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INTRODUCTION

Trendsin self employment have attracted considerable recent attention. For example, Blau
(1987) noted arise in aggregate self employment ratesin the United States in the 1970's following
several decades of decline. An increase in female self-employment rates has been examined in
Devine (1994) and ethnic and racial patterns have been studied in Fairlie and Meyer (1996). Self-
employment patternshave al so been amajor focusof recent interest in Europe and el sewhere. OECD
(1992) notes areversal of earlier declinesin many countries and striking recent growth in some. A
variety of explanations have been sought for the various observed trends, many of them based on
changes in the relative attractiveness of self-employment due to a variety of policy changes and
trendsintheoverall economy. In addition to interest inrecent trends, the growing importance of self-
employment in many countries led to more detailed examination and modeling of the basic
determinantsof self-employment. (See, for example, Evansand Leighton, 1989). Lifecycle patterns,
however, have received relatively little attention. It has generally been noted that self-employment
ratesincrease with age and that thereis an unusually largeincrease for workers nearing retirement.*
Thispaper presentsacomparative analysisof aggregateand disaggregated trendsin sel f-employment
for Canadaand the United States and discussestheidentification of lifecycle, cohort and aggregate

economy effects on these trends.

Self-employment measures are typically derived from class of worker questions. In section
[l the observed patterns of self employment over the 1967 to 1996 are presented for various groups
of workers using various measures based on class of worker data. The aggregate patterns for
nonagricultural workers show agenera decline for both countries until the mid 1970'sfollowed by
an increase. For the United States the increase is relatively short lived, but for Canada the increase
ismore sustained with large changestowardsthe end of the period. The aggregate patterns, however,
mask major differences by sex and occupation. For example, the rates for males in both countries
show general declines, whereas the females show substantial increases. Given the relatively low
femal erates at the beginning of the period, thisdifferent growth pattern leadsto strong convergence

in the rates by sex. Similarly, a strong convergence pattern is observed in the United States data



between white and blue collar rates for males. At the start of the period white collar rates are much

higher than blue collar, but by the end of the period the ranking is reversed.

Lifecycle profiles estimated from the cross sections are presented in Section I11. Section IV
estimates the lifecycle profiles based on a pseudo panel. In the absence of cohort and year effects,
the lifecycle profiles from these two sources would be identical. To the extent they differ, thereis
evidence of cohort and/or year effects. The identification of these effectsis discussed in section V,

and preliminary estimates of some simple models are presented in section V1.

. PATTERNS OF SELF-EMPLOYMENT, 1967-96

1. Measuring Self-Employment

Thereareavariety of conceptual issuesthat are unresolved in the appropriate definition and
measurement of self-employment. A legal definition, for example, that excludes individuals who
“work for themselves’ but who incorporatetheir busi nesses, thereby becoming“legally” employees,
may not be an appropriate definition for an economic model of self-employment. That is, nothing
“real” may have changed intheeconomy fromanindividual incorporating his/her business: the same
relationship with customers, the same hours of work and the same pricesfor inputs and outputs may
all be prevailing. Yet alega definition of self-employment will record a change. Even restricting
attention to unincorporated individuals and employees, it is not clear how the difference is to be
conceptually determined. Presumably, a self employed individual could draw up a contract for a
buyer of their services that mimics the contract between employers and employees, including
provision for notice of termination of the contract etc. The same relation would then hold between
the purchaser and seller of labour services whether the person was self-employed or employee and

ameaningful economic distinction would not be obvious.

A distinction might be made on the basis of morefreedom of contract in therel ation between

the self-empl oyed person and the buyer (empl oyer) of their servicesthan existsbetween anemployee



and an employer because of thelegal restrictionson thelatter. One source of variation in the amount
of self-employment might then be variation in the legal restrictions and the recourse to self-
employment for their avoidance. More generally, the importance of any changes in observed
measures of self-employment will depend on the underlying concept being reflected in the measure.
Anincreasein measured self-employment that islargely “ hidden unemployment” of recently laid-of f
middle managers declaring themselves as “ consultants” would be of more importance in the real

economy than atax induced cosmetic change.

Themain datasourcefor theanalysisof trendsfor the United Statesisthe Current Popul ation
Survey (CPS). Two basic approaches are used to measure self-employment. The method of the
Bureau of Labor Statisticsis based on the class of worker classification?. In the CPS surveysin the
years 1967 to 1995 persons who are employed are asked to classify their employment by aquestion
similar to the 1994 version asfollows: “Were you employed by government, by a private company,
a nonprofit organization, or were you self-employed...” Those who respond that they are self-
employed (after 1966) are then asked “Is this business incorporated?’ Those who say yes are
classified as wage and salary workers and are treated as such for the rest of the survey.® These
individuals are not separately identified in the CPS class of worker variables until 1976. An
alternative approach isto make use of the “income from nonfarm self-employment” variable. This

isavailable in the March CPS, but is also restricted to non-incorporated self-empl oyed.

Canadian dataareavail ablefrom themonthly Labour Force Surveys. Unfortunately, however,
theoriginal dataare not publicly available for most yearsand along time series can only be obtained
fromrelatively restrictive categoriesfrom published sources. The dataused for thisstudy comefrom
several sources. The long time series come from two main sources. For 1967-1975 the November
issues of the monthly publication The Labour Force are used and for 1976-1996 the data are from
the Labour Force Historical Review CDROM. These are supplemented by data from four
supplements to the usual labour force survey: the 1971 Union Affiliation Survey, the 1981 Work
History Survey, the 1991 Survey of Consumer Financesand the 1996 Survey of Consumer Finances.

The self-employment measures, as in the CPS, come from the class of worker variable. In the



Canadian questionnaire respondents are asked to describe their main job or business. The class of
worker coding follows with no explicit question on the questionnaire itself, though the
accompanying code sheet inrecent yearsincludesthequestion“in..." sjob, washe/sheapaid worker,
self employed or an unpaid family worker?” The structure is thus similar, but not identical to the
CPS structure.”

2. Trendsin Aggregate Self-Employment Measures, 1967-96

For the United States, self-employment measures based on class of worker information were
examined in the March CPS files for 1967-95.° Initialy two class of worker based measures were

examined:

@ SEC1 isthefraction of employed workersin the reference week recorded as self employed
on the class of worker variablefor the main job that week. From 1967-1975 it only includes
unincorporated self-employed and the incorporated self employed are included in wage and
salary workers and not separately identified. From 1976-1995 it again only includes
unincorporated self-employed, though incorporated individual s can now beidentified. This

measure corresponds to the Bureau of Labor’s measure.

(b) SEC2 isthefraction of employed workersin the reference week recorded asincorporated or
unincorporated self employed on the class of worker variable for the longest job last year.®
It is measured only from 1976 onward. The universe is the same as SEC1 except that the

class of worker on the longest job must have avalid code.’

While SEC1 measures the number of unincorporated self-employed, SEC2 does not necessarily
measure the total of incorporated and unincorporated self-employed since, as argued by the CPS
survey staff, an unknown number of incorporated individuals will have “correctly” (legally)

identified themselves as wage and salary workers in the first question noted earlier and will never



be asked the question about incorporation. If the fraction doing thisis constant, then the percentage
changes in the two components of the total self-employed can both be calculated, but unless the
fractionisknown, the percentage changeinto total cannot be measured. If thefractionissmall, then

SEC2 could be taken as a measure of the total.

Two comparable class of worker based measures were also constructed using the Canadian
data.

@ SE1 has the same definition as SEC1 for the United states.

(b) SE2 isthe fraction of employed workers in the reference week recorded as incorporated or
unincorporated self employed on the class of worker variable for the main job in the

reference week.

Although many official tabulations use the SE1 measure, on the same grounds asargued by the U.S.
officials based on lega definitions of wage earners, there is a preference in the Canadian
Departments for using the SE2 definition when discussing trends in self-employment as a labour
market issue.® Thisis also acommon definition in other countries, as noted in OECD (1992).

The structure of the Canadian Labour Force Survey Questionnaireis such that SE1 should measure
the same concept as SEC1 does in the CPS. However, SE2 may include a larger number of
incorporated individuals than its U.S. counterpart because of the absence of a clear two question

sequence asin the U.S. where some incorporated individuals may be lost on the first question.

In both countries the self-employment ratio is much higher in agriculture (about 50%) than
non-agricultural industries (about 10%), but these workers make up arelatively small percentage of
thetotal self-employed. The analysistherefore focuses mainly on nonfarm self-employment. Figure
1 shows the trends in both measures of self-employment for both countries.

For the unincorporated rate there is a clear declining trend from the 1960's to the mid 1970's with

the Canadian figure declining from ahigher initial position. A downward pressureis exerted by the



declineinthe shareof agriculturein both countries. By themid 1970'stheratesareidentical for both
countries. However, thereafter there is a divergence. Both countries grow to the early 1980's, but
thereafter the U.S. figure shows a slightly declining trends while the Canadian trend is definitely
upward with an acceleration in the 1990's. From 1976 to 1995 the percentageincreaseintherateis
only 1.45% for the U.S. compared to 22.5% for Canada. The “total” self-employment measure,
available only from 1976 onward, shows an increasing trend for both countries but at afaster rate
for Canada, especially inthe 1990's. Theincreasein ratesfor thismeasure over the 1976-1995 period
are 14.5% for the U.S. and 40.68% for Canada.

To abstract from the effect of the decline in agricultura employment, Figure 2 shows the
trends for both measures for the nonfarm sector. The unincorporated self-employment ratesfall for
both countriesinitially to alow in 1976; they both rise thereafter in asimilar pattern until the 1990's
when the Canadian rate accel eratesrapidly. Thetotal self-employment rates show amore consistent
divergence. Both countries have growing rates from a point of close equality in 1976, but the
Canadian rate of growth is much faster with an increase of 59.52% over the 1976-1995 period
compared with 23.34% for the U.S. The U.S. growth is, in fact, all concentrated in the 1976-1983
period with a stagnant self-employment rate thereafter.

3. Self-Employment Trends by Sex, and Occupation

Overall, the picture for nonfarm self-employment shows arise for both countries, but a
relatively modest onefor the U.S. Thisaggregate pattern, however, masks substantial differencesat
the disaggregated level. First, there is a substantial difference in the patterns by sex, as shown in
Figures 3 and 4. In Figure 3 the unincorporated rates are plotted. These show several similarities
across the countries. In both countries the male rates are higher than the female but there is
substantial convergence. For the United States the female rate is only 41.52% of the male rate in
1967 but risesto 69.87% in 1995. The Canadian figures are 30.50% and 72.69% in 1967 and 1995
respectively. In addition both countries show broadly declining trendsfor the male sel f-employment



rates contrasting with increasing trends for the female rates. In Figure 4 the total self-employment
ratesfor both sexesare generally increasing since 1976, although thereisamost no changefor U.S.
males. Theconvergenceinthesex ratiosoccurshere, asfor theunincorporated rates. Thefemalerate
tomalerateratio for theU.S. increasesfrom 33.21%in 1976 t0 59.29%in 1995. The Canadian ratio
goesfrom41.33%1t0 58.17%inthe sameperiod. Thusincreasesin self-employment rateshave come

disproportionately from females.

Disaggregating by broad occupational groups - blue and white collar - also reveals marked
differencesin thetrends. A full analysisisonly available for the U.S. asthis type of data
isnot availablein Canada. Figure 5 showsthe self-employment ratesfor blue and white collar males
for both unincorporated and total self-employment.’ Thereisastriking differenceinthetrend for the
two occupational groups. While blue collar rates rise throughout the period, except for the last year,
and the total and unincorporated rates are quite similar, the white collar rates are declining
(unincorporated) or stagnant (total) and the gap between the total and the unincorporated is large.
Theunincorporated ratefor white collar workers startsout very much higher than theblue collar rate
(13.58% vs. 4.04%) but the different trends result in a strong convergence (8.76% vs. 8.19%). For
the females (Figure 6) blue collar rates rise over the period with little difference between the total
and unincorporated, as for the males. However, since 1976 the white collar rates have also been
increasing, unlike the males. Thereis also an increasing gap between the unincorporated and total
rates. Like the males, the female blue collar rates start out much lower than the white collar rates
(1.95vs. 5.39) and theratesconvergeover time(6.26% vs. 4.78%). Unfortunately, the Canadian data

do not permit the same type of analysis by occupation.



[11.  CROSS-SECTION LIFECYCLE PROFILES

The increases in self-employment from increased rates for male blue collar workers and
females in general may be due to a variety of effects including cohort, aggregate economy and
lifecycle effects. In this section cross section and cohort age profiles are presented and identification
issues discussed. The U.S. data permit the construction of profiles with fine age gradations.
However, the Canadian data are grouped. The detailed U.S. data are examined first; comparisons

with Canada are then made following appropriate grouping.

Figures 7a-b and 8a-b plot the cross section age profiles for males and females for the years
1967, 1976, 1986, and 1995 for both measures of self-employment over the age range 16-63. The
unincorporated rates, shown in Figures 7a-b, show a general increase in the self-employment rate
with age. The same s true for the incorporated rates plotted in Figures 8a-b. Over time thereisan
upward shift inthefemale profiles; thisis especialy clear in thetotal rates (Figure 8b). By contrast,
the male profiles show 1986 generally higher than the others. In the total self-employment ratesfor

males there is ageneral crossing of profiles rather than the clear upward shift in the females.

Figure 9 compares the male and female profiles directly for 1976 and 1995 for total self-
employment. The male profiles are steeper but do not increase in slope (except for the older ages)
over the twenty year time period. The female profile does become steeper and by 1995 the lopeis

quite similar to the male profile over the early to mid age range.

Canadian data do not permit the same detailed analysis. However, age specific rates can be
calculated for grouped data - generally ten year age groups. In Table 1, these age profiles for
unincorporated self-employment rates are presented for the years 1971, 1981, 1991 and 1996 in the
first four columns. Comparable U.S. dataare presented in the next four columnsfor the same years
except that 1995 is substituted for 1996. Tables 2 and 3 present the data separately by sex. Apart
from theteenage years, the Canadian rates show amonotonic increase with agewith especially large

increases near retirement ages. The U.S. rates also show these patterns. The very high rates for



workers over 64 has been the subject of some discussion in the previous literature. Fuchs (1982)

TheU.S. - Canadian comparisons can be most clearly seen by plotting thedatain Tables 1-3.
In Figure 10a-d the male unincorporated rates are shown for the four years. Figure 11a-d showsthe
femalerates. For the males, the age patternsarevery similar. Intermsof levels, in 1981 the U.S. had
higher ratesfor males at most ages but by 1995/6 thereisaclear Canadian dominancethat islargest
at the older ages. Female rates showed very similar age patterns until 1995/96 when again the
Canadian rates are higher, especialy at the older ages.

V. COHORT AGE PROFILES

The cross section age profiles are a mixture of lifecycle, cohort and “ aggregate conditions”
effects. If aggregate conditions were stable and there were no cohort effects, then these age profiles
would accurately predict the actual experienceof thetrue cohorts. To the extent that the cross section
or synthetic cohort “predictions’ deviate from the actual experience of the true cohorts, there is

evidence of effects of changes in aggregate conditions or cohort effects.

The U.S. data permit detailed analysis of the lifecycle experience of many cohorts. Figure
12 plots the lifecycle profiles for the unincorporated self-employment rates of the cohorts bornin
1926-27, 1935-36, 1945-46 and 1954-55. There is a clear tendency for the later cohorts to have
lifecycle profiles above the earlier onesfor thefirst haf of thelifecyle. This contrasts with no clear
pattern in cross section profiles over successive years. Figure 13 plotsthe same profilesfor the total
self-employment rates. Since thisis only measured from 1976 the profiles do not overlap over the
first half of thelifecyclefor asmany yearsasin Figure 12. Thustherelative positions of the cohorts
isless clear. Where there is substantial overlap, latter cohorts appear to have higher profiles. The
pattern is similar if the data are disaggregated by sex. The females, however, show a much clearer
tendency for total self-employment rate lifecycle profiles of later cohorts to be higher (Figure 14).

Comparing different cohorts at the same age, of course, involves a combination of cohort and year



effects, so these higher profiles do not necessarily reflect cohort effects.

It isinstructive to compare the cohort and cross section age profiles directly. Relativeto the
1976 cross section age profile, the cohorts always experience higher rates than are predicted by the
cross section (Figures 15a-d). By the 1981 cross section this effect is mitigated (figures 16a-d).
Overdl it isclear that in many cases there is substantial divergence between the cross section and

cohort lifecycle profiles. Thusthereis clear evidence of cohort or year effects.

Thecohort analysisfor Canadaisvery limited relativeto the United Statesbecause of theage
grouping in the available data. The data are insufficient for useful graphical analysis and are
presented instead in tabular form in Table 4. Reading across the table gives the cohort age profile;
reading down yields the cross section profile. Thus for males, the cohort aged 15-24 in 1971
experienced increasesin ratesfrom a starting point of .0154 to .0619 by the time they were aged 25-
34, .0968 by ages 35-44, and .1197 by ages 40-49. This compares with the synthetic cohort (cross
section) which growsto .0714 by ages 25-34, and .1230 by 35-44. For the males, the cross section
profilesgenerally over predict the actual experience of the cohortsin 1981, but reduce or reversethe
over prediction by 1991. For example, the cohort aged 35-44 in 1971 experiencesarate of .0969in
1981 compared with the synthetic “prediction” of .1258, but by 1991 the actually experienced rate
of .1378 is dightly above the .1309 of the synthetic prediction. For the females there is no similar
general tendency for synthetic over prediction in 1981, though it does occur for the 45-54 group.

V. IDENTIFYING COHORT, LIFE CYCLE AND AGGREGATE EFFECTS

Many explanations for recent trends and patterns of self-employment have been advanced
in the substantial self-employment literature of the last two decades. Some explanations are based
on economy wide changes in technology or tax policy which in principle would have the same
qualitative, and possibly, quantitative effect on all ages and cohorts. They may be though of as
aggregate effects. Some are based on the characteristics of individuals, such as their education,

willingnessto takerisks, desire for independence, inherited wealth, etc. While these characteristics
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will vary acrossindividualsat apoint intime, theremay a so be differences by cohortsintheaverage
value of these characteristics, some of which may not be easily measurable. These will exert cohort
effects. At the same time there are likely to be lifecycle or age effects on self-employment. The
hypothesis of capital market constraints, for example, is likely to result in a lifecycle effect.’
Distinguishing between lifecycle, cohort and aggregate effects and measuring their magnitude may

therefore help to discriminate between various hypotheses regarding recent trends.

In general, for analyses in which age, cohort and year effects all play arole, there is a

fundamental identification problem since, by definition:

Y ear = Cohort Birth Year + Age

Hence separate effects for all three obviously cannot be estimated. Moreover, if complicated
interactions are permitted between these effects, e.g. if changesin “aggregate conditions’ can have
differential effects by age that are not necessarily even the same sign, then the usefulness of a

decomposition would be limited.

The U.S. data set to be analysed consists of 28 years of cross section observations (1967 to
1995, excluding 1994) on 55 one year age groups (16-70). It can be split into various worker
“categories’ such as male/female, blue/white collar. For any category, the relevant data constitutes
individuals faling into the N x T age/year cells where N is the number of age groupsand T isthe
number of years. The cell means represent the self-employment rate data at the most general level.
In the previous sections various subsets of these cell means have been plotted. In adummy variable
regression framework this constitutes 1540 parameters for each worker category.. There is thus a
problem of an unmanageably large number of parameters. Further, because of the identity relation
between cohort, year and age, these N x T age/year cells have exact counterparts as age/cohort cells
or cohort/year cells, and hence create the basic identification problem discussed earlier. Findly,
comparisons across worker categories are complicated if they are endogenous. That is, if workers

witha"taste” for theindependence of self-employment tend to choose, say, whitecollar occupations
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toimprovetheir chancesof self-employment, compari son acrossblue/white-collar would not identify
the effect of an exogenous (say viatechnological change) change in the proportion of blue- collar
workersin the economy. Theidentification problem can be addressed if restrictions can beimposed
on some of the effects. The problem of an unmanageable number of parameters will be addressed
by imposing various functional form restrictions. Finally, endogeneity issues can be investigated

using methods based on cohort grouped estimators.

For simplicity, consider the following model of self-employment with two exogenous
worker categories, represented by adummy variableindicating whether theworker isinabluecollar

occupation:™
(1)  s(atc) = a(at,c)B(at.c) + A(at,c)
= a(at,c)B;(at,c) + pu(at,c) + €(at,c), i=1,2,...M

The subscript i indexes an individua identifier over the whole pooled sample. The dependent
variable is a dummy variable equal to one if individual i, of age a when observed at time t, and
belonging to cohort ¢, isaunion member. B,(at,c) isadummy variableequal to oneif thisindividual
isinablue collar occupation; A;(at,c) representsall other factorsinfluencing the probability of self-
employment. Since B; is exogenous,

EA(@LOB=1 = EA(atoB=0 = EA(atc) = patce)
where p(at,c) is the mean over individuals in the population of age a at time t and belonging to
cohort ¢ of unobserved characteristics that affect self-employment. Individual i’s idiosyncratic
deviation from this mean is €,(at,c), where Ee¢;(at,c)|B,=1 = Ee¢,(at,c)|B,=0 = Ee,(at,c) = 0. Since
t =c+ a, c cannot vary given (at) equation (1) is equivalent to:

2 s(at) = a(at)B,(at) + u(at) + g(at) i=1,2,...M,

12



The expected age/year cell means for each worker category follow from taking conditional

expectations of (2):

Es(@abB=1 = a(at) +p(at) and Es(at)|B=0 = p(at)
The actual age/year cell means for each category are:
(3  s@bB=1=a(at) +uat) + e(@t)|B=1

s(at)[B=0=p(at) +e(at)B,=0
wherethe barsindicate the sample meansfor the cells. From (3), cross section age profiles are plots
of a(at) + p(at) + e(at)|B,=1 for blue collar workers and of p(at) + € (at)|B,=0 for white collar
workers, holding t constant and varying a. In large samples € (a,t)|B;=1 and € (a,t)|B;=0 should be
approximately zero and the difference between the corresponding blue and white collar plots, a.(at),

represents the effect of an exogenous switch from white to blue collar occupation.

Consider theinterpretation of the plotted profiles. The simplest interpretation follows from
an additive specification, i.e. let:

a(at,c) = y* +8°(@+n°(1)+0°(c) and A(at.c) = y; +5,(a+n,(1)+6,(c), sothat

H(at.c) =y +5(a)+n(t)+0(c)
where §(a) isthe age effect, n(t) isthe time effect and 0(c) the cohort effect for white collar workers
and 8(a)+8°(a), n(t)+n"(t) and 6(c)+6°(c) arethe corresponding effectsfor bluecollar workers. Then

in equation (2):

u@at) =y +6(a) +n(t) +6(t-a),  and
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a(at) = y° +8%(a)+n°(t)+6°(t-a)

The expected cell means are thus:

Es(at)B=1 = y +6(a) +n(t) +0(t-a) +y" +6°(a)+n°(t)+06°(t-a)
and

Es(a)|B=0

y +6(a) +n(t) +0(t-a)

Ignoring the mean error which will be close to zero in large samples, the cross section age profile
for white collar workers plots p(at) =y +6(a) +n(t) +0(t-a), holding t constant and varying a. This
isa“true’ age or lifecycle effect, d(a), only if there are no cohort effects, 0(c), since varying a, for
a given t automatically varies the cohort. Alternatively, consider the interpretation of holding a
constant and varying t, i.e. comparing the cross section age profiles at any given age. Thiswill only
be a “true” aggregate conditions effect, n(t), if there are no cohort effects, 0(c), since varying t
holding a constant will automatically vary the cohort. To identify separate effects, either the
aggregate conditions have to be measured directly and not be collinear with year, or some parametric
restrictionshaveto beimposed on d(a), n(t) or 6(c). For exampl e, there may be equality of aggregate
conditions over various time periods, i.e. non-varying n(t) over some range of t, or constant age

affects, 6(a), over somerange of a, or similar restrictions on 0(c).

The cohort age profiles follow from plotting p(a,c) =y +6(a) +n(ct+a) +0(c), holding ¢
constant and varying a. Again, the result is a true lifecycle effect only if there are no aggregate
conditions effects. The absence of both aggregate conditions effects and cohort effects would result

in the cross section age profiles being identical to the cohort age profiles.
Thus far, occupation has been considered exogenous. Suppose instead it is correlated with

self-employment status in the manner sketched above. In that case the model in equation (1) no
longer has a zero correlation between B, (at,c) and A,(at,c). Instead, let

14



E[A(atc)| Bi=1] = u,(atc) and  E[A(atc)| B, =0] = p(at.c)

and rewrite (2) as:

(4) s(at) =a@hB; + u*(at) + (Aat)- w@t))

The expected cell means are then:

Es@pB=1 = a(at) + p’(at) and Es(at)lB=0 = p*(at)

The difference in the blue and white collar profiles therefore now estimates «(at)+u°(at)- p¥(at)
rather than a.(ayt).

To produceaconsistent estimateof «(a;t,c), thecorrelated error problem hasto be addressed.
One approach to thisproblem isto assumethat it comes primarily at the cohort level - e.g. particular
cohortsvary intheir “taste” for independence. If the data are then grouped by cohort and this cohort
isfollowed over time this “taste” will be held constant, and provided the proportion of blue collar
workers changes over time, «(at,c) can be estimated. Suppose that the A,(at,c) term in (1) can be
written: A;(at,c) = t,(c) + ¢(at,c), where t;(c) isanindividua’s“taste” for independence that may
be correlated with occupation and ¢,(at,c) represents the remaining factors in A;(at,c) that are
uncorrelated with occupation. Summing (1) over members of the same cohort for each (at)

combination then yields:

(6  s(ate) =a(@toB(atce) + t(c) + d(ato),

or equivalently,

s(at) =a(@hB(at) + t(t-a) + d(at),
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where s(at,c) = (UN(ct))) s(at,c), etc., are again the (at) cell means. The only source of
endogeneity in (5) is the correlation between t(c) and B(at). However, if t(c) can beincluded in
the regression in the form of cohort dummy variables, only the ¢ (at,c) term will remainin the error

and o(a,t,c) can be consistently estimated.

Thegrouping approach providesapossible sol ution for endogeneity problems. However, this
comes at the cost of requiring extra restrictions. Estimating equation (2) in the most unrestricted
form requiresthe estimation of 2 x (N x T) parameters, where N isthe number of age groupsand T
is the number of years. The individual level data contain N x T x | observations, where | is the
average number of observations per age group. Given large enough |, these parameters could be
estimated. In the grouped data there are only N x T observations, hence the number of parameters
has to be reduced. As a result, differences between a grouped estimate and an individual level
estimate will reflect not only possible endogeneity, but also possible specification error at the

grouped level.

VI. PRELIMINARY EMPIRICAL ESTIMATES

In the first approach to identifying separate effectsit is assumed that cohort characteristics
change slowly relative to year effects. Specifically, it is assumed that grouping into 10 year age
groups will result in possible cohort effects across these 10 year cohorts but not within them. In
addition, theadditivesimplification of the previous sectionisimposed and differencesby occupation

are suppressed. Thus, the specification is:

Es(at) = uat) = (y + 05) +8(a) + n()

+ (61 - eS)Cl + (62 - 65)C2 + (63 - 65)C3 + (64 - 65)C4

where C, is adummy variable equal to one if the individua is in cohort group i. The five cohort
groups are 1915-24, 1925-34, 1935-44, 1945-54 and 1955-64 with 1935-44 as the omitted
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category.*? At maximum, a cohort group has 280 (a,t) combinations; at minimum 165. Thus some
restrictions on the number of parametersin thefunctionsfor aandt are desirable. Initia restrictions
are asecond order polynomial for d(a) and afull set of year dummiesfor n(t). The omitted year is
1976. Linear probability estimates for this model, in total and separately by sex, are presented in
Table 5. The age range was restricted to 16-59. The dependent variable is multiplied by 100 for
convenience. The coefficients on the cohort dummy variables are not significantly different from
zerofor either malesor females. Given therange of the point estimates, cohort differencesamounted
to a maximum of 0.67 of a percentage point on the self employment rate for males and 0.77 of a
percentage point for females. Thisis roughly the magnitude of increase that would occur for a 2-3

year interval around age 30 as workers age.
The year effects can be more substantial. Relative to 1976, the 1980's showed year effects

significantly higher for both malesand females - by asmuch as 2.07 percentage pointsfor the males

and 2.67 percentage point for the females.
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FOOTNOTES

Fuchs (1982) examines the high self-employment rates in this age group.

See, for example, Bregger (1996).

The rationale is that they are legally employees of their own businesses (Bregger, 1996).

A disturbing feature of the Canadian dataisthat thereisavery poor fit between the Labour
Force Survey measures and that obtained by the census. In 1991 the census measured self-
employment at 9.7% vs. 13.2% in the 1991 census, i.e. the Labour Force Survey gives a
figure 36% higher than the census. This “bad fit” is discussed in a technical report to the
census (Statistics Canada - Cat. No 92-338E) wherein the difference is attributed to “ (1)
enumerator training in the LFS, and (2) specific manua and computer editsin the LFS and

census’ (p.32)

The source of the data is the UNICOM March CPS CDROM; the 1967 date was chosen
rather than the available 1964 as the basic measure of US self-employment - unincorporated

self employed - began in that year (Bregger, 1996).

The March files do not identify incorporated self employed in the class of worker variable

for the main job in the reference week until the 1988 survey.

Approximately 98% satisfy this criterion.

Three Statistics Canada publications from the Labour and Household Surveys Analysis
Division (Self-Employment in Canada, Cat 71-582, 1985; Enter prising Canadians. The Self-
Employed in Canada, Cat 71-536, 1988; and Labour Force Update The Self Employed Cat
71-005-XPB, Autumn 1997) all use the SE2 definition for their analysis with the same
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10.

11.

12.

rationale: “However, for studying labour market behaviour....it is useful to set aside the
distinction between incorporated and unincorporated businesses and treat al of these
individual s as self-employed. This also has advantages in the study of trendsin the number
of self-employed individuals since changes in tax laws can prompt movements towards
incorporation whichimpart adownward influence on the estimated number of self employed
persons if those with incorporated businesses are classified as paid workers.” (Self-
Employment in Canada, Cat 71-582, 1985, p.8) By contrast, articles in the U.S. Monthly
Labor Review (e.g. Bregger, 1996) routinely use SEC1)

The measure for total self-employment is based on longest job last year rather than job last
week. Theoretically the total must be at least as large as the unincorporated. In practice, if

the incorporated numbers are very small, this condition may be violated.

See, for example, Holtz-Eakin et.al.(1994) for an analysis of the effects of liquidity

constraints.

This section is based on Robinson (1998).

If the age range is restricted to 16-63, there are 1344 (at) observations (i.e. cell means) in
total given the years 1967-95, with 1994 missing. Cohort birth years can thus range from
1904 to 1979. However, these extreme cohorts would only contribute one (a,t) observation
each compared to amaximum possible of 28 (for cohorts 1932 - 1951). The cohort rangewas
therefore restricted to 1915 to 1964.
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TABLE1

Cross-Section Age Profiles for Canada and the United States:

Unincorporated Self Employed Nonagricultural Workers.

CANADA UNITED STATES

Age 1971 | 1981 | 1991 | 1996 1971 (1981 | 1991 | 1995
Group

15-16 0133 | .0295 | .1661 | .2822 .0468 | .0469 | .0270 | .0506
17-19 .0061 | .0393 | .0268 | .0628 .0118 | .0125 | .0108 | .0197
20-24 .0159 | .0251 | .0358 | .0353 0184 | .0244 | .0232 | .0201
25-34 .0584 | .0593 | .0717 | .0799 .0534 | .0603 |.0608 | .0541
35-44 1015 | .0705 | .0840 | .1014 .0736 | .0892 |.0893 | .0816
45-54 1039 | .0881 | .1040 | .1099 .0899 | .0983 |.1002 | .0952
55-64 1194 | .0805 | .1184 | .1555 1084 | .1040 |.1161 | .1138
65-69 2039 | .1892 | .2551 | .2933 1922 | .1642 | .1768 | .1630
70+ 3189 | .2748 | .1955 | .3356 2365 | .2517 | .2240 | .2205
15-64 .0720 | .0652 | .0805 | .0959 .0663 | .0696 | .0747 | .0707
Total .0751 | .0775 | .0823 | .0987 .0716 | .0734 |.0782 |.0740
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TABLE 2

Cross-Section Age Profiles for Canada and the United States:

Unincorporated Self Employed Male Nonagricultural Workers.

CANADA UNITED STATES

Age 1971 | 1981 | 1991 | 1996 1971 | 1981 | 1991 | 1995
Group

15-16 .0135 | .1537 | .1166 | .2294 .0738 | .0653 | .0430 | .0589
17-19 .0084 | .0192 | .0174 | .0463 .0134 | .0138 | .0127 | .0248
20-24 .0180 | .0262 | .0465 | .0363 .0207 | .0313 | .0297 | .0228
25-34 .0714 | .0619 | .0787 | .0859 .0566 | .0705 | .0708 | .0576
35-44 1230 | .0767 | .0968 | .1077 .0923 | .1094 | .1060 | .0949
45-54 1258 | .0969 | .1213 | .1269 1111 | 1213 | .1203 | .1096
55-64 1309 | .0809 | .1378 | .1785 1370 | .1248 | .1415 | .1348
65-69 2128 | .2023 | .2860 | .3128 2356 | .2052 | .2274 | .1976
70+ 3164 | .3064 | .2029 | .3216 2738 | .2712 | .2686 | .2674
15-64 .0897 | .0674 | .0920 | .1048 .0818 | .0857 | .0899 | .0810
Total .0929 | .0704 | .0943 | .1082 .0885 | .0902 | .0944 | .0853
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TABLE 3

Cross-Section Age Profiles for Canada and the United States:

Unincorporated Salf Employed Female Nonagricultural Workers.

CANADA UNITED STATES

Age 1971 | 1981 | 1991 | 1996 1971 | 1981 | 1991 | 1995
Group

15-16 .0131 | .2659 | .2188 | .3281 .0172 | .0269 | .0123 | .0428
17-19 .0037 | .0586 | .0365 | .0787 .0100 | .0111 | .0089 | .0147
20-24 .0133 | .0238 | .0259 | .0341 .0157 | .0168 | .0163 | .0171
25-34 .0305 | .0554 | .0637 | .0731 .0471 | .0470 | .0489 | .0498
35-44 .0525 | .0615 | .0695 | .0941 .0418 | .0626 | .0702 | .0666
45-54 .0572 | .0740 | .0816 | .0895 .0567 | .0676 | .0772 | .0793
55-64 .0913 | .0796 | .0870 | .1201 .0635 | .0742 | .0833 | .0890
65-69 1826 | .1684 | .2017 | .2561 12351 .1083 | .1151 | .1221
70+ 3267 | .1769 | .1806 | .3638 716 | 2252 | 1714 | .1555
15-64 .0386 | .0621 | .0671 | .0855 .0422 | .0491 | .0572 | .0591
Total .0414 | .0634 | .0682 | .0876 .0454 | .0520 | .0594 | .0611
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TABLEA4

Cohort and Cross Section Age Profiles for Canada by Sex:

Unincorporated Self Employed Nonagricultural Workers.

MALES FEMALES
Agein1971 | 1971 | 1981 | 1991 | 1996 1971 (1981 | 1991 | 1996
* .0465 | .0559 .0486 | .0484
*x .0361 | .0787 | .0976 .0578 | .0637 | .0850
15-24 .0154 | .0619 | .0968 | .1197 .0105 | .0554 | .0695 | .0915
25-34 .0714 | .0767 | .1213 | .1449 .0305 | .0615 | .0816 | .1021
35-44 1230 | .0969 | .1378 .0525 | .0740 | .0870
45-54 1258 | .0809 .0572 | .0796
55-64 1309 .0913

*15-24in 1991
**15-24in 1981
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TABLES

Estimates of the Linear Probability Model for Unincorporated Self Employment

(Nonagricultural Workers, 16-59)

Total Males Females
Coefficient  t-statistic ~ Coefficient  t-statistic  Coefficient  t-statistic
C: 1915-24 0.1211 0.279 0.2415 0.386 -0.4301 -0.749
C: 1925-34 -0.1833 -0.698 -0.1213 -0.322 -0.5188 -1.486
C: 1945-54 0.1999 0.827 0.3142 0.899 0.2500 0.801
C: 1955-64 -0.4230 -1.052 -0.3639 -0.624 -0.4041 -0.768
Age 0.6471 16.624 0.7446 13.040 0.4752 9.456
Agesq -0.0058 -12.580 -0.0063 -9.363 -0.0045 -7.520
Year 1967 0.7774 1.831 0.7622 1.264 0.6215 1.086
Y ear 1968 -0.0901 -0.192 -0.4491 -0.677 0.3779 0.597
Year 1969 -0.0754 -0.165 -0.2490 -0.386 0.0329 0.053
Year 1970 -0.1675 -0.371 -0.3002 -0.468 0.0271 0.045
Year 1971 0.1109 0.249 0.0501 0.079 0.1295 0.216
Year 1972 -0.1205 -0.272 0.1211 0.192 -0.4793 -0.806
Year 1973 0.3824 0.875 0.5468 0.881 0.1235 0.210
Year 1974 0.3356 0.771 0.1977 0.319 0.5030 0.862
Year 1975 -0.0496 -0.112 -0.1703 -0.270 0.2044 0.347
Year 1977 0.5031 1.216 0.4646 0.786 0.5787 1.051
Year 1978 1.1430 2.748 0.7793 1.306 1.7475 3.168
Year 1979 0.3725 0.899 0.0295 0.050 0.9526 1.736
Y ear 1980 1.2530 3.101 1.3200 2.262 1.4264 2.684
Year 1981 0.9216 2.249 0.8374 1.412 1.3566 2.523
Year 1982 1.3402 3.157 1.3579 2211 1.5844 2.845
Year 1983 1.6567 3.829 1.8442 2.938 1.7459 3.085
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Year 1984 1.6416 3.749 1.9961 3.135 1.6116 2.821
Y ear 1985 1.5276 3.444 1.4491 2.246 2.0101 3.476
Y ear 1986 0.9827 2.172 14727 2.238 0.8100 1.372
Y ear 1987 1.5494 3.339 2.0690 3.057 1.3836 2.294
Y ear 1988 1.5879 3.364 1.7374 2.538 1.7784 2.881
Y ear 1989 1.2251 2.498 0.7659 1.073 2.2154 3.469
Year 1990 1.3310 2.698 0.8277 1.152 2.3702 3.693
Year 1991 1.3826 2.719 0.7019 0.945 2.6746 4.052
Year 1992 1.3880 2.652 1.3521 1.774 1.9067 2.800
Year 1993 1.0343 1.924 1.3115 1.670 1.2609 1.808
Year 1995 0.5696 1.008 0.0939 0.114 1.6162 2.201
Constant -8.7091 -9.063 -10.0504 -7.156 -6.5291 -5.244

R squared .0108 0134 .0082

Observations 229436 129616 99820
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Figure 12 Lifecycle Profiles: Unincorporated Self-Employment Rates

46



Self-Employment Rates

.270571

.01405 —

O csc227 A csc236
O csc246 - csec255

age

Figure 13 Lifecycle Profiles: Total Self-Employment Rates

a7



Self-Employment Rates

O csc227f A csc236f
O csc246f - ¢csc2b5f

.162518

.006391

\ \
age

Figure 14 Lifecycle Profiles: Female Total Self-Employment Rates
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Figure 15a 1926-27 Cohort and 1976 Cross Section Age Profiles
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Figure 15b 1935-36 Cohort and 1976 Cross Section Age Profiles
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Figure 15¢ 1945-46 Cohort and 1976 Cross Section Age Profiles

51



Self-Employment Rates

O sec276 A csec255

.264687 7

.00954

I \ \
age

Figure 15d 1954-1955 Cohort and 1976 Cross Section Age Profiles
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Figure 16a 1926-1927 Cohort and 1981 Cross Section Age Profiles
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Figure 16b 1935-36 Cohort and 1981 Cross Section Age Profiles
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Figure 16¢ 1945-46 Cohort and 1981 Cross Section Age Profiles
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