finances
of the new project.

Moreover, there is little coverage
of self-employment by professional
associations, and coverage varies
greatly between branches and pro-
fessions, preventing the self-em-
ployed from representing their col-
lective interests.

Finally, a number of sociocultural
factors that are characteristic of Por-

tuguese society need to be men-
tioned. The lack of a spirit of enter-
prise and the prevalence of a defen-
sive attitude regarding financial com-
mitments constitute significant socio-
logical barriers to the development
of self-employment.

Policies to increase self-employ-
ment

Portugal has not been one of those
countries with a strong tradition of
explicitly promoting self-employ-
ment through policy measures. The
salaried employment model is deeply
rooted in Portugal. Nonetheless, as
in other European countries, self-em-
ployment is now considered an inter-
esting possibility for national policies
to promote employment and busi-
ness development.

Consequently, alongside the rise
of neoliberal values, a complex
framework of support programmes
for business start-ups and self-em-
ployment has emerged. Of the pro-
grammes run directly by the public
employment service, the following
deserve particular mention: the “col-
lective sessions for new entrepre-
neurs and the self-employed”; the
support grant for the creation of self-
employment (ACPE), which is open
to all salaried employees, with a spe-
cific scheme for the unemployed
(CPE); the Conservation of Cultural
Heritage, the aims of which are pur-
sued by means of activities on a self-
employed basis; local employment
initiatives (ILE); certain measures
under the Social Employment Mar-
ket offering self-employment as a
way out of unemployment (e.g.
school-workshops); and the diverse
range of training opportunities with
the objective of providing develop-
ment aid for job creation or small en-
terprise projects.

This spectrum of technical and fi-
nancial support is supplemented by
other mechanisms and incentives,
their aim being to create new pro-
ductive units in the context of job
creation: Support Centres for Job
Creation (CACE); “nests” of firms;
Support Regime for Microenterprises
(RIME); the System of Support for

Young Entrepreneurs (SAJE); the
System of Regional Incentives (SIR);
and other programmes, most of them
financed by the EU, the aim of which
is to dynamise the growth of a net-
work of SMEs.

Given the range of such measures
and the importance of self-employ-
ment in Portugal, it was not consid-
ered opportune to introduce new
measures to stimulate self-employ-
ment in the National Action Plan for
employment, rather the focus is on
“acquiring knowledge of the qualita-
tive profile of self-employment, and
countering illegal employment in the
form of pseudo-self-employment”.

The public debate

Self-employment has never been the
subject of great interest in public de-
bate in Portugal. It is only very re-
cently that themes such as the spirit
of enterprise and self-employment
have begun to arouse public interest.
Moreover, the topic tends to be
treated in a distorted way. For exam-
ple, public conceptions of self-em-
ployment are closely linked to pseu-
do-self-employment.

The debate on self-employment
has been conducted primarily by the
social partners, and the results of
their discussions have manifested
themselves in the measures envis-
aged in the Strategic Consultation
Agreement, which contains regulato-
ry, preventive and fiscal measures.

Thus, it seems that certain impor-
tant conditions are currently not in
place to focus public discourse on the
theme of self-employment as a refer-
ence model for the work society in
the next century.

Helena Lopes & Rui Fiolhais
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The evolution and inci-
dence of self-employment

Economic restructuring in Finland
has typically lagged behind similar
developments in Continental Eu-
rope, as has been reflected in the
higher than average proportion of
agricultural industries and the lower
than average proportion of service
industries in total employment. Be-
cause the local government sector
has traditionally borne the main re-
sponsibility for the provision of care
and other welfare services, there has
been little room for an expansion of
private services. The relatively high
labour taxation — with a resulting
high tax wedge, the deep-rooted tra-
dition of egalitarian values and the
low population density of the coun-
try have also hindered the develop-
ment of private consumer services.
In many countries, growth in the
service sector has been accompanied
by a rise in self-employment and oth-
er non-standard forms of employ-
ment. However, during the 1980s,
Finland began experiencing a revers-
al of the long-term trend away from
self-employment in the non-agricul-
tural sector.

Figure 1 shows developments in
self-employment as a proportion of
total employment both in the whole
economy (1984-1997) and in the
non-agricultural sector (1989-1997).
The figures, which are based on data
from the Labour Force Survey (LFS),

MTS (Ministério do Trabalho e da Solidarie-
dade) (1998): Plano Nacional de Emprego.
Lisbon: MTS.

Quarternaire Portugal & Centro de Estudos de
Economia Industrial, do Trabalho e da Empre-

do not include unpaid family work-
ers but do include owner-managers
of limited companies as of 1987. Due

sa (1996): Labour Market Studies — Portugal.
Luxembourg: European Commission.

to the high incidence of self-employ-
ment in the declining sectors of agri-
culture and forestry (Table 1), the

Figure 1: Self-employment as a percentage of total employment in the
whole economy and in the non-agricultural sector, 1984-1997
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Note: Includes owner-managers of limited companies as of 1987.

Table 1: Self-employment as a percentage of total employment by indus-

try, 1989, 1993 and 1997
Industry 1989 1993 1997
Agriculture, forestry, fishing 65 64 67
Manufacturing, mining, quarrying, energy supply 5 6 6
Construction 16 19 19
Trade, repair of vehicles and household goods 17 18 20
Hotels and restaurants 13 17 14
Transport, storage and communication 12 13 14
Financial intermediation, real estate and business

services 11 13 13
Education, health care and social work 3 2 2
Personal services and other community services 19 22 20
All non-agricultural industries 9 10 10
All industries 14 15 14

Source: Statistics Finland Labour Force Survey.
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proportion of self-employment is
higher in the whole economy than in
the non-agricultural sector, though
the trend is slightly positive for the
latter. In 1997, self-employment ac-
counted for 10% of non-agricultural
employment and for 14% of total
employment in Finland.

The Finnish economy experienced
a deep crisis in the early 1990s, when
total output dropped by about 11%
and employment declined by 18% -
more than 450,000 people. The
trough was passed in 1993, and in
1996 total output reached the level of
the previous boom of 1989 and 1990.
There was a decline of 10% in non-
agricultural self-employment be-
tween 1989 and 1993, but by 1997,
after the trough, self-employment
had risen by a total of 8%. The decline
in self-employment was more moder-
ate, and its recovery more marked,
than was the case for total employ-
ment during the most recent business
cycle, when non-agricultural self-em-
ployment contributed slightly to a
more favourable labour market per-
formance.

Table 1 shows that recent changes
in the incidence of self-employment
by industry have been rather mod-
est, with a slight increase in most sec-
tors, including construction, business
services and private consumer serv-
ices. At a more disaggregated level
encompassing 23 industries, self-em-
ployment accounted in 1997 for
more than 15% of total employment
in the following industries: agricul-

ture (74 %); service stations, repair of
motor vehicles and repair of personal
and household goods (40%); forestry
(25%); land and water construction
(23%); personal and household serv-
ices, recreational and cultural servic-
es, and care of the environment
(20%); retail trade (19%); transport
(19%); building construction (18%);
technical and business services
(17%); and wholesale trade (16 %).

For both women and men, about
one-third of total self-employment is
found in the agricultural sector (Ta-
ble 2). Another third of female self-
employment is found in personal and
household services or the retail
trade; for men, however, a second
third is found in construction, trade
or transport. Gender segregation
tends to be even stronger among the
self-employed than it is among em-
ployees (Kovalainen, 1993). More-
over, two-thirds of the self-employed
are men, the proportion showing a
slight upward trend since 1984.

The occupational profile of the
self-employed to a large extent re-
flects the distribution by industry.
The non-homogeneous character of
self-employment is shown in the
large spread of educational back-
grounds. However, the average level
of education among the self-em-
ployed is clearly lower than that
among employees. This outcome is
partly due to the older age of self-
employed people as compared with
the average age for employees. In-
deed, the number of older self-em-

Table 2: Distribution of self-employment by industry and gender in 1997
(in %)
Industry Women | Men Total
Agriculture, forestry, fishing 34 34 34
Manufacturing, mining, quarrying, energy supply 7 10 9
Construction 1 12 8
Trade, repair of vehicles and household goods 16 17 17
Hotels and restaurants 6 2 3
Transport, storage and communication 2 10 7
Financial intermediation, real estate and business

services 10 10 10
Education, health care and social work 7 2 3
Personal services and other community services 18 3 8
All non-agricultural industries 66 66 66
All industries 100 100 100
Source: Statistics Finland Labour Force Survey.

ployed people (aged 60 and over) ex-
ceeds that of those under 30 years of
age. About half of the self-employed
are 45 years of age or over, while the
corresponding proportion among
employees is 35%. It is also clear that
the self-employed put in longer
working hours than employees, the
reported weekly average being
about 11 hours higher. In the non-ag-
ricultural sector, 25% of the self-em-
ployed and 65% of employees re-
ported an average working week of
less than 40 hours in 1997.

Factors affecting trends
in self-employment

In the 1980s, the relative importance
of industry as a source of jobs started
to decline in Finland. At the same
time, the shift to employment in
services began to accelerate. This
shift is not entirely due to changes in
technology, trade and consumption
patterns; it also partly reflects a
growth in the contracting out of serv-
ice-type activities — such as advertis-
ing, real estate maintenance, clean-
ing, catering, communications, com-
puting and legal services — which had
formerly been carried out within in-
dustry. This gave rise to job openings
in business services, creating oppor-
tunities for self-employment and en-
trepreneurship.

In some fields of consumer servic-
es in particular, the recent growth of
Business Format Franchising has
lowered the threshold for entrepre-
neurship. The employment impact -
relative to the size of the population
— is still the lowest among the west-
ern European countries. In 1997, the
number of chains was 75, with their
900 outlets employing about 15,000
people. The number of chains is ex-
pected to increase by 50 to 70% by
the year 2000, however, with a dou-
bling of the number of people em-
ployed in the franchising business
(Erdheimo & Laakso, 1998).

In the 1990s, reshaping of the or-
ganisation and delivery of public
services also stimulated new patterns
of activities, especially in the fields of
social welfare and health care. The
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establishment of private enterprises
was very rapid in the mid-1990s;
within two years, the stock of private
enterprises in social welfare services
increased by more than 70% and
that in health-care services by more
than 40% (Ohtonen, 1997). Accord-
ing to Simonen (1998), the new en-
trepreneurs acted as innovators, too,
providing alternative services when
compared with public-sector activi-
ties. For instance, the new entrepre-
neurs started new types of service-
based group homes and offered visit-
ing services for the elderly in their
own homes, the business concept be-
ing the provision of high-quality
services tailored to the needs of indi-
vidual clients. At present, some 15%
of all those employed in social wel-
fare and health-care services work in
the private sector. In cases of con-
tracting out public services, the staff
who used to provide municipal serv-
ices have sometimes been offered the
opportunity to continue as entrepre-
neurs. According to a recent survey
carried out by the Association of
Finnish Local and Regional Authori-
ties, this opportunity has been of-
fered in about 15% of all municipali-
ties. In practice, however, the signifi-
cance of companies set up by former
municipal employees has remained
marginal so far.

Another factor contributing to the
increased interest in self-employ-
ment and entrepreneurship is high
unemployment. Lack of paid work
pushes people into self-employment.
Moreover, entrepreneurship has
been promoted through more wide-
spread counselling, start-up grants
and entrepreneurship training. In
ESF projects, separate policy meas-
ures have been integrated to form
pathways leading to entrepreneur-
ship. The establishment of worker
cooperatives made up of unem-
ployed people has also been support-
ed by public funds. Cooperatives
provide a safe middle way between
unemployment and paid work by
means of the employment contract
with the cooperative. In the period
1987-1997, about 300 new worker
cooperatives of unemployed people

were founded. By international stan-
dards, however, cooperatives are
still rather uncommon in Finland.

The high tax wedge has obviously
arrested the growth of private per-
sonal and household services and has
also contributed to tax evasion or un-
justified claims for social benefits
filed by people working clandestine-
ly. It has been estimated that some
3 to 4% of the recipients of unem-
ployment benefits work on the black
market (TyOministerio, 1994). Ac-
cording to several surveys, the un-
employed do not work in the black
economy more than the employed.
The black economy is assumed to be
bigger in absolute terms during peri-
ods of high economic activity and is
also thought to reflect the effect of
better opportunities. In terms of ca-
pabilities and contacts, a better edu-
cation and a higher level of income
seem to be positively related to a
high incidence of undeclared work.
Finally, according to a survey com-
missioned by the National Board of
Taxes in 1996, 16% of the respond-
ents reported that they had carried
out undeclared work during the pre-
ceding year. Moreover, 19% of the
respondents said that during the pre-
ceding five years, they had bought
goods or services on which statutory
dues had not been paid. Thus, to a
certain extent, self-employment is
also associated with undeclared
work. At the level of the whole econ-
omy, the scope of the problem is
likely to be rather small, but in some
sectors, such as construction, repair
of vehicles or cleaning, the phenome-
non is certainly more widespread.

Policy measures to pro-
mote self-employment

In Finland, as in the other Nordic
countries, taxation is differentiated by
kind of income. Earned income is
taxed progressively and capital in-
come proportionately. All types of
capital income are liable to a uniform
28% tax rate, while for earned income
the highest marginal tax rate, includ-
ing employees’ compulsory social se-
curity contributions, is more than

60%. As such, the large gap favours
entrepreneurship at the expense of
dependent employment. In many new
typesof subcontracting arrangements,
the boundary between self-employ-
ment and paid employment is rather
vague. This has led to some unpleas-
ant surprises for self-employed sub-
contractors in cases where the tax au-
thorities have adopted a different in-
terpretation and have retroactively
imposed progressive taxation on
earned income. To improve legal se-
curity, new measures for ascertaining
the tax treatment in advance have
been called for recently.

The self-employed and employees
have similar pension schemes in Fin-
land. Due to the later introduction of
the Self-Employed Persons’ Pension
Act and other special features related
to old age, the pay-as-you-go scheme
is being co-funded by the central
government. The liability of the self-
employed for financing their own
pensions was tightened from the be-
ginning of 1998, however, as failure
to pay contributions will now result
in a lower employment pension. In
the past, such losses were financed
by the central government, which
tended to increase the risk of default.
In the financing of social security
benefits, there are some other excep-
tions from the neutral treatment of
self-employment and paid employ-
ment. In sickness insurance, for in-
stance, the contributions are lower
for the self-employed.

To promote self-employment, a
legislative amendment was intro-
duced in 1993, whereby those start-
ing up a business were granted a re-
duction in pension contributions.
Self-employed persons under 44
years of age receive a 50% reduction
in the contributions payable for the
first three years. A self-employed
person can only get this reduction
once. It has been proposed that the
upper age for entitlement to the re-
duction should be raised. Another
policy reform related to social securi-
ty contributions was introduced in
1998. The purpose of the reform was
to make it easier for small businesses
to settle all their employer liabilities.
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In its first stage, the reform simplifies
the payment of social contributions
in businesses with less than five em-
ployees. Similar improvements are
being designed for businesses with
fewer than ten employees.

The recent policy of promoting en-
trepreneurship in Finland is based on
a government resolution passed in
May 1996. The resulting efforts have
mainly simplified administrative pro-
cedures and improved the work of
the authorities handling industrial
and business matters. In early 1988,
a working group appointed by the
Ministry of Trade and Industry pro-
posed several measures to simplify
the permit and registration proce-
dures for SMEs. As the lack of infor-
mation on setting up a business con-
stitutes a major obstacle to would-be
entrepreneurs, the government aims
to increase counselling services at the
15 newly established regional Em-
ployment and Development Centres.
Special associations — centres for
newly established business enterpris-
es — have also been created to pro-
vide free counselling. The associa-
tions are being financed jointly by
businesses, the labour administration
and municipalities. A separate asso-
ciation has also been founded to
serve female clients. In addition, the
government has also taken measures
to increase the volume of loans to
small enterprises and female entre-
preneurs as well as measures to en-
sure that there are enough start-up
grants to meet the demand.

The introduction of the start-up
grant scheme in Finland dates back
to 1984. To qualify for the scheme, a
person must be a registered, unem-
ployed jobseeker who has either pre-
vious business experience or training
and a viable business idea. The al-
lowance, which can be granted for a
maximum of ten months, is not in-
tended to provide working capital
for the enterprise, but to cover living
expenses during the initial phase.
The volume of the scheme has fluctu-
ated considerably and has been cur-
tailed substantially since 1993. The
average number of beneficiaries de-
creased from 5,100 people in 1993 to
2,700 in 1997.

In October 1997, two parallel ex-
periments of a temporary nature
were introduced in order to boost
household demand for domestic
work such as cleaning, care and
home renovation. Depending on the
region, the aid takes the form either
of a direct subsidy to the enterprises
providing the service or of individual
tax deductions in state income taxa-
tion. The experiment will continue
until the end of 1999, and the experi-
ences gained will be evaluated dur-
ing the trial phase.

Remaining efforts to promote en-
trepreneurship are increasingly inter-
related with those to improve the op-
erating conditions of service indus-
tries. In Finland, this issue has recent-
ly been discussed in a few working-
group reports (cf. Kauppa- ja teol-
lisuusministerio, 1998). Moreover,

continuous efforts are being made to
find ways of simplifying administra-
tive procedures, both those related
to the setting-up of a business and
the recurrent duties. As regards the
start-up programmes, the tendency is
towards paying closer attention to
the selection of potential entrepre-
neurs. As the entrants into self-em-
ployment and those remaining in
business often have particular char-
acteristics which seem to make them
well suited for self-employment, pro-
grammes to encourage self-employ-
ment among the unemployed, for in-
stance, should take these characteris-
tics into account in order to yield sus-
tainable results.
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Sweden

Introduction

Self-employment has been in the fo-
cus of public debate for some years
under several aspects, for example,
with regard to measures seeking to
reduce unemployment by increasing
the numbers of self-employed or
with regard to the advantages and
disadvantages, respectively, of cer-
tain types of self-employment (espe-
cially within the private services sec-
tor). Self-employment as a share of
total employment has been falling
reasonably steadily since the early
1950s. One major contribution to
this development is the declining
number of self-employed within the
agricultural sector, a trend that is
common in most industrialised coun-
tries. However, in comparison to
other OECD countries, Sweden has
one of the lowest ratios of self-em-
ployment to total employment.
Nonetheless, there are indications
that the declining trend has ceased.

Assessment of self-
employment

Types of self-employment

There are three primary legal forms
of self-employment in Sweden: pri-
vate firm, trading company and
joint-stock company. The most com-
mon type of self-employment is pri-
vate firms, followed by joint-stock
companies. Self-employed individu-
als usually (but not necessarily) are
issued with a so-called F-skattesedel,
a notice of tax assessment meaning
that they pay social security contri-
butions and VAT themselves. Anoth-
er notice of tax assessment is also
available, the so-called F/A-skatte-
sedel, enabling the holder to divide
tax payments between work as a de-
pendent employee (where the em-
ployer pays the social contributions
on the income earned as an em-

ployee) and as self-employed (where
the holder pays the social contribu-
tions and VAT on the income earned
as self-employed).

Development of self-employ-
ment

In the early 1990s, when Sweden was
struck by its most severe recession
since the 1930s, employment fell
markedly (from 4.5 million in 1990 to
less than 4 million in 1994). This de-
crease concerned the number of de-
pendent employees, while the trend in
the number of self-employed — with no
employees — was flat or even weakly
positive (especially when excluding
agriculture, fishing and forestry; see
Figure 1). According to the Labour
Force Surveys, somewhat over
250,000 individuals were self-em-
ployed as their main occupation (of
which close to 50,000 were in agricul-
ture, fishing or forestry) in 1997. These
and all the following figures, unless
otherwise stated, concern self-em-

ployed entrepreneurs with no employ-
ees.

In 1997, self-employment, defined
asabove, made up around 6.5 % of to-
tal employment, according to the La-
bour Force Survey. Excluding agri-
culture, fishing and forestry, the share
was 5% (see Figure 2). When includ-
ing entrepreneurs with employees,
self-employment in 1997 made up
around 11% of total employment.

From 1987 to 1997, the develop-
ment of the female self-employment
rate in the non-agricultural sectors
was a little steeper than the trend for
male self-employment; male self-em-
ployment made up around 7% of to-
tal male employment in 1997 (see Fig-
ure 2). While male self-employment
rates increased sharply during the re-
cession and remained constant there-
after, the rate of female self-employ-
ment increased slowly but steadily;
female self-employment amounted to
somewhat more than 3% of total fe-
male employment in 1997,

Figure 1: Self-employed (with no employees)
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Figure 2: Self-employment rates (excl. agriculture, fishing and forestry)
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Sector-based development

The wholesale and retail trade and
the transport and communication
sector together overtook agriculture,
forestry and fishing as the largest sec-
tor for self-employed in 1992 (see
Table 1)'. Around 61,000 individu-
als, or almost a quarter of the self-
employed, were working in trade
and communications, while around
49,000, or close to one-fifth, were
employed in agriculture, forestry and
fishing in 1997. The share of self-em-
ployed working in the area of finan-
cial intermediation, real estate, rent-
ing and business activities amounted
to a similar figure in 1997: around
47,000, or close to 20%.2 The size of
this sector, in absolute as well as rela-
tive terms, more than doubled be-
tween 1987 and 1997. The rapid de-
velopment of information technolo-
gy is most probably an important fac-
tor regarding the changes in the
shares of self-employment in this sec-
tor, but it is hard to quantify any ef-
fects. Outsourcing is also likely to be
a contributing factor, but here, too,
the effects are hard to quantify.

New enterprises

There is a weak positive trend for the
number of new enterprises founded
between 1992 and 1997.2 Close to
29,000 firms were started in 1997, of
which 38% had no full-time employ-
ees and 45% had one full-time em-
ployee. More than 80% of these
29,000 enterprises were in the serv-

ices sector. Slightly less than 30% of
the enterprises founded in 1997 were
started by women, while around
one-fifth were started by an entre-
preneur with an immigrant back-
ground. The educational level of in-
dividuals starting companies is gen-
erally high — 45% of the enterprises
founded in 1997 were started by a
person with post-secondary educa-
tion — but the variation between sec-
tors is substantial. Within the manu-
facturing and construction sectors,
the corresponding share was 20%,
compared to around 50% in the ag-
gregated services sector.

Policies

Changes in the tax system

The tax reform of 1990-1991 includ-
ed, inter alia, a lowering of the mar-
ginal tax rates on income combined
with higher indirect taxation (a wid-
ening of the tax base). The economic
conditions of small firms were much
debated before this reform, but the
issue was not treated in detail before
the reform took effect. Thus, shortly
afterwards, an overhaul of the tax
regulations for private firms com-
menced, with the purpose of applying
the same regulations to private firms
as apply to limited liability compa-
nies. New tax regulations for private
firms which were more similar to
those for limited liability companies,
and which also generally implied low-
er taxes, thus came into effect in

1994. However, the improvement
was accompanied by considerably
more complex regulations. Even be-
fore the reform, the costs of tax ac-
counting had been relatively high for
very small firms; after the reform,
there was even more uneven distribu-
tion. In 1996, a new overhaul started
with the aim of simplifying the regula-
tions for private firms. An interim re-
port (SOU, 1997: 178) was published
in December 1997 and proposed less
complex rules to be applied from the
year of assessment 2000. In early
1998, the government made addi-
tional proposals for the overhaul,
aiming at further simplifying the reg-
ulations for private firms with a small
turnover. This next report was to be
presented by 31 December 1998.

A simplification for prospective
self-employed implying easier access
to F-skattesedel status was passed by
the Riksdag in December 1997.* Mi-
nor deductions for the social security
contributions of the self-employed
(up to a ceiling of SEK 9,000 per an-
num) apply as of 1997. The deduc-
tions are structured such that the
self-employed with the lowest turno-
ver benefit most.

An important topic in the political
debate concerns the advantages and
disadvantages of introducing tax sub-
sidies or tax reductions on services
targeting households. In 1996, the
government entrusted a committee

1 The figures are derived from the Labour
Force Survey.

2 Assessments of self-employment as a share
of undeclared work are hard to obtain. Dur-
ing the period 1986-1992, the estimated
GDP share of undeclared work was quite
steady at around 4.5-5% (see Tengblad,
1994).

3 The figures are derived from Statistics Swe-
den. Figures for 1997 are provisional. Even
more recent figures from Stiftelsen Svenska
Jobs & Society indicate that during the first
half of 1998, there was a downturn in the
number of newly started enterprises (Ny-
foretagarbarometern/Jobs and Society).
The figures in this section are based on in-
formation from Statistics Sweden on enter-
prises with a yearly turnover exceeding
SEK 30,000.

4 The share of applications for F-skattesedel
that would have not been rejected given the
new rules is low, however (around 1%, or
500 of the 40,000 applications in 1996; of
these 40,000 applications, a total of 1,500
were rejected).
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with the task of analysing the condi-
tions for the development of the
services sector. In 1997, the commit-
tee presented its final report (SOU,
1997: 17), where certain tax reduc-
tions were proposed for areas of the
private services sector that can be
A A 1 =l considered as substitutes for private
household work or that concern re-
pairs and restoration of private
homes. But apart from the extension
of a temporary tax reduction on re-
pairs and restoration of private
homes, there have been no govern-
ment proposals along the lines pre-
sented by this committee.

% of
total
self-
employ-
ment
19
19
100

1997
% of
sectoral
or total
employ-
ment

45

3
14
8
11

In
1,000s

49
20
31
61
47
3

5
36
0.5
252

% of
total
self-
employ-
ment
26
100

Improved advice and facilitat-
ed loans for entrepreneurs

The importance of consultancy serv-
| 9|9l ices providing business advice and of
O . . .y .
facilitating the availability of credit
for entrepreneurs have been empha-
sised for a long time. In recent years,
several steps have been taken in this
direction. The Swedish National
Board for Industrial and Technical
Development (NUTEK) and ALMI
are two bodies which support the
growth of self-employment and
SMEs.’ First of all, ALMI, but to some
extent also NUTEK, can provide loan
facilities for entrepreneurs.In 1993, a
special type of loan for new firms,
Nyforetagarlinet, was introduced
(modelled on a similar German
scheme). This type of loan covers a
maximum of 30% of the prospective
firm’s capital requirements. The max-
imum loan is SEK 1 million. The en-
trepreneur must invest at least 10%
him or herself, and the remaining
amount is financed by a bank or other
type of financier. The state-owned
ALMI, Foretagspartner (which re-
placed the former regional develop-
ment funds in 1994), is the financier
of this type of loan. ALMI also offers
specially targeted loans for female
entrepreneurs. Other organisations
carrying out activities to promote the

1992
% of
sectoral
or total
employ-
ment
47
0.5

In
1,000s

66
22
32
62
36
2

6
30
1
256

% of
total
self-
employ-
ment
35
11
11
100

1987
% of
sectoral
or total
employ-
ment
48
0.2
0.5
10
17

5.5

83
19
27
57

21
0.5
0.5

238

In
1,000s
Note: The figures in % may not add up to 100 due to rounding off.

Self-employed by sectors as % of sectoral or total employment and total self-employment

5 ALMI operates by commission to the Swed-
ish government, county councils and certain
municipalities to support the growth and de-
velopment of small and medium-sized com-
panies, while NUTEK is a governmental
body.

Hotels and restaurants; other community, social
Source: Statistics Sweden (Labour Force Surveys).

Financial intermediation, real estate, renting and
and personal service activities

Wholesale and retail trade; transport, storage
and business activities

Manufacturing, mining and quarrying
and communication

Agriculture, forestry and fishing
Construction

Education, research and development
Health and social work

Unspecified

Table 1
Total
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development of self-employment and
SME:s are Stiftelsen Svenska Jobs &
Society and a producer’s organisa-
tion, Foretagarnas Riksorganisation.
The municipalities have local trade
and industry departments where offi-
cials can provide information to pro-
spective entrepreneurs.

Targeted labour market meas-
ures and altered unemploy-
ment benefit rules

The public employment service
(PES) offers courses in how to run
one’s own business. “Start-up
grants” is a labour market measure
provided by the PES and targeted at
facilitating self-employment. The
grants are available for individuals
who are unemployed (or threatened
with unemployment) and who need
help in supporting themselves while
establishing their own new firms.®
An applicant must present a viable
business plan to the public employ-
ment service office. The grant is
equivalent to the benefit that would
otherwise have been paid from an in-
surance fund, but it can also be pro-
vided to people who are not entitled
to such benefits. It is normally paya-
ble for a maximum of six months, but
in some cases it is possible to receive
the grant for twelve months. The av-
erage number of persons receiving
start-up grants has increased from
2,000 per month in 1992 to some-
what over 12,000 in 1997 (41% are
women). In 1997, almost 40% of
new firms had been started by a per-
son who had received a start-up
grant.” In some cases, an unem-
ployed person has the option of pre-
paring the start of the new business
as a project within the employment
development programme (arbets-
livsutveckling — ALU), normally for
a maximum of six months. The start-
up grant may be received on comple-
tion of this project.

Other types of financial help with
a similar structure to the start-up
grants are available from organisa-
tions associated with the social part-
ners: Trygghetsfonden for private-

sector blue-collar workers, Restart
(Trygghetsrddet) for private-sector
white-collar workers and Trygghetss-
tiftelsen for state employees.

The rules for unemployment in-
surance were altered at the begin-
ning of 1997 and are now more liber-
al as regards payment of unemploy-
ment benefit to unemployed self-em-
ployed. Before the change in the reg-
ulations, a self-employed person who
was not doing enough business to
support him or herself had to liqui-
date the firm in order to obtain un-
employment benefit. Under the cur-
rent regulations, the interruption in
business may not be of a seasonal
character, and no business activity
may take place while benefits are be-
ing received, but the firm does not
have to be liquidated.

Concluding remarks

Since the early 1990s, several barri-
ers against self-employment have
been removed or lowered, such as
tax regulations which were perhaps
favourable to larger companies but
unfavourable to the self-employed.
However, these advances have to
some extent been acquired at the ex-
pense of clarity and simplicity in the
tax legislation for the self-employed.
There is more qualified business ad-
vice and improved credit facilities for
prospective self-employed, coming
both from public and private sources.
Nevertheless, some problem areas
and disputed issues remain. Repre-
sentatives from the employer side
are opposed to start-up grants and
argue that they distort competition.
The deadweight effects of start-up
grants, i.e. how many persons would
have started their business even
without the grant, are also unclear.
Whether or not tax deductions
should be introduced where house-
hold services are purchased contin-
ues to be a controversial issue. The
dividing line in the debate seems to
run between whether an increase
through tax reductions in relatively
low-skilled jobs is desirable in the
private sector or whether it would be

wiser to use tax revenue for other
purposes. In addition, the net effect
on employment of such a tax subsidy
remains disputed.

Anna Thoursie
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Assessment of self-
employment

Definitional issues and data

In the UK, as elsewhere, the concept
of self-employment is complex.
There are many definitions: in taxa-
tion and social security law and in
employment law. Most empirical
analysis of self-employment, howev-
er, relies not on legal definitions, but
on sources such as the Labour Force
Survey (LFS), where self-employ-
ment is categorised according to re-
spondents’ self-definition. Casey and
Creigh (1988) showed that LES esti-
mates of UK self-employment differ
from those based on National Insur-
ance (social security) or Inland Reve-
nue (income tax) data sources!. Offi-
cial definitions may not correspond
with individuals’ perceptions of their
own status. A further inconsistency
relates to the distinction between in-
corporated and unincorporated busi-
nesses (see Hakim, 1988). The deci-
sion to incorporate a business may be
one of administrative convenience or
tax advantage, and two proprietors
of similar businesses, one of which is
incorporated and the other not (with
the former classified as an employee
and the latter as self-employed),
might both regard themselves as
“self-employed”.

Most research, however, defines
self-employment for labour market
purposes in terms of notions of inde-
pendence and autonomy, i.e. the
self-employed are those who work
on their own account rather than for
an employer in a conventional em-
ployment relationship (see Bryson &
White, 1997). Unfortunately, there is
no UK data source which separately
identifies the different categories of
worker with differing degrees of au-
tonomy and independence, who, tak-
en together, comprise the “self-em-
ployed”. These include:

|

entrepreneurs and the proprietors
of small businesses;

independent professional workers
(in the liberal professions and the
arts, for example);

manual craft workers;

farmers;

some categories of homeworkers

United Kingdom

Some of these groups correspond
more closely to the autonomous
model of the genuinely self-em-
ployed, whereas others (particularly
the last two) include people self-em-
ployed in name only, who might be
better regarded as “disguised em-
ployees”.

or “outworkers”;

“labour-only” sub-contractors, e.g.
in the construction industry.

1 See also Moralee (1998) on differences be-
tween LFS and income-tax data.

Figure 1: Self-employed, UK, 1984-1997 (not seasonally adjusted)
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Figure 2: Self-employment rates, UK, 1984-1997
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Figure 3: Self-employment rates by age group, UK, 1992-1997
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In this article, we make use of the
LFS self-employment data which, al-
though reliant on respondents’ self-
definitions, enable us to track devel-
opments over time and to disaggre-
gate the self-employed by personal
characteristics, occupation and sec-
tor, providing at least a partial pic-
ture of the various categories of self-
employed identified above.

Composition of and trends in
self-employment

Overall trends

1979-1989 was a period of histori-
cally unprecedented growth in self-
employment. LFS data for Great
Britain? show that over 1979-1989
self-employment almost doubled
from 1.77 million to 3.43 million,
and the self-employment rate (the
proportion of all those in employ-
ment who are self-employed) grew
from 7.3% to 13.1%.
Self-employment increased every
year in the 1980s and did not follow
the economic cycle. Since the early
1990s, however, the pattern has
changed, with self-employment mov-
ing more closely in line with the
overall level of employment (Camp-

2 Le. excluding Northern Ireland. Due to data
discontinuities in published LFS data, the
charts presented here for the UK as a whole
(including Northern Ireland) begin in 1984.

bell & Daly, 1992; Moralee, 1998).
These trends can be seen clearly in
Figure 1, and Figure 2 shows that
since 1990 the self-employment rate
has fluctuated between 12.5% and
13.5% of the employed labour force.

Trends by gender

Over the period 1984-1997, there
was slight growth in the female share
of self-employment from 24.0% to
25.8%. As pointed out in Daly and
Campbell (1992), although female
self-employment grew proportion-
ately faster than male self-employ-
ment in the 1980s, most of this dif-
ference occurred during the first half

of the decade; since 1984, the rates
of growth of male and female self-
employment have been fairly simi-
lar. It is also worth noting (see Figure
2), that throughout the period, fe-
male self-employment rates have
been less than half their male equiva-
lents.

Trends by age group

Previous research (Meager, 1993;
Campbell & Daly, 1992) showed that
young people were less likely to be
self-employed than older people
(consistent with the notion that an
accumulation of human and financial
capital is an important precondition
for self-employment entry). LFS data
suggest that people beyond normal
retirement age record the highest
self-employment rate. This is unsur-
prising given that the self-employed
do not have a fixed retirement age
and may have greater opportunity
than employees to reduce their la-
bour input in later life; it is also likely
that some people move from em-
ployee to self-employed status as a
route into retirement. The data also
suggest, however, that in the 1980s
the age differences narrowed and
that self-employment grew relatively
faster among young people. More re-
cently (1992-1997), this pattern has
changed (Figure 3), and self-employ-
ment rates among the older groups
have increased faster than among the
younger groups, where self-employ-

Figure 4: Self-employment rates by sector, Great Britain, 1984-1997
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ment rates have fallen (in contrast to
their rapid growth during the 1980s).

Sectoral and occupational com-
position of self-employment

Figure 4 shows (for Great Britain
only) sectoral trends in self-employ-
ment rates®. In all sectors, with the
exception of distribution, hotels and
restaurants, self-employment rates
have increased since 1984. The
growth was particularly marked in
construction during the period 1984-
1990, reflecting the accelerating
trend towards the use of “labour-
only” sub-contracting. Falling rates
of self-employment in retailing, ho-
tels and catering are harder to ex-
plain, but may reflect, in part, the
trend towards concentration in this
sector, with increasing market share
in retail multiples and supermarkets
at the expense of small shopkeepers.

Figure 5 shows self-employment
rates by occupation and confirms the
importance of self-employment in
craft occupations and in managerial
and administrative occupations. Two
caveats are, however, in order. First,
it is likely that many of the nominal-
ly self-employed in construction
(whose actual status may be closer to
dependent employment) are likely to
have been classified as craft workers.
Second, as noted elsewhere (Meager,
1991), there are doubts about the re-

liability of the managerial category
as recorded in the LFS data, due to
the propensity of many self-em-
ployed people to report themselves
as “managers”, irrespective of the
real nature of their business or activi-
ty.
Also of interest is the fact that the
managerial and administrative cate-
gory is the only group which has re-
corded a significant fall in the self-
employment rate during the 1990s;
this reflects growing numbers of em-
ployees in this category and falling
numbers of self-employed. A full ex-
planation of this change is not availa-
ble, but it is consistent with the fact
that over the same period the pro-
portion of self-employed who em-
ploy others has fallen (Moralee,
1998), and may reflect a further shift
away from the traditional model of
the self-employed person as a small
business proprietor towards a more
diverse range of individual self-em-
ployed workers and professionals.

Analysis and evaluation

The diversity of the self-employed
presents a major difficulty in explain-
ing recent trends in self-employment.
The “self-employed” include indi-
viduals engaged in very different ac-
tivities, with varying degrees of au-
tonomy, and the growth or decline of

Figure 5: Self-employment rates by occupation, Great Britain, 1991-
1997
Self-employment rate (%) O 5 10 15 20 25 30
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each of these groups is influenced by
a range of different factors (Meager
et al, 1994). This heterogeneity
makes it unlikely that one model can
account for aggregate trends in self-
employment. The existing literature
does, nevertheless, contain some evi-
dence on the factors underlying the
unusual growth in self-employment
in the UK during the 1980s, although
analysis of more recent trends is less
well developed.

The 1980s

Previous research (cf. Acs et al,,
1992; Meager et al., 1992; Meager,
1993) that has examined the fast
growth of UK self-employment in
the 1980s suggests that no single fac-
tor can explain these developments.
Rather, to explain the differential ex-
perience of European countries, de-
spite a generally convergent macro-
economic environment and a com-
mon policy stance supportive of self-
employment growth, we must take
account of a number of interrelated
influences. In particular;

— the economic cycle: Growing un-
employment may “push” people
into self-employment; on the oth-
er hand, entry to and survival in
self-employment is easier at times
of economic growth. The net ef-
fect of these two opposing influ-
ences on self-employment levels is
not predictable a priori. It seems
that the “unemployment push” ef-
fect may have been more signifi-
cant in the early 1980s (when the
UK experienced higher rates of in-
flow to self-employment from un-
employment than most other Eu-
ropean countries; Meager, 1993),
whilst the effect of economic
growth dominated in the late
1980s; the result being that self-
employment grew throughout the
decade;

— structural change: The rapid shift
in the UK from manufacturing to
services (where the density of self-

3 Note that in both these figures, the energy
and water supply sector is excluded, as LFS
sample sizes are too small for reliable esti-
mates to be made for self-employment in
this sector.
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employment is higher) in the
1980s was a force leading to self-
employment growth, more than
outweighing the ongoing decline
in agricultural employment (an-
other sector with a high self-em-
ployment rate);

— changing working and contractual
patterns: The “contracting out” of
service functions by large employ-
ers, the growth of franchising and
other shifts in the contractual or-
ganisation of work further con-
tributed to  self-employment
growth. A particular feature in the
UK was the growth of “labour-
only” subcontracting in construc-
tion (where the self-employment
rate grew rapidly; see Figure 4),
generating a growing pool of
“self-employed” labour which
shared many of the features of de-

pendent waged employment
(apart from the contractual securi-
ty of employment).

These three influences were, howev-

er, also present in other countries

where self-employment did not in-
crease, or not as rapidly as in the UK.

Other contributors to the distinct de-

velopments in the UK (Meager,

1993; Campbell & Daly, 1992; Brys-

on & White, 1997), include the fol-

lowing:

— the regulatory framework for
business start-up, which was loos-
er in the UK than in some other
European countries, such that self-
employment may have been more
responsive in the UK than else-
where to the economic and struc-
tural influences identified above;

— the structure and regulation of the
market for financial capital facing
the self-employed. There is some
evidence that the UK capital mar-
ket regime was less strict in the
1980s than in other countries, and
that it underwent a considerable
relaxation as a result of financial
deregulation in the 1980s. This,
coupled with factors such as grow-
ing home ownership and house-
price appreciation, generated an
environment which facilitated ac-
cess to loan capital for potential
self-employed people;

- labour market policies aimed at
encouraging people (especially the
unemployed) to enter self-em-
ployment. The UK'’s Enterprise
Allowance Scheme (EAS) was
among the largest in European
countries. Whilst the evaluation
evidence (Meager, 1996) suggests
that the effectiveness of such
schemes was limited in creating
sustainable self-employment op-
portunities for unemployed peo-
ple, they undoubtedly contributed
to the short-term inflow to self-
employment during the Ilate
1980s.

Other factors identified in the lit-
erature appear to have been less im-
portant in the UK’s case. In particu-
lar, despite arguments by many com-
mentators to the effect that the
Thatcher government’s emphasis on
the “enterprise culture” led to a
more positive attitude towards self-
employment among the labour force,
the evidence from attitude surveys
(see Blanchflower & Oswald, 1990)
does not support this argument.

The 1990s

We have seen (Figures 1 and 2) that,
since 1990, the relationship between
self-employment and overall em-
ployment has changed in the UK. In
place of the continuous rise of self-
employment, the 1990s have seen
fluctuations in the levels and rates of
self-employment. In the recession at
the beginning of the 1990s, self-em-
ployment fell along with total em-
ployment (in contrast to the experi-
ence of the previous recession). As
employment picked up after 1993, so
did self-employment, but less rapid-
ly, and the self-employment rate has
yet to reach its previous peak of
13%.

It remains unclear whether the ex-
perience of the 1980s was an aberra-
tion or a “once-for-all” shift in the
self-employment rate, and whether
self-employment levels will in the fu-
ture be more sensitive to overall eco-
nomic conditions. It is, however, pos-
sible, drawing on the evidence on the
factors influencing inflows to and

outflows from self-employment in
the UK (Bryson & White, 1997), to
develop some hypotheses for the dif-
ferent experiences of the 1980s and
1990s.

First, it seems that some of the fac-
tors contributing to self-employment
growth in the 1980s have not persist-
ed to the same extent in the 1990s.
Thus, for example, in the case of out-
sourcing, there are likely to have
been fewer “non-core” support ac-
tivities left within many organisa-
tions to subcontract during the
1990s. In construction firms, in par-
ticular, having disbanded their direct
labour forces and turned to the use of
subcontractors and self-employed la-
bour, there is potential for self-em-
ployment growth, and self-employ-
ment in this sector is more likely in
future to follow overall business
trends. Figure 4 shows this effect
clearly. Similarly, some institutional
factors supporting self-employment
growth have been less present in the
1990s; the capital market for start-up
finance is clearly tighter than that
during the credit boom of the 1980s,
and the more sluggish housing mar-
ket has also affected the net personal
wealth of many individuals. The poli-
cy environment has also changed,
and the scale of the various initia-
tives subsidising self-employment
entry was reduced’.

Second, the recession of the early
1990s may have had different impli-
cations for the volume and composi-
tion of self-employment than the
previous recession. The most recent
recession led to significant job losses
in service sectors (with high concen-
trations of the self-employed),
whereas the 1980s recession had its
biggest impact in traditional manu-
facturing industries. Whilst the over-
all shift from manufacturing to serv-
ice-sector employment has continued
in the 1990s, it has been less marked,

4 Although there are some signs of a resur-
gence of policy interest in this area with, for
example, the recent (1998) announcement
of a subsidised self-employment option for
participants in the New Deal for Young Peo-
ple, which is the main active labour market
programme of the current Labour govern-
ment.
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and there may also have been other
structural shifts militating against
self-employment (Figure 4 showed a
recent fall, for example, in self-em-
ployment rates in retailing and cater-
ing, perhaps reflecting a shift to-
wards larger organisations).

Third, the 1980s growth in self-
employment included large numbers
of people who did not fit the profile
of the traditional self-employed en-
trepreneur or small business owner.
The “new self-employed” were more
likely to be young, more likely to be
female, and more likely to be drawn
from the ranks of the unemployed
than their predecessors. Self-em-
ployed people with these characteris-
tics were more likely to enter highly
competitive service-sector activities
with low capital requirements and
low barriers to entry, often with a
poor chance of survival or a high risk
of displacing existing businesses
(Meager et al., 1994). As Bryson and
White (1997) pointed out, the exist-
ing research does not adequately dis-
entangle the relative influence on
self-employment survival of charac-
teristics such as age, gender and pre-
vious unemployment on the one
hand, and the nature of the self-em-
ployment entered on the other. Nev-
ertheless, the changing composition
of the newly self-employed during
the 1980s raises the possibility that
they included people with personal
or business characteristics associated
with lower survival rates (consistent
with the rapid fall in self-employ-
ment as the economy entered reces-
sion after 1990).

Policy issues and debate

Policy emphasis on self-employment
has fluctuated in recent decades. In
the 1980s, there was strong and ex-
plicit support for an “enterprise cul-
ture” based on deregulation, fewer
administrative  constraints facing
small businesses, and the encourage-
ment of start-up businesses, especial-
ly among the unemployed. By the
early 1990s, however, there was in-
creasing debate (see Storey, 1994)
about the likely contribution of self-

employment to employment growth
(most of the self-employed do not
employ others, and the proportion of
self-employed with employees has
fallen recently from 40% in 1992 to
35% in 1997) and about the appro-
priate focus of small business policy.
Some commentators (Storey, 1994)
argued for a policy shift towards the
identification of and support for ex-
isting businesses with growth poten-
tial, rather than encouraging people
with limited financial and human
capital to enter self-employment
with poor prospects of their business-
es surviving without support®, More
recently, however, there is evidence
of a renewed emphasis on entrepre-
neurship and self-employment in
policy debate, with some authors
(Gavron et al., 1998)° challenging
previous evidence and arguing not
only that self-employment schemes
for the unemployed have performed
well, but that they should be expand-
ed and incorporated into the current
range of “welfare to work” policies.

Whether or not self-employment
resumes its previous upward trend,
however, it is clear that even at cur-
rent levels, it represents a larger
share of employment than it did be-
fore. The evidence suggests that the
UK has relatively high rates of inflow
to and outflow from self-employ-
ment, compared to other countries.
Traditional models of self-employ-
ment assumed relatively little mobil-
ity between self-employment and
waged employment, or that such mo-
bility was typically an event occur-
ring in later life, with individuals en-
tering self-employment with human
and financial capital gained in waged
employment, the move to self-em-
ployment forming part of a transition
towards retirement. In the UK, how-
ever, the high and growing rates of
flow between self-employment and
other labour market states suggest
that it is no longer possible to regard
self-employment as a distinct seg-
ment of the labour market affecting a
minority of the workforce (Meager,
1998). It is clear that a higher pro-
portion of the labour force experi-
ences spells of self-employment dur-

ing their working lives than is indi-
cated by the stock data alone.

What are the labour market and
social policy implications of growing
levels of self-employment and of
more people participating in self-em-
ployment at some stage in their work-
ing lives? Two implications in particu-
lar stand out in the UK context.

The first relates to the economic
well-being of those who have experi-
enced self-employment during their
working lives. Previous research
(Meager et al., 1996) indicates that
the expansion of self-employment
since the early 1980s (particularly
among groups historically under-rep-
resented among the self-employed)
has led to a growing group of people
whose self-employment is associated
with low and unstable incomes, rela-
tive insecurity, and low levels of in-
come and wealth in later life (due to
loss of pension entitlements and low
savings potential during self-employ-
ment spells). The UK’s existing pen-
sions system is poorly adjusted to a
growing incidence of self-employ-
ment, particularly as many of the
“new” self-employed are concentrat-
ed near the bottom of the income dis-
tribution. Such people are often ill
placed to compensate for their lack
of an employer-provided pension
and low level of entitlement to a
state pension by making their own
private provision.

A second policy issue relates to
the role of training. It is well docu-
mented (Meager, 1993) that the self-
employed are significantly less likely
to receive work-related training than
their counterparts in dependent em-
ployment (they also work, on aver-
age, significantly longer hours than
employees, making it less likely that
they can find time outside their self-
employed activities for training).
Given this, and if a growing propor-

5 See Meager (1996) and Metcalf (1998) for
discussion of the evidence on self-employ-
ment schemes for the unemployed.

6 It is notable, however, that such authors fo-
cus on survival rates and do not take ac-
count of deadweight and displacement ef-
fects, which were often extremely high in
the case of the previous Enterprise Allow-
ance Scheme.
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tion of the labour force experience
self-employment during their work-
ing lives, a key question is whether
their (in-)ability to obtain and fi-
nance continuing training will disad-
vantage them in labour market
terms. It is not clear, in an economic
and technological environment in
which “lifelong learning” becomes
increasingly important, that the UK’s
existing training structures are adapt-
ed to ensure that the self-employed
are able to develop and update their
vocational skills.

Nigel Meager
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European Employment Observatory

The aim of the European Employment Observatory is;

to promote the multilateral exchange of information |

on labour markets and labour market policies be-}

tween EU Member States and to produce and dissemi-

nate quality analyses and research on relevant issues.

k for employment and labour market policy.

The European employment strategy adopted by the

European Council in Essen in December 1994 imposed

new demands on the Observatory. In particular, it is°
expected to contribute effectively to the task of}
monitoring the progress of labour market reforms
that are in line with the common strategic goals. §
Following the changes introduced in 1996 to cope}

with these new challenges and tasks, the Observatory
now consists of two networks

o

MISEP (Mutualy

information System on Employment Policies) and;

SYSDEM (System of Documentation, Evaluation and §

Monitoring of Employment Pol|C|es) and a new

RESEARCH advisory group.

The main products of the networks which con5|st“

of members of the national labour market adminis-
trations (MISEP) and independent

common secretarrat are the followmg

inforMISEP PoI|C|es

This series reports four tlmes a year on recent labour
market policy developments in Member States. {
Following a summary drawing on the five recommen- |
dations for an integrated European employment |

strategy, the main section of “Policies” consists of the

national reports supplied by the correspondents. §
Since 1993 “Policies” has also included a longer article §
responsibility + of the}
ori
employment policy-related toplc and often extends to J¥

<which +is
“Focus”

+ the
discusses a

("Focus"),

Secretariat; labour market

.non Member States.

researchers§
(SYSDEM,” RESEARCH)7and are administered by a

Basic Information Reports

These are comprehensive national reports on all EU
member countries. They are updated every two years
and report on public labour market institutions
(ministries and employment services), the statutory
bases for labour, labour market and employment
policies and, in particular, “active” and “passive”
labour market policy measures; details of information
and research institutions dealing with employment

pollcy are also prowded

i
Tableau de bord
The “Tableau de bord” is a synoptic overview of the
labour market and employment policy measures
implemented by the Member States, classified accor-
ding to the five policy areas recommended at Essen.

b,

mTrends
. This main product of the SYSDEM network appears

twice a year and provides a comparative and indepth
overview of selected policies and developments in the
labour markets of the Member States. g

RESEARCH repor

An annual report is to be published by the RESEARCH
network in the form of a study of a selected Iabour
market or employment pollcy toplc

o i

Electromc Documentation System

[ Large parts of the information contained in the

publications are also available on CD-ROM, the ERSEP ‘
(Electronic Retrieval System on Employment Policies)
database, . and : are . accessible . via ,Internet
http://www.ias-berlin.de. :
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