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The emergence of interest in self-employment is evident. Self-employment and Entrepreneurship are considered 

as being major means for development, employment and wealth creation and, therefore, gaining an increasing 

attention from governments and policy makers. This study investigates the determinants of self-employment by 

looking at the relationships between a set of variables, in order to shed new light on self-employment and 

entrepreneurship in Portugal . The analysis uses the Labour Force Survey for Portugal to investigate individuals’ 

transitions from paid employment, unemployment and inactive status to self-employment. The data provide 

specific information on self-employment which allows studying the complete set of transitions in and out of self-

employment and to relate those transitions with the individuals’ demographic traits, human capital, and 

experience. The descriptive statistics show that the self-employed tend to be men, people aged between 45-64 

years, married, with a small household, and with a low level of education. By using a logit model, it is possible to 

observe that the probability of being self-employed rises with the fact of being a men, older, married, with a higher 

level of education, living in the north of Portugal, having an unskilled occupation and working in sector 

“Construction”, “Wholesale and retail trade, repair of motor vehicles” and “Hotels and restaurants”. Concerning the 

model used to analyze the probability of transitions from unemployed and paid employed to self-employed this 

study finds that the likelihood of transition from unemployment to self-employment is higher for men, older 

individuals, single, having a PhD, being in the sector “Construction” and “Financial Intermediation”. Self-

employment and entrepreneurship are seen as a way of increasing job generation and productivity. For these 

reasons this study contributes for a better understanding and knowledge about the self-employed characteristics 

and processes of occupational choice, and the mechanisms that underpin those processes. It is known that 

Portugal is making efforts to promote and increase the number of entrepreneurs, thus this thesis helps to 

understanding how to support this intention.    
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1. Introduction 

Many researches all over the world are given more interest to 
self-employment (Anu, 2007; Giandrea et al., 2008; Livanos, 
2009). Self-employment is seen as a contributor to 
employment and wealth creation and for that reason is 
receiving more attention from governments (Meyer, 1990; 
Levine, 2004 and Kunt et al., 2007). According to Aronson 
(1991) “Self-employment is unquestionably the oldest way by 
which individuals offer and sell their labor in a market 
economy.”  

In order to shed new light on self-employment and 
entrepreneurship in Portugal and look at the relationships 
between a set of variables that are considered to be relevant in 
the context of this research, we will explore both self-
employment as a strand of entrepreneurship – because 
individuals who start their own business are often paid-
employers searching for and exploring new opportunities – and 
self-employment as an alternative type of occupation for 
previously unemployed people who are looking for a 
professional occupation, without necessarily developing 
anything new. The fact that the entrepreneurship rate is 
growing in Portugal is an important motivation for more 
research that can characterize those entrepreneurs and shed 
new light on the phenomenon at hand.1 

The current research uses the Labour Force Survey (LFS) 
from Portugal to investigate the determinants of individuals’ 
transition into self-employment in Portugal, in 1999-2007. The 
data allows us – due to its nature – to analyze flows, to 
perform a longitudinal analysis of the information and to 
understand the evolution of a set of socio-economic indicators.  

The empirical analysis in this study focuses on flows across 
occupational status. Among the factors that, according to the 
literature, may influence transitions into self-employment, this 
study focuses on: Demographic Traits (age, gender and family 
background), and Human capital and Experience (Education 
and experience in past Employment). 

 

Figure 1.1: Main aspects that may influence self-employment 
choice.   

This Section discusses the importance of self-employment and 
entrepreneurship and introduces the focus of the study and the 
main research propositions derived from the literature. Section 
2 discusses conceptual issues, endeavoring to offer suitable 
definitions of the phenomena under analysis. Section 3 
reviews the main findings related to self-employment. The 
reviewed literature explores the main reasons why individuals 
are currently self-employed and why they have chosen to 
become self-employed. Section 4 describes the design and 
data structure of the Labour Force Survey, which is the main 
source of data used in the empirical analysis developed in this 

                                                             
1
 According to the Global Entrepreneurship Monitor (GEM), in 2007, the early-

stage entrepreneurship activity rate (TEA) was 8.8 %, which means that out of 
100 adults (aged between 18 and 64), nearly nine were engaged in early-stage 
entrepreneurial activities. When compared with 2004, this rate more than 
doubled, thus marking a steady increase in entrepreneurship in Portugal.  

article. In Section 5, the self-employed are described using 
data from INE. Variables such as age, gender, marital status, 
household number, profession and sector of activity are 
analyzed and discussed. In Section 6, a logit model is applied, 
to analyze the impact of diverse variables on the probability of 
being self-employed and the probability of transitioning from 
paid employment or unemployed to self-employment.  Section 
7 summarizes the main results obtained and concludes this 
dissertation. It also discusses possible directions for future 
research work. 

 

2. Concepts 

Self-employment and entrepreneurship are often intertwined, 
so that careful conceptual consideration is needed in order to 
untangle them. Only after we have carefully delineated the 
boundaries of each of these phenomena will we be able to 
discern the ways in which they relate to each other. 

2.1 Self-Employment concept 

According to The European System of Accounts (ESA) 

self‐employed persons are defined as persons who own sole 

or joint businesses of the unincorporated enterprises in which 
they work, with the exception of those unincorporated 

enterprises classified as quasi‐corporations. The 

self‐employed categories include unpaid family workers, 

outworkers and workers engaged in production undertaken 
entirely for their own final consumption or own capital 
formation, either individually or collectively. For The 

Organization for Economic Co‐Operation and Development 

(OECD) the individual categorized as self‐employed is defined 

as someone who does some work for profit or family gains, in 
cash or in kind. She/he can be an employer, own account 
worker or a person in production of goods/services and 
household consumption. 

Parker (2004) considers the self‐employed as individuals who 

earn no wage or salary but derive their income by exercising 
their profession or business on their own account and at risk. 
 

As this thesis analyses self‐employment empirically, by using 

data from Instituto Nacional de Estatística‐ INE5 (Statistics 

Portugal), the definition of self‐employment used throughout is 

the one approved by INE and endorsed by Eurostat (the 

European statistical office). INE defines as self‐employed any 

individual who performs an independent activity, with or 
without partners, earning a salary that is directly dependent on 
the profit (realized or potential) from the goods or services 
produced. Partners may or not be household members. 

Additionally, a self‐employed person may be classified as 

either having or not having employees. In the latter case, the 
self-employed person is referred to as an isolated 

self‐employed individual. 

 

Self‐employed without employees (also termed non-

employers) 

INE defines an isolated self‐employed person as someone 

who performs an independent activity, with or without partners, 
earning a salary that is directly dependent on the profit 
(realized or potential) from the goods or services produced and 
that usually does not hire employee(s) on behalf of others to 
work with him. The partners may or not be household 
members 
 

Self‐employed with employees (also termed employers) 

According to INE, a self‐employed employer is an individual 

who performs an independent activity, with or without partners, 
earning a salary that is directly dependent on the profit 
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(realized or potential) from the goods or services produced and 
who normally employs one or more employees on behalf of 
others to work in his company. 
 

2.2 Entrepreneur concept 
 

Similarly to self‐employment, the concepts of entrepreneurship 

and entrepreneurs also lack a clear and unique definition. 
 
According to Evans (2002), an entrepreneur is an individual 
who organizes, manages, and supervises issues related to the 
production for the supply of goods and services. Regarding 

Anu (2007) “entrepreneurs are self‐employed people running 

their own company” and are the major source of development. 
Buera (2009) defines an entrepreneur as an individual who 
invests his/her capital and devotes his/her entire labor to 
produce output using an agent specific technology and who 
reports having a positive amount of business equity. Berglund 
et al. (2007) defend that entrepreneurs have to acquire new 
knowledge in order to develop their ventures. They argue that 
the process of entrepreneurial learning includes: 
experimentation, evaluation, unreflective actions and unverified 
assumptions. 
 
In order to clarify the terminology in this study, the analysis 
follows Parker (2004) in that: at the conceptual level, the term 
‘entrepreneur’ will be used but the empirical approach; where 
issues of measurement, statistics and policy are involved, the 
concept of and data on ‘self-employment’ will be applied. 
 

3. Literature Review 
 

Research on self‐employment focuses both on 

macroeconomic and microeconomic aspects. At the 
macroeconomic level, studies analyze the probability of 

becoming self‐employed and its association with 

unemployment rate and country wealth (Blanchflower, 2000). 
At a microeconomic level, the concepts explored are, for 
instance, past employment experiences, higher earnings 
expectations, and the need for independence (Henley, 2004). 
This study uses both micro and macro data in order to 
examine how personal attributes and macroeconomic context 

influence the self‐employment rate at the country level, i.e. in 

Portugal. 
 
Several studies argue that the main determinants individuals 

take into account when choosing to become self‐employed are 

age, gender, education, family background, wealth and 
financial resources (Carroll and Mosakowski, 1987; Bates, 
1995; Parker, 2004; Georgellis et al., 2005). This literature 
review will focus on these variables, and divide them into three 

main groups with diverse sub‐categories. 

 
3.1 Demographic Traits 

 
3.1.1 Age 

 
Considering age variable, we have two main strands. Whereas 

one strand argues that self‐employment is more likely to be 

undertaken by older people, the other claims that 

self‐employment is higher among the younger layers of the 

population.  
 
Scholars who defend the first strand argue that typically there 
is a strong positive relationship between age and 

self‐employment (Blanchflower, 2000; Evans and Leighton, 

1989). Bates (1995) analyzes entry into self‐employment in the 

US making the division into three specific industry groups: 

skilled services, construction and large‐scale goods industries. 

According to his study, the likelihood of entry increases with 

age, peaks at age 40 and then continues to level out, in all the 
groups. Livanos (2009), in a study for Greece and the United 

Kingdom, showed that the age‐peak for entering self-

employment is even higher than initially expected. Carrasco 
(1999) finds, in Spain, that the probability of switching to 

self‐employment is highest for people between 35 and 45, and 

decreases for those over 55. 
 
Some studies, despite confirming the positive relationship 

between age and self‐employment, argue that the 

self‐employment rate decreases over the person years. For 

example Kidd (1993) argues that age is an indicator of capital 
accumulation. Indeed he argues that, ceteris paribus, an 
increase in age leads to an increase in the likelihood of being 

self‐employed in Australia, but at a decreasing rate. 

 
A smaller number of studies argue that younger individuals are 

more likely to be self-employed. That is the case of Holtz‐Eakin 

et al. (1994), who find that there is a concave relationship 

between age and transition into self‐employment, with older 

individuals being less likely to become self‐employed. 

 
Despite the intuition that the young are more likely to aspire to 

become a self‐employed, most people do not have enough 

experience to make the transition until they reach their 

mid‐thirties. Indeed, most studies on this subject referred to 

above concur that older people’s successful transitions into 

self‐employment are largely due to the capital and the 

experience they have gained in their previous jobs. However, 

according to the human‐capital theory, since the earnings of 

salaried workers increase with age, even as their capital 
increases older people may have less of an incentive to 

become self‐employed. 

 
3.1.2 Gender  

 

When considering self‐employment, most literature gives more 

attention to the study of men. This may be because men seem 

to be more likely to be self‐employed than women, as is the 

case in Germany (Carroll and Mosakowsky 1987), in the US 
(Brush 1992, Blanchflower 2000, Wenger 2003), and in Britain 
(Henley 2009). Livanos (2009) also finds that females have 

less chances of being self‐employed than males. According to 

Georgellis and Wall (2005), it appears that men and women 
take different factors into consideration when deciding to 

become a self‐employed; men give more importance to the 

wage differential, to liquidity constraints when moving from 

paid work to self‐employment. Although men are more present 

in self‐employment, there is evidence that this gap has been 

growing narrower. According to Evans and Leighton (1989) 
and to Bates (1995), the number of women becoming 

self‐employed in skilled services has been growing faster than 

that of men. Ekelund et al. (2005) claim that the different rates 

of self‐employment are due to the fact men are less risk averse 

than women.  
 
 

3.1.3 Family background 
 
An individual may have a propensity to follow his/her parents in 
their career choices. How far does this happen with regards to 

self‐employment? 

 
Wit and van Winden (1989) and De Wit (1993), argue that, in 
the Netherlands, an individual’s probability of becoming 

self‐employed increases if his parents were self‐employed. 

Carroll and Mosakowski (1987) agree with this finding, and 
claim that there is a sequential transition into 
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owner‐management: first, those with self‐employed parents 

help their parents in the business, and later, they assume full 
control in the ownership of the firm. 
This event is not limited to blood relatives: most empirical 
studies find that married people have a greater propensity of 

being self‐employed than those who are not married (Fairlee 

and Meyer, 1996; Blanchflower, 2000; Lombard, 2001, 
Livanos, 2009). These results may be explained by the fact 
that marriage grants stability, thereby reducing the inherent 

risk associated with self‐employment. Thus, as Henley (2007) 

argues, paid employment may be more appealing to married 
individuals with greater family commitments, because it is less 
risky. 
Henley (2007) says that married women may have higher odds 
of starting a business venture because of the protection 
offered by their spouse’s income. There is also an increase on 

the probability of a woman becoming self‐employed if her 

husband is self‐employed and able to help with capital (Caputo 

and Dolinsky, 1998). 
 

3.2 Human Capital and Experience 
 
This section looks at education and past employee experience. 
We will analyze the ways in which these variables influence 

the decision of be self‐employed. 

 
3.2.1 Education 

 
Education may be positively or negatively associated with 

self‐employment. On the one hand, the better‐educated may 

have more skills and assets to become successful 
entrepreneurs; on the other hand, individuals with higher levels 
of education may believe that they can earn more money in 
employment. 
 
According to Lucas (1978), the odds of entering and staying in 

self‐employment are greater if the individual has a higher level 

of education, because education endows individuals with 
better skills and abilities. However, Lucas also argues that 
higher levels of education may act as a dissuasive factor in the 

choice of entry self‐employment. Livanos (2009) argue that, in 

Greece and in the UK, individuals with higher educational 

levels have less chances of being self‐employed than people 

holding primary and secondary education. Zissimopoulos and 

Karoly (2005), when analyzing transitions to self‐employment 

at older ages, find that the transition to self‐employment is 

positively related to education attendance, which is more 
expressive among men. Bates (1995), finds that the probability 

of becoming self‐employed in skilled services increases greatly 

as the level of education rises; however, for the construction 
sector the opposite situation prevails. Henley (2009) 
investigates the switching cost and occupational transition into 

self‐employment. The author argues that individuals with 

higher levels of education appear to have lower switching 
costs, and consequently have a great probability of being 

self‐employed. The author suggests that a solution to solve 

this problem would be interventions to assist less educated 
individuals in order to prepare them for entrepreneurship, since 
doing that may improve their representation amongst the self-
employed. 
By contrast, Clark and Drinkwater (2000), who investigate 

self‐employment rates among ethnic minorities in England and 

Wales, argue that that the likelihood of being self‐employed is 

lower for those with formal educational qualifications. Amaral 
and Batista (2006) find two different results concerning 
education and entrepreneurship in Portugal. They argue that 
education does not affect the chance of switch from paid work 
to entrepreneurship if the person has higher (tertiary) 

education. But a positive effect is found for individuals who 
only have secondary Education.
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According to some longitudinal studies, education is 

insignificant for individuals considering self‐employment 

(Schiller and Crewson, 1997; Bruce, 1999; Johansson, 2000). 
 
 

3.2.2 Past employment experience 
 
Birley et al. (1987) investigated if entrepreneurs’ previous 
employment impacts their choice to start a business. For these 
authors, past employment did provide an experiential base for 
the entrepreneurs as it gives managerial skills necessary for a 
successful start-up. Evans and Leighton (1989) argue that 
individuals with longer job tenures have more probability to 

transit into self‐employment, while previous self‐employment 

experience significantly raises the odds of transition. Carrasco 
(1999) finds that unemployed workers are more likely to 

become self‐employed, although past unemployment 

experience is negatively associated with self‐employment 

survival and those with more unstable work histories have 

more odds to transit to self‐employment. 

 
 

4. The Labour Force Survey 
 
In this study we will analyze the answers given by the 
Portuguese population to the Labour Force Survey (LFS) since 
1998 to 2007. 
 

4.1 Brief history 
 
In the latter half of the 19th century censuses of population 
were introduced in some countries in order to obtain more 
information on the workforce. The LFS was first introduced in 
the United States in 1940 with features designed to provide 
information about relevant labor market characteristics. Just 10 
years later, and mainly due a more global view of the labor 
market, European countries launched Labour Force Surveys. 
The LFS is carried out in all EU countries and is one of the 
most important surveys, because it collects information not 
only on individuals’ labor status, but also on several other 
socioeconomic variables that are relevant to economic studies. 
The LFS is a European harmonized survey controlled by 
EUROSTAT and it is governed by the European Union. 
 
In Portugal, the labour force survey has been conducted since 
1983 as a quarterly survey and it covers the entire national 
territory. Since 1998, the survey is done continuously, with 
compulsory participation, every three months, and more than 
22000 households participate. LFS gathers information 
including the labor status of individuals and information about 
socio demographic characteristics. The survey uses a 

regionally stratified multi‐stage sampling method with rotation 

of 1/6 of the sample every quarter. This means that each 
household is followed during 6 months, which gives an 
opportunity to do a longitudinal analysis of the information, and 

to observe the evolution of socio‐economic indicators. This 

survey allows us to analyze not static points but flows and, 
consequently, to track individuals’ histories across time. 
Concerning the weighting procedure, the weight is derived as 
the product of a design weight and a factor that calibrates the 
sample to the independent demographic estimates. 
 

4.2 The purpose of Labour Force Surveys 

                                                             
2 Amaral and Batista (2006) explain their results by saying that people with 

tertiary education are a small minority Portugal and this minority will have 

higher opportunity costs switching to entrepreneurs since have more 

possibilities of returning to study in paid labor. 
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The Labour Force Survey’s (LFS) major statistical objective is 
to divide the adult population, (aged 15 or more), into three 
mutually exclusive and exhaustive groups, namely employed, 
unemployed and inactive persons, providing descriptive and 
explanatory data for each one. The inherent flexibility of a 
Labour Force Survey derives from its potential for obtaining 
information on relevant labor market aspects across all the 
sectors of the economy in a consistent manner. Finally, an 
important aspect of the Survey, in the context of the European 
Union, is that most of the definitions used are the same for 
every country and, therefore, comparability between Member 
States is guaranteed for certain estimates. However, there are 
some limitations to Labour Force Surveys. One of them is the 
cost on the overall sample size. Also, if the movements 
involved are relatively small, there is a limitation in what can be 
achieved in monitoring trends over time. Finally, the sampling 
procedures place a limitation on the level of detail that can be 
achieved when analyzing the results. 
 

5. Descriptive Analysis 
 

5.1 Individuals’ distribution across different 
occupations  

 
Starting by analyzing how the population is distributed 
throughout different professional occupations. For the purpose 
of this study, occupational profiles can be split across five 
categories: Paid employees; Self-employees with employees 
(also termed employers); Self-employees without employees 
(also termed non-employers); Family workers and Others. Our 
analysis focuses primarily on Self-employment with and 
without employees. Hereafter, the abbreviation SE will be used 
for Self-employment and PE for Paid employment. Looking to 
the average number of individuals in different occupations in 
1998-2007, the majority of people are paid employed (82%), 
followed by SE without employees (10%) and by SE with 
employees (6%). The less represented occupations are family 
workers and others. These results were expectable, since SE 
is frequently defined as an alternative risky occupation. 
Moreover, being a SE often associates with liquidity 
constraints, which is an important entrepreneurial entry barrier. 
Therefore, paid employment is considered to be a safer 
occupation than the others (Ekelund et al., 2005). Hence, from 
a public policy perspective, governments have been designing 
public support schemes and measures in order to promote 
individuals’ enrollment in self-employment.    

 
5.2 Gender 

 
According to our descriptive statistics, female have indeed 
lower rates of SE participation than men do. The same occurs 
in PE; notwithstanding, the percentage of women has 
increased by 2% since 1998, and women have higher 
participation rates in SE in 2007 than they had in 1998. Most of 
self-employed are men; however, since the data shows that 
differences between men and women in SE are progressively 
becoming smaller, it suggests that women are beginning to 
perceive self-employment as a viable occupation choice.  
Since women have becoming more independent and 
proactive, self-employment may represent a way for them to 
feel self-fulfilled, with more flexibility and autonomy in their 
professional occupation (Greene, 2000). 
 

5.3 Age 
 
In this section, in order to analyze individuals’ age and 
occupational choice, we opt to brake down the variable age 
into six intervals, following INE’s methodology: less than 15 
years old, 15 to 24 years old, 25 to 34 years old, 35 to 44 
years old, 45 to 64 years old and 65 or more years old.  The 
first interval is not used because the active population has 

more than 15 years old. Self-employed individuals with ages 
ranging between 45 to 64 years exhibit the highest levels of 
participation among the entire sample. The second group with 
higher SE participation level corresponds to individuals with 35 
to 44 years old. In PE individuals with 25 to 34 years old have 
the higher frequency, followed by the group of 45 to 64 years 
old. It is interesting to emphasize the participation of people 
over 65 years old in SE. In PE older (eventually retired) people 
have lower levels of participation. It is known that the average 
life expectancy in Portugal is increasing over the years

3
. This 

may be one of the reasons why self-employment is growing 
amongst older people. Another explanation why older people 
are more likely to be self-employed is that age may be an 
indicator of capital accumulation (Kidd, 1993); thus, people 
with higher levels of wealth may be less risk averse and invest 
in new ventures. Age is also frequently associated with 
experience in the literature; therefore despite younger people 
may aspire to become self-employed, they may face some 
barriers to entry, due to their general lack of experience and 
capital.  

5.4 Family Dimension 
 
The majority of self-employed individuals have a small 
household, with three or four members. There is a small 
frequency of SE (and also PE) among families with a higher 
dimension (with more than four members), which is expectable 
because it represents the average value for family dimension 
in Portugal. When comparing the average household 
dimension among SE and PE, it is observable that for PE there 
is a high frequency of households with three family members. 
The biggest difference between SE and PE is that for SE, 17% 
of people have a household number with two members and for 
PE the percentage is around 14.3%. In general, paid employed 
people tend to belong to live in larger household than self-
employed. 

5.5 Marital Status 

The majority of self-employed individuals’ marital status is 
“married”, followed by the status of “single”. The divorced and 
widowed self employees account for a small share of the 
sample. Married people are more likely to be self-employed, 
which may occur mainly because the existence of income from 
the person who they are married with. On the one hand, it may 
be related with the fact a higher household income may be 
important in lowering liquidity constraints usually associated 
with entrepreneurial entry. On the other hand, if the new 
business is not successful, there is always the opportunity to 
use the spouse income, which gives an extra security (Fairlee 
and Meyer, 1996; Blanchflower, 2000; Livanos, 2009). The 
data show the same distribution for PE, except for the last 
position, which is the widowed status. 
 

5.6 Education 
People with basic 1 are those with higher participation in PE as 
in SE. There are more individuals with higher levels of 
education among PE than SE. Moreover, the data show an 
increase in the number of PE with higher levels of education. 
Individuals with low levels of educational attainment have the 
higher rates of SE participation. However, it is also observable 
that the percentage of individuals with higher levels of 
education is increasing and the percentage of self-employed 
with four years of education (basic 1) is decreasing over time. 
Although, we should mention that people with high levels of 
education still are a minority in Portugal, which reinforces the 
pattern of low education among the Portuguese 
entrepreneurial class. This may be regarded as a positive 
perspective to SE, since approximately 10% of people with the 
“basic education 1” and 11% of all the educated people are 

                                                             
3
 See data from INE- Statistics Portugal (http://www.ine.pt ) 
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self-employed, which may be seen as a good indicator for SE 
in Portugal.  

5.7 Profession   
 
The type of profession with high number of people in SE is 
“Craft and related trades workers”, “Service workers and 
vendors” followed by “unskilled”, with a meaningful 
participation. In PE, the most common activity is “Craft and 
related trades workers”, followed by “Service workers and 
vendors“.  

5.8 Sector of economic activity 
 

The sector of economic activity that is more common across 
the period in analysis in SE is “Wholesale and retail trade; 
repair of motor vehicles, motorcycles and personal and 
household goods”, with almost 34% in 1998 and 28% in 2007. 
The second most common activities are “Manufacturing” and 
“Construction”. The activity with lower participation in SE is 
“Public administration and defense; compulsory social 
security”. For PE, since the most common sector is 
“Manufacturing” followed by “Wholesale and retail trade; repair 
of motor vehicles, motorcycles and personal and household 
goods” and “Construction” with similar percentages of 
occupation. The rest of percentage is distributed across the 
other sectors, with a more homogeneous distribution than SE. 
 

6. Empirical Analysis 

6.1 Model 
 
We present an additive random utility model of occupational 
choice. We follow the lines presented by Parker (2004). This 
model may have at least three applications. The first focuses 

on the likelihood of being self‐employed rather than 

paid‐employed. The second searches for the determinants of 

the decision to become self‐employed, instead of remaining in 

paid‐employment. The third investigates the decision to leave 

self‐employment, instead of continuing in it. 

 
The individual i (i = 1,…,n) has to choose his occupational 
status defined by j, where j = S in self-employment and j = E in 

paid‐employment. The vector of individual observed 

characteristics is represented �� . Individual i derives utility 

��� =  ����; 	
 + ��� if works in occupation j, where ��. ; . � is the 

observable utility (deterministic component) and ��� is the 

idiosyncratic unobserved utility (random component). 

The individual takes the decision to be self-employed or paid-
employed by comparing the utility derived in each occupation. 
As the utility in each state is not observable, we only look at 
the outcome of that decision. Define a latent variable ��∗ as the 
utility in self-employment relative to paid-employment, 
 
��∗ = ���� ; �� −  ���� ; �� − ��� + ���         (1) 
 

Assume that ��. ; . � is linear and ����; 	
 =  ���� where �� are 

vectors of coefficients. If we consider the first column of �� as 
containing only ones and assume ������ = 0 and ������ = 0, 
then 
 
��∗ = ��� + ��                                             (2) 
 

where � = �� − ��  is a vector of coefficients and �� = ��� −
 ��� ~��� �0,  !� is a disturbance term. If  ��∗ > 0 an individual i 
choose self-employment and paid-employment otherwise.  
 
The observable binary variable ��  is given by 

 
        

��  = # 1     if individual - is observed in �, i. e.   if ��∗ > 0 
   0      if individual - is observed in �, i. e.   if ��∗ ≤ 0 

(3) 

                    
 
Hence the probability that an individual with characteristic 
vector ��  is established as a self-employed from the 
population and appears in the sample is 
 
Pr��� = 1|��� = Pr���6�∗  > 0|��� 

= Pr���� + �� > 0� 
= Pr�−�� < ���� 

                      = 8�����                                  

(4) 

The function F is the cumulative distribution of �� (if we assume 
a density symmetric around zero).  If the distribution for v is the 
standard normal, then we have the probit model. If the 
distribution is the logistic, then we have the logit model. 

 

6.2 Probability of being self-employed 

We are going to apply the model presented on chapter 6.1 to 
the LFS data. The model defines a binary variable indicating if 
the individual is paid-employed or self-employed. In the 
application of the models we choose to not include the primary 
sector, namely “Agriculture, hunting forestry, fishing and 
mining” because as many researches we agree that farm 
businesses have very different characteristics to non-farm 
businesses and this may distort the results self-employment 
trends (Blanchflower, 2000). 

We apply three specifications, each one with a set of 
covariates and analyze the respective coefficients and 
marginal effects. In the first specification, we considered the 
survey quarter, gender, age (and gender squared), marital 
status, education and region variables. In the second 
specification, we add to the first model the individual’s 
profession. Lastly, in the third specification, we add the sector 
variables. Table 7.1 presents the results of the model with the 
three specifications. We opt to present the marginal effects (at 
survey averages) instead of the coefficients  to have the partial 
effects on the probability of being self-employed. The 
estimation of the logit considers the weights of each 
observation. Therefore, the results obtained are for the 
population of employed and not only for the sample surveyed. 
Furthermore, the estimation is performed for the last year 
available in the survey, 2007.4 

Analyzing all the three models we see same may affirm some 
solid results: Women have less probability of being self-
employed than men. As age increase, the odds of being self-
employed also increase. Being in a specific quarter does not 
influence the decision of becoming self-employed. SE tends to 
be more present in people living in the north of Portugal. Most 
of the attainment levels of education give to a person more 
probabilities of being self-employed when compared to have 
none education. Being unskilled confer to a person more 
likelihood of being self-employed. Concerning sectors, most of 
self-employed tend to be in “Construction”, “Wholesale and 
retail trade repair of motor vehicles, motorcycles and personal 
and household goods” and “Hotels and restaurants”. 

                                                             
4
 The fact that it is the first time the LFS is used in such a manner lead 

us to first estimate the model without the longitudinal version. The 
cross section estimates will be a first step in the analysis concerning 
the self-employed, leaving a more complete specification for future 
work. The longitudinal approach will have to deal with the economic 
cycle and with the appropriate estimation model, given the survey 
characteristics. 
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6.3 Self-employment transitions 

After observe what characteristics define a self-employed, 
namely gender, age, marital status, education and others, we 
analyze the career up to be self-employed. Namely, we 
consider separately the transitions from paid employment and 
unemployment to self-employment. 

We first estimate a logit for the transition from paid 
employment to self-employment and present the results in 
Table 8.1. Considering gender, women have less probability in 
transit from PE to SE, about 1%. Regarding age, one more 
year reduces the probability of transit from PE to SE in 0.1 %. 
Married, widowed and divorced have less chances of transit 
from PE to SE, than do single people. It is interesting to 
observe that is just in quarter 4 that people have higher 
chances of transit from PE to SE, than they have in quarter 1. 
People living in the center of Portugal have almost 2% more of 
probability of transit from PE to SE than have those who live in 
the north.  

Having education does not influence the possibility of transition 
from PE to SE, with the exception of having a PhD which 
increases the probability of transition in 3% when compared to 
not having any education level. Belonging to occupation 
“Clerks” is the only that gives to a person less probabilities of 
transit from PE to SE when compared to be “unskilled”. The 
remaining occupations do not influence the probability of 
transition. Finally, regarding the type of sector, just for those 
who belong to the economic sector “Construction” and 
“Financial intermediation” have more probabilities of transitions 
than have those who belong to sector “Manufacturing”. The 
remaining sectors do not influence the probabilities of transit 
from PE to SE. (see table 8.1 to prove these results). 

Regarding transition from unemployed to SE (results 
presented in Table 8.2) and beginning with gender, we find 
that be women or men does not influence the probability of 
transition. The same occur with age variable. According to 
marital status, married, widowed and divorced have fewer 
odds, about 1%, of transit from unemployment to SE than do 
single. Is in the fourth quarter that may occur a higher number 
of transitions from unemployment to SE, when compared to 
first quarter, 2% more. In quarter two and three occurs the 
opposite, having less chances of transition than in the first 
quarter. Those who live in Alentejo are those who have fewer 
probabilities of transition from unemployment to SE when 
compared to those who live in the North. Living in the remain 
regions does not influence the likelihood of transition. 
Regarding education we find that no level of education 
influences significantly the likelihood of transition from 
unemployment to SE. Concerning occupation categories, 
being “Senior public administration officials and senior 
business” or “Service workers and vendors” are only 
categories that influence the probability of transit from 
unemployment to SE. The first one influence negatively, and 
the last one influence positively, both with 2%. Belonging to a 
specific sector do not give to a person more or less probability 
of transition from unemployment to SE. 

7. Conclusion 

Self-employment is becoming recognized as an important 
source of economic development to countries. Moreover, the 
entrepreneurial rates in Portugal have been rising. Aiming at 
analyzing self-employment in the Portuguese labor market and 
finding the reasons that drive people to become self-employed. 

We may characterized self-employed who as a greater 
probability of being a men, aged between 45-64 years old. 
Concerning marital status, the bigger incidence of self-
employed individuals is in married people. Most of the self-

employed have the basic education. This variable is the one 
that have a higher difference when comparing to the review of 
literature. Most of self-employed have a low level of education 
followed by those with no education at all, although people with 
higher levels of education are a small minority Portugal. The 
type of profession with high number of people in SE is “Craft 
and related trades workers”, “Service workers and vendors” 
followed by “unskilled”. The sector of economic activity that is 
more common across the period in analysis is “Wholesale and 
retail trade; repair of motor vehicles, motorcycles and personal 
and household goods”. 

Using the model and after doing cross section estimates we 
could confirm and/or see same differences comparing to the 
descriptive section of our analysis. We could assert that men 
have a higher probability of being self-employed than women. 
Being older, indeed, increase the odds of being self-employed. 
A self-employed person has more chances of living in the north 
of Portugal. Concerning education attainment, having some 
level of education give to an individual greater odds of being 
self-employed than not having any, contrary of what happen in 
the descriptive analyses. Regarding profession, the probability 
of being self-employed increase if a person is unskilled.  
Comparing with sector of activity “Manufacturing” being in 
“Construction”, “Wholesale and retail trade, repair of motor 
vehicles” and “Hotels and restaurants” give to a person greater 
chances of being in self-employment. 

Lastly, concerning transitions from paid employment and 
unemployment to self-employment we obtained several 
variables which were not statistically relevant in the transition 
into self-employment. We suggest, in a further work, the 
introduction of more variables considered relevant to observe if 
that conduct to any changes. In our model we did cross section 
estimation, leaving behind a longitudinal approach. In suggest, 
for future work, doing a longitudinal study that will have to deal 
with the economic cycle and with the appropriate estimation 
model, given the survey characteristics. 

Several authors such as Pietrobelli et al. (2004); Parker (2004) 
and Anu (2007) confirm self-employment and entrepreneurship 
as being a major means for development. For that reason any 
policy that wants to promote economic development will 
probably tend to do so by encouraging self-employment and 
entrepreneurship, because this is a potential way of increasing 
job generation, productivity and growth. Therefore, this thesis 
contributes for a better understanding and knowledge about 
the self-employed characteristics and processes of 
occupational choice, and the mechanisms that underpin those 
processes. Insight on the self-employment phenomenon is 
needed, so that decision-makers can successfully promote 
adequate policies and incentive schemes towards self-
employment and entrepreneurship. 
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Table 7.1: Self-employment in Portugal, Logit regression results, marginal effects, 2007 
Explanatory Variables   Model 1 Model 2 Model 3 

Gender Women          -0.065*** -0.098*** -0.034*** 

                     (0.006) (0.007) (0.006) 

Age          15 and older 0.001 0.003* 0.004*** 

                     (0.001) (0.001) (0.001) 

Age
2
 15 and older 0.001*** 0.000** -0.000 

                     (0.000) (0.000) (0.000) 

Marital Status Married 0.057*** 0.061*** 0.032*** 

                     (0.010) (0.011) (0.007) 

Widow 0.039* 0.028 0.014 

                     (0.023) (0.024) (0.014) 

Divorced 0.010 0.014 0.013 

                     (0.017) (0.019) (0.012) 

Quarter 2nd -0.001 -0.001 -0.001 

                     (0.002) (0.003) (0.001) 

3rd 0.001 0.001 -0.000 

                     (0.003) (0.003) (0.002) 

4th 0.002 0.002 0.000 

                                          (0.004) (0.004) (0.002) 

Region Center -0.019** -0.012 -0.004 

                     (0.008) (0.009) (0.005) 

Lisbon -0.006 -0.017** -0.015*** 

                     (0.007) (0.007) (0.004) 

Alentejo -0.010 -0.024*** -0.009* 

                     (0.009) (0.009) (0.005) 

Algrave 0.017* 0.001 -0.006 

                     (0.009) (0.009) (0.005) 

Azores -0.016* -0.021** 0.001 

                     (0.009) (0.009) (0.006) 

Madeira -0.061*** -0.069*** -0.036*** 

                     (0.008) (0.008) (0.006) 

Education Basic1               0.043*** 0.063*** 0.042*** 

                     (0.015) (0.016) (0.010) 

Basic2               0.055*** 0.088*** 0.061*** 

                     (0.016) (0.017) (0.012) 

Basic3               0.027* 0.076*** 0.062*** 

                     (0.016) (0.017) (0.012) 

Secundary            0.017 0.093*** 0.070*** 

                     (0.017) (0.019) (0.013) 

Postsecundary        0.008 0.092** 0.066*** 

                     (0.039) (0.042) (0.025) 

Bachelor             0.029 0.096*** 0.068*** 

                     (0.023) (0.027) (0.017) 

Degree               0.014 0.079*** 0.078*** 

                     (0.017) (0.023) (0.016) 

Graduate             0.043 0.097** 0.090*** 

                     (0.033) (0.039) (0.025) 

Masters              -0.072 -0.039 0.024 

                     (0.055) (0.059) (0.035) 

PhD                  -0.185*** -0.145* 0.017 

                                          (0.069) (0.075) (0.043) 

No. observations       66,671 66,671 66,571 

Population           4,513,944 4,513,944 4,511,188 

F statistic            53.7 56.3 49.2 

Logit, marginal effects. Standard deviations in brackets. * p<0.10, ** p<0.05, *** p<0.01. The dependent variable is one if the 

individual is self-employed and zero if paid-employed. Age defined in years. The remaining variables are binary (0,1). 
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Table 7.1: Self-employment in Portugal, Logit regression results, marginal effects ,2007 (continuation). 

Explanatory Variables   Model 1 Model 2 Model 3 

Occupation Senior public administration officials and senior business -0.038** -0.008 

(0.016) (0.011) 

Experts in intellectual and scientific professions -0.097*** -0.028*** 

(0.010) (0.008) 

Technicians and associate professionals -0.118*** -0.051*** 

(0.007) (0.008) 

Clerks -0.160*** -0.080*** 

(0.008) (0.012) 

Service workers and vendors -0.078*** -0.046*** 

(0.006) (0.007) 

Farmers and skilled agricultural and fishery -0.174*** -0.084*** 

(0.008) (0.012) 

Craft and related trades workers -0.094*** -0.046*** 

(0.007) (0.007) 

Operators of plant and machinery and assemblers -0.141*** -0.067*** 

                     (0.007) (0.010) 

Sector Sector E          -0.056** 

                     (0.022) 

Sector F         0.073*** 

                     (0.011) 

Sector G         0.124*** 

                     (0.012) 

Sector H       0.124*** 

                     (0.016) 

Sector I        0.017 

                     (0.013) 

Sector J          -0.038*** 

                     (0.014) 

Sector K          0.053*** 

                     (0.013) 

Sector L         -0.103*** 

                     (0.007) 

Sector M        -0.091*** 

                     (0.007) 

Sector N          -0.057*** 

                     (0.008) 

Sector O  0.029** 

                       (0.012) 

No. observations       66,671 66,671 66,571 

Population           4,513,944 4,513,944 4,511,188 

F statistic            53.7 56.3 49.2 

Logit, marginal effects. Standard deviations in brackets. * p<0.10, ** p<0.05, *** p<0.01. The dependent variable is one if the 

individual is self-employed and zero if paid-employed. Age defined in years. The remaining variables are binary (0,1). 

  



11 

 

Table 8.1: Transition from paid employed to self-employment in Portugal, Logit regression results, marginal 

effects, 2007. 

Explanatory Variables     

Gender Women -0.010*** 

                     (0.002) 

Age          15 and older -0.001* 

                     (0.001) 

Age
2
 15 and older 0.000*** 

                     (0.000) 

Marital Status Married -0.020*** 

                     (0.003) 

Widow -0.019*** 

                     (0.004) 

Divorced -0.012*** 

(0.004) 

 Quarter                    2 -0.002 

                     (0.003) 

3 -0.002 

                     (0.003) 

4 0.066*** 

                     (0.007) 

Region Center 0.017*** 

                                          (0.004) 

Lisboa e Vale do Tejo -0.007*** 

                     (0.002) 

Alentejo -0.004 

                     (0.003) 

Algrave -0.001 

                     (0.003) 

Açores -0.008*** 

                     (0.003) 

Madeira -0.012*** 

(0.003) 

Education Basic1               0.002 

                     (0.006) 

                     Basic2               -0.005 

                     (0.006) 

Basic3               0.001 

                     (0.006) 

Secundary            0.002 

                     (0.006) 

Postsecundary        -0.013 

                     (0.013) 

Bachelor             -0.006 

                     (0.009) 

Degree               0.010 

                     (0.008) 

Graduate             -0.005 

                     (0.015) 

Masters              0.005 

                     (0.016) 

PhD                  0.030** 

                     (0.013) 

No. observations       55,197 

Population           3,785,856 

F statistic            19.8 

Logit, marginal effects. Standard deviations in brackets. 
* p<0.10, ** p<0.05, *** p<0.01 
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Table 8.1: Transition from paid employed to SE in Portugal, Logit regression results, marginal effects, 2007. 

(continuation). 

Explanatory Variables     

Profession Senior public administration officials and senior business 0.004 

(0.009) 

Experts in intellectual and scientific professions -0.008 

(0.005) 

Technicians and associate professionals -0.005 

(0.004) 

Clerks -0.006* 

(0.004) 

Service workers and vendors 0.000 

(0.004) 

Farmers and skilled agricultural and fishery 0.016 

(0.015) 

Craft and related trades workers -0.001 

(0.003) 

Operators of plant and machinery and assemblers 0.002 

                     (0.004) 

Military Forces -0.007 

(0.011) 

Sector Electricity, gas and water supply 0.000 

                     (0.010) 

Construction 0.008** 

                     (0.004) 

Wholesale and retail trade, repair of motor vehicles 0.004 

                     (0.004) 

Hotels and restaurants -0.004 

                     (0.005) 

Transport, storage and communication 0.008 

                     (0.006) 

Financial intermediation 0.018* 

                     (0.010) 

Real estate, renting and business activities 0.006 

                     (0.006) 

Public administration and defense; compulsory social security         0.001 

                     (0.004) 

Education -0.001 

                     (0.005) 

Health and social work -0.004 

                     (0.004) 

Other community, social and personal service activities  0.004 

                     (0.005) 

Activities of households 0.058 

(0.050) 

No. observations       55,197 

Population           3,785,856 

F statistic            19.8 

Logit, marginal effects. Standard deviations in brackets. 
* p<0.10, ** p<0.05, *** p<0.01 
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Table 8.2: Transition from unemployment to self-employment in Portugal, Logit regression results, marginal 

effects, 2007. 

Explanatory Variables     

Gender Women            -0.004 
(0.005) 

Age          15 and older -0.000 
                     (0.001) 
Age

2
 15 and older 0.000 

(0.000) 
Marital Status Married -0.013* 

                     (0.007) 
Widow -0.017** 
                     (0.008) 
Divorced -0.014* 

(0.007) 
Quarter                  2 -0.012* 

                     (0.007) 
3 -0.010* 
                     (0.006) 
4 0.025** 
                     (0.012) 

Region Center 0.013 
                                          (0.009) 

Lisboa e Vale do Tejo -0.005 
                     (0.005) 
Alentejo -0.016** 
                     (0.007) 
Algrave 0.003 
                     (0.007) 
Açores -0.008 
                     (0.008) 
Madeira -0.007 

(0.006) 
Education Basic1               0.015 

                     (0.012) 
                     Basic2               0.018 

                     (0.012) 
Basic3               0.014 
                     (0.013) 
Secundary            0.012 
                     (0.014) 
Postsecundary        0.034 
                     (0.023) 
Bachelor             0.015 
                     (0.023) 
Degree               -0.002 
                     (0.018) 
Graduate             0.054 
                     (0.036) 
PhD                  0.046 
                     (0.037) 

No. observations       5,231 

Population           378,544 

F statistic            3.5 

Logit, marginal effects. Standard deviations in brackets. 
* p<0.10, ** p<0.05, *** p<0.01 
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Table 8.2: Transition from unemployed to self-employment in Portugal, Logit regression results, marginal effects, 

2007 (continuation). 

Explanatory Variables     

Profession Senior public administration officials and senior business -0.017** 
(0.009) 

Experts in intellectual and scientific professions 0.025 
(0.032) 

Technicians and associate professionals 0.006 
(0.012) 

Clerks 0.015 
(0.013) 

Service workers and vendors 0.023 
(0.014) 

Farmers and skilled agricultural and fishery 0.001 
(0.009) 

Craft and related trades workers -0.000 
(0.010) 

Operators of plant and machinery and assemblers 0.006 
                     (0.012) 
Sector Construction 0.016 

                     (0.011) 
Wholesale and retail trade, repair of motor vehicles 0.001 
                     (0.007) 
Hotels and restaurants -0.003 
                     (0.008) 
Transport, storage and communication 0.008 
                     (0.013) 
Financial intermediation -0.007 
                     (0.017) 
Real estate, renting and business activities -0.006 
                     (0.009) 
Public administration and defense; compulsory social security         0.013 
                     (0.022) 
Education 0.012 
                     (0.017) 
Health and social work 0.001 
                     (0.012) 
Other community, social and personal service activities  -0.001 
                     (0.011) 

No. observations       5,231 

Population           378,544 

F statistic            3.5 

Logit, marginal effects. Standard deviations in brackets. 
* p<0.10, ** p<0.05, *** p<0.01 

 

 

 


