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Self-employment and geographical mobility in Germany

Darja Reuschke

Abstract

Little is known about the individual location behaviour of self-employed entrepreneurs. This
paper investigates the geographical mobility behaviour of self-employed entrepreneurs, as
compared to employees, thereby shedding new light onto the place embeddedness of self-
employment. It examines whether self-employed entrepreneurs are ‘rooted’ in place and also
whether those who are more rooted in place are more likely to enter self-employment. The
paper draws on large-scale panel data covering the years 19962009 from the German Socio-
Economic Panel Study (SOEP). It shows that self-employed entrepreneurs as compared to
employees are not more ‘rooted’ in their place of residence and that those who are more
rooted in their place of residence are not more likely to become self-employed. However, in
contrast to expectations drawn from previous literature, flows into self-employment are
positively associated with inter-regional moves. It concludes that a longitudinal perspective
on individual employment careers provides an important methodological advance. In addition,
it emphasises the importance of mobility and immobility and individual and household

constraints and preferences for understanding who becomes self-employed.
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Self-employment and geographical mobility in Germany

1. Introduction

There is consensus in the literature that entrepreneurship is a ‘local’ event (Audretsch et al.
2010; Feldman et al. 2005; Romanelli and Schoonhaven 2001; Sorenson and Audia 2000;
Stam 2007; Tamasy 2006). This embeddedness is thought to be connected to individual
entrepreneurs being strongly ‘rooted’ in their place of residence (Hanson 2003, 18). Most
research, however, is focused on firms and firm formation rather than individual
entrepreneurs (e.g., Armington and Acs 2002; Delgado et al. 2010; Fritsch and Schindele
2011). Those studies that do use individual micro data (for example, the Global
Entrepreneurship Monitor) lack comparative and longitudinal research designs (e.g.,

Bergmann and Sternberg 2007; Hanson 2003, 2009; Wagner 2007).

Hence, little is known about the direction of causality between self-employment and place
embeddedness. On the one hand, people who are more rooted in place, for instance due to a
desire to stay close to other family members, could be more likely to become self-employed.
Contrary to this, location-specific capital required for self-employment might make self-
employed entrepreneurs ‘stuck’ in place. Knowledge on this inter-relationship is thus
important for our understanding of the features and dynamics of self-employment. This is of
relevance not only for entrepreneurship policy but also for understanding the functioning of
regional labour markets. Panel surveys are a powerful resource to investigate these people—
place relations of self-employment since panel data provide information about the temporal
ordering of events and are therefore more useful than cross-sectional data in establishing

causal relationships (Frees 2004, 11).

This paper aims to shed new light on the inter-relationship between self-employment and
place by drawing attention to the spatial behaviour of self-employed entrepreneurs, as
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opposed to workers in paid employment. It explores (1) whether self-employed entrepreneurs
are ‘rooted’ in place and (2) whether those who are more ‘rooted’ in their place of residence
are more likely to become self-employed. Cross-sectional micro data (for example, the Global
Entrepreneurship Monitor) is not suitable to answer these questions. This paper therefore
draws on large-scale longitudinal data for Germany. The limitation of defining
entrepreneurship through self-employment notwithstanding (see, for example, Parker 2006,
436—437; Reynolds 1997, 451), it uses the self-employment status as category which is a
common method in entrepreneurship research (e.g., Blanchflower and Meyer 1994; Georgellis

et al. 2005; Joona and Wadensjo 2011; Millan et al. 2010; Mueller 2006; Parker 1997).

This paper contributes to the existing literature in several ways. Panel surveys are generally
under-used in entrepreneurship research (Davidsson and Gordon 2011). Consequently, most
existing studies explore entrepreneurship or self-employment only in relation to the
place/regional environment in which business founders and entrepreneurs currently reside
(see also Wai-chung Yeung 2009, 212). The novel linkage between self-employment and
residential moves over time this paper offers will provide an empirical basis for a “new
dialogue on spaces of entrepreneurship” that recent literature has called for (Stam 2007; Wai-
chung Yeung 2009, p. 213). Furthermore, using micro data to explore inter-relations between
self-employment and place will add to the literature an individual perspective on

entrepreneurial location behaviour.

The remainder of this paper is organised as follows: The next section examines the theoretical
arguments linking self-employment/entrepreneurship to place, specifying some expectations
regarding the geographical mobility behaviour of self-employed entrepreneurs. Section 3
describes the data the empirical analysis is based on. Empirical results are presented in
section 4. The concluding section (5) summarises and discusses the results, identifying some

implications for future research.



2. Literature review, theoretical background and hypotheses

There is a rich literature that explains the ‘location inertia’ of entrepreneurship and why
people tend to launch business on ‘home turf’ (Hanson and Blake 2009, 143) through
location-specific capital in terms of social networks. Agglomeration economies and cluster
theory suggest that face-to-face contacts, localised personal relationships and thick social
networks (social capital) stimulate spatial agglomeration and cluster development by inducing
external economies, i.e. additional economic benefits. It is argued that start-up firms benefit
from these local externalities in terms of knowledge spillovers, for example, through frequent
contacts to other entrepreneurs in related industries (Acs and Armington 2004; Armington and
Acs 2002; Delgado et al. 2010; Feldman 2001; Malmberg and Maskell 2002; Thornton and
Flynn 2003; Varga and Schalk 2004). This local interexchange of information, learning and
innovation is considered as ‘seedbed’ for tacit knowledge (i.e. non-codified individual
experiences and insights) (Scott 2006). In contrast, formal, codified knowledge is perceived to
be easily transferable over long distances or, in other words, distance networks relate to
formal knowledge that can be exchanged by technological means (Varga and Schalk 2004).
Similarly, economic geographers point to the evolutionary process of networks and thus to the
socioeconomic embeddedness of start-up activities. Consequently, the process of setting up a
business is not regarded as a ‘real’ locational decision as it is argued that the business location
is constrained by the place where the founder lives and works (Bathelt and Gliickler 2002, p.
207; Glickler 2007). Hence, it can be assumed that residential tenure and not just
geographical proximity to other businesses, suppliers, etc. matters for self-employed
entrepreneurs since localised network externalities are tangible, non-transferable assets

(Varga and Schalk 2004).

It is not clear, however, what types of network ties are important over the different stages of

establishing a business. Some studies find evidence for the importance of strong ties and the



geographical proximity to family members, relatives and friends in supporting people,
particularly women, to become self-employed as well as in running a business once it is
established (Abraham 2006; Ekinsmyth 2011; Hanson 2009; Jack 2005). Others emphasise
the role of weak ties for entrepreneurship, for example through access to information and
financial resources via contacts to accountants, bank loan officers, peers etc. (e.g., Bonte et al.
2009; Katz and Williams 1997; Nijkamp 2003). Econometric studies reveal the importance of
the entrepreneurial family background for self-employment (Lohmann and Luber 2004;
Niittykangas and Tervo 2005; Shutt and Sutherland 2003; Taylor 1996). People with at least
one self-employed parent are more likely to be self-employed, supporting the strong ties
hypothesis and the crucial role of close relations to family members for the geography of self-
employment. As a result, one could expect to find evidence that self-employed entrepreneurs
are highly embedded in their local context in terms of geographical proximity to close family

members.

Recent research found that the rootedness or embeddedness of entrepreneurship is also to be
influenced by personal constraints and preferences of the business owner. Feldman (2001), for
example, highlights the hampering effect of the household and family context in binding self-
employed entrepreneurs to their place of residence. From this perspective one could also
understand self-employment/entrepreneurship as a mean to avoid a family move. As regards
personal preferences, Florida’s (2002) theory about the ‘creative class’ and its preferences to
live in the hot spots of urban creativity and amenities also include some ideas on ‘creative’
self-employed entrepreneurs. This might imply geographical moves of a certain type of self-

employed entrepreneur to fulfil residential location preferences.

Only few studies to date, however, have empirically explored the place relations of individual
entrepreneurs. Michelacci and Silva (2007) provide evidence supporting the rootedness or

embeddedness of entrepreneurship from the U.S. and Italy. They found that the proportion of
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people who work in the region where they were born is significantly higher among the self-
employed than among dependent workers. These results are in accordance with the findings
of Hanson (2003), who conducted two case studies in the USA. In her sample, business
owners had longer residential tenures than the general population and also exhibited a high
tendency to remain close to their family roots. Blanchflower’s (2000) investigation of the
willingness to move by employment status in a number of OECD countries (excluding
Germany) shows a similar picture, as the self-employed appear to be less willing than

employees to move neighbourhood, town within the county, or region.

In contrast, Harrison et al.’s (2004) case study from a technology cluster in Ottawa (Canada)
tells a different story of business owners’ geographical mobility behaviour. Here, most of the
business founders worked close to their present firm location immediately prior to the firm
formation. However, many of these founders had previously moved to the region during their
employment history and were born elsewhere. The authors therefore argue that previous
studies have overestimated the local attachment of entrepreneurship. A number of studies in
labour economics and industry economies support the importance of employment experiences
for setting up a business (e.g., Feldman 2001; Knight and McKay 2000; Oberschachtsiek
2010; Taylor 1999). Therefore it seems likely that self-employed entrepreneurs are not
‘rooted’ in place but have moved earlier in their professional career in order to accumulate
working experiences and professional skills as a prerequisite for entering self-

employment/setting up an own business.

Problematically, existing studies which provide some empirical evidence about the people—
place relations of self-employment/entrepreneurship exhibit some methodological
weaknesses. The study by Michelacci and Silva (2007) is constrained by a dependence on
household level data (i.e. the selection of the—usually male—head of the household) and the

authors’ focus only on “real” start-ups (i.e. family businesses were excluded from the
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sample). Case studies are generally restricted to certain cases/industries, especially if no
comparison group analysis was incorporated into the sample design (e.g., Feldman 2001;

Hanson 2003; Harrison et al. 2004).

In summary, given the importance of both strong (family) ties and social contacts to the wider
business community for setting up a business highlighted in previous research, it can be
assumed that (1) self-employed entrepreneurs are more likely to remain in their place of
residence than employees, (2) business founders have a lower propensity to move than those
in continuous paid employment, and (3) self-employed entrepreneurs are more likely to live in
close geographical proximity to family members than employees. The literature review
suggests that people are more likely to set up their own business where they have lived and
worked for a length of time. Thus one would expect that (4) those who do not move are more
likely to become self-employed and that particularly employees who did not move are more

likely to enter self-employment than non-moving employees.

3. Data sources and methodological remarks

This paper draws on data from the German Socio-Economic Panel Study (SOEP). The SOEP
is a nationally representative annual household panel survey of private households which is
operated by the German Institute for Economic Research (DIW Berlin). The SOEP started in
1984 in West Germany, when more than 12,000 individuals aged 16 or older were
interviewed for the first time. In the SOEP, the same individuals are re-interviewed each
successive year after they were first contacted. If individuals move out from the interviewed
household to form a new household they are captured as an independent household in the
sample, with all adult household members in the new household unit (aged 16 years and
older) completing interviews. A total of 26 waves of SOEP data are currently available

(1984-2009), but it was not until the year 1996 that the subsample of non-Germans
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(‘foreigner sample’) and East Germans are posted the same questions and are kept in the same
files. The extracted subsamples therefore consist of the waves M to Z covering the years

1996-2009.

The SOEP provides a rich source of micro-level data, although there may be a problem with
sample attrition (as with all panel datasets) (Solga 2001). Movers are traced in the SOEP
within Germany, but panel attrition is generally higher among movers than among non-
movers as in other panel surveys (Buck 2000). This is reflected in the small numbers of inter-
regional movers in the SOEP, again as in other household panel surveys. Panel attrition due to
a residential move may be problematic if the sample attrition of movers is non-random.
Previous research has found no evidence for the non-random attrition of movers in the
equivalent British Household Panel Survey (BHPS) (Rabe 2009; Rabe and Taylor 2010,
p. 538). Due to the same research design and similar efforts being undertaken to trace movers,
this can also assumed to be true for the SOEP. However, the data analysis is—pooled data
notwithstanding—Ilimited by the small number of inter-regional movers in the SOEP. Hence,
the relations between self-employment and geographical mobility cannot be investigated on a

more disaggregated level (sex, industry, occupation, numbers of employees, etc.).

The distinction between self- and paid employment (both for the main and the second job)
relies on self-reporting by respondents. In the context of the present study, the categorisation
of employment status is based on a person’s main job, i.e. the job which can be considered the
most important for their geographical mobility decisions. People who are employed in their
(self-reported) main job and self-employed in their second job are therefore classified as
employees. From this it follows that people are defined as self-employed if they consider
themselves first and foremost as being self-employed. That means that they generate their
main personal income from self-employed work and/or that they primarily work for

themselves in terms of working hours. This includes all types of self-employment: agricultural
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and non-agricultural workers, persons who inherited a family business, owners of a firm with
many employees as well as self-employed entrepreneurs who only create jobs for themselves.

This is in line with most studies in labour economics (e.g., Blanchflower 2000; Parker 2006).

At each wave, the survey questionnaire captures a residential move in the previous year. The
place of residence is consistently recorded at the regional level, which resembles the Federal
States (NUTS1 level regions, representing 16 administrative regions). This allows a
distinction between moves across Federal States—inter-regional moves—and all other moves
within Federal States. A distance variable for moves is only available from the year 2001
onwards. Hence, using distance—which would be without doubt a more accurate
measurement of inter-regional moves—would reduce the number of waves that can be pooled
and thus would reduce the number of migration events in the study sample considerably. As a
result, no reliable investigation of geographical mobility accounting for employment status
(self-employed vs. employed) could be carried out. For the purpose of this study, inter-

regional moves are therefore defined as moves across regional borders.

The SOEP wave 23 (2006) captures questions on the geographical proximity to close family
members. Since these questions are asked only in this wave, the effects on the employment
status cannot be estimated. This data limitation notwithstanding, a cross-sectional exploration
can offer some insights into the importance of geographical proximity to close family
members for self-employment. The geographical distance to close family members was
measured through seven items for each family member (in the same household; in the same
residential building; in the same neighbourhood; in the same town, but more than 15 minutes
away by foot; in another town but within one hour drive; farther away but in Germany;
abroad). For the purpose of this study, these were collapsed into two: in the same town vs.
farther away that is a one hour drive and more or abroad. If the respondents had more than

one sibling, only the distance to the nearest-residing sibling was recorded.

9



Only people who are aged 18-64 and not in full-time education or (early) retirement for
whom information on employment status, moving status and region of residence are available
were selected. This results in a sample that contains 149,551 person-year observations for
23,886 individuals (i.e. repeated information are given for the same individuals). Out of the
total number of person-years, there are 11,935 self-employed, 13,299 moves and 1,340 inter-
regional migration events. Out of those who migrated 94 are self-employed and 901 are
employed. A full description of the subsample of self-employed workers disaggregated by sex

can be found in the appendix.

4. Empirical results

4.1  Probability of moving

In order to investigate whether self-employed workers as compared to employees are more
‘rooted’ in their place of residence two modelling techniques are used. In a first set of models
the probability of having moved for the self-employed and employees in the previous year is
estimated (t-1 to t). A second set of models estimates the probability of a move between t and
t+1 for business founders as compared to workers in continuous paid employment. Unlike the
first set of models (that includes all self-employed entrepreneurs as compared to employees)
the second set of models only incorporates those self-employed entrepreneurs who recently
set-up their own business. This allows to estimate the effect an entry into self-employment has
on individual’s geographical moving behaviour. For both sets of models random effects
models are used. Unlike in simple OLS regression models the estimated coefficients in
random-effects panel models are based on variations within and between the individuals over
time (Kohler and Kreuter 2009, p. 248). Therefore this modelling technique allows controlling

for individual heterogeneity.
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Table 1:  Probability of moving t-1 to t by type of move, self-employed and employed
workers, random effects, odds ratios

Model 1 Model 2
move=1 vs. interreg. move = 1 vs. no
no move=0 interreg. move=0

Features at t OR S.E. OR S.E.
Self-employed (ref.: employed) 1.089** 0.044 1.021 0.131
Sex (ref.: men) 0.93 1 #** 0.022 0.877* 0.067
Age (years) 0.939%** 0.001 0.938*** 0.004
Household composition
(ref.: 1 Pers hh)
Couple, no children 0.780%** 0.026 0.730%** 0.070
Couple with children 0.461*** 0.015 0.367*** 0.037
Single Parent 0.748*** 0.040 0.312%** 0.068
Others 0.331*** 0.032 0.625* 0.151
Owner occupation (n0o=0, yes=1) 0.509%** 0.014 0.426*** 0.039
CASMIN levels;
(ref.: Higher tertiary degree)
No completed general education 0.949 0.092 0.222%%** 0.097
Elementary 0.812%%* 0.045 0.231*** 0.051
Basic vocational 0.783*** 0.030 0.269%** 0.034
Middle general 0.708*** 0.054 0.384*** 0.091
Middle vocational 0.782%** 0.028 0.434%** 0.045
High general 0.739%** 0.056 0.527*** 0.108
High vocational 0.857*** 0.041 0.554*** 0.076
Lower tertiary 0.857*** 0.045 0.778* 0.109
Newly formed states (no=0, yes=1) 0.946** 0.025 0.875 0.073
N person-year observations (persons) 116,344 (20,543) 116,344 (20,543)
N(moves) 10,117 995
Log likelihood -29,221 -4,828
Rho (within subject correlation) 0.029 0.300
Pseudo R 0.096 0.096

Notes: Pooled unweighted data SOEP 1996-2009. Self-employed workers and employees; moves and employment status are
measured on a wave-to-wave basis. Significance: *** p<0.01, ** p<0.05, * p<0.1.

| International educational classification which considers the level of education in terms of length of educational experience
and required abilities (elementary, secondary, higher) together with the vocational oriented qualification.

Source: author's calculation

Estimation results for the probability of having moved residence in the previous year among
working people are displayed in Table 1. Model 1 estimates the determinants of moving
between t-1 and t as compared to the reference state of not moving residence. Model 2
explores the probability of an inter-regional move between t-1 and t as compared to no inter-
regional move. All explanatory variables are measured at wave t. In addition to the
employment status (self-employed vs. employed) the models also include socio-economic

features that are known for influencing individual’s spatial behaviour (sex, age,
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education/qualification, and owner-occupation) as well as a dummy for residing in the newly
formed states (without East Berlin) in order to account for significant differences between
eastern and western Germany in terms of economic performance and employment. The results
are displayed in odds ratios, which indicate the number by which one would multiply the odds
of the group who moved between time t-1 and time t for each one-unit increase in continuous
predictor variables (while holding all other variables constant). Consequently, in Model 1
odds ratios greater than 1 indicate a greater chance and odds ratios less than 1 signify a lower

chance of having moved residence than the reference category for each factor.

Contrary to the assumptions of previous literature using cross-sectional data, the estimation
results in Table 1 demonstrate that self-employment increases the odds for having moved
residence in the previous year by 9% (Model 1). As regards migration, the results show no
difference between self-employed workers and workers in paid employment (Model 2). The
odds ratio is nearly 1, indicating whether workers are self-employed or employed has almost
no effect on their probability to have moved residence inter-regionally in the previous year.
Household composition, owner-occupation, gender, age, and educational/vocational
qualification have the expected effects on individuals’ probability to have moved/migrated;
with the following being more likely to have moved or migrated: young workers, those with
higher qualification and those living alone. Owner occupiers and women are less likely to
have moved residence. The dummy for the newly formed states indicates that working people
in eastern Germany are less likely to have moved within a State, although the effect is not

significant for inter-regional moves.

The models presented in Table 2 explore further whether self-employment leads people to be
less mobile by tracing business founders as compared to workers in continuous paid
employment over time. To achieve this, a subsample was extracted from the SOEP across the

waves 19962009 that consists of people who became self-employed between t-1 and t and
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who remained self-employed until t+1 (‘business founder’) and persons who were employed
between t and t+1 (‘continuous employee’). In total, the extracted sample contains 96,091
person-year observations. Out of those, 891 became self-employed between t-1 and t and
remained self-employed in t+1. The remaining person-year observations (95,200) were
continuously employed at t to t+1. A total of 8,071 person-years involved moves, of which

731 were inter-regional.

Table 2:  Probability of moving t to t+1 by type of move, business founders and those in
continuous paid employment, random effects, odds ratios

Model 1 Model 2
move=1 vs. interreg. move = 1 vs. no
no move=0 interreg. move=0

Features at t OR S.E. OR S.E.
Business founder 1.017 0.128 0.635 0.296
(ref.: continuous employee)
Sex (ref.: men) 0.9 [#** 0.024 0.826** 0.072
Age (years) 0.940%** 0.001 0.932%** 0.004
Household composition
(ref.: 1 Pers hh)
Couple, no children 0.862%*** 0.035 0.563*** 0.066
Couple with children 0.936* 0.035 0.503*** 0.057
Single Parent 1.258*** 0.074 0.824 0.158
Others 1.341%** 0.109 0.829 0.206
Owner occupation (n0o=0, yes=1) 0.215%** 0.007 0.407%** 0.042
CASMIN levels
(ref.: Higher tertiary degree)
No completed general education 0.736%** 0.078 0.205%** 0.108
Elementary 0.675%** 0.042 0.248*** 0.062
Basic vocational 0.735%** 0.031 0.308*** 0.044
Middle general 0.730%*** 0.058 0.475%** 0.119
Middle vocational 0.772%** 0.031 0.429%** 0.052
High general 0.832%* 0.068 0.690* 0.153
High vocational 0.886** 0.047 0.546%** 0.087
Lower tertiary 0.874%* 0.052 0.862 0.142
Newly formed states (no=0, yes=1) 0.979 0.029 1.181* 0.109
N person-year observations (persons) 93,246 (17,467) 93,246 (17,467)
N(moves) 8,071 731
Log likelihood -23,382 -3,762
Rho (within subject correlation) 0.026 0.316
Pseudo R 0.123 0.087

Note: Pooled unweighted data SOEP 1996-2009. The sample consists of persons who became self-employed between t-1 and
t and who remained self-employed in the subsequent wave (‘business founder’) and persons who were employed at t and t+1
(‘continuous employee”).

Source: author's calculation

Again, two models are displayed in Table 2, the first for all moves, irrespective of distance of

move, and the second model for inter-regional moves. The outcome variables equal 1 if a
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person moves or migrates during t to t+1 and zero if a person remains in the same residence
(Model 1). In Model 2 only inter-regional moves are coded as 1, otherwise zero. The
independent variable ‘business founder’ signifies whether a person became self-employed and
has remained in self-employment or is continuously employed. All other variables (set of
socio-structural features and dummy for newly formed states) in the regression models are

measured at time t, i.e. before a possible move.

Model 1 in Table 2 suggests that business founders are not distinct from workers in
continuous paid employment in their propensity to move residence in the subsequent year. A
similar pattern emerges for inter-regional moves. The odds ratio for the business founder
coefficient is lower than 1 but is not significantly different from zero. Furthermore, being of
young age and having higher education/more training have the expected positive effects on
the probability of moving/migrating. Owner-occupiers, women and individuals in couple and
family households are less likely to move/migrate. The dummy for the newly formed states
signifies that the selected group of people are more likely to migrate if they live in East

Germany (excluding East Berlin).

4.2 Distance to family members

In Table 3, the characteristics of working people whose family members live at a greater
distance are compared to those with family members in the same town. A separate logit
regression model is estimated for each of the four close family members (mother, father,
sister, brother), given that the respective family member exists. Separate models are shown
for men and women. Independent variables in the models include again the employment
status (self-employed vs. employed) and a set of socio-structural features (age, education,

household size). The results are reported in odds ratios.
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Table 3:  Characteristics of working people with family members at a greater distance
(Group 1) to those with family members in the same town (Group 0), odds ratios

Mother Father Sister Brother
Males Females Males Females Males Females Males Females
OR(S.E.) OR(S.E.) OR(S.E.) OR(S.E.) OR(S.E.) OR(S.E) OR(S.E.) OR(S.E.)
Self-employed 1.055 1.528%*** 1.079 1.679 1.095 1.519%* 1.292% 1.842%%%
(ref.: employed) (0.126) (0.234) (0.154) (0.368) (0.154) (0.297) (0.179) (0.356)
Age (yrs.) 1.030%** 1.026%** 1.040%%*  ],038%%** 1.037%%%  1,032%** 1.048%%*  1,046%**
(0.005) (0.005) (0.006) (0.005) (0.005) (0.005) (0.005) (0.005)
Tertiary degree 2.844%%* 2.748%** 2.460%*%*  2.676%%* 2.523%%* ] 9]5%k* 3.304%%* D 165%**
(yes=1, no=0) (0.250) (0.261) (0.439) (0.298) (0.273) (0.211) (0.366) (0.256)
Number of pers. in hh ~ 0.902%** 0.871 0.864%** 0.845%** 0.986 0.939 0.931%** 0.930*
(0.029) (0.032) (0.032) (0.036) (0.034) (0.038) (0.033) (0.039)
n 2,924 2,602 2,150 1,860 1,985 1,826 2,088 1,834
Log-Likelihood -1,713 -1,572 -1,279 -1,149 -1,259 -1,182 1,291 -1,158
Pseudo R? 0.084 0.076 0.084 0.089 0.070 0.042 0.104 0.071
LR Chi*(6) 314.5 258.7 236.0 213.1 187.5 103.1 300.2 176.3

Note: SOEP 2006, unweighted data. Control variables: Place of residence in the newly formed states, at present address last
year. Significance: ***p<0.01, **p<0.05, *p<0.1
Source: author's calculation

The limitation of cross-sectional analysis notwithstanding, the findings reveal gender
differences in individual’s inter-relationship between self-employment and place
embeddedness. The estimation results in Table 3 contradict expectations drawn from the
literature review in that self-employed entrepreneurs are not more likely to live closer to
family members. Instead, the findings indicate that self-employed women in particular tend to
live at greater distances from their close family members. More precisely, in the conditional
models the odds for living in a place that is a one hour drive or more away from close family
member are 52-84% higher for female self-employed workers relative to female employees,
after controlling for all other factors in the models. For men, the model for the (nearest living)
brother reveal a significant difference between self-employed and employed workers. As for
women, male self-employed entrepreneurs tend to live further from a brother (if they have
one) than employees. With respect to the other three close family members no significant
difference exists between self-employed men relative to employed men. To conclude, this
could either mean that women rather than men tend to become self-employed despite lacking
strong ties to close family members or that women enter self-employment because they lack

strong ties, for example because they have left an employee job as a ‘trailing migrant’.
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4.3  Entry into self-employment and moves

We have seen that self-employed entrepreneurs are not—as previous literature suggests—Iess
likely to move or migrate than employees. This section looks at the relations between an entry
into self-employment and moves in order to test whether those who are more rooted in place
are more likely to become self-employed. Table 4 provides cross-tabulations exploring flows
into self-employment by employment status at t-1 and moving status." The moving status is
differentiated by non-movers, movers (of all type of moves together) and inter-regional
migrants. The results are displayed separately for men and women except for those who
migrated as the cell sizes are too small to compare pre and post move employment status by
sex. The descriptive results allow first insights into who is more likely to become self-
employment. The first cell in the matrix, for illustration, indicates that 91.3% of self-
employed male non-movers remained in self-employment. Individual cross-sectional weights

are used to provide more general information for Germany.

Table 4. Flows into self-employment by employment status and moving status at t-1
(row percentages)

Self-employed at t
No move t-1tot Movet-1tot Inter-regional move
(all moves) t-1tot
Employment status at t-1 Males  Females Males Females Males & Females
Self-employed 91.3 83.8 82.3 67.6 479
Employed 1.0 0.7 1.6 0.9 2.5
Unemployed 2.4 1.4 2.8 23 *
Other, inactive, 6.2 1.6 5.6 2.2 *

Note: Pooled data SOEP 1996-2009, cross-sectional weights. People aged 18—64. Moves are defined on a wave-on-wave
basis. Person-years for full matrix (4x4): N(male movers)=6,158; N(females movers)=6,658; N(inter-regional
movers)=1,284; N(male non-movers)= 62,866; N(female non-movers)= 67,279.

* Percentages are not shown because of small cell sizes in raw data.

| Other, inactive=persons in the military service, in sheltered workshops or unpaid family workers and those who stated that
they are not in gainfully employment or full time education/apprenticeship/vocational training or retired.

Source: author's calculation

' The full 4x4 employment status matrix for two adjacent waves (because of four employment states: self-
employed, employed, unemployed, other/inactive) is not displayed but can be obtained from the author upon
request.
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The results in Table 4 suggest that employees who have moved residence are more likely to
become self-employed than employees who remained in the same residence between two
adjacent years. This applies to both men and women. Moreover, those employees who
migrated are most likely to become self-employed post move. Also against expectations,
unemployed and inactive men and women are more likely to enter self-employment in situ
than employed men and women. For them, self-employment might enable them to remain in
their place of residence. In contrast, flows into self-employment from paid employment seem

to be positively associated with moves.

To investigate further the effects of moves on an entry into self-employment random effects
logit models were applied. A subsample of person-years was extracted from the SOEP waves
19962009 that is restricted to person-year observations of individuals who were not self-
employed at t-1. The estimation results are displayed in Table 5. In the models, the outcome
variable takes the value 1 if a person became self-employed between the waves t-1 and t, and
zero if a person remained in another labour market state. Model 1 includes a move as
compared to no move between t-1 and t as independent variable; Model 2 includes an inter-
regional move as compared to no inter-regional move. Both models also include a set of
socio-structural features as well as a dummy for a residence in the newly formed states. All
independent variables are measured at wave t-1, i.e. at the wave before the possible transition

into self-employment. The figures displayed in the regression table are odds ratios.

The rho statistic indicates that a great extent of the variation of the outcome variable is
attributed to unobserved individual-specific features (63%). This is unsurprising given the
large body of literature detailing the psychological characteristics of entrepreneurs (risk
taking, culture, etc.) (e.g., Beugelsdijk and Noorderhaven 2005; Freytag and Thurik 2010).

Essentially, the high rho value (and the limited explanatory power of the models) validates the
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importance of individual-specific features for becoming self-employed/starting an

entrepreneurial business.

Table 5:  Probability of becoming self-employed t-1 to t,
random effects, odds ratios

Model 1 Model 2
Features at t-1 OR S.E. OR S.E.
Move (all moves, no=0, yes=1) 1.427%%* 0.175 - -
Inter-regional move (n0=0, yes=1) - - 2.35]%** 0.665
Sex (ref.: men) 0.424*** 0.044 0.425%** 0.044
Age (years) 0.983*** 0.005 0.982%** 0.005

Employment status at t-1
(ref.: Unemployed)
Employed 0.205%** 0.026 0.206*** 0.026
Inactive/others 1.222 0.175 1.215 0.174
Household composition
(ref.: 1 Pers hh)

Couple, no children 0.952 0.156 0.960 0.157
Couple with children 0.966 0.147 0.975 0.149
Single Parent 1.151 0.269 1.158 0.271
Others 1.246 0.346 1.278 0.356
Owner occupation (n0=0, yes=1) 1.342%** 0.132 1.294 %% 0.125
CASMIN levels
(ref.: Higher tertiary degree)
No completed general education 0.170%*** 0.061 0.170%*** 0.061
Elementary 0.184%** 0.040 0.185%** 0.040
Basic vocational 0.297%** 0.044 0.208%** 0.044
Middle general 0.253%** 0.076 0.253%** 0.076
Middle vocational 0.348%** 0.049 0.349%** 0.049
High general 1.264 0.384 1.263 0.385
High vocational 0.600*** 0.117 0.606*** 0.118
Lower tertiary 0.800 0.153 0.798 0.153
Newly formed states (no=0, yes=1) 0.812%* 0.086 0.812%* 0.086
N person-year observations (persons) 92,579 (16,946) 92,579 (16,946)
N(moves) 9,662 995
Log likelihood -5,195 -5,386
Rho (within subject correlation) 0.627 0.629
Pseudo R 0.053 0.053

Notes: Pooled unweighted data SOEP 1996-2009. Moves and employment status are measured on a wave-to-wave basis.
Significance: *** p<0.01, ** p<0.05, * p<0.1
Source: author's calculation

The estimation results in Table 5 reveal that the odds of becoming self-employed are
significantly increased (by 43%) for those who moved between t-1 and t. This pattern holds
for inter-regional moves. The odds for those who migrated are almost 2.5 times higher than
the odds for those without an inter-regional move. Thus, the results suggest—in complete
opposition to the expectation drawn from the literature review—that those who are more

spatially mobile are more likely to enter self-employment.
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Furthermore, the estimates show that employed workers have a lower probability to enter self-
employment than those who were previously unemployed or inactive. This finding is in line
with the relevance of start-up schemes for the unemployed as a measure of active labour
market policy in Germany (Noll and WieBner 2011). The results confirm findings of earlier
studies that entering self-employment in Germany is more likely for males and those with
higher education/more training (Bogenhold and Fachinger 2007; Lohmann and Luber 2004).
Age is negatively associated with an entry into self-employment. This is somewhat surprising,
since some studies have shown a positive association of age and self-employment (e.g., Luber
et al. 2000; Taylor 1996). However, this may be because these studies compared only the
male self-employed with male employees. Household composition has no significant effect on
the likelihood to enter self-employment (even if interaction effects with gender are controlled
for, not shown). This contradicts previous studies that highlight the importance of the
partnership and household context for self-employment (Abraham 2006). The positive
association of owner-occupation and self-employment which was found for Britain (Robson
1998; Taylor 1996) appears also valid for Germany. In the conditional models owner
occupation increases the odds of entering self-employment by 29-34%, all other factors and
individual-specific features equal. Indeed, 56% of the self-employed compared to 46% of the
employees are owner occupiers (SOEP 1996-2009, weighted data, not shown). This could
suggest that housing wealth facilitate an entry into self-employment as previous research
suggest for the UK (Disney and Gathergood 2009; Henley 2005). On the other hand, this
could indicate that owning one’s home enhances entrepreneurial activities, for instance a
separate study room in the house or an attached garage. The odds for the dummy for the
newly formed states are significantly lower 1, indicating that people in eastern Germany have

a lower propensity to become self-employed as compared to those in western Germany.
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5. Discussion and conclusion

The findings support the proposition of Harrison et al. (2004, p. 1048) that previous literature
has overemphasised the rootedness or embeddedness of self-employment/entrepreneurship.
The present results drawn from the German Socio-Economic Panel Study (SOEP) for 1996—
2009 provide empirical evidence that self-employed entrepreneurs in general are not ‘rooted’
in place and that those who are more ‘rooted’ in their place of residence are not more likely to
become self-employed. Virtually no evidence confirms the hypotheses drawn from the
literature review. In summary, (1) self-employed entrepreneurs are not more likely to remain
in their place of residence than employees, (2) business founders have not a lower propensity
to move than those in continuous paid employment, (3) self-employed entrepreneurs are not
more likely to live in close geographical proximity to family members than employees, (4)
those who do not move are not more likely to become self-employed and, more specifically,
employees who did not move are not more likely to enter self-employment than non-moving

employees.

This contradicts the previous findings of Hanson (2003) and Michelacci and Silva (2007).
Previous studies may have found a particularly strong rootedness in place among self-
employed entrepreneurs due to their research design. Most studies lack a comparative analysis
(i.e. the cross-checking through control groups). This might have led to an underestimation of
the residential rootedness of the broader working population. In addition, most studies in
entrepreneurship research only looked at business founders in certain industries and/or regions
or entrepreneurs who employ other workers and did not apply a life-course perspective on
self-employment/entrepreneurship.  Consequently, in most studies self-employed
entrepreneurs who only employ themselves (including self-employed professionals and free-
lancers) were not comprehensively sampled with respect to their relations to former places of

residences and work. However, in Germany, half of the self-employed men and two-thirds of
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the self-employed women did not employ other workers in 2009 (annual average of quarterly
data of the Eurostat Labour Force Survey, own calculation). The figures are even higher in

other EU-countries, for example, the Netherlands and the UK.

Three explanations for the finding that self-employed entrepreneurs are fairly geographical
mobile and that particularly flows into self-employment are positively associated with inter-
regional moves appear likely. First, as with social mobility patterns in the wage and salary
sector (Savage 1988), self-employment/entrepreneurship might require spatial moves for
career advancement. This is supported by literature which highlights the importance of work
experiences for self-employment/entrepreneurship (e.g., Feldman 2001, Knight and McKay

2000).

Second, household- and family-related constraints might not only hinder moves and thus
enhance setting up a business in situ as Feldman (2001) has argued. Instead, the present
finding that self-employed women tend to live at a greater distance to close family members
as compared to females in paid employment suggest that women might often become self-
employed because they migrated and despite—or due to—their lack of localised strong ties.
Several studies provide evidence for the negative labour market consequences of tied
migration for women (e.g., Boyle et al. 2003, 2009; Cooke 2008; Rabe 2009; Taylor 2007).
Thus, tied moves with a male partner or moves made after a period of living apart over long
distances could be an issue for women’s decision to enter self-employment. This contradicts
the strong ties hypothesis for female self-employment/entrepreneurship (Ekinsmyth 2011;

Hanson 2009).

Third, given the rise of self-employment in creative industries like media/broadcasting, the
press and consulting in Germany and other post-industrial economies (Baines and Robson
2001; Dex et al. 2000; Gottschall and Kroos 2003), it seems tempting to argue in favour of

Florida’s (2002) creative class theory. People in certain occupations with specific life style
21



preferences might enter self-employment because they want to live in a particular

place/region.

To conclude, the present results point to the need for a longitudinal perspective on individual
employment careers in order to better understand who becomes self-employed and in what
circumstances. It also highlights the importance of individual and household constraints and
preferences for entrepreneurship/self-employment. As regards individual and household
constraints, partner- and family-related moves could contribute to the higher incidence of
necessity-driven start-ups amongst women compared to men (for Germany see, for example,
Wagner 2005). It may be necessary to use different methods to consider this issue in future
research, since in existing panel surveys there are often too few migration events to analyse
how internal migration relates to household composition/partnership status and employment
status changes. With respect to individual preferences, empirical research linking individual
location preferences of self-employed entrepreneurs and the concept of the ‘creative class’
could be extremely fruitful not only for understanding why so many people move before they
become self-employed but also for a better understanding of what creates ‘creative’ cities and
regions. On the other hand, not only urban agglomerations might play a significant role here
but also rural areas or the ‘urbanised countryside’ with high open space amenities (Fielding
1992). However, the context-dependence of both self-employment and individuals’
geographical mobility behaviour (country-specific labour markets, education/housing market
systems, etc.) might result in differences in the people—place relations of self-
employment/entrepreneurship in differing country-specific contexts that were not accounted
for in the present paper. This should be considered in future research in order to gain a more
complete picture of the place embeddedness of self-employed entrepreneurs in different

geographical, economic and institutional contexts.
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Appendix

Table Al. Sample description of self-employed entrepreneurs by sex, SOEP 19962009

Total Males Females

Sex (%) 100.0 66.1 339
Age, mean (std. dev.) 45.1(9.5) 45.3(9.7) 44.6 (9.2)
Marital status (%)

Married, living together 69.0 68.9 69.3
Separated, married 2.8 2.6 32
Never married 17.2 19.1 133
Divorced 9.7 8.7 11.7
Widowed 1.3 0.7 2.5
Owner-occupation of household (%) 62.7 63.3 61.5
Household type (%)

One-person-household 12.6 13.2 11.5
Couple no children 25.4 25.3 25.6
Couple with children 55.0 56.6 52.0
Single Parent 4.0 1.9 8.1
Others 2.9 3.0 2.8
CASMIN Levels (%),

No completed general education 0.6 0.7 0.5
Elementary 32 3.0 3.5
Basic vocational 22.0 25.3 15.5
Middle general 1.8 1.7 2.1
Middle vocational 259 24.4 28.7
General maturity certificate 33 3.6 2.5
Vocational maturity certificate 7.6 6.9 8.9
Lower tertiary 9.0 10.0 7.2
Higher tertiary 26.7 24.5 31.0
Length of education in years (median, sd) 13.3(2.9) 13.2 (2.9) 13.6 (2.9)
Types of self-employment (%)

Agricultural self-employed workers 4.5 52 3.1
Non-agricultural solo self-employed workers, 46.9 39.7 61.0
Professionals (incl. freelance) 28.3 25.4 34.0
Newly formed States(%); 30.3 30.5 30.0
N (person-year observations) 11,935 7,894 4,041

Note: Pooled unweighted data SOEP 1996-2009. Only person-years with information on employment status,
moving status, and region of residence.

1 International educational classification which considers the level of education in terms of length of educational
experience and required abilities (elementary, secondary, higher) together with the vocational oriented
qualification.

» Solo self-employed workers are those without employees.

3 Without East Berlin

Source: author’s calculation
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