Full text available at: http://dx.doi.org/10.1561/0300000017

Entrepreneurship
in the UK




Full text available at: http://dx.doi.org/10.1561/0300000017

Entrepreneurship
in the UK

David G. Blanchflower

Bruce V. Rauner Professor of Economics
Dartmouth College

University of Stirling

Bank of England

UK

david.blanchflower@bankofengland.co.uk

Chris Shadforth

External Monetary Policy Committee Unit
Bank of England
UK

chris.shadforth@bankofengland.co.uk

Now

the essence of knowledge

Boston — Delft



Full text available at: http://dx.doi.org/10.1561/0300000017

Foundations and Trends® in
Entrepreneurship

Published, sold and distributed by:
now Publishers Inc.

PO Box 1024

Hanover, MA 02339

USA

Tel. +1-781-985-4510
www.nowpublishers.com
sales@nowpublishers.com

Outside North America:
now Publishers Inc.

PO Box 179

2600 AD Delft

The Netherlands

Tel. +31-6-51115274

The preferred citation for this publication is D. G. Blanchflower and C. Shadforth,

Entrepreneurship in the UK, Foundations and Trends® in Entrepreneurship, vol 3,
no 4, pp 257-364, 2007

ISBN: 978-1-60198-038-0
© 2007 D. G. Blanchflower and C. Shadforth

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted in any form or by any means, mechanical, photocopying, recording
or otherwise, without prior written permission of the publishers.

Photocopying. In the USA: This journal is registered at the Copyright Clearance Cen-
ter, Inc., 222 Rosewood Drive, Danvers, MA 01923. Authorization to photocopy items for
internal or personal use, or the internal or personal use of specific clients, is granted by
now Publishers Inc for users registered with the Copyright Clearance Center (CCC). The
‘services’ for users can be found on the internet at: www.copyright.com

For those organizations that have been granted a photocopy license, a separate system
of payment has been arranged. Authorization does not extend to other kinds of copy-
ing, such as that for general distribution, for advertising or promotional purposes, for
creating new collective works, or for resale. In the rest of the world: Permission to pho-
tocopy must be obtained from the copyright owner. Please apply to now Publishers Inc.,
PO Box 1024, Hanover, MA 02339, USA; Tel. +1-781-871-0245; www.nowpublishers.com;
sales@nowpublishers.com

now Publishers Inc. has an exclusive license to publish this material worldwide. Permission
to use this content must be obtained from the copyright license holder. Please apply to now
Publishers, PO Box 179, 2600 AD Delft, The Netherlands, www.nowpublishers.com; e-mail:
sales@nowpublishers.com



Full text available at: http://dx.doi.org/10.1561/0300000017

Foundations and Trends® in
Entrepreneurship
Volume 3 Issue 4, 2007
Editorial Board

Editors-in-Chief:
Zoltan J. Acs

George Mason University
zacs@gmu. edu

David B. Audretsch

Maz Planck Institut
audretsch@mpiew-jena.mpg.de
Indiana University
daudrets@indiana.edu

Editors

Howard Aldrich, University of North Carolina

Sharon Alvarez, Ohio State University

Mark Casson, University of Reading

Per Davidsson, Queensland University of Technology
William B. Gartner, Clemson University

Sharon Gifford, Rutgers University

Magnus Henrekson, The Research Institute of Industrial Economics
Michael A. Hitt, Texas A&M University

Joshua Lerner, Harvard University

Simon Parker, University of Durham

Paul Reynolds, Florida International University

Kelly G. Shaver, College of William and Mary

David Storey, University of Warwick

Patricia Thornton, Duke University

Roy Thurik, Erasmus University

Gregory Udell, Indiana University

Sankaran Venkataraman, Batten Institute

Paul Westhead, Nottingham University Business School

Shaker Zahra, University of Minnesota



Full text available at: http://dx.doi.org/10.1561/0300000017

Editorial Scope

Foundations and Trends® in Entrepreneurship will publish sur-
vey and tutorial articles in the following topics:

e Nascent and start-up
entrepreneurs

e Opportunity recognition

e New venture creation process
e Business formation

e Firm ownership

e Market value and firm growth
e Franchising

e Managerial characteristics and
behavior of entrepreneurs

e Strategic alliances and networks

e Government programs and public
policy

e Gender and ethnicity

e New business financing;:

Information for Librarians

Business angels

Bank financing, debt, and trade
credit

Venture capital and private equity
capital

Public equity and IPO’s
Family-owned firms

Management structure, governance
and performance

Corporate entrepreneurship
High technology
Technology-based new firms
High-tech clusters

Small business and economic
growth

Foundations and Trends® in Entrepreneurship, 2007, Volume 3, 4 issues. ISSN
paper version 1551-3114. ISSN online version 1551-3122. Also available as a
combined paper and online subscription.



Full text available at: http://dx.doi.org/10.1561/0300000017

Foundations and Trends® in
Entrepreneurship

Vol. 3, No. 4 (2007) 257-364 n'w

© 2007 D. G. Blanchflower and C. Shadforth
DOI: 10.1561,/0300000017 the essence of knowledge

Entrepreneurship in the UK

David G. Blanchflower! and Chris Shadforth?

Bruce V. Rauner Professor of Economics, Dartmouth College, University
of Stirling, NBER, IZA and Member of the Monetary Policy Committee,
Bank of England, blanchflower@dartmouth.edu;
david.blanchflower@bankofengland. co.uk; www.dartmouth.edu/~blnchflr
External Monetary Policy Committee Unit, Bank of England,
chris.shadforth@bankofengland. co.uk

Abstract

This paper examines the causes and consequences of changes in the
incidence of entrepreneurship in the UK. Self-employment as a propor-
tion of total employment is high by international standards in the UK,
but the share has fluctuated over time. We examine the time series
movements in self-employment, which are principally driven by finan-
cial liberalization and changes in taxation rules, especially as they relate
to the construction sector which is the dominant sector. We document
that the median earnings of the self-employed is less than for employ-
ees. We show that in comparison with employees the self-employed are
more likely to be males; immigrants; work in construction or financial
activities; hold an apprenticeship; work in London; work long hours;
have high levels of job satisfaction and happiness. Consistent with the
existence of capital constraints on potential and actual entrepreneurs,
the estimates imply that the probability of self-employment depends
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positively upon whether the individual ever received an inheritance or
gift. Evidence is also found that rising house prices have increased the
self-employment rate. There appears to be no evidence that changes in
self-employment are correlated with changes in real GDP, nor national
happiness.



Full text available at: http://dx.doi.org/10.1561/0300000017

Contents

[1 Introductionl

P Series Trends

[2.1 Industrial Composition|
[2.2  Financial Deregulation|

2.3 Government Policies|
2.4 Tax System|
2.5 Price of Investment Goodsl

13 Self-Employment and Earnings|

4 Who are the Self-Employed?|

4.2 Gender, Marital Status and Children|
|4.3  Industry and Occupation|
4.4 Fducation

4.8 Immigrants|
4.9  Selt-Employed Second Jobs|

11
12
12
14
15

19

25

25
26
26
27
28
29
29
30
32



Full text available at: http://dx.doi.org/10.1561/0300000017

|4.10 Happiness, Life and Job Satistaction| 32
|4.11 Independence 34
|5  Econometric Analysis of the Probability of a |
|  Randomly Selected Worker| 37
|6  Liquidity Constraints| 43
[7__Discussion and Conclusions| 53
A ppend 57
|Acknowledgments| 103
[References| 105



Full text available at: http://dx.doi.org/10.1561/0300000017

1

Introduction

This paper examines the causes and consequences of changes in the
incidence of entrepreneurship in the UK. But an initial question must
be: how many entrepreneurs are there? The answer is not straight-
forward. There are several ways of counting them. The simplest is to
count the number of self-employed workers, but even that is difficult.
We could count those that self-report their employment status, such as
in the Labour Force Survey (LFS)H Or we could count the number of
individuals who declare self-employment income for taxation purposes.
It would be useful to do both and see if the numbers equate. They do
not. In fact, the number of people who declare taxable income from self-
employment in the UK is roughly 50% greater than the number that say
they are self-employed. Her Majesty’s Revenue and Customs (HMRC)
records just over 4.5 million individuals declaring some income from

I The definition of self-employment in the Labour Force Survey is left entirely to the respon-
dent, and with no guidance or prompt. This could result in a lack of coherence with other
measures of the self-employed, such as the Inland Revenue’s Survey of Personal Incomes
(SPI) or with measures of jobs based largely on employer surveys, such as workforce jobs.
There is currently a consistency check to the LFS, carried out by the ONS, which recodes
some respondents’ employment status to employee if the occupation they claim to do is
inconsistent with self-employment (for example, self-employed policeman).

1
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self-employment in 2003/2004, but the LFS records just over 3 million
self-employed workers. This is not that surprising.

It is clear that many individuals have more than one job, so the
number of individuals reporting self-employed earnings for taxation
purposes should be expected to be higher than the number that say
they are self-employed. It is also likely that in some instances individ-
uals will struggle to identify whether they are principally an employee
or self-employed. They could base their decision on hours worked or
income earned. Or it could reflect the timing of survey responses. A clas-
sic example is that of a free-lancing actor. Fifty-one weeks of the year
they work for a wage waiting tables in a restaurant. But by the sur-
vey reference week they have quit their job as a waiter and they star
in a film for which they are paid one hundred times the wages they
earned as a waiter over the previous 51 weeks. Are they self-employed
or employed?

In this paper, we focus primarily on the characteristics of the self-
employed and how self-employment has changed over time, principally
in the UK, using the LFS. Unfortunately these data do not record
self-employed earnings. Consequently, we also make use of the HMRC
data as well as information from various Family Resources Surveys
to compare earnings of the self-employed with the wages and salaries
earned by employees.

The most entrepreneurial individuals in the UK, such as Lakshmi
Mittal, Sir Richard Branson and Sir Alan Sugar, are generally
not included in our surveys. A very small number of the most
entrepreneurial individuals are very important both in terms of wealth
and job creation. What distinguishes them from everyone else? As far
as we can, with the limited data available, we examine their character-
istics too.

In what follows we first consider time series trends in self-
employment in the UK and elsewhere. Second, we compare the earnings
of the self-employed with those of wage and salary workers. Third, we
examine the characteristics of the self-employed. Fourth, we perform a
series of econometric analyses of the determinants of self-employment
and draw comparisons with the US and the EU. Fifth, we consider
the importance of liquidity constraints and the role of inheritances and
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gifts and rising house prices in overcoming these credit constraints.
Sixth, we examine macro-economic consequences and correlates of self-
employment and draw a series of conclusions. The aim of this paper
is thus to identify the characteristics of the self-employed and try to
explain how and why their numbers have changed over time.
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