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Abstract
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1. Introduction

“One can be independent, or one can be subject to decisions made by others.” (Benz and
Frey, 2008b, p. 362). For many individuals becoming their own boss seems very attractive,
as evidenced by stated preferences for becoming self-employed (Blanchflower, 2004): while
rates vary across nations, a preference for self-employment is voiced by at least one out of five
and as many as three or four out of five individuals in some countries (from lowest: Sweden,
22%, Japan, 23%, to highest: Lithuania, 58%, Brazil, 63%, Turkey, 82%, see European
Commission, 2012, p. 16).

But self-employment is also seen in a positive light from a societal perspective, and govern-
ments are interested in fostering it for several reasons (Storey, 1994; European Commission,
2013): for one, self-employment is seen as a path leading out of poverty and disadvantage
for the individual entrepreneur, who might otherwise not be employed (Blanchflower and
Meyer, 1994; Blanchflower, 2000). Secondly, small high-growth firms contribute to addi-
tional employment growth apart from the firm owner’s job (Henrekson and Johansson, 2010)
and are important for the growth of a capitalist economy (Blanchflower and Meyer, 1994;
Blanchflower, 2000, p. 473). Thirdly, new firms are seen as the driver of an economy’s inno-
vativeness, trying out new inventions and transforming them into products consumers would
want to buy (not all self-employment is “entrepreneurial” in this innovative Schumpeterian
sense). And fourthly, firms are also increasingly recognized as being able to create “social
wealth” when tackling social problems (poverty, discrimination, or exclusion) and can thus
contribute to the enhancement of communities and societies (Zahra et al., 2009; Estrin et al.,
2013).

It is no wonder thus that self-employment in Europe comprises a non-negligible amount of
individuals: 32.6 million persons aged 15 to 74 in the European Union were self-employed in
2018 (which is 14% of total employment; see Eurostat, 2020). Numbers vary between coun-
tries, with Greece (30%) and Italy (28%) at the top and countries like Germany (9%), Sweden
(9%), Denmark (8%), and Luxembourg (8%) making up the lower end of the distribution.

Taking for granted that self-employment is desirable to many, contributes to employment
growth and innovativeness and is hence desirable on a societal level, the present chapter is

interested in the well-being consequences of self-employment for the individual that actually



pursues it. While “self-employment presents an opportunity for the individual to set his or
her own schedule, to work when they like, to answer to nobody and possibly even as a way
to become rich” (Blanchflower, 2000, p. 472), empirical research on self-employment has also
noted that, with a few exceptions of superstar self-employed, most of the self-employed earn
less money than their employed counterparts (Hamilton, 2000; Acs et al., 2016; Moskowitz and
Vissing-Jorgensen, 2002, Sec. 4), have higher earnings variability (van Praag and Versloot,
2007), are subject to a high risk of failure (Coad et al., 2013), and report longer working hours
than their employed peers when working full-time (Ajayi-Obe and Parker, 2005; Hyytinen
and Ruuskanen, 2007). And while the self-employed perceive their job security as higher
(Hundley, 2001), they are not necessarily more dissatisfied with this perceived level of job
security (Millan et al., 2013).

Add to this potential work-life-balance conflicts (Parasuraman and Simmers, 2001) and
stress (the literature here is somewhat divided, see e.g. Stephan and Roesler, 2010; Baron
et al., 2016; Hessels et al., 2017; Andersson, 2008; Schieman et al., 2006), and it can be con-
jectured that the well-being consequences of self-employment might be quite heterogeneous
and ill-captured by solely relying on income as measure of entrepreneurial success (Cooper
and Artz, 1995; Stephan, 2018; Baron et al., 2016, p. 746). For this reason, the present chap-
ter adopts a broader view of well-being that can capture both monetary and non-monetary
aspects of the self-employment experience. By focusing on “subjective well-being” (Helliwell
et al., 2013; Fisher, 2010), individual responses of the self-employed to questions about how
satisfied they are with their job and their life as a whole serve to provide a common currency
to evaluate summarily the different facets of being self-employed. In addition, these measures
put the individual center-stage in evaluating how they experience self-employment.

The chapter is structured in the following way: Section 2 presents a standard utility theory
model of self-employment to provide a theoretical framework. The chapter then summarizes
empirical findings on the well-being consequences of self-employment and their mechanisms,
focusing first on a narrow measure of well-being, viz. job satisfaction (Section 3) and then
on a broader notion of life satisfaction (Section 4). Both sections also provide explanations
for the observed findings in the literature. The chapter concludes with open questions and

unresolved issues (Section 5).



It should be noted that the literature often uses the terms “self-employment” and “en-
trepreneurship” interchangeably (Carter, 2011), but this chapter will stick with the term
self-employment and will focus on all self-employed, including entrepreneurs, freelancers,
own-account self-employed, etc. The term “entrepreneurship” often has connotations of the
heroic, innovative Schumpeterian entrepreneur who sees innovations and brings them on
the market (Schumpeter, 1934), whereas most self-employed would not necessarily be en-
trepreneurs according to such a definition (Acs et al., 2018, p. 1). As such, focusing on the
self-employed is the most encompassing categorization, but it also lumps together quite het-
erogeneous groups of workers who likely enjoy varying degrees of well-being resulting from
their different occupational profiles and circumstances (Williams et al., 2017; Binder, 2018).
In addition, our chapter does not aim at providing a comprehensive survey of all that has ever
been written on the topic, but rather focuses on the most relevant literature, and wherever

possible, on those studies that are methodologically strongest.

2. Theoretical framework

2.1. Conceptual model

To model the relationship between self-employment and well-being, one could conceptu-
alize an individual’s utility derived from self-employment like any worker’s utility function,
where utility is derived from income y that results from work, whereas the effort expended e
brings disutility (this assumes work effort is a nuisance compared to leisure and the resulting

wage compensates for the disutility). In this model, where
u=u(lny,e), (1)

utility positively depends on y (u, > 0, but with a decreasing marginal utility of income,
Uy, < 0, so that the logarithm of y is usually chosen) and negatively on effort (u. < 0).
Such brand of model interprets the decision to become self-employed as result of a typical
micro-economic utility maximization problem of the worker (e.g., Taylor, 1996). It is hard to
square such a simple model with the observed empirical evidence on the self-employed earning

less than comparable employed workers (Hamilton, 2000), which would suggest that either



individuals do not act rationally when choosing self-employment (viz. being uninformed or
overoptimistic; Block and Koellinger, 2009, p. 191), or that opting for lower incomes is part
of a rational decision to engage in some form of tournament, where only a few winners will
end up capturing the prize (i.e. entrepreneurial superstardom; this could be conceptualized
as an intertemporal utility-maximization calculus with risky outcomes).

A simpler explanation could be that there are non-pecuniary factors z missing in the
model which can explain why individuals would take up self-employment even in spite of

earning less compared to becoming employed. In this model,

u=u(lnvy,e,z), (2)

where u, > 0. Such factors compensate for lower incomes and would include the autonomy
associated with self-employment, the feeling of being one’s own boss, potentially more re-
warding and holistic work tasks and so on (Blanchflower and Oswald, 1998; Benz and Frey,
2008a; Parasuraman and Simmers, 2001).

It is important to note that in every utility function, there is a certain ambiguity as
to whether utility refers to individuals’ motivation (preferences) or their evaluation of their
experience (the welfare-theoretic interpretation in a classical sense). The two types of utility
are sometimes also labelled “decision utility” vs. “experienced utility” (Kahneman et al.,
1997), and the latter is well captured by measures of subjective well-being (or colloquially
“happiness”; see on this Frey and Stutzer, 2002). The above-mentioned literature interprets
utility as a shorthand for individuals’ preferences and their decision to become self-employed
(compared to remaining employed). In the following, the utility function above will be used as
a convenient mathematical representation for individuals’ experience of being self-employed,
i.e. not related to the motivational aspects of utility (the decision to become self-employed),
but in its meaning of utility as welfare (but still in comparison to the reference group of being

in employment and their welfare).

2.2. Measurement

The term “subjective well-being” refers to individuals’ assessments of their own subjective

experience of their lives (e.g., Diener and Suh, 1997, p. 191). Notions of subjective well-being



have a long tradition in psychology and are increasingly used in economics or sociology (for
surveys, see Dolan et al., 2008; Graham, 2009; Layard et al., 2012). These measures have been
shown to be both valid and reliable in a large body of literature (Krueger and Schkade, 2008;
Lucas, 2018), and they correlate well with observed behaviors such as suicide (Koivumaa-
Honkanen et al., 2001) or biomarkers such as cortisol levels and hypertension (Dockray and
Steptoe, 2010; Blanchflower and Oswald, 2008).

Measures of subjective well-being can center on a cognitive-evaluative component, where
individuals reflect and then judge (and approve) of their lives (e.g., Helliwell et al., 2012).
These so-called “evaluative measures” of life satisfaction (elicited for instance via the ques-
tion: “Overall, how satisfied are you with life as a whole these days?” OECD, 2013) show this
element most strongly. Apart from global measures, satisfaction with certain life domains
(such as work or leisure time) exist as well, and exhibit higher test-retest reliability due to a
narrower focus (Krueger and Schkade, 2008).

But subjective well-being also includes an affective component, a reference to mood,
emotions or affective states of the individual. “Affective” measures of well-being are usually
elicited with questions such as “How happy are you?” or via questions on positive and
negative affect (e.g. the “Positive Affect Negative Affect Scale”, PANAS, Watson et al.,
1988).

While cognitive and affective measures overlap to some extent and usually correlate on
the order of up to r = .5 in various empirical applications, they are conceptually distinct
and differ in their determinants (Schimmack et al., 2002; Headey et al., 1984). A well-known
example is a study by Kahneman and Deaton (2010), who have shown that above a threshold
of USD 75,000, income is no longer associated positively with affective well-being, while still
maintaining a positive (log) relationship with life satisfaction.

Most of the research on self-employment and subjective well-being is focused on cogni-
tive measures of subjective well-being (satisfaction with job and life), but where applicable,
research centered on other measures of well-being will be presented (see also Stephan, 2018,
who surveys the literature on entrepreneurial mental well-being more broadly). A third cat-
egory of “eudaimonic well-being” taps into notions of what it means to lead a good life.

Those measures are less well-understood and play so far only a small role in the literature



on self-employment and subjective well-being (but see Ryff, 2019; Nikolaev et al., 2019).

3. Self-employment and job satisfaction

Self-employment is robustly positively associated with job satisfaction throughout a large
number of studies from different contexts (Blanchflower and Oswald, 1998; Benz and Frey,
2004; Blanchflower, 2004; Prottas and Thompson, 2006; Benz and Frey, 2008a; Andersson,
2008). The evidence pertains to short-term gains from switching to self-employment, but
can be found even for those who are self-employed for more than five years (van der Zwan
et al., 2018). Similar gains in job satisfaction are found when switching to self-employment
from being economically inactive, but not when switching from being unemployed (Block and
Koellinger, 2009; Binder and Coad, 2016; Justo et al., 2019). Leads and lags of switching
into self-employment are comparatively less well researched, but evidence points towards both
anticipation effects (lower job satisfaction in the old job triggers switching) and habituation
effects (decreasing job satisfaction after initial peaks when switching), both of which suggest
that the job satisfaction gain from self-employment may be somewhat smaller and more
transient than the literature assumes (Hanglberger and Merz, 2015; Georgellis and Yusuf,
2016; Kautonen et al., 2017).

Since early research by Locke (1969) and Freeman (1978), there has come to be a well-
established body of literature in various research fields (economics, industrial and organiza-
tional psychology) analyzing the determinants of job satisfaction (for reviews see, for instance,
Judge and Klinger, 2007; Fisher, 2010), which can explain why self-employment should be
positively related to job satisfaction.

While income, perhaps surprisingly given the above model, has been shown to only bear
a moderate relationship with both job satisfaction in general (Judge et al., 2010, provide a
review), and also with regard to the self-employed specifically (Bianchi, 2012), three broad
categories of other factors can be distinguished that are associated with job satisfaction of
people at work, namely socio-demographic factors, characteristics of the work itself, as well
as dispositional factors that pertain to an individual’s personality, values and motivations
(Fisher, 2010, p. 395).

[rrespective of type of work, the most important socio-demographic factors related to job



satisfaction are age (u-shaped, see Clark et al., 1996), gender (Clark, 1997) and education
(Vila and Garcia-Mora, 2005). Amongst work characteristics, a well-established model in the
literature is the “job characteristics model” (Hackman and Oldham, 1975, 1976), suggesting
five core motivational work characteristics as being central for job satisfaction. These are
task identity, task significance, task variety, autonomy and work feedback (e.g., Humphrey
et al., 2007). Morgeson and Humphrey (2006) extended these work characteristics into the
knowledge domain (job complexity, specialization, skill variety, problem-solving etc.) and also
identified social characteristics (e.g., social support, interdependence, feedback from others)
as relevant factors (see also Judge and Kammeyer-Mueller, 2012; Humphrey et al., 2007).
In addition, job satisfaction is affected by further work characteristics, such as the number
of hours worked (typically negative, Clark et al., 1996), the working time model (full-time
vs. part-time work, D’Addio et al., 2007), the size of the firm (Idson, 1990) as well as the
type of industry one works in (e.g., public vs private sector; D’Addio et al., 2007). Finally,
dispositional factors cover personality traits (positive for Extraversion and less robustly so
Conscientiousness, negative for Neuroticism; see Judge et al., 2002) as well as other factors
such as occupational identity (Binder and Blankenberg, 2020). The existence of both work-
related and person-related factors and their potential interdependence has given rise to the
“Job demands-control(-support) model” (JDC/JDCS, Karasek, 1979; Héusser et al., 2010),
which posits that job demands, individuals’ control over their work as well as social support
determine job satisfaction and psychological well-being. Empirical support is strong for this
model, but its “buffer hypothesis” of multiplicative interactions between demands and control
is empirically somewhat less well corroborated (Hausser et al., 2010).

While not specifically tailored to the job satisfaction of the self-employed (Stephan, 2018,
pp. 308-9), the three categories of determinants of job satisfaction mentioned above can help
explain why job satisfaction is positively associated with self-employment. In the following,
we will specifically focus on the areas of work characteristics and dispositional factors to ex-
plain the job satisfaction premium of the self-employed and also highlight specific factors and

work characteristics related to being self-employed that have been analyzed in the literature.



3.1. Work characteristics and job satisfaction

It is especially the category of work characteristics that provides a good theoretical foun-
dation to explain the relationship at hand, as the work environment of the self-employed is
often characterized by specific work characteristics such as high levels of autonomy, as well
as demanding and stressful work tasks (e.g., Cardon and Patel, 2015). In terms of the above
model, work-related non-pecuniary factors z can generate “procedural utility” (Benz and
Frey, 2004, 2008a,b). And while there is some evidence that income plays a stronger role
for the job satisfaction of the self-employed in some non-Western countries (Benz and Frey,
2008a), the overall evidence indicates that it is not income differentials that can explain most
of the variation in job satisfaction, but rather the non-pecuniary factors to be discussed in
the following (Bianchi, 2012).

The extant premium in job satisfaction for the self-employed compared to similar em-
ployed individuals is likely due to many concurrent causes, but the literature has provided
evidence for an important role of a number of work characteristics that are associated with
many types of self-employment, viz. autonomy, flexibility, skill utilization and higher job se-
curity (Hundley, 2001). Similarly, Parasuraman and Simmers (2001) and Alvarez and Sinde-
Cantorna (2014) find higher levels of autonomy and schedule flexibility for the self-employed
in their samples and the latter study reports that differences in job satisfaction between self-
employed and employees are fully explained by those two factors. Hytti et al. (2013) use the
job characteristics model to show that in their sample, differences in job satisfaction between
self-employed and employed professionals are mediated by the work characteristics auton-
omy, variety, task identity, task significance and feedback (compare similarly Schjoedt, 2009,
for autonomy, variety and feedback, in a sample comparing US self-employed to employed
top managers). The consistency of the empirical evidence here provides vindication for the
job characteristics model and its explanatory power when it comes to explaining differentials
in job satisfaction. In addition, theoretical corroboration for the importance of autonomy
for job satisfaction can be found in self-determination theory (e.g., Deci and Ryan, 2000),
which identifies the need for autonomy as a human universal and links it robustly to mental
well-being as well as psychological functioning. Lastly, as will be taken up below, higher

autonomy might also function to offset some of the negative effects of time pressures and



uncertainty that the self-employed face (Hausser et al., 2010; Obschonka and Silbereisen,
2015).

Evidence here also supports the idea that people on average value these dimensions of
work enough so that jobs with higher autonomy, variety and other desirable job charac-
teristics increase job satisfaction irrespective of employment type; however, most types of
self-employment entail higher levels of these characteristics hence resulting in comparatively
higher job satisfaction (Schjoedt, 2009). Add to this that there might also be some self-
selection, when individuals with a stronger need for autonomy (or preference for indepen-
dence) choose to become self-employed, alongside other personality dimensions to be dis-
cussed below (Warr, 2017; Feldman and Bolino, 2000, p. 57). Then, if self-employment does
offer higher fulfilment of this need, it will in turn lead to even higher job and life satisfaction
for such individuals (Feldman and Bolino, 2000, p. 60). In this vein, Fuchs-Schiindeln (2009)
provides some evidence that individuals with a stronger need for independence are more
satisfied with their being self-employed than comparable individuals, but even individuals
with hierarchical preferences report higher job satisfaction when self-employed (see also Benz
and Frey, 2004). Differences in job characteristics and individual factors may also explain
why the job satisfaction of necessity self-employed is lower than that of other types of self-
employment: necessity self-employed might often have lower degrees of autonomy in their
specific occupations, show lower intrinsic motivation, and also may lack personality traits
associated with an entrepreneurial personality and hence report lower job satisfaction (Block
and Koellinger, 2009; Sevé et al., 2016b).

Other work characteristics of self-employment which are not necessarily a specific part of
the job characteristics model include higher time pressures and longer working hours, as well
as an increased uncertainty, complexity and responsibility that the self-employed often have.
All of these can translate into stress and lower job well-being. But none of these factors have
to negatively influence job satisfaction, though, and from the perspective of the job demands-
control(-support) model (JCDS; Karasek, 1979; Luchman and Gonzélez-Morales, 2013), it
would be the relation between the demands of the specific type of self-employment in relation
to the experienced levels of control and support the individual has that decides whether higher

complexity or time pressures will translate into work-related stress and negatively impacted
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well-being (Héusser et al., 2010; Obschonka and Silbereisen, 2015). For instance, Hessels
et al. (2017) show that having employees can increase workplace demands and stress for
the self-employed. It is an open question, however, whether this would also translate into
lower job satisfaction, with potential confounds coming from the fact that having employees
often is a sign of business success. Similarly, longer working hours might well be a sign of
successfully meeting the demands of being self-employed and hence associated with higher
job satisfaction (as shown in Bradley and Roberts, 2004; Milldn et al., 2013).

In addition to the above, social work characteristics such as social support and positive
feedback from customers, employees and society at large can shape how strong one’s identifi-
cation with the job is and can also determine job satisfaction (Morgeson and Humphrey, 2006;
Luchman and Gonzalez-Morales, 2013). On the negative side, the literature is rather consis-
tent in finding negative well-being effects when work-life conflicts arise and self-employment
bleeds into a person’s private life (Nguyen and Sawang, 2016). And for many solo-self-
employed, the lack of workplace communication and attendant loneliness can contribute to
increased stress and lower job satisfaction, whereas positive social support increases well-
being (Luchman and Gonzéalez-Morales, 2013; Nguyen and Sawang, 2016; Fernet et al., 2016;
Totterdell et al., 2006).

3.2. Specific factors of being self-employed

Differentials in job satisfaction of the self-employed compared to similar individuals who
are employed might also be traced to specific factors of the self-employment experience not
covered in standard models of job satisfaction (Stephan, 2018). While no systematic model
of entrepreneurial well-being has been developed so far, a number of studies to be discussed
in the following have researched the extent to which factors such as firm and financial char-
acteristics, personal resources and vulnerabilities as well as self-employment-specific work
characteristics contribute to the well-being of the self-employed.

Financial aspects related to the business situation have been shown to be related to job
satisfaction, but the effect of this seems to be largely asymmetrical in the sense that income
itself is moderately associated with job satisfaction (e.g., Benz and Frey, 2008a; Bianchi, 2012;
Dawson, 2017; Millan et al., 2013), yet the negative well-being effects are more pronounced

for lack of income or a bad business situation (one study finds that the self-employed report
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lower well-being when their firm is doing well, while, at the same time being more financially
satisfied and less satisfied with their leisure time; see Carree and Verheul, 2012).

This also includes the own industry’s downturns (Jiang et al., 2017) and recessions in
general (Cueto and Pruneda, 2017), which may decrease job-related well-being. But the
evidence here comes from scattered sources and it is difficult to judge whether this effect is
due to own lack of business success or prospective fear of losing one’s business or even yet
other mechanisms. On the other hand, the level of financial development in a country has
been shown to be positively related to job satisfaction (but negatively to profits) and been
explained with regard to better developed countries offering larger shares of opportunity-
type self-employment ventures, in which individuals pursue self-employment for reasons of
procedural utility, and not out of economic necessity (Bianchi, 2012). However, where studies
just focus on samples of self-employed and thus have no comparison group of similar employed
individuals (e.g., Jiang et al., 2017), it becomes difficult to assess whether such specific
factors can also account for the job satisfaction differential of the self-employed vis-a-vis
their employed counterparts.

Other relevant factors include personal resources such as education and business skills,
but research here is not very consistent. Non-business specific general education shows only
mixed contributions to job satisfaction for the self-employed (Millan et al., 2013; Roche, 2014,
p. 659), where on the one hand better education might provide better resources to deal with
the job demands posed by self-employment (Annink et al., 2016), yet at the same time raising
aspirations and also raising the opportunity cost of being self-employed (Dawson, 2017; Kwon
and Sohn, 2017; Stephan, 2018, p. 302). Mismatched education has smaller negative effects on
job satisfaction for the self-employed (as compared to wage workers, see Bender and Roche,
2013). Training specifically tailored to self-employment has been mentioned as beneficial to
mitigate stressors in interview studies (Vaag et al., 2014), but evidence from randomized
trials is not very strong (Berge et al., 2015; Karlan and Zinman, 2011; Blonk et al., 2006).

While Berge et al. (2015), in a field experiment in the area of micro-finance, put training
in perspective vis-a-vis financial resources available and show a comparatively higher effect
for training compared to financial resources, the effect exists only for males and the dependent

variable beside business success is happiness with being an entrepreneur. A related study from
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the Netherlands found that time management and cognitive behavioural therapy positively
impacted the time it took a sample of self-employed to come back to work after being on sick-
leave due to burnout/mental illness, but the improvement in mental well-being over time was
similar across both treatment and control groups (Blonk et al., 2006). In sum, both lack of
funds and access to funds without appropriate training may well create additional strains and
demands a self-employed person is not equipped to deal with. In general, negative effects of
education on well-being are likely to follow from mismatch between job demands and personal
human capital and not necessarily tied to absolute levels of human capital (compare Bender
and Roche, 2013). Previous experience of failure is also negatively associated with well-being
in one study (Zhang et al., 2016). This is consistent with evidence that the self-employed
may learn less from previous failure(s) than one would prima facie expect (Frankish et al.,

2013).

3.8. Dispositional factors

The job demands-control-support model already points to the fact that person-situation
models better explain a person’s job satisfaction than reference to characteristics of the job
itself alone. While some of the evidence regarding individual factors is somewhat tenta-
tive, it would be mistaken to expect that they play no role in determining job satisfaction of
the self-employed: an individual’s motivations for becoming self-employed (Fuchs-Schiindeln,
2009; Seva et al., 2016b; Warr, 2017), their personality traits (such as optimism, self-efficacy,
etc., see Frese and Gielnik, 2014; Lange, 2012) as well as their “psychological capital” (en-
compassing other personality factors such as resilience or hope; see Baron et al., 2016) have
been shown not only to govern self-selection of individuals into self-employment, but also
contribute to their well-being in turn (Berglund et al., 2015).

Stable personality traits such as optimism (Lange, 2012; Dawson, 2017), the need for
achievement and beliefs of self-efficacy (Bradley and Roberts, 2004; Frese and Gielnik, 2014;
Laguna et al., 2017) have been shown influential in determining the choice to become self-
employed and well-being afterwards. Similarly, Berglund et al. (2015) find that all Big Five
personality traits except Openness are more strongly related to the job satisfaction of the
self-employed than compared to their employed counterparts (but this does not extend to

life satisfaction in their study). It is of note, however, that general personality traits such
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as the Big Five are correlated with business creation and business success less strongly than
more narrow and specific personality characteristics such as the ones mentioned above (Frese
and Gielnik, 2014, p. 416). These personality traits work in tandem with job characteristics
(Lange, 2012) and may at times also act multiplicatively (although the literature is much
less developed and consistent here): for instance, optimism has been shown to moderate the
effects of autonomy on job satisfaction in a diary study of portfolio self-employed (Totterdell
et al., 2006). In this context, it is of note that too much of a certain personality disposition
might also be problematic, as shown in a study by Dawson (2017), who finds that higher opti-
mism creates unrealistic success expectations for the self-employed and subsequent lower pay
satisfaction, a mechanism through which optimism consequently decreases job satisfaction

(compare also Odermatt et al., 2017).

3.4. Types of self-employment

It is important to note that the literature has not paid much attention to the kinds of
self-employment analyzed and only quite recently, research has moved into more consciously
distinguishing types of self-employment and the attendant well-being those different types
of self-employment bring (Binder, 2018; Williams et al., 2017; van der Zwan et al., 2019;
van der Zwan and Hessels, 2019). Occupational profiles of freelancers differ from those of
other solo-self-employed and those in turn differ from those self-employed who have employees
(e.g., Baitenizov et al., 2019). And with different occupational profiles, job satisfaction can
differ between segments of the self-employed: for instance, in the above-mentioned study by
Williams et al. (2017), solo-self-employment in the UK is segmented into different categories
with regard to level of pay (low, mid, high), level of independence (dependent, regulated,
independent) and security (insecure, secure). Job satisfaction of low pay, low independence
and low security occupations (e.g. drivers and cleaners) in the UK has been on average at
5.04 (on a seven-point satisfaction scale), much lower compared to the average across all
groups (5.73) and also lower than the job satisfaction of employees in this segment of the
workforce. On the other hand, mid-pay, dependent and insecure solo-self-employed (e.g.,
building labourers, childminders, carers) have been found to have the highest job satisfaction
of the sample at hand (5.95), which is a full point higher and surprisingly also somewhat
higher than the job satisfaction of high-pay, independent and secure self-employed (such
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as legal and business professionals, which at 5.71 is close to average). While most of the
self-employed in this study report higher job satisfaction than their employed counterparts,
the example of the lower end of the job segment distribution shows that there are factors
that can reverse this relationship and a better understanding of the heterogeneity of types of

self-employment and the associated well-being is still needed.

4. Self-employment and life satisfaction

The heterogeneity just mentioned extends also to the overall well-being of the self-
employed, as captured via measures of life satisfaction. When different self-employment
types have different occupational profiles, exhibit different work characteristics and attract
different kinds of people, this can be expected to translate also into different levels of overall
life satisfaction.

Consistently explaining the overall well-being differentials of the self-employed has proven
difficult so far, likely due to a second type of heterogeneity that can play a role here: from
the perspective of a “bottom-up approach” of subjective well-being (Van Praag et al., 2003;
Schimmack, 2007; Erdogan et al., 2012), overall life satisfaction can be seen as the summary
measure when an individual evaluates how well they do across all domains of their lives,
not just the job domain. This means that higher job satisfaction could feed positively into
an overall assessment of a self-employed person’s satisfaction with life overall. But even
though Loewe et al. (2015) show that the job domain is of greater importance for the self-
employed than other individuals, high job satisfaction does not have to translate into higher
life satisfaction, if for instance a focus on the job domain leads to a neglect of other life
domains and a focus on work life leads to deficits in social life or leisure time (on this see
also Fisher et al., 2013). Higher job satisfaction is then counterbalanced by work-life balance
conflicts, dissatisfaction with social life and leisure time and the overall net effect on life
satisfaction could well be construed as non-existent or even negative (a form of “crowding
out” taking place). While not yet systematically taken into account in the literature to be
discussed below, this explanation in terms of a “life domain view” (Binder and Coad, 2016)
could offer a theoretical framework to make sense of why some self-employed report higher

life satisfaction. Understanding how self-employment impacts on well-being through different
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life domains apart from the financial domain is also relevant for policy-makers when it comes
to evaluating the desirability of different types of self-employment.

In consequence of this twofold heterogeneity, the evidence for a positive relationship
between self-employment and life satisfaction is much weaker and more nuanced than the
picture described for job satisfaction. Research on the life satisfaction of the self-employed
provides mixed results, where for instance Schjoedt and Shaver (2007) find no evidence
for an effect for those who recently became self-employed in the US, and van der Zwan
et al. (2019) find no differences in life satisfaction between UK self-employed, freelancers
and employees. But Blanchflower and Oswald (1998) and Prottas and Thompson (2006) find
positive associations in their US cross-sections, as do Stephan and Roesler (2010) in a German
sample. Alesina et al. (2004) do so too for data from 1981-1996 (US) and for Europe (1975-
1992), with evidence again coming from cross-sections, and somewhat tempered by subgroup
findings that locate these effects only for richer individuals and those of certain political
persuasions (right-wing political preferences in the US, left-wing in the European data). A
similar dependence on subgroups or methods and models used is found in Blanchflower (2004)
and Andersson (2008).

Some studies indicate even negative effects in terms of life satisfaction after moving into
self-employment in specific countries (Graham and Felton, 2006; Salinas-Jiménez et al., 2013;
Loewe et al., 2015; Reuschke, 2019; Bencsik and Chuluun, 2019) or for some specific types
self-employed such as those running a franchise branch (Morrison, 1997; van der Zwan et al.,
2018). Overall, the evidence here is rather complex, unsystematic and ill-explained (El Harbi
and Grolleau, 2012; Cortes Aguilar et al., 2013; Andersson, 2008; de Neve and Ward, 2017,
p. 148).

This has prompted researchers to better unpack the heterogeneity of self-employment with
regard to life satisfaction and try to explain differences with regard to work characteristics,
motivation for becoming self-employed and other factors. Some of these factors are the same
as for job satisfaction, in which case an effect could either be direct, as argued for autonomy
in Shir et al. (2019) and Nikolaev et al. (2019), or indirect and mediated via the effect on job

satisfaction. Causal channels here are still not that well understood.
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4.1. Opportunity vs. necessity self-employment

One of the comparatively well-researched areas is with regard to motivational factors
such as becoming self-employed out of necessity or voluntarily to pursue entrepreneurial
opportunities. Results consistently show that the group of self-employed who voluntarily
leave employment to pursue entrepreneurial opportunities have higher life-satisfaction as a
consequence (Stephan, 2018, p. 295): this was found for both a British and German sample
(Binder and Coad, 2013, 2016) and has been confirmed in other studies for Germany (van der
Zwan et al., 2018) and across many other countries (Zbierowski, 2014; Larsson and Thulin,
2019; Beutell et al., 2014). No such increase in well-being, or even a decrease in well-being
can be found for those being pushed from unemployment into (necessity) self-employment
(Bhuiyan and Ivlevs, 2019; Sevi et al., 2016a). As rates of necessity entrepreneurship tend
to be much higher in countries that are less developed and less wealthy, such life satisfaction
differences can be at the heart of an observed difference in positive or negative impact of

self-employment in a recent cross-country comparison (de Neve and Ward, 2017, p. 152).

4.2. Business success

Business success (or lack thereof) has also been shown relevant for the life satisfaction
of the self-employed, but unfortunately also in a rather unsystematic fashion: on the one
hand, Przepiorka (2017) positively relates business success to life satisfaction, and Annink
et al. (2016) plausibly relate financial hardship negatively to well-being in their European
Social Survey (ESS) cross-sectional data set. In addition, in both a sample from Bangladesh
(Bhuiyan and Ivlevs, 2019) and from Germany (Binder, 2017), a loss of life satisfaction
for necessity self-employed has been related to increased worries about their business (and
perceived probability of job loss decreases well-being more strongly for the self-employed
Hetschko, 2016).

But on the other hand, a negative association between business success and well-being is
found by Carree and Verheul (2012), and while their analysis reveals higher satisfaction with
income of the self-employed in their sample, the opposite holds for leisure satisfaction. It has
to be noted that with business success or income as potential control variable in a number

of studies, one has to be careful how to interpret the coefficient for self-employment in

17



such regressions (if income is affected by the choice to become self-employed, post-treatment
bias would not allow to interpret the self-employment coefficient as causal effect of self-
employment on life satisfaction but an association between self-employment and well-being
net of its income effects).

These mixed findings also extend to moderators in the business success and well-being
relationship: for their European Social Survey (ESS) data set, Annink et al. (2016) find
that education, social trust and a good unemployment benefit scheme act as moderators
and decrease the negative coefficient of financial hardship on life satisfaction for the self-
employed. Also shown with European Social Survey data, macroeconomic conditions such
as country-level shared prosperity or the level of business freedom which is present within a
specific country positively influence the self-employment life satisfaction relationship (Wolfe
and Patel, 2018). But in their US sample, Bencsik and Chuluun (2019) find that education
acts as negative moderator. Other moderators have been examined in individual studies, for
instance age (late-changers into self-employment experience decreased income but increased
quality of life in some samples, but not all; Kautonen et al., 2017; Nikolova and Graham,
2014), gender (Sevé et al., 2016b; Bender and Roche, 2016) or immigration status (Seva
et al., 2016b).

Potentially related to business success is the finding that those self-employed who employ
other people seem more satisfied with their lives than other types in most studies, which
has been shown in country-wide comparisons (Seva et al., 2016b; Nikolaev et al., 2019)
and also for within-country panel analyses (Falco et al., 2015; Binder, 2017). Saarni et al.
(2008) also reports higher subjectively assessed quality of life, a broader measure than life
satisfaction, for those self-employed in their Finnish sample who employ other people (but
van der Zwan and Hessels, 2019, do not find higher life satisfaction for employer self-employed
in their Australian panel, and even find lower mental health for this group of self-employed).
It remains unclear as of yet, whether this is due to having employees just being a (poor)
proxy variable for business success or rather the well-being boost comes from different work

characteristics associated with managing a firm that consists of more than oneself.
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4.3. Types of self-employment

Differences in life satisfaction have also been traced to different types of self-employment,
such as blue-collar, high-skilled self-employment (Hessels et al., 2018). For their segmented
analysis of the solo-self-employed in the UK, Williams et al. (2017) also find that life satis-
faction varies depending on the three segments (income, level of independence, security) in
the UK and the highest levels of life satisfaction are reported by the mid and high pay and
high job security segments of the solo-self-employed.

Similar differences may also extend to life satisfaction when comparing freelancers to
other self-employed (Binder, 2018; van der Zwan et al., 2019): while freelancers, who tend
to work fewer hours than other self-employed and report much higher satisfaction with their
leisure time, are somewhat less satisfied with their lives in univariate analysis (Binder, 2018),
no systematic difference have been reported in a more recent analysis. Using six waves of
the “UKHLS Understanding Society” panel data set (2009-2015), van der Zwan et al. (2019)
find freelancers’ levels of life satisfaction indistinguishable from other own-account workers,
self-employed workers with employees, and wage workers. Freelancers remain significantly

more satisfied with their leisure time, though.

4.4. Other factors

Apart from characteristics of the job, individual personality traits and other dispositional
factors have also come to the fore in explaining life satisfaction differentials. Based on wave
6 of the European Social Survey, Nikolaev et al. (2019) show that psychological functioning
mediates the relationship between entrepreneurship and subjective well-being at least in
parts. In a similar analysis, Przepiorka (2017) links individuals’ hope to life satisfaction
and Sherman et al. (2016) find intrinsic motivation and flow positively related to the life
satisfaction of their sample, while extrinsic success criteria are negatively related to life
satisfaction (Kibler et al., 2019, on the other hand, show that pro-social motivation can
increase stress and hence decrease well-being, a relationship that is mitigated -once more- by
autonomy).

Lastly, research on cultural and institutional differences has surfaced recently to make

sense of the world-wide differences in the relationship between self-employment and subjective
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well-being (de Neve and Ward, 2017): while evidence here is rather new and limited to cross-
sectional correlations, the general freedom to do business and the entrepreneurial climate
(as measured by institutions favoring entrepreneurship) have been shown to explain whether
self-employment contributes positively or negatively to subjective well-being (Fritsch et al.,
2019b,a; Brieger et al., 2019). Institutional differences (on a local level) could also explain
the higher well-being of the self-employed in semi-urban regions of the UK (Abreu et al.,
2019).

5. Summary and future directions for research

Does self-employment increase well-being? The answer is: it depends. Self-employment
is associated with positive well-being for the self-employed when focusing narrowly on “well-
being at work” (and measuring well-being as job satisfaction, not income or stress). Plausible
explanations for this lie both in work characteristics of many types of self-employment (au-
tonomy, flexibility, more holistic work tasks) and in individual preferences and personality
traits (optimism, self-efficacy, preference for independence and intrinsic motivation). But self-
employment does not necessarily increase subjective well-being when thought of in a broader
way than “happiness at work”. The life satisfaction consequences of self-employment are
less well understood and more heterogeneous. While some types of self-employment (espe-
cially opportunity-focused and voluntary self-employment) seem to bring a life satisfaction
premium, other types do not, and even for the self-employed that are more satisfied overall,
satisfaction in some life domains is lower (a similarly inconsistent picture also emerges with
regard to the physical and mental health effects of self-employment more generally; compare,
for instance Nikolova, 2019; Stephan et al., 2020).

Overall, there is still much to learn about the mechanisms that underlie both the relation-
ship between self-employment and job satisfaction, as well as between self-employment and
life satisfaction in general: while the relationship between self-employment and job satisfac-
tion is comparatively better understood, even here, good causal designs, questions of lags- and
lead-effects (over time effects), as well as paying more attention to the heterogeneity of types
of self-employment are recommended. With life satisfaction, in addition, self-employment’s

heterogeneous impact on other life domains (such as finances, health, work-life conflicts)
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complicates the picture and necessitates even more a careful accounting for specific types
of self-employment and the multiple channels through which these may influence subjective
well-being.

Aside from a lack of focus on heterogeneity, endogeneity is an issue for large parts of the
literature. Many studies draw on small specialized samples of self-employed or entrepreneurs
and even where large nationally representative samples are used, cross-sectional analyses are
predominant. This means that simultaneity is an issue in many studies despite explicit and
implicit causal models that assume job characteristics shape well-being. But happier people
have been shown to also be more successful in many different areas of life (Lyubomirsky
et al., 2005) and this extends also to the self-employed, where for instance trait positive
affect positively moderates the effects of stress on the health of the self-employed (Cardon
and Patel, 2015). Similarly, reverse causality might be relevant in explaining why happier
people in service industries do financially better (compare on this Graham et al., 2004).
Indeed, it has been shown that those self-employed that are happier perceive their business
to be more successful, even though this did not translate into objective business success in a
study of entrepreneurs in the Netherlands (Dijkhuizen et al., 2018). A similar case pertains
to job satisfaction, where Kawaguchi (2008) observes that job quitting tends to follow low
job satisfaction, but it seems to be specifically dissatisfaction with one’s income, not with
the job overall that prompts transition into self-employment (Guerra and Patuelli, 2016).

A plausible explanation for reverse causality also pertains to necessity self-employment
in poor countries: a negative association between self-employment and life satisfaction could
mean that there is a “push” of poor and dissatisfied individuals into necessity driven self-
employment. In line with this, Noorderhaven et al. (2004) find a positive association of the
levels of “dissatisfaction with life” with self-employment observed in a society with high self-
employment rates (but see the negative evidence for this in Schjoedt and Shaver, 2007). As
poor societies have high rates of necessity self-employment, such negative correlation would
be plausible (Bianchi, 2012; El Harbi and Grolleau, 2012; Naudé et al., 2014).

Related to this is also the issue of survivorship bias: when many firms go out of business
early on (e.g., Coad et al., 2013; Frankish et al., 2013), mostly successful firms will remain,

potentially confounding business success with other factors. If most of the research draws on
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those self-employed who actually managed to stay in business for some time, positive effects
on well-being might be too optimistic and a more conscious taking into account the different
ages of firms in the analysis is called for.

Self-selection issues can also only imperfectly be controlled for, especially since most
studies are cross-sectional and control only for few personality traits (if any). Even for longi-
tudinal studies, where at least time-invariant person-specific heterogeneity can be accounted
for via fixed-effects models or difference in difference designs, there is no reason to suspect
that personality traits cannot change over time or as a result of the lifestyle of being self-
employed (Boyce et al., 2013). In addition, fixed-effects analyses, by design, focus on the
switch into self-employment and hence focus on the self-employed at the beginning of their
business venture and hence only showing well-being effects at a specific point in time as
opposed to uncovering well-being trajectories over the lifetime of a business venture. And
where the few randomized trials mentioned above might have solved some of these issues,
their lack of explicitly modelling contextual factors might well be a threat to external va-
lidity: for example, as most experimental evidence is in the context of micro-finance, this
might not translate to opportunity self-employed in Western, educated, industrialized, rich
and democratic nations.

Some of these issues of endogeneity are to be expected in a research field that has overall
well-being as its focus and where true randomized experiments are difficult. Nevertheless,
more studies with careful research designs seem desirable, not only regarding more explicit
tests of mechanisms that explain the self-employment well-being relationship, but also with
regard to better causal identification, for instance using natural experiments (e.g., Benz and
Frey, 2004) or other exogenous variation (such as firm closures that lead to people taking up
self-employment) so that a causal effect might more credibly be identified (Kassenboehmer
and Haisken-De New, 2009; Hetschko, 2016; Binder, 2017; Coad and Binder, 2014).

Finally, from a policy perspective, one might argue that there may be a trade-off between
individual well-being and what is deemed desirable on a societal level: policy-makers favor
self-employment because of its many benefits, such as its innovative potential, its impact on
economic growth and on job creation (de Wit and de Kok, 2014). The job creation aspect

is particularly important also with regard to the fact that self-employment can be a way
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out of unemployment and reduce strain on government welfare and social security payments
in such cases. And while large rates of failing businesses are certainly unpleasant for those
that fail with their business, from this point of view it would be considered a necessary price
for a society’s level of innovativeness. In this argument, as with higher rates of necessity
self-employment in poorer countries (Noorderhaven et al., 2004), it might well be necessary
to accept temporary dissatisfaction in order to achieve long-term better development (and
improved well-being). Specifically from such a policy perspective, and without espousing this
last argument, it then would be more desirable to better understand which institutional and
cultural factors could mitigate such dissatisfaction.

To end on a cautionary note: the current chapter contributes to clarifying that, while most
self-employed might be more satisfied with what they are doing for work, self-employment is

not a panacea for a happy life overall.
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