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The rise of self-employment in the UK:
entrepreneurial transmission or declining
job quality?

Andrew Henley*

The UK has experienced very significant growth in self~-employment since the fi-
nancial crisis. The self-employed are at higher risk of income volatility while fa-
cing lower levels of social insurance. Individual transitions into self-employment
may be driven by a range of factors, both ‘pull’ and ‘push’. This paper proposes
a re-evaluation of the evidence on whether private sector business organizations
stimulate entrepreneurial transmission amongst their employees. In the UK context
rising self-employment may reflect the consequences of flexibilization and falling
job quality, rather than outright job loss. Previous research has focused mainly on
the subjective notion of job satisfaction to identify the level of attachment the future
self-employed have to their current employer. Quantitative analysis is undertaken
using large scale British longitudinal survey data. The paper extends this work to
show that organizational (dis)attachment is evidenced in a range of extrinsic indica-
tors of job quality, providing explanatory information beyond intrinsic job satisfac-
tion. Specifically, the paper shows that the impact of training on self~-employment
entry depends asymmetrically on the source of that training. Finally, the paper ar-
gues that reduced attachment provides an alternative explanation for any ‘entrepre-
neurial transmission’ effect, through which employees, particularly those in smaller
organizations, are more likely to enter self-employment. However, anticipated im-
provement in the experience of work from choosing self-employment is seen to be
somewhat illusory, speaking to growing concerns about the impact of the growth of
the gig economy.

Key words:  Self-employment, Job quality, Entrepreneurial transmission, Gig
economy
JEL classifications: 126, ]62,1.26

1. Introduction

The self-employed now account for 15% of the UK workforce (ONS, 2018). Whilst
self-employment may confer benefits in terms of individual autonomy, a significant
concern is that the self-employed do not enjoy the social protection provision that
other workers take for granted. This paper contributes to the debate on this particu-
larly British phenomenon. Have transitions to self-employment occurred in the UK
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as an alternative to transitions into paid jobs of lower quality in a world of labour
‘flexibilization’ (Keep and Mayhew, 2010; Crouch, 2012), or because workers are at-
tracted by the experience and narrative of entrepreneurial opportunity (Audretsch ez al.,
2006; Thurik ez al., 2008)? Self-employment is highly heterogeneous, encompassing
activity across a wide range of sectors and occupations, sometimes concentrated in
particular demographic groups, sometimes as part-time activity alongside other work.
It spans genuine business activity, usually as a sole-trader but sometimes as an em-
ployer of others, perhaps stimulated by prior experience with other entrepreneurs. It
also includes a range of non-business owning freelancing and subcontracting activity,
involving sequential short-term spells of ‘dependent’ contracting with purchasers of
labour services, and it may include forms of so-called ‘gig economy’ working, for ex-
ample through internet platform-based organizations such as Uber and Deliveroo. So
in the UK self-employment growth may reflect flexibilization strategies and lowering of
job quality on the part of employers. This is in the context that the value of employee
tenure is reduced (for employers and possibly for some employees, such as younger
ones) through the use of digital worker surveillance and rating. So employers have
less pressure to provide secure, good quality jobs. However, as discussed in the paper,
there is considerable disagreement on how to define job quality and how to measure it
(Burchell ez al., 2014).

In undertaking this research we make a number of contributions. Firstly, we show
that entry into self-employment is associated with changes in job characteristics which
in turn might reflect wider levels of employee (dis)attachment to organizational em-
ployers. Secondly, whereas earlier research has focused mainly on the subjective and
problematic notion of job satisfaction as an appropriate indicator to identify the level
of employer attachment, we argue that organizational (dis)attachment can also be seen
in a range of objective job characteristics. Employer-provided training is one important
means to increase attachment. Specifically, we show that the impact of training on
self-employment entry depends asymmetrically on the source of that training. Thirdly,
this leads us to re-assess earlier research which argues that positive prior experience as
an employee stimulates self-employment. We argue that reduced attachment provides
an alternative explanation for the alleged ‘entrepreneurial transmission’ effect, through
which, holding other important personal characteristics constant, employees in smaller
organizations are more likely to enter self-employment. Small firms are not, as others
have argued, a fertile training ground for budding entrepreneurs. Finally, we also dem-
onstrate that those who enter self-employment are unlikely to realise improvements in
various dimensions of their working conditions. We present new quantitative evidence
which provides strong support for these ideas, drawn from secondary analysis of a
large UK population-representative longitudinal survey. All this speaks to debate on
whether contemporary preoccupation with business start-up policies, if they have any
discernible impact on employment patterns, only seeks to encourage too much new
venturing, and whether the resources directed towards encouraging entrepreneurship
would be better redirected towards improving employment systems.

2. Literature review and hypothesis development

Self-employed is often equated with economic opportunity-seeking activity. Since
the majority of the self-employed operate as sole-traders, and a proportion of these
work as subcontractors or freelancers for other employers (Roman ez al., 2011),
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there is controversy about whether self-employment is a useful surrogate for entre-
preneurship (Parker, 2018). We do not propose to rehearse this debate in depth.
However, self-employment choices can be framed through a range of drivers, re-
lating to personal characteristics and resources, the external environment, as well
as the characteristics of prior organizational employment. This breadth of influence
explains heterogeneous patterns of self-employment activity. Drivers can entail both
opportunity (‘pull’) and necessity (‘push’) effects. Therefore, individual transitions
into self-employment, will reflect the balance and interplay of these factors, as well
as personal accumulation of knowledge and resource (Douglas and Shepherd, 2000;
Simoes ez al., 2016; Parker, 2018).

2.1 Economic and social drivers

Conceptualising self-employment as opportunity-seeking behaviour finds the clearest
expression in occupational choice models, in which self-employment choices are made
on the basis of anticipated positive pecuniary benefits over organizational employment
(Hamilton, 2000; Simoes et al., 2016). This is also consistent with matching models
in which career choices are derived from expectations of the ‘offer’ in entrepreneur-
ship (Failla ez al., 2017). Utility-maximising choices need not focus solely on extrinsic
financial rewards. Models entertain a range of extrinsic and intrinsic, pecuniary and
non-pecuniary drivers (Eisenhauer, 1995; Douglas and Shepherd, 2000; 2002). These
can include elements of personal assessment of current employment conditions, effort
and risk required, as well as opportunities to exercise personal autonomy (Amit ez al.
2000; Hamilton, 2000; Croson and Minniti, 2012; Guerra and Patuelli, 2016).

The utility of any prospective opportunity might depend on the ‘pull’ of an external
market for the product or service proposed (Audretsch ez al., 2006), even if alertness
to opportunity depends on the abilities and resources of the prospective entrepreneur.
For the individual, transitions into self-employment can rise when and where levels of
economic prosperity are higher (Roman ez al., 2013). Favourable economic conditions
create market opportunity and reduce the risks of start-up. Conversely, as unemploy-
ment rises opportunities diminish (Thurik er al., 2008), even though the hiring of
resources, such as labour, may become easier. Self-employment decisions might thus
reflect a balance between the ‘pull’ of economic opportunity and the ‘push’ from the
absence of good paid employment opportunities. Where choice is available, individuals
choose self-employment as the least-worst available fit between personal resources and
the external environment.

A large volume of research also investigates differing propensities for self-employ-
ment amongst different groups, reflecting the high level of heterogeneity amongst the
self-employed, and the effect of the interplay of different characteristics on the balance
of ‘push’ and ‘pull’ factors. These include, nter alia, differing self-employment rates
amongst men rather than women, amongst women with childcare responsibilities
compared to those without, amongst older more experienced workers compared to the
young, amongst certain ethnic minority and migrant groups, amongst rural compared
to urban populations, amongst those with or without formal educational qualifications.
An extensive review of all these factors can be found in Parker (2018). These dif-
ferences are important, and potentially statistically significant especially in very large
datasets where fine grain sub-sample analysis is possible. These are considered as con-
trol factors in our analysis. However, they are not the primary focus of the paper.
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High and growing rates of self-employment in the UK are also likely to reflect
particular institutional structures in the labour market which have facilitated labour
flexibilization. Across Europe few other countries (for example the Netherlands) have
witnessed a similar upward trend in self-employment. Both entrepreneurship and la-
bour market research recognise the importance of institutional factors. These may pro-
mote opportunity-driven business start-up activity, for example through the provision
of general business management skills alongside occupational skills in formal voca-
tional apprenticeship training, as in Germany, or may limit ‘dependent’ self-employ-
ment through legal restrictions on particular forms of employment contracting, and
the institutional encouragement of long term employment relationships, as in many
European countries. Again, while such considerations might be very important in any
cross-country analysis of self-employment, they are not the primary focus of the pre-
sent work.

2.2 Orgamizational drivers

Previous research has highlighted the significance of current employment in influencing
decisions about entry into self-employment (Serensen, 2007; Ozcan and Reichstein,
2009). This work suggests that employees of small, private-sector firms are themselves
more likely to become business owners — a ‘small firm effect’ (Elfenbein ez al., 2010).
There are, however, a number of explanations for this finding. One asserts that small
firms transmit entrepreneurial intent to employees, as a form of knowledge transfer,
because they provide more relevant experience, access to tacit knowledge and accultur-
ation (Parker, 2008). By contrast, large and public sector employers may stifle entre-
preneurialism through bureaucratic structures and practices (Ozcan and Reichstein,
2009). Segmented labour market theory provides a different explanation. Employees
in small firms compete less effectively for good jobs in larger organizations, and are
therefore more likely to enter self-employment (Parker, 2018). Finally, any empir-
ical association could reflect selection rather than causality — small firms attract more
entrepreneurially orientated job applicants (Elfenbein ez al, 2010). Selection effects
might reflect prior levels of over-optimism and other personality traits and pathologies
amongst those predisposed towards starting businesses (Dawson ez al., 2014).

We propose a different explanation. Whilst working in a small firm might be in-
trinsically rewarding, other factors such as pay and job security can be less attractive
compared to the employment offer in larger organizations. Consequently, it is im-
portant to control for the moderating impact of any entrepreneurial transmission effect
in assessing the extent to which job quality in prior employment drives self-employ-
ment decisions. Furthermore, the transmission effect might increase the ‘push’ effect
of any impact of poorer job quality on increasing the likelihood of separation into
self-employment, if these two factors operate in a mutually reinforcing manner.

The wider importance of job quality has emerged from international attempts by
organizations such as the ILO and the EU to create conceptually sound and inter-
nationally comparable indicators, for example, to support the evaluation of decent
work policies. Employment flexibilization, particularly in the UK, has led to concerns
about falling job quality (Green ez al., 2010). Job quality has been the subject of an
extensive and detailed literature (Kalleberg, 2011; Burchell ez al., 2014). Theoretical
perspectives on job quality are well-grounded, informed by psychological, sociological
and economic standpoints on what might be deemed to constitute a ‘good job’, issues
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which have in particular been taken up in wider debates about the nature of capit-
alism (Gallie, 2007; Crouch, 2012). However empirical implementation strategies
have been wide-ranging and have proved contested (Warhurst ez al., 2012; OECD,
2016). There is debate on whether the set of indicators of job quality should focus
solely on objective or extrinsic characteristics such as pay, hours, job security. There
is considerable concern that subjective or intrinsic characteristics such as workplace
relations, levels of job autonomy or indicators of job desirability might be influenced
by self-reporting biases, and that those biases might be subject to adaptive prefer-
ences. This concern also extends to the use of job satisfaction scores as an element of
measured job quality (Brown er al., 2012). Thus, the choice of what to include in a
composite job quality indicator varies widely. Although not a concern for the present
UK-focused analysis, the need to produce reliable internationally comparative meas-
ures, and the challenges inherent in agreeing the construction of composite indicators
are also important issues. Some empirical approaches prefer to focus on a narrow
set of objective extrinsic indicators; others identify distinct domains of quality, for
example, employment security, income security, workplace experience, skills develop-
ment (Green er al., 2013). One recent study also introduces dynamic considerations
relating to employment history (Berloffa er al., 2019). The general-purpose longitu-
dinal household survey data used in the analysis in this paper was not designed to
provide a wide-ranging composite index of job quality, as for example was the case
with the European Working Conditions Survey (Green et al., 2013). Consequently, we
adopt a pragmatic based around the availability of particular questionnaire items in
the data source used, with each proposed indicator of different aspects of employment
circumstances entered individually as factors rather than as an element of an (inevit-
ably incomplete) composite index.

* The importance of pay in organizational employment is already embedded within
the literature on the relative pecuniary benefits of entrepreneurship (Douglas and
Shepherd, 2000). However, absolute as well as relative remuneration may impact on
perceived satisfaction (Clark and Oswald, 1996; Guerra and Patuelli, 2016), even if
pecuniary factors are not necessarily pre-eminent in decisions to remain in self-em-
ployment after entry (Hamilton, 2000).

* Long hours will reduce organizational attachment if they contribute to stress and
ill-health, whereas self-employment is seen as offering improved work-life balance
(Georgellis and Yusuf, 2016), perhaps at the expense of higher earnings (Croson and
Minniti, 2012). Similarly, long commuting times to work can increase stress and
reduce overall life satisfaction (Stutzer and Frey, 2008), whereas self-employment,
particularly if based around homeworking can reduce commuting stress, although
perhaps at the expense of isolation (Daniel ez al., 2018).

 If salaried work entails temporary contracting and employment insecurity, this will
lower employee attachment and experienced job quality (Green er al., 2010) and
may raise interest in entrepreneurship, despite self-employment itself requiring ac-
ceptance of higher risk (Douglas and Shepherd, 2002);

» Absence of collective voice in organizational employment suggests lower perceived
levels of agency and autonomy, increasing the propensity to quit and raising interest
in entrepreneurship (Guerra and Patuelli, 2016); although any observed relationship
will depend on other individual and organizational contextual factors affecting deci-
sions to join trades unions (Bryson er al., 2004).
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Finally, it should be noted that, at the societal level and beyond the direct agency of
the employer, relaxation of employment protection regulations can adversely impact
job quality (Roman ez al, 2011).

2.3 Reconceptualising organizarional (dis)attachment as a ‘push’ driver

Previous conceptualisations of ‘push/pull’ have assumed that ‘push’ arises exclu-
sively from the experience of job loss (Roman ez al., 2013). However, ‘push’ towards
self-employment might also reflect dis-attachment resulting from quitting, because
job quality across the range of dimensions above has fallen. Whether one regards such
quitting activity as voluntary or involuntary is a moot point. Falling job quality may
reflect long-run trends in organizational employment practice, or short-term responses
to macro-economic austerity as employers seek to reduce non-wage labour costs.

The growth of dependent and ‘gig-economy’ self-employment can be seen, in this
light, as a further manifestation of the push hypothesis (Muehlberger, 2007; Boheim
and Muehlberger, 2009). In some contexts, for example, construction or internet-based
platform businesses providing services such as taxi booking, fast-food delivery etc., less
‘attached’ employees have been required to switch involuntarily into sub-contracting
self-employment. This transfers the risk of demand volatility to the employee (Katz
and Krueger, 2016). Self-employment of this form may offer some limited benefits of
increased autonomy from portfolio working across a range of clients, particularly for
skilled professionals. Importantly, these are offset by the costs of exclusion from other
expensive organizational employment benefits, including pension provision and social
protection (Roman ez al., 2011).

In reflecting this discussion, in support of this wider conceptualisation of ‘push’
entrepreneurship, we propose our two research questions:

RQL1. Is entry into self-employment is more likely where individuals have preceding
experience of poor-quality organizational employment, after controlling for employer
size effects?

RQ2. Does any small firm effect merely reinforce the ‘push’ effect of poor-quality
organizational employment on the likelihood of entry into self-employment, rather
than reflecting transmission of entrepreneurial intention?

Extrinsic job characteristics may or may not fully reflect attachment to the em-
ployer and therefore capture subjective job satisfaction. On the other hand, self-
reported measures of job satisfaction conflate various constructs such as objective
evaluation, affect and beliefs across a range of domains (Kalleberg, 1977; Weiss,
2002). Recent research identifies positive and negative psychological affect as me-
diators on the impact of job satisfaction on self-employment entry (Nikolaev ez al.,
2020). Further influences arising from the working environment and job content,
such as the quality of workplace peer-to-peer or peer-to-superior relationships, might
also be important. Escaping work for a bad boss can form an important component
of the intrinsic benefits of working for oneself (Douglas and Shepherd, 2000), con-
sistent with higher reported satisfaction in self-employment arising from increased
work autonomy (Schjoedt, 2009; Lange, 2012). In the absence of detailed meas-
ures of these conditions, and while noting the concerns described earlier, we use a
reported job satisfaction indicator to signal potential additional information about
job quality, after controlling for extrinsic indicators. We frame this in the following
research question:
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RQ3. Do low levels of perceived job satisfaction contribute to higher likelihood of
entry to self-employment, after controlling for other objective indicators of job quality
and employer size?

2.4 Traiming and employee (dis)artachment

Opportunity for career development is a further aspect of organizational job quality.
Human capital models recognise that training investments can reinforce attachment.
However, organizations may target training where returns are highest. They may in-
vest less or not at all where less attached workers can more easily be replaced (Green,
2006; Burchell er al., 2014). Falling levels of training, as in the UK context, are con-
sistent with the increased casualization of organizational employment across a number
of dimensions (Georgellis and Lange, 2007; Green ez al., 2010). They reflect pressure
on organizations to switch towards more precarious forms of employment relationship
such as freelancing, internet-platform working and other forms of dependent con-
tracting (Kalleberg, 2011; Williams and Lapeyre, 2017)), which in turn form a risky
basis for subsequent business start-up.

Access to some forms of training might also increase the likelihood of dis-attachment.
Training can support the transition into self~employment, by allowing the accumula-
tion of general skills, such as technical and professional expertise (Lechmann and
Schnabel, 2014), or generic business management skills (Kuratko, 2005). Formal
training programmes are highly heterogeneous. Some will be highly specific to par-
ticular roles or occupations. Training provided and funded by the employer will be
different in its effect from training sourced off-the-job. Smaller employers may, for
reasons such as economy of scale in the provision, provide less training (Green et al.,
2016). Some employees will source training to support job search, or explicit training to
prepare for self-employed business ownership, although other forms of formal training,
for example in extended vocational schemes such as apprenticeships, may implicitly
support later business start-up activity, if they incorporate training on general manage-
ment skills. Therefore, both the purpose and source of training are important. Analysis
must recognise this to avoid ambiguous conclusions. We summarise this as follows:

RQ4. Is entry into self-employment is more or less likely where individuals do not
have prior opportunities for employer-provided training, and where they might have
sought out opportunities to undertake external training?

3. Data source and method
3.1 The UK context

The high level of self-employment in the UK was noted in the introduction. This re-
flects sustained growth since a reversal in trend in the UK that took place in the late
1990s. Prior to this point, and prior to the development of employment flexibilization
strategies drivers of self-employment may have been different. There has been some
acceleration in trend over the past decade or so. One reading is that, as recovery from
the financial crisis of 2008—9 progressed, opportunities for business start-up improved.
However, a prolonged squeeze on real wages has characterised organizational employ-
ment since the crisis, and, despite falling official unemployment rates, led to mismatch
between available and desired patterns of employment (Bell and Blanchflower, 2018).
Job-related training provision for the employed has also been in decline. UK Annual
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Population Survey data show that the proportion of workers aged 16 to 64 receiving
job-related training in the previous 16 weeks fell from 21% in 2007 to 18% a decade
later. Over a longer time period 1997 to 2012, other evidence shows a larger sustained
fall in the incidence and intensity of employer-provided training (Green ez al., 2016).
A range of explanations might account for these trends, including increased targeting
of and efficiency in training delivery (Mason and Bishop, 2015), or substitution of
formal job-related training for prior qualifications or experiential learning. Official
data on job quality and satisfaction, consistently defined and measured, are problem-
atic. Trend analyses rely on periodic survey data.

3.2 The Understanding Society survey instrument

We address our research questions through a quantitative analysis of self~-employment
transition data within Understanding Society (USoc), the UK's main household lon-
gitudinal survey (University of Essex et al., 2017). USoc was initiated in 2009 with
a target sample of 40,000 households drawn from a stratified, clustered sample of
UK residential addresses. The sample design incorporates household members from
an earlier longitudinal survey as well as over-sampling of ethnic minorities. Cross-
sectional weights allow correction for sample design features to maintain population
representativeness. The achieved wave 1 sample of 39,802 households was collected
over the two-year period 2009-10 and comprises data on 101,086 individuals. These
individuals were re-interviewed annually, across two-year overlapping periods of data
collection.

Seven waves of data covering the period 2009-10 to 2015-16 are used. As in similar
surveys some sample attrition occurs, particularly between the first two waves. This
is treated as random, and any impact on representativeness can be handled through
sample weighting. By wave seven, 27,838 households containing 60,035 individuals
of all ages remained in the survey, reflecting the balance of attrition, re-contact and
household splitting.! Sample design draws on extensive prior and international experi-
ence and scientific analysis (see Buck and McFall, 2012 and references therein), and
subject to initial and ongoing pretesting using an ‘innovation’ sample (not included)
as well as item and data collection piloting. Individual questionnaires are detailed,
covering a range of social and economic topics, with many items designed to ensure
validity and consistency with a wide range of other data sources.

Our approach is to explain the probability of transition from paid employment into
self-employment, as observed between annual waves. Year-to-year transitions are rela-
tively infrequent occurrences in population-representative samples, and longitudinal
data are essential to identify separations and associate these with prior-dated infor-
mation on potential drivers. We restrict the sample to adults aged between 18 and
59 years of age at the point of the first survey wave, and who are initially in paid
employment. Thus, we track a population cohort as they reach ages between 24 and
65 over a seven-year period. The longitudinal nature of the survey allows us to link

1 A small financial incentive is offered to maintain contact if households change the address. In common
with other household longitudinal surveys internationally, precise follow-on rules are applied. Individuals
who join original households are added to the survey. Those leaving original households to form new ones
(around 5% of the total per annum) are also retained. Children in original households enter the main sample
on reaching adulthood. Precise dates of the interviews are recorded.
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transitions into main job self-employment to prior dated information about respond-
ents' previous employment.? Self~employment status in the survey is self-reported but
is checked against tax registration status by the survey agency interviewers. The nature
of the self-employment (employer, sole-trader, freelancer or subcontractor is identi-
fied from additional questionnaire items. In most cases, we identify transitions from
year-on-year changes in status. We identify a small number of additional temporary
transitions from between-wave employment histories. In Table 1 we report details
of the survey data, including rates of self-employment and rates of transition from
employment into self-employment and from either unemployment or inactivity into
self-employment from year to year.?

A number of features stand out. The rate of self-employment increases over the
survey from just over 12% of the economically active to over 14%, consistent with
official UK labour market survey data. Pooling across waves provides almost 100,000
observations of year-to-year employment status. The vast majority (93%) remain in
paid employment either in the same job or with the same employer or from one em-
ployer to another. A total of 6,948 separations from paid employment are observed, the
majority into unemployment or inactivity. However, 1,531 are into self-employment.
Of these latter, 1,050 are into self-employed business ownership,* the remainder into
freelancing, sub-contracting or other forms of dependent self~-employment. There is
growth in the numbers and rate of transitions into self-employment over the six wave-
to-wave observations. Transitions into unemployment or inactivity fall over time, con-
sistent with the rising UK economic activity rate. Finally, data in the bottom row of the
table show 1,237 sample transitions from unemployment or inactivity into self-employ-
ment over the sample period, representing a stable 0.9 to 1% of those aged 18 to 59
in the first wave. This is important because it shows that a significant proportion of
the self-employed become so not from leaving an organizational employment career
but from (re)entry into the labour force from unemployment, education or caring for
dependents. However, this group are not the subject of further analysis in this paper.

The proportion of the self-employed aged between 18 and 59 working as
self~employed business owners, sole-traders or employers, remained constant over the
survey period, at just over 75% of the total. The proportion who are employers fell
from 21% to 16% of the total, reflecting the influx of younger and less experienced
business owners. The remainder of the self-employed are subcontractors (around 8%
of the total), freelancers (also around 8% of the total) or other forms of dependent
contractor. Table Al in the Appendix provides further detail on the characteristics
of the self-employed in comparison to the employed at the end of the survey. The
self-employed are less likely to be female and even less likely to be female with chil-
dren, are on average almost 4 years older, and are more prevalent in minority groups,
notably non-British whites and South Asians, as well as amongst those not born in the

2 For clarity we omit second job self-employment from the analysis. It should however be noted that in
any year in the survey those who have a second job in self~employment in addition to a main job in paid
employment amount to around 20% of all who are self-employed.

3 Inactivity and unemployment are conceptually distinct, although the definition may be blurred by fac-
tors such as eligibility for social security benefits. They are combined for illustrative purposes, and be-
cause distinct transitions between registered unemployment and self-employment (or vice versa) are small
in number in the survey.

4 Defined as running a business or professional practice alone or in partnership, or working as a sole-
trader for oneself, on the basis of additional survey questionnaire items.
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UK. They are also more likely to have no formal educational qualifications, although
equally as likely to be graduates as the employed. There is also evidence of regional
disparities; the self~employed are more prevalent in London, the South East and the
South West, and less in the north and midlands of the UK.

3.3 Method

We investigate our hypotheses using a multivariate discrete time duration (‘hazard’)
model to explain entry into self-employment, using the method described in Allison
(1982) and Jenkins (1995).This modelling approach is well suited to longitudinal data
observed at discrete annual intervals, as in USoc. Due to a ‘cancelling out’ effect in
the statistical likelihood function, the method is able to account for left censoring of
sequences potentially leading to self-employment entry (Jenkins, 1995). We construct
a binary dependent variable taking a value of one for individual-wave observations that
correspond to entry into self-employment since interview in the previous wave. Because
the empirical formulation is a discrete-time counterpart to a duration or ‘failure-time’
model, once entry to self-employment has occurred for a particular individual, we
drop any subsequent wave observations. For those who never become self-employed,
the dependent variable is a sequence of zeros, i.e., the sequence is treated as censored.
The estimation model takes the following form:

hi; = prob[TSEl = I|TSE1 >t Xl',]

where #;, is the hazard rate, the probability of individual ¢ entering self~employment
at time ¢, conditional on not having entered up to that point, and explained by a set of
covariates, X.

We complete the empirical formulation by specifying the functional form of the rela-
tionship between this hazard and elapsed time. This is a complementary log—log form,
analogous here to the popular proportional hazards formulation (Jenkins, 1995):

hiy =1 —exp{—expf(z) + BXy + & + vi]}

By focusing on the single ‘risk’ of separation into self-employment, we therefore control
for the impact of elapsed time. Failure to do so may bias estimates of the association
with particular covariates. For flexibility, we model the baseline 6(z) in semi-parametric
form using binary time variables. The model therefore explains the probability of tran-
sitioning from paid employment into self-employment at a given point in time, condi-
tional on not transitioning up to that point. This probability depends on prior-dated
covariates, as in the first approach. We can also include individual-specific random
effects (frailty), ;. These allow an assessment of the potential impact of any unmeas-
ured individual latent ability on the transition probability. We use Stata version 14 for
model estimation.

3.4 Explanatory and control variables

As noted, selection effects can work in determining who appears more likely to enter
self-employment. Extant research investigates the contribution of a wide range of other
personal characteristics reflecting observed heterogeneity across the self-employed,
and likely to control for selection effects (see Parker, 2018 and Simoes ez al., 2016
for surveys). Such characteristics can include demographic factors; gender differences
(Blanchflower, 2000; Saridakis ez al., 2014); increased propensities of ethnic minorities
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towards self-employment (Clark and Drinkwater, 2000); the relationship between age
and accumulated experience or confidence to pursue entrepreneurship (Zissimopoulos
and Karoly, 2007; Caliendo ez al., 2014; Kautonen er al., 2017). These also include the
contribution of human capital in facilitating start-up activity, acquired through formal
education, background, or through informal networks and other sources of tacit know-
ledge (Fairlie and Robb, 2007), as well as personal wealth serving as a direct source
of start-up capital or as collateral (Hurst and Lusardi, 2004; Disney and Gathergood,
2009). Previous work has also investigated the contribution of particular psychological
traits in supporting or hindering entrepreneurial activity. Personality may be signifi-
cant in achieving fit with the choice of working for oneself or in salaried employment,
in finding fulfilment in entrepreneurship as a career choice, or because other agents,
such as financial lenders, may favour a particular personality. We note that other
studies have investigated the explanatory power of ‘Big 5’ personality traits (openness,
conscientiousness, extroversion, agreeableness and neuroticism), finding associations
with entrepreneur status (Zhao and Seibert, 2006), or self-employed status (Caliendo
et al., 2014). Controlling for background and personality is therefore important in
identifying whether self-employment attracts particular individuals. In our analysis
self~-employment transition is also conditioned by these characteristics.

As explained earlier we include a set of prior-dated variables to capture the pre-
vious paid employment circumstances. Our choice is constrained by the USoc ques-
tionnaire. We do not attempt to aggregate our available indicators into a single index.
Definitions are set out in Table 2. For estimation purposes we restrict the analysis
to those individuals for whom covariate information is complete, leading to a max-
imum available sample of 73,640 year-person observations on 18,072 individuals.’
We include previous employer size in the form of binary indicators constructed from
grouped responses, with the largest used as the reference category. Various objective
indicators capture different dimensions of previous organizational employment. These
are measured while the interviewee was in employment in the survey wave prior to
any transition. These comprise binary indicators for the incidence of long working
hours, low pay, employment on a non-permanent contract, membership of a trade
union recognised in the workplace, and incidence of training activity in the previous
year firstly provided by the employer as part of activity in work, and secondly obtained
outside the workplace. A Likert scale score for overall job satisfaction captures indi-
vidual subjective assessment of previous employment.® One-digit level industrial sector
dummy variables are also included to capture any sectoral differences in the ‘risk’ of
transition. We also include other variables to control for variation in personal and back-
ground characteristics (Table 2). These include gender, age, age squared (to allow for
non-linear association), ethnic group membership (with white British as the reference
group) and level of education (with no listed formal qualifications as the reference
group).” We use ten region dummy variables to capture any variation in the influence

> Means for the model estimation sample, including by transition subgroups, are provided in Table A2 in
the Appendix.

6 While it might be desirable to investigate satisfaction with particular elements of employment experience,
the USoc questionnaire schedule does not make this possible as it includes only one job satisfaction item.

7 As noted, previous research has found evidence for the role of the parental background. USoc asks inter-
viewees about parental occupation when the interviewee was aged 14, but not explicitly about self~employ-
ment status. Preliminary analysis revealed no relationship between parental background as an employer and
self-employment transition.
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Covariate:

Description:

Organizational employment characteristics:

Employer size

Public sector employer
Long hours

Low pay

Temporary contract

Trade union member

Travel to work time

Training provided by employer

Training from non-employer source

Job satisfaction

Industry

Individual characteristics:
Female
Age
Ethnicity

Questionnaire items are included in all survey waves unless
stated otherwise.

Employing organization size, grouped responses recoded to
the following three category frame:

* Under 49 employees

* 50 to 199 employees

* 200 or above employees (reference category)

1 if employing organization is a central or local government
organization or public body, 0 if not.

Binary indicator equals 1 if self-reported usual weekly
hours of work exceed 40, 0 otherwise.

Binary indicator equals 1 if usual gross weekly earnings are
below 70% of the median for the local area of residence
by gender, 0 otherwise.

Binary indicator equals 1 if employment contract is
non-permanent (including casual working or agency
working), 0 otherwise.

1 if member of a trade union which is recognised in the
current workplace for negotiating pay and conditions
for the job undertaken by the respondent, 0 otherwise.
Asked only in Waves 2 and 4.

Usual journey time to work in minutes. Coded zero if
working from home.

Received training in the past year (excluding training for
health and safety or for leisure/hobby purposes) and, in
the case of any of the three longest periods of training,
that training was provided by employer. Asked in all
waves from Wave 2 onwards.

Received training in the past year (excluding training for
health and safety or for leisure/hobby purposes) and, in
the case of all of the three longest periods of training,
that training was provided outside the workplace. Asked
in all waves from Wave 2 onwards.

Satisfaction with present job overall, answered on 7 point
Likert scale, 1 = completely dissatisfied, 7 = completely
satisfied.

Binary indicators of 1-digit level UK 2007 Standard
Industrial Classification of employer business activity —
10 categories (reference category: Arts, Entertainment
and Other Service Activity).

Self-reported gender: female = 1, male = 0

Age at interview in whole years

Self-reported ethnicity, recoded to reduced frame as
follows:

» White British (reference category)

* White non-British

* Black or mixed race African/Caribbean

» Black or mixed race South Asian

» Chinese or other Asian

* Other ethnicity not in the above categories

Asked in the first wave in which individual enters the
survey.
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Table 2. Continued

Covariate:

Description:

Highest education level

Personality traits

Self-efficacy

Investment income

Housing equity

Region

Local economic opportunity:
Rural location

Local area unemployment rate

Local area weekly earnings

Local area median house prices

Highest level of educational qualification achieved, coded
to the following frame:

* University/college degree at undergraduate diploma level
or above

* Vocational college-level qualification, including nursing
or teaching

* School examinations at age 17 or 18 (UK A-levels or
equivalents)

* School examinations at age 16 (UK GCSEs since 1988
/O-levels or equivalents up to 1987)

* None of the above qualifications (reference category)

Derived survey variable, calculated from information
asked in the first wave in which individual enters the
survey, with subsequent checks for additional education
undertaken

‘Big 5’ personality traits, each calculated as average
of three individual questionnaire items (John and
Srivastava, 1999), item response on 7 point Likert scales
(1 = does not apply at all...7 = applies to me perfectly).

¢ Openness

» Conscientiousness

« Extroversion

» Agreeableness

* Neuroticism

Asked in Wave 3 of survey only.

Short-form generalized 10 item self-efficacy scale
(Schwarzer and Jerusalem, 1995), item response
on 4-point Likert scales (not at all true/hardly true/
moderately true/exactly true). Cronbach alpha for
sample = 0.904.

Asked in Wave 5 of survey only.

Self-reported earnings (interest, stock dividends etc) on
person investments over the past year. Asked in all
survey waves. £1,000s

Self-reported estimate of value of main home, asked in all
survey waves, minus sum of any outstanding mortgage
loans secured on the property. Assigned to zero if not
owner-occupier. £100,000s

Binary indicators for UK Government Office Region of
residence: London (reference category), South East,
South West, East of England, East Midlands, West
Midlands, Yorkshire and the Humber, North East,
North West, Scotland, Wales

Derived variable from respondent's address: 1 if falls
outside urban settlement area of 10,000 or more
population, 0 otherwise.

Percentage unemployment rate in local authority district of
residence in month of survey wave interview, obtained
from UK Office for National Statistics, linked using
derived coding of local authority from household
addresses.

Median weekly earnings, by gender, in local authority
district of residence in year of survey wave interview,
obtained from UK Office for National Statistics, linked
using derived coding of local authority from household
addresses.

Median house prices in local authority district of residence
in year of survey wave interview, obtained from UK
Office for National Statistics, linked using derived
coding of local authority from household addresses.
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of regional entrepreneurial culture on individual choice, along with a rural location
indicator since levels of self-employment tend to be higher in rural areas for reasons of
economic structure and culture.

‘Big 5’ personality data are collected in USoc, derived from responses in Wave 3
to a pre-validated short-form schedule of items (see Table 2). We treat these as time-
invariant covariates, reasonable given earlier research (Cobb-Clark and Shurer, 2012).
Entrepreneurial intentions are widely conceptualized by psychologists in terms of
perceived self-efficacy (Parker, 2018). Respondents are asked to complete a 10-item
generalized self-efficacy schedule (Schwarzer and Jerusalem, 1995) in wave 5 of the
survey. Preliminary analysis suggests high reliability (Table 2) and we include the scale
as a further time-invariant personal characteristic.

We control for variation in personal financial resources through two variables —
one measuring annual income from personal financial investments (in the absence of
comprehensive annually recorded wealth information in the survey) and the other an
estimate of personal housing wealth (self-reported home value minus any estimated
outstanding home loans). A further variable controls for spatial and temporal vari-
ation in local external market opportunities. We link the unemployment rate in the
local authority district through individual residence location coding. This variable may
also capture the extent to which lack of availability of alternative labour market oppor-
tunities pushes individuals into self-employment (Roman ez al., 2013; Henley, 2017).

4. Findings

In Table 3 we report cross-tabulations for indicators of prior job quality by transition
status. On nearly all indicators those who transition have lower prior job quality. Those
transitioning to business ownership are well over twice as likely to have had a temporary
contract, almost twice as likely to have reported working long hours, a third more likely
to have reported low pay, and over two-thirds less likely to have been represented by
a trade union. In some instances, the differences between non-transitioners and all
self-employed are more pronounced, suggesting that the dependent self-employed are
even more likely to have experienced poor-quality employment circumstances. This
provides preliminary evidence for RQ1. Evidence for RQ3 is also indicated in lower
prior job satisfaction and for RQ4 in significantly lower prior employer training provi-
sion, and slightly higher acquisition of training off the job. The self-employed are 40%
less likely to have benefitted from employer-provided training. Findings are similar for
those who transition out of economic activity, suggesting that push from poor quality
employment into self-employment shares features in common with layoffs more gen-
erally. Summary statistics from analysis-of-variance tests show that the differences in
variable means between the transition groups are statistically significant, although only
marginally so for travel to work time.

In Table 4 we report findings from the regression analysis. Column (1) presents a
base specification that includes all the control variables, including those which capture
a small firm effect. In this model the reported test statistic shows that a random effects
specification is preferred, and marginal effects for this are reported. These measure the
impact on the conditional probability of transition of the presence of a binary covariate
factor, or the impact of a change of one unit in a continuous covariate. The small firm
effect here is large. As the ‘raw’ sample probability of self-employment entry is 0.013
(the second row of the table), the impact of employment in an organization with less

120z Jeaquisidag 0 uo 1sonB Ad 9€66029/LG1/E/S /B0 Bl0/W00 dNo"0lWSpEsE//:SRY WOl POPEOjUMOQ



A. Henley

472

Downloaded from https://academic.oup.com/cje/article/45/3/457/6209936 by guest on 07 September 2021

'/, 01 T S2AB/\ 00S§[) WO} suoneInduwod JOYINe 1924105

"10°0 > dnyea-d

SI10UAP yyy f PUB ¢ T UWNJOD UIIMIIQ SIOUIIPIP S1531 YAONYV "s1ySrom uonemndod [BUO109s-sS0I0 AQ PIIYSIom 938 JO SIBIK G 01 T 01 PaloLnsax djdures 120N

xxx0'85C 08'% L6'% 68'F cT's 91008 wonoEysnes qof
(%) 201nos 1Loidurd

M 4 0°L1 891 LI I'%1 -uou wroJy Sururery,
(%) ILordwd

xxxl'€ET 6'F1 0%l Thl 9°¢T £q papraoid Sururery,
(sonurw)

20 vee N %4 9°¢T 9°¢C QI YIOM O] [9ABIT,

xxx1'8€C 9°¢l €8 9'8 092 (%) IPquIawr uoTunN dpely,

xxxV 6%L 0 LI 0CI el 8% (%) 10enuod Lrexodudy,

xxxC'C8¥ (4] 1°9% V%% 1'0% (%) Aed mo1

xxx0'6L €6 9°'1C vic SI1 (%) smoy Apfoam Suo

diysroumo

onsnels-1 VAONV

A1anoeur 10
JudwAo[dwoun 01 SIQUONISUBI],

ssoursnq pasordura
-J[9S 03 SIQUOTIISUBIT,

1uswAoduwa-J9s
0] SIOUOTIISUBI],

SIQUOTIISUBII-UON] :oAeM snoradxd uy

#)

(©

(@

(D pauIquIOd /, 01 7 SIABA\

snavgs uonisuval £q Kyypnb qol 4ot *€ dqeL,



473

The rise of self-employment in the UK

Downloaded from https://academic.oup.com/cje/article/45/3/457/6209936 by guest on 07 September 2021

¢e00°0—
81000

»x600000°0
xxx5000°0—
xxxI700°0—

1000°0—
LT00°0—
xxxC100°0
€0000°0
¥200°0—
xI700°0—
8000°0
x6£00°0

xxx1900°0
xxxLT700°0—
»xx¥C00°0—
¥xL0000°0—
xxxS700°0—
*»xx£0T10°0
€100°0
€100°0—
x»xx0600°0—
€000°0—
¢100°0—

880070
€e9

xx¥S00°0—
82000

x»xx600000°0
»xx8000°0—
»xx8600°0—

LT00°0—
xC¥700°0—
xx¥100°0
90000°0
¥200°0—
xx6S600°0—
1€00°0
xx¥900°0

xxxC0T0°0
»xx¢900°0—
xxx£€00°0—
x90000°0—
xxx1800°0—

xxx¥910°0

<0000
S100°0—
xxxLG00°0—
7000°0—
¢100°0—

6¢10°0
9¢6

xx¥S00°0—
L2000

»xx10000°0
*xx6000°0—
*xx8500°0—

*xx£600°0
*»xxG800°0—
»xx5C00°0—
€0000°0—
xxxC600°0—
xxx0€T0°0
7100°0
»xx1€00°0
*»xx6600°0—
8000°0—
xxx7900°0

6¢10°0
9¢6

x0900°0—
x£600°0

xxx£0000°0
»xx5C00°0—
¥xx9L00°0—

*»xxVIT10°0—
¢I100°0—
xxxS0T0°0

ce10°0
696

} ueaqquIED/UBILYY -
T ysnug-uou a1y -
(ysng 21rym :90Ud19Ja1) AIdIUyIg
pazenbs a8y
By
T orewdyg
SOUSIIIIVADYD [PRPLRIPUT

] 901nos 1ohojdwd-uou woy SUtUIBL], x WIY [[BWUS
] 1ofojduwre Aq papraord Sururel], x WY [[eWS

] uonoejsnes qof x Wiy [[eWS

] owm y10M 01 [oARIT, x WY [[BWIS

1 Ioquiowr uorun IpeIT, x WIY [[BWS

] 10enuoo Arerodway, x Wy [[ewg

] Aed moT x wiy [RWS

] smoy SuoT x way [jewg
ssuonovadnur (saakojduta gt 01 () 199ffo uaif oS

1 901n0s 10foidure-uou woiy Jururery,

1 hojdws £q papraoid Sururely,

] uonoeysnes qof

1 owm yiom 01 [oABIT,

] 1oquowr uorun opeiy,

J 1080000 Arerodway,

1 Led mo1

1 sinoy Suog

1 1oho1dwrs 101095 o1[qNng

sakorduwd 661 01 06

s32fo1durd ¥ 01

(seafordwd +(0g :20ud1)a1) 1 9z1s rofojdwryg
2$011S1427904DYD 1UdUK0]GULD [DUOUDZIUDSI()
:8200ff2 pouISiv

ueow d[dures uonisueiy,
SUOTIISUBI] JO "ON

diysIoumo ssaursnq
pakordura-jjos
01 uonisuely, ()

1uowAo[dw-J[os
Aue 01
uonsuely, (¢)

JuowAo[dwo-j[os

Aue 01 uonisuely, (z)

1uowAo[dwo-J[os
Aue 01 uonsuely, (1)

UOLSS252.4 PADZDY 2udl] 2124051D UOWISUDAI 1UdMA0]GUId-[joS *§ S[qe]



A. Henley

474

Downloaded from https://academic.oup.com/cje/article/45/3/457/6209936 by guest on 07 September 2021

‘1, 01 T SaABA\ 00§ w0y suoneInduwod IoYINe 204105

"10°0>xxx G0°0> xx T°0> 2NJBA-d SAOUIP  "[ENPIAIPUI A4 SULIISN]D 10 PAISNIPE SIOLId PIEPUELIS JUIIOYJI0D) "UONBAIISQO d[qeLIEA 1UdpU2dop a1 01 2ABM SNOIAAIA U UT PIINSBIU JIBLIBAOD
$210UDP .| “TUBLIBAUI-OUIN SI PUE 90UO PIAIISQO ST YOIYM IBLIBAOD $310USP 3} *(ZT) S[ONUOD dwm A[JIUOW-XIS SUI[ISEq PIBZEY PUE (6) J S[OIIU0D UONEIYISSE]D [BLNSNpUI pIepuels USIp-1 pue (OT)
S[OTU0D [BUOISAI SOPN]OUI UOISSIIY “[enpIarpur 1od sUonNeAIasqo ('f Jo a8eraae ue quatukojdurs pred ur A[enIUI W dABA) 18 STBIA G 01 8 PISE S[ENPIAIPUI UO SUOTIBAIISAO [[& - d[dweg 270\

906°LT
9LETL
xxxG 19611
1'0bge—
ON

(€000°0)
1000°0

xx£¢'81

xxxL000°0—
xxx£200°0

#0000°0
¥xL0000°0
2000°0—
xxxG100°0—
%xL000°0—
xxL000°0
xxx1200°0—
*»xx9T100°0
S100°0—
xxx9€00°0—
60000
71000

¢L00'0—
x6€£00°0
xxxL£00°0

906°LT
9LSTL
xxx7'999% 1
€' 6CSh—
ON

(2100°0)
2000°0

xxxL1°6C

¥x9000°0—
»xx6£00°0

#0000°0
¥60000°0
¥x8000°0—

»xx9100°0—
xxIT00°0—
xxx0T00°0
»xx5C00°0—
xxx¥200°0
¥x9200°0—
*xx9700°0—
L000°0
9100°0

¢¥00°0—
cv00°0
xx9¢00°0

906°LT
9LS 1L
xxx& LGLYI
0°eheh—
ON

(1100°0)
2000°0

*x9000°0—
xxx6€00°0

#0000°0
¥x60000°0
xx8000°0—
xxxL100°0—
xxxC100°0—
xxx0T00°0
¥xx9200°0—
»xx¥200°0
xxL200°0—
»xx8700°0—
7000°0
S100°0

1%00°0—
¢r00°0
xx6€00°0

TLOST
0r9°‘cL
¥xxG'G9G
TEC6h—
SIX

xxx(FLLO0)
1659°0

xx6000°0—
*xx1600°0

€0000°0
1000°0
xxx€100°0—
»xx6100°0—
*»xx6100°0—
90000
xxx0700°0—
*»xx£€00°0
¥x9€00°0—
»x6700°0—
8100°0—
xL200°0

S¥00°0—
x0L00°0
x¢%00°0

S[EnpIAIPUL JO "ON|
Jz1s ojdureg
() 1yD ddouLdYIUSIS UOISSIISII JO 1531 PBX\
1801
$109JJ9 wopuey
(s19y0BIQ UI 10119 PIBPURIS)
A19u3301919Y [ENpIAIpUL A
PaINQLIIUOD DURLIBA 10112 Jo uoniodoid - oy

(8) D swId)
uonoeIdUl Aljenb qof Wl [[ews JO 1591 PIeK\

1 (%) 91e11udwsojdwoun BIIL [BO0]
1 woneooy ey
ISOIUDISUINIID IULOU0ID [DIOT
1 £mbas Suisnoyy
1 swoour 1usunsaauy
BRI ERIEN
F wsonoIaN :11en AI[BU0SId
F ssouo[qeaai1dy :1en AI[BUOSIdJ
F vorsiaaomnxy 1811 AI[BUOSISJ
F ssousnonuarsuoy) 11 ANBUOSIdJ
T ssouuad( :ren AieuosIdg
191 pase [ooyos -
} 81 page [ooypdg -
F [9A9] 9827100 [BUOTIBOOA -
T 9891100/A118304A1U ) -
(suoneoyifenb ou :90UAI9JI) [9AJ] UONBINPI ISAYIIH
} 1o -
I ueisy 1opo/esaury)) -
} ueisy yanos -

diysIoumo ssaursnq
pakojdura-jos
01 uonisuel], (§)

1uawiiordura-Jos
Aue 01
uonisuely, (¢)

JuowAorduwa-Jas
Aue 01 uonisueiy, ()

1uawiordura-Jos
Aue 01 uonisuel], (1)

panunuoy) *p qeL,



The rise of self-employment in the UK 475

than 50 employees is both quantitatively and statistically significant. It increases the
likelihood of self-employment entry by 80% ((0.0105 + 0.0132) X 100). Previous em-
ployment in the public sector has a similar size effect in the opposite direction.

Column (2) reports a specification which adds in previous job quality indicators.
The test statistic shows that a random effects specification is no longer preferred, re-
vealing that the set of prior employment characteristics provides significant explan-
ation for the heterogeneity between individuals. Now the small firm effect falls in size,
although it is still statistically significant. With the exception of travel-to-work time, the
different job quality indicators all attract significant coefficients, with signs in antici-
pated directions confirming bivariate associations, and evidencing RQ3. Working long
hours or having low pay both increase the likelihood of entry by a quarter. Temporary
contract working doubles the likelihood of entry, whilst trades union representation re-
duces the entry likelihood by 70%. These job quality indicators appear to convey infor-
mation beyond subjective job satisfaction (RQ3), as both they and the job satisfaction
variable are statistically significant. A one-point reduction in job satisfaction score in-
creases the entry likelihood by 19%, controlling for these other measures of job quality.
Finally, this column also includes the two training indicator variables (RQ4). Those
benefitting from employer-provided training are 66% less likely to enter self-employ-
ment, whilst those finding training opportunities outside the workplace are 72% more
likely to enter.

Column (3) includes interactions between job quality and the small firm (<50 em-
ployees) indicator to address the potential mediating role of prior employment in a
small firm (below 50 employees) on the impact of job quality on self-employment
entry (RQ2). The eight interaction terms are jointly statistically significant (Chi-
squared (8) = 25.2, p-value 0.002). However, at the same time, the small firm effect
itself, captured by the 0 and 49 employees dummy, is no longer statistically signifi-
cant. This provides no evidence for a distinct positive small firm entrepreneurial trans-
mission effect, once the model allows for differences in job characteristics in those
small firms. In quantitative terms it is long working hours in small firms that have the
largest ‘push’ effect into self-employment, increasing the entry probability by 50%
((0.0064 = 0.013) x 100). Other interaction effects are at work. Low pay and an ab-
sence of employer-provided training, although marginally statistically significant, both
reinforce self-employment transition from small firms. Employment on a temporary
contract has an offsetting effect in a small firm, reducing the large positive impact
on self-employment entry by around a third. One potential explanation is that small
firm employees with temporary contracts have a greater expectation of contract re-
newal, whereas in large organizations temporary employment may be more seasonal,
to manage operational peaks. Increased job satisfaction also has an offsetting effect in
a small firm. In column (3) a one-point increase in job satisfaction score reduces the
transition probability by 26%. However, for someone previously employed in a small
firm this reduction is only 15% (((—=0.0033-0.0014) = 0.013) X 100). Here it is pos-
sible that other offsetting influences on subjective assessments of job quality are pre-
sent. These might include a perceived entrepreneurial transmission effect contributing
‘push’ towards self-employment.

In column (4) we reproduce the third specification for transitions into self-employed
business ownership, in order to focus on business start-ups. The overall pattern of co-
efficients is similar to those obtained for the full sample of transitions. Coefficients are
smaller, but this is reflected in the lower unconditional mean entry probability in the
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second row of the table. One difference is that impact of a long travel-to-work time is
larger (and negative). This appears counter-intuitive but may reflect having less free
time for business start-up preparation whilst still in employment. In any case, the effect
is quantitatively small. Small firm interaction effects are not as large, although still
jointly significant (Chi-squared (8) = 18.3, p-value 0.02). Given that our focus in this
specification is explicitly on self-employed start-ups, this further calls into question the
existence of any direct small firm entrepreneurial transmission effect.

Turning now to the control variables, we find that various individual characteristics
are associated with self-employment entry. Being female lowers the entry probability
by around 40% depending on specification. The pattern of coefficients on age and
age-squared reveals that the probability of entry initially declines with age. However,
beyond a turning point in middle age, the probability then begins to rise again (in
column 3 this is at 44 years of age). Despite findings from previous research, there
are few significant associations with ethnicity. South Asians are more likely to enter
self-employment, whereas Afro-Caribbeans are less likely. Those with school-level
qualifications are significantly less likely to enter self-employment, compared to those
with no formal qualifications and those with college-level qualifications. This is con-
sistent with bimodality in self~-employment patterns.

The findings support previous research on personality and cognitive traits. Openness
and extroversion are positively associated with transition, and neuroticism, conscien-
tiousness and agreeableness are negatively associated. More conscientious employees
may be of greater value to organizational employers and may be better recognized in
ways that are not fully captured by other job characteristics. The negative coefficient on
the self-efficacy scale in the first column is unusual given previous research on entre-
preneurial intentions. However, it is weakly or not at all significant in the right-hand
columns, and the negative coefficient may indicate the marginal value of general self-
efficacy to employers, which may again be regarded positively by employers.

Personal financial wealth, proxied by annual investment income, is positively as-
sociated with self-employment entry. The impact is not large — a £1,000 increase in
investment income raises the entry probability by just under 1% (columns 2 and 3).
However, despite previous research findings, no housing wealth association is found.
Finally, the location has some impact. Individuals in rural areas are, other things equal,
a third more likely to transition. In areas of high unemployment transition is less likely,
suggesting a local opportunity ‘pull’ effect. A 1% point increase in the local unemploy-
ment rate is associated with a 5% lower transition probability (columns 2 and 3).

5. Discussion

These findings provide strong support for the first research question that entry into
self-employment is more likely amongst those with poorer prior job quality across al-
most all dimensions considered. A number of objective indicators (longer hours, lower
pay and less access to training) are correlated with being employed in a small firm.?
An important conclusion therefore, borne out in these findings, is that any estimate
of the entrepreneurship transmission effect has to account for these confounding in-
fluences. A key finding in our research is that prior employment in a small firm has

8 Table A3 in the Appendix provides evidence from a bivariate correlation matrix.
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a significant mediating impact on associations between prior employment and sub-
sequent self-employment entry (RQ2). Furthermore, our findings suggest that any
‘pure’ transmission effect disappears once the model allows for small firm-job quality
interactions.

However, employees tend to report, other things equal, higher levels of job satis-
faction from working in smaller firms.® This significantly offsets any increased ten-
dency for small firm employees to enter self-employment, arising either from poorer
employment circumstances or from an entrepreneurial transmission effect (RQ3).
Nevertheless, even after controlling for a range of prior personal traits and character-
istics, these findings overall provide strong grounds for re-conceptualizing the entre-
preneurial transmission effect and reassessing evidence for it. It seems more likely that
employees leave small firms because they are ‘pushed’ by poorer employment condi-
tions, even accounting for higher job satisfaction. It is less likely that they are ‘pulled’
from small firms because of their exposure to a stronger entrepreneurial culture or the
acquisition of entrepreneurial skills or mindset.

This leads on to discussion of the way in which ‘push’ versus ‘pull’ factors are con-
ceived in self-employment research. They are typically treated as an either/or dichotomy
— many appropriately-resourced individuals are drawn positively into entrepreneurship
through an entrepreneurial discovery process, while some are ‘pushed’ by a lack of
alternative employment opportunity. The discourse around the growth of dependent
self-employment and the ‘gig-economy’ tends to pay attention to the latter. Our find-
ings suggest strongly that push and pull factors operate simultaneously, and that the
balance between these may vary both with the external economic environment and
across individuals with heterogeneous characteristics and backgrounds. Furthermore,
push factors can be internal as well as external in that poor quality employers reduce
employee attachment. As a result, other things equal, an employee is more likely to
enter self-employment as a means of escaping from a bad job. Framed in terms of the
data available to us in the present research, a bad job means one which pays poorly,
requires long hours, offers poor job security and provides little opportunity for career
enhancement through employer-supported training provision.

Contemporary economies, characterized by low levels of unemployment and high
economic activity rates, may experience growth in lower paid jobs which are falling
in quality (Green et al., 2010; Crouch, 2012; Burchell ez al., 2014). This weakens the
‘push’ association between self-employment entry and formal unemployment rates.
Although our findings reveal similar patterns for those starting businesses as for all
self-employed, the growth of non-business owning self~employment is both a manifest-
ation of the casualization of work and a consequence of rising employee dissatisfaction
with organizational employment. While recent research has investigated the role of
low organizational job satisfaction (Guerra and Patuelli, 2016), our findings strongly
suggest that organizational attachment, rather than just job satisfaction, needs to be a
driving concept for entrepreneurial behaviour. This should encompass a range of ob-
jective indicators of job quality. However, it is important to note that we have adopted
a pragmatic definition of job quality, based on a set of largely objective measures avail-
able to us in our longitudinal data source. Therefore, any comparison with the findings
of other international comparative studies of the impact of low job quality should be
treated with caution. It is also possible that the inclusion of other intrinsic indicators

9 Evidence is in Table A3.
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Table 5. Fob quality before and after transition to self-employment

Mean one year before Mean one year after Difference
transition transition
in employment) (in self-employment)
All transitioners into self-employment:
Job satisfaction 4.894 5.599 0.704***
Usual weekly 34.63 37.76 3.124%**
hours
Long hours (%) 19.04 34.43 15.38***
Gross monthly 2016.30 1688.79 —327.51***
earnings (£)
Low pay (%) 49.12 70.32 21.20***
Travel to work 24.67 12.01 —12.66***
timet
Transitioners into self-employed business ownership:
Job satisfaction 4.961 5.655 0.694***
Usual weekly 34.55 38.18 3.622***
hours
Long hours (%) 18.96 35.65 16.70***
Gross monthly 1963.92 1742.70 —221.23%
earnings
Low pay (%) 52.51 71.54 19.04%**
Travel to work 22.86 11.01 —11.86***

time

Notes: Excludes temporary transitioners who return to paid employment within one year. 7-test of null
hypothesis of difference equals zero; * denotes p-value <0.1, ** <0.05, ***<0.01.
Source: author computations from USoc Waves 1 to 7.

of the individual working environment and job content, not available to us, might lead
to different conclusions.

One further question is whether those entering self-employment because of reduced
organizational attachment, achieve significant subsequent improvement in their ex-
perience of work. Optimism bias may colour choices (Dawson ez al., 2014) and an-
ticipated improvements may be transitory (Georgellis and Yusuf, 2016). In Table 5
we provide a further tabulation that examines self-employment experience one year
after entry. We find that those entering self~-employment appear to enjoy significant im-
provements in job satisfaction, averaging 0.7 Likert scale points, and in travel-to-work
time, averaging 13 minutes. However, average reported earnings fall, and the incidence
of low earnings below 70% of the local median rises.!® Moreover, the incidence of long
hours increases significantly, and hours of work of business owners increase signifi-
cantly by an average of 3.6 per week. Organizational attachment depends on enjoying
high levels of intrinsic and extrinsic job quality. Those entering self-employment be-
cause of a poor job experience may discover that some anticipated gains are illusory.
These data also do not provide information on changes in other intrinsic dimensions

10 Interpretation of this as implying an equivalent drop in the average standard of living requires some
caution, because of the different tax treatment of salaried versus self-employment earnings, and the op-
portunity to treat for tax purposes some domestic expenses as business costs, particularly if self-employed
activity is home-based.
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of job quality. Even improvements in perceived job satisfaction may turn out to be tem-
porary (Georgellis and Yusuf, 2016), or an outcome of adaptive preferences (Burchell
et al., 2014). Therefore, the emphasis of policy ought to shift away business start-up
policy to promote self-employment as a less-bad alternative to joblessness (Roman
er al., 2013), towards job quality policy supporting interventions requiring employers
to improve job quality and invest in job-related training (Berloffa ez al., 2019), and in
so doing discourage over-exuberant entry into business start-up (Dawson ez al., 2014).
Although beyond our period of analysis, the impact of the 2020 global health pan-
demic has been very severe on many groups of the self-employed, and may well undo
much of growth of self-employment in the UK over the past decade, reinforcing the
point at the start of this paper that high levels of self~employment in fact place many at
increased risk of income volatility without access to social insurance.

Our research identifies a potential connection between the casualization of the or-
ganizational employment relationship and self-employment. ‘Necessity’ self-employ-
ment is no longer, if it ever was, an alternative to unemployment. Rather it is an escape
route from poor quality employment. This is a feature which is often, although not
exclusively, associated with small firms, and it more than offsets any entrepreneurial
transmission effect. Non-business owning self-employed are a third of those transi-
tioning in the UK. For them, self~employment may just be an extension of the same
poor quality job, encouraged by technological developments such as internet plat-
forms and the casualization strategies of organizational employers, especially smaller
ones. Policy to better regulate dependent contracting in the gig economy may not be
sufficient on its own.

6. Conclusion

The analysis we present in this paper suggests that entry into self-employment is
strongly associated with the quality of prior employment experience. We find signifi-
cant associations with a number of other extrinsic dimensions of job quality, even
after controlling for low job satisfaction. These include low pay, long hours of work,
temporary contracts, absence of workplace representation, as well as lack of employer-
provided opportunities for training. These appear to lead to reductions in organiza-
tional attachment providing ‘push’ towards self~employment entry and offsetting the
positive impact of personal characteristics and opportunity drivers. Many extrinsic
dimensions of poor job quality are correlated with small-firm employment, despite
the observed positive correlation between job satisfaction and small firm employment.
Our results provide an alternative explanation for the ‘small-firm effect’. A number
of individual ‘push’ associations are reinforced in small firms. Controlling for these
interactions, we no longer find evidence for any separate positive association between
small-firm employment and self-employment entry. This calls into question previous
research suggesting that small firms transmit entrepreneurial intentions or select
entrepreneurially-minded employees. Finally, the longitudinal data also show that any
improvements in work experience, which might arise from entering self-employment,
turn out to be illusory. In summary, these findings speak to the developing scepticism
about entrepreneurship policy, and to a misleading distinction between ‘opportunity-
pull’ and ‘necessity-push’. If the policy is concerned about encouraging ‘too much’
business start-up activity (Astebro, 2017), then policy-makers may wish to turn their
attention to the quality of paid employment, particularly in smaller firms.
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Appendix
Table Al. Self-employed and employed characteristics

Means Self-employed Employed
N 2,445 15,888
Demographic characteristics:
Female % 38.1 53.4
Female with dependent children % 16.5 22.1
Age - years 44.3 40.1
Ethnicity — white British % 79.0 83.0
Ethnicity — white non-British % 7.2 4.5
Ethnicity — African/Caribbean % 2.3 2.4
Ethnicity — south Asian % 4.5 4.0
Ethnicity — Chinese/other Asian % 1.3 1.3
Ethnicity — Arab % 0.9 0.5
Ethnicity — other % 0.3 0.4
Ethnicity — not stated % 4.3 3.8
Not born in the UK % 17.2 12.8
Highest education level
University/college % 33.0 30.0
Vocational college level % 1.3 2.2
School aged 18 (A-level) % 10.3 11.2
School aged 16 (O-level/GCSE) % 26.4 29.7
None of the above qualifications %
Region:
North East % 3.6 4.7
North West % 10.0 11.1
Yorkshire and the Humber % 7.6 9.4
East Midlands % 8.5 8.4
West Midlands % 6.3 8.7
East of England % 9.7 10.0
London % 14.0 11.2
South East % 17.7 14.3
South West % 11.1 8.8
Wales % 4.2 4.6
Scotland % 7.4 8.8
Form of self-employment:
Freelancer/subcontractor/other non-business owner 22.9 -
Sole trader 62.3 -
Business owner with employees 15.5 -

Note: Wave 7 sample — all survey respondents aged 18 to 59 years. Means weighted by cross-sectional
population weights.
Source: author computations from USoc Wave 7.
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Table A2. Sample descriptive statistics

All Transition route
Means: Remain in To any self- To self-employed
employment employment business ownership
N 17,312 16,407 905 621
Organizational employment characteristics:
Employer size T
1 to 49 employees 0.456  0.447 0.625 0.649
50 to 199 employees 0.217 0.221 0.160 0.155
200 and above employees 0.327 0.332 0.215 0.197
Public sector employer T 0.306 0.314 0.172 0.162
Long hours T 0.124 0.121 0.176 0.172
Low pay T 0.512 0.511 0.521 0.540
Temporary contract T 0.056  0.052 0.139 0.127
Trade union member T 0.255 0.263 0.107 0.110
Travel to work time T 24.97  24.96 25.22 23.94
Job satisfaction T 5.236  5.258 4.840 4913
Training provided by employer T 0.301 0.307 0.179 0.177
Training from non-employer 0.186 0.185 0.214 0.206
source T
Individual characteristics:
Female } 0.565 0.572 0.430 0.428
Age 43.93  44.04 42.04 42.01
Ethnicity — white British F 0.889  0.891 0.840 0.843
Ethnicity — white non-British } 0.044 0.043 0.068 0.068
Ethnicity — African/Caribbean 0.021 0.021 0.016 0.015
Ethnicity — south Asian 0.032  0.031 0.051 0.054
Ethnicity — Chinese/other Asian 0.010 0.010 0.018 0.019
t
Ethnicity — Other } 0.004 0.004 0.007 0.001
Highest education level
University/college 0.325  0.320 0.431 0.432
Vocational college level 0.028 0.029 0.021 0.021
School aged 18 % 0.105 0.105 0.092 0.087
School aged 16 } 0.272  0.275 0.227 0.242
None of the above qualifications  0.270  0.271 0.229 0.218
Personality trait: Openness F 4.611 4.592 4.966 4.976
Personality trait: 4.659  4.659 4.653 4.650
Conscientiousness
Personality trait: Extroversion 4.631  4.623 4.783 4.812
Personality trait: Agreeableness 1 5.597 5.602 5.506 5.540
Personality trait: Neuroticism F 3.622  3.632 3.451 3.389
Self-efficacy § 2.561 2.550 2.769 2.821
Investment income T 0.384 0.359 0.849 0.955
Housing equity T 0.749 0.750 0.720 0.704
Local economic circumstances:
Rural location 1 0.221 0.217 0.273 0.285
Local area unemployment rate 3.485 3.446 4.026 3.962

(%) 1
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Table A2. Continued

All Transition route

Means: Remain in To any self- To self-employed
employment employment business ownership

Region:

North East 0.046  0.047 0.037 0.037
North West 0.119 0.120 0.091 0.104
Yorkshire and the Humber 0.084 0.085 0.068 0.075
East Midlands 0.078 0.077 0.095 0.093
West Midlands 0.087 0.087 0.085 0.097
East of England 0.104 0.104 0.096 0.102
London 0.103  0.100 0.149 0.117
South East 0.146  0.145 0.152 0.140
South West 0.094 0.093 0.111 0.112
Wales 0.048 0.049 0.032 0.030
Scotland 0.092 0.093 0.083 0.093

Note: Sample — all survey respondents aged 18 to 59 years at Wave 1, initially in paid employment and
observed for at least two consecutive waves. 3 denotes covariate which is observed once and is time-
invariant. T denotes covariate measured in the previous wave to the dependent variable. Means weighted by
cross-sectional population weights.

Source: author computations from USoc Waves 1 to 7.
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