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Abstract Previous empirical work has shown that
self-employment is correlated across generations, so
that the children of the self-employed are themselves
more likely to be self-employed. However, the reason
for this intergenerational correlation remains unclear.
This paper contributes to the existing literature in two
ways. First, using French data from the European
Community Household Panel Survey, we provide a
further examination of this intergenerational correla-
tion among the self-employed. In particular we
investigate to what extent the intergenerational cor-
relation in self-employment reflects occupational
following. The second contribution of our paper is
to investigate the differences between first- and
second-generation self-employed workers and their
possible explanations. Even though our results indi-
cate that having self-employed parents increases
the probability of being self-employed, irrespective
of occupation, we do observe that a large majority
of individuals enter the same (or very similar)
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occupation as their parents, which is consistent with
occupational following. Our results also reveal some
differences between the first- and second-generation
self-employed. Formal education is more important
for the first-generation self-employed (those whose
parents are not self-employed) than for the second-
generation self-employed. Further, the first-
generation self-employed, who received less informal
human capital than the second-generation self-
employed, compensate for this shortcoming by
acquiring more formal education.

Keywords Self-employment - Intergenerational
Correlation - Social Environment - Human Capital

JEL Classifications J20 - J21 - J23 - J24 - 126

1 Introduction

“As years pass on, the child of the working man
learns a great deal from what he sees and hears
going on around him...

Alfred Marshall (1930)

The literature on self-employment has grown rapidly
in recent years. One reason for this interest in self-
employment is its potential for generating new jobs
and encouraging innovation in the economy. A
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number of empirical studies have shown that educa-
tion, earnings, job satisfaction, liquidity constraints
and other personal characteristics help to explain the
self-employment decision (Carrasco 1999; Holtz-
Eakin et al. 1994a, b; Borjas and Bronars 1989;
Evans and Jovanovic 1989; Evans and Leighton
1989; and Rees and Shah 1986; see Parker 2004, for
an overview of these determinants). ! Other work has
investigated the influence of the immediate social
environment and social network on self-employment,
and more particularly the effect of having self-
employed parents® (Hundley 2006; Hout and Rosen
2000; Dunn and Holtz-Eakin 2000; Fairlie 1999;
Aldrich et al. 1998; Blanchflower and Oswald 1998;
Laferrére and McEntee 1995; Taylor 1996; Lentz and
Laband 1990; de Wit and van Winden 1989; Carrol
and Mosakowski 1987; Cooper and Dunkelberg
1986; and Lindh and Ohlsson 1998). The results
suggest that individuals are more likely to be self-
employed when their parents are themselves
self-employed. However, the reasons for this inter-
generational correlation remain unclear.

Among the few studies that have considered the
reasons of this intergenerational correlation, Dunn
and Holtz-Eakin (2000) investigated the relative
importance of family financial and informal human
capital in the transition to self-employment, using the
National Longitudinal Surveys.® Parents’ financial
capital is found to have a positive effect, although the
largest impact comes from own self-employment
experience.* Finally the authors observe that a
majority of individuals enter in occupations different

' The conclusions regarding human capital depend on the
nature of this capital. While general human capital seems to
have little to no effect on self-employment, there is more doubt
about the role of more specific human capital (work experience
for example). Evans and Leighton (1989) and de Wit and van
Winden (1989) find a negative effect of work experience, while
Rees and Shah (1986), Evans and Jovanovic (1989) and Dolton
and Makepeace (1990) report a positive and significant effect.
2 In this study, we consider a restricted definition of the
immediate social environment, focusing on the influence of
parents (mother and father) only.

3 In their study, Dunn and Holtz-Eakin (2000) do not
distinguish general human capital from specific human capital.
“ This result is consistent with Aldrich et al. (1998) who found
that a small number of the self-employed helped their self-
employed children, by transferring physical or financial capital.
Finally Basu and Parker (2001) found that family credit
markets may substitute for formal access to funds.
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from their parents. Using French data from the 1992
INSEE Survey, Laferrére (1998) observed that most
of the correlation in self-employment could be
explained by the fact that individuals enter the same
occupation in self-employment than their parents.
Finally, in a recent study, Hundley (2006) also
investigates how family background affects employ-
ment mode and focuses on the roles played by
economic, entrepreneurial and vocational inheritance.
Entrepreneurial inheritance includes skills and values
that are specifically acquired from exposure to a self-
employed parent; vocational inheritance includes
“elements derived from aspect of the parent’s work
other than employment mode”; and economic inher-
itance includes parental income or wealth.” The
results are mixed, providing support for the effects of
entrepreneurial inheritance and economic inheritance,
while no role is found for vocational inheritance.

Previous researches suggest three potential expla-
nations of the intergenerational correlation in self-
employment. A part of this correlation may merely
reflect occupational following. More comprehen-
sively, it may mirror the fact that individuals enter
the same occupation as their parents, which can be
facilitated by having self-employed parents. Indeed
entrepreneurs may be more able than salaried workers
to transmit career-specific skills to their children.
These informal transmissions of specific human
capital include all abilities required in a specific job
in self-employment. While salaried workers can also
transmit career-specific skills, self-employment may
facilitate such transfers, especially when the work
place is connected to the home. For example, the
proximity of the work place develops the farmer’s
children’s familiarity with machinery. A shop owner
may employ her/his children after school or over the
summer to help run the shop.

Some part of this correlation in self-employment
may also mirror employment mode following; i.e.
the fact that individuals follow their parents into

5 The ‘entrepreneurial inheritance’ effect is captured by a
dummy for father self-employed. The ‘vocational inheritance’
is captured by a variable ‘percent self-employed’ that accounts
for the effect of having a father in an occupation that is
inherently more or less prone to self-employment; it is also
reflected in a dummy (paternal entrepreneurial occupation)
indicating whether the father is in an occupation requiring
management or leadership activities. Finally, family income
captures the economic inheritance.
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self-employment, irrespective of occupation, in order
to practice activities such as managing, organizing
and dealing with responsibility, that intrinsically
characterize self-employment. Those activities are
not specific to any particular occupation but, on the
contrary, are common to all (or nearly all) occupa-
tions when self-employed. For the same reasons
mentioned above, this might be facilitated by having
self-employed parents who can transmit general
managerial skills to their children.® While general
managerial skills can also be inherited from salaried
workers, we suspect that informal transmission of this
general human capital may be higher amongst the
self-employed. Farming is another good example of
these intergenerational transfers. Because the work
place is connected to the home, the farmer’s children
are constantly exposed to the family business, and
acquire familiarity with farm management.’

A third explanation of the intergenerational
correlation in self-employment is that entrepreneurs
would be more able than others to transfer financial
capital to their children. The family then acts essen-
tially as a substitute banker, which may then be the
critical factor that convinces someone to become their
own boss via its effect on the associated net benefits.
The consequence of these financial transfers to family
members would be to relax capital market constraints.

The aim of our paper is twofold. First we seek to
contribute to the literature by investigating to what

6 General managerial skills include skills that are required in
most of all occupations in self-employment : communication
skills, aptitude to decide by oneself, leading skills and all sort
of other general aptitudes. We recognize that parents may also
transmit tastes for these activities; however, we do not aim here
at disentangling these different factors as well as distinguishing
between tastes and skills but rather investigate to what extent
the intergenerational correlation in self-employment reflects
occupational following (see Dunn and Holtz-Eakin 2000 for an
interesting discussion on this point).

7 ‘Specific-career skills’ and ‘general managing skills’ do not
exactly match the variables used in Hundley (2006) to capture
vocational and entrepreneurial inheritance. The vocational
effect only captures the part of occupational inheritance that
results from having a father in an occupation that is inherently
(more or less) prone to self-employment, but does not measure
the part of the inheritance from the parent being in the same
occupation as her/his children. Moreover, the ‘vocational
inheritance effect’ includes both transmissions of ‘specific-
career skills’ and transfers of ‘general managing’, since it
includes having a parent in occupations involving management
or leadership activities.

extent the intergenerational correlation in self-
employment reflects occupational following. We
provide a simple and robust check for this possibility
by controlling for having parents self-employed in the
same (or not the same) occupation as their children.
We also provide a detailed analysis of this relation-
ship by running separated estimations for each
occupation in self-employment. In a sense, we revisit
previous studies. Indeed, as noted above, previous
results concerning the existence of an occupational
following effect are mixed. Dunn and Holtz-Eakin
observe that a large majority of individuals enter an
occupation different to that of their parents, while
Laferrere (1998) suggests a very strong and signif-
icant occupational following effect. Finally, Hundley
reports significant effects of entrepreneurial inheri-
tance and economic inheritance, while vocational
inheritance effect is not supported.®

The second contribution of our paper is to analyze
the differences between the first- and second-
generation self-employed. Are the second-generation
self-employed (i.e. those whose parents are also self-
employed) really different from the first generation?
We also investigate the possible factors that might
explain these differences. A possible reason is that the
first-generation self-employed, who did not receive
any intergenerational transfers, may compensate for
this shortcoming by acquiring skills on their own.

8 Our study differs from the studies above in two ways. First, in
contrast to previous studies and in particular to Hundley (2006),
we do not consider the effect of family background in general,
but rather focus our attention on the effects of having self-
employed parents, seeking to investigate to what extent the
intergenerational correlation in self-employment merely re-
flects occupational following. Second, our paper considers the
two following issues that earlier work has not addressed. The
first is if it matters whether the father or the mother was self-
employed: Are intergenerational transmissions stronger along
gender lines? Previous work has focused on men only and/or on
the effects of having a self-employed father. The second issue is
differences between occupations, so that skills may be more
transferable between some occupations than others. For exam-
ple, the impact of human capital transfers through paternal self-
employment in farming may increase the probability of
becoming a self-employed artisan or farmer, but have little to
no impact on the probability of becoming a self-employed
professional or shopkeeper. We thus estimate regressions which
take into account each self-employment occupation. Contrary to
previous work which generally excludes farmers, we include
farming, which is typically a self-employed occupation but can
also be salaried. We also ran regressions excluding farmers: this
produced similar results to those obtained previously.
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Our results show that having self-employed parents
increases the probability of being self-employed,
irrespective of occupation, which is consistent with
both occupational following and employment mode
following. However a more detailed analysis that
distinguishes between the different kinds of self-
employed-farmers, artisans, professionals and
shopkeepers-provides mitigated results concerning
employment mode following, indicating that most of
individuals follow their parents into occupations that
are identical or at least relatively similar to that of their
parents. For example, if having a farmer father
positively influences the individual’s probability of
being a farmer or artisan, it negatively affects the
probability of becoming a professional worker. On the
contrary, having a professional worker father only
increases the probability of being a professional
worker. Our results also indicate some differences
between the first- and second-generation self-
employed. For example, the first-generation self-
employed generally have more formal education than
the second-generation. One possible explanation is that
self-employed workers who have received less informal
human capital compensate via more formal education.

The paper is organized as follows. The analysis of
the determinants of the intergenerational correlation
in self-employment is in Sect. 2, and Sect. 3 inves-
tigates the differences between the first- and second-
generation self-employed. Finally Sect. 4 concludes.

2 Self-employment and the intergenerational
correlation of self-employment

2.1 Descriptive analysis

The econometric analysis described in this section is
based on the French part of the European Community
Household Panel Survey (ECHP). This survey
focuses on household income and living conditions
from 1994 to 2001. In contrast to some other panel
datasets, the ECHP provides a large enough number
of individual observations to allow a credible exam-
ination of self-employment. The survey consists of a
sample of 7300 households.’ To facilitate comparison

¢ All individuals living in these households and aged 17 or over
in 1994 were interviewed periodically between 1994 and 2001.
These “panel individuals” were followed over time even if
they changed address.
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with other previous studies, we restrict our sample to
workers who were either self-employed or salaried.
In particular, we exclude those who were retired, in
school or in the military, as well as the unemployed.
These restrictions reduce the sample size to 50579
observations. Of these we have 5871 observations
(i.e. approximately 11.6% of the sample) on the self-
employed. We classify workers as self-employed if
they answered yes to the direct question on whether
they were self-employed.'® Table 1 presents sum-
mary statistics for these data.

Table 1 shows that self-employed are on average
eight years older than salaried workers, and are more
often male and less likely to have children. Self-
employed are generally less educated than salaried
workers: 72% of the self-employed have less than a
high-school degree, against 58% of salaried workers.
However amongst the self-employed with education
beyond high school, over 42% attained a master
degree or more, whereas this figure is only 29% for
salaried workers. Table 1 also indicates that self-
employed are more likely to be property owners,
accumulate more assets and receive higher earnings
than salaried workers.''

Finally, the ECHP survey provides some interest-
ing information on the influence of immediate social

19 An individual is count as self-employed in a given survey
year if she or he declared herself (himself) as self-employed
worker. Her or his “class of worker” category includes non
salaried farmer, shopkeeper, artisan, professional man or
managers/owner. Business owners who draw a regular salary
are classified as salaried workers.

' Personal income was initially measured in French Francs.
Two income information were available in the French data of
the ECHP survey. First, the French panel of the ECHP Survey
interviewed in October of each year between 1994 and 2001
the same group of persons representative of the French
population on their cumulated personal income at this date
(i.e. October of each year between 1994 and 2001). Second, all
individuals were also asked every year to retrospectively state
their annual income of the past year (e.g. 2000 for the survey
conducted in 2001). However, such information prevented us
from using data for 2001. For this reason, we used the first
income information in this study. To make easier comparative
analysis and to provide less ambiguous income information, we
reported monthly income. The net monthly income from self-
employment is on average 2,229 Euros, compared to 1,603
Euros for employees. Individuals who reported non-positive
self-employment earnings were not considered in the analysis
(Evans and Jovanovic 1989).
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Table 1 Summary
statistics of individual
characteristics*®

% Note: Numbers in

parentheses are Standard
Deviations

® Note: “less than high
school graduation”
corresponds in France to
individuals with
baccalaureat. “ Associate
degree” corresponds to
individuals with two years
of education after
baccalaureat. Bachelor’s
degree corresponds to three
years of education after
baccalaureat . Finally,

Variable

Whole sample

Salaried (WS)

Self-employed (SE)

Individual characteristics
Gender (male)

Age

Marital status

Married

Have children

Human capital

Less than high school®
Associate’s degree”
Bachelor’s degreeb
Master’s degree or more”
Technical Qualification
Financial capital

Net monthly income (euro)
Home Owner

Assets < 100°

100 < Assets ( 500 ¢
500 < Assets ( 1000 ©
Assets > 1000 ©

Social environment

“master degree or more”
corresponds to individuals
with four years or more
after baccalaureat

c

Both parents SE
Father SE
Mother SE

Note: assets are Frequent contact with friends

calculated in thousand of
french francs

Frequent contact with neighbors

552 (.497) 536 (.499) 676 (.468)
39.4 (1.75) 38.5 (1.44) 46.3 (1.58)
755 (.430) 755 (.430) 761 (.426)
598 (.490) 608 (.488) 525 (.499)
597 (.490) 581 (.493) 720 (.450)
113 (317) 117 (321) 084 (277)
036 (.186) 037 (.189) 026 (.159)
065 (.247) 063 (:244) 078(.268)
350 (477) 348 (.476) 368 (.482)
1653 (1064) 1603 (1096) 2229 (555)
537 (:499) 512 (.499) 723 (.447)
227 (419) 244 (.429) 096 (.294)
231 (421) 236 (425) .186 (.389)
275 (.446) 276 (.447) 268 (.443)
261 (:439) 238 (.426) 433 (.495)
146 (.353) 114 (318) 370 (.483)
277 (447) 234 (423) 580 (.493)
179 (:384) 147 (:354) 413 (492)
679 (467) 681 (.466) 664 (472)
439 (.496) 430 (.495) 517 (:499)

environment on the probability of self-employment.
Not surprisingly, the self-employed are more likely to
have one or both parents self-employed: 37% of the
self-employed have self-employed parents, as op-
posed to only 11.5% for employees. Table 1 also
includes variables that provide a further measure of
the non-immediate environment (friends and neigh-
bors). It shows that 52% of the self-employed have
frequent contact with their neighbors, against 43% of
salaried workers. Finally the ECHP data indicate that
self-employed sons follow their father’s occupations
in 47.7% of cases compared to 33% for the sons who
are not self-employed workers.'>

2 A similar result is obtained by Dunn and Holtz-Eakin
(2000). The authors observe that self-employed sons followed
their father’s occupations in 32% of cases compared to a rate of
22% for the never self-employed sons.

2.2 Self-employment probits using ECHP data

Table 2 reports the results of Random Effects Probit
estimations of self-employment.'® The independent
variables include demographic characteristics (gen-
der, age and marital status), education, wealth and
financial transfers, experience, and information on the
individual’s immediate social environment. Previous
work has underlined the endogeneity of earnings,

13 Whereas it is possible to test the nature of the individual
effect (fixed or random) for linear models, it is much more
difficult to do so with a qualitative dependent variable (See
Greene 2003). With a binary dependent variable we can use a
logit with individual fixed effects which produces convergent
estimations. However with a probit model, estimates are
convergent only when the individual effects are random. Since
one of our goals is to jointly estimate the impact of variables
that remain constant over time (e.g. education) and those that
vary over time (e.g. whether and when the individual left the
parental home, and the number of children) we use a probit
with random effects.
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which are therefore omitted here. We do include a
dummy variable indicating whether the individual
owned her house before becoming self-employed.
The regressions also include a dummy variable for
having received a large inheritance.'* Finally, we
controlled for the immediate social environment. The
first regression includes dummy variables for having
a self-employed father (“father SE”); the variable
“mother SE” is included in the second specification,
and the third estimation includes both variables. To
check whether self-employed parents are more likely
than salaried parents to transfer financial capital to
their children, we also include three interaction
variables: “Inheritance™® father SE”, “Inheritance*
mother SE” and “Inheritance* father or mother
SE”."P

The originality of our approach is the detailed
analysis of how parental self-employment affects the
probability of self-employment, depending on
whether the parents are in the same occupation as
their children. This distinction is made in the fourth
column of Table 2. We also controlled for being in
the same job, irrespective of labor market status
(salaried/self-employed) by including in column five
a dummy variable indicating whether parents are
employees in the same occupation as their children.'®
The last two columns of Table 2 test for possible
differences between the male and female self-
employed.

Table 2 shows that many individual characteristics
significantly affect the self-employment decision.
Consistent with the existing literature, both men
and older workers are more likely to make this
choice.!” In contrast, we find no robust effects of

'Y The key question in the survey is “How much have you
inherited from another person”. The omitted category is “no/
low heritage received”.

15" Additional regressions (not reported here) including the
variables concerning non immediate environment (friends and
neighbors) do not report highly significant effects of these
variables.

16 For example, the father may be a salaried agricultural worker
while his child is a self-employed farmer.

'7 The majority of the literature concludes that men are
significantly more likely to become self-employed (Lindh and
Ohlsson 1998; Blanchflower and Oswald 1990; Dolton and
Makepeace 1990; De Wit and van Winden 1989; and Carrol
and Mosakowski 1987), as are older workers (Holtz-Eakin

marriage or having children.'® Turning to measures
of human capital, we find that the effect of education
on self-employment is positive and statistically
significant, as found in Evans and Leighton (1989)
and Rees and Shah (1986). Moreover having a
technical qualification increases the probability of
self-employment. Hence education appears to be an
important determinant of career choice. With respect
to the financial capital variables, we find that
homeowners are more likely to be self-employed
than salaried workers. Individuals who received large
inheritances or gifts were also more likely to run their
own business.'® This is consistent with the existence
of capital constraints, as observed in a number of
previous studies (Blanchflower and Oswald 1998;
Holtz-Eakin et al. 1994a, b; Meyer 1990; Evans and
Jovanovic 1989; Evans and Leighton 1989).20

Footnote 17 continued

et al. 1994a, b; Dolton and Makepeace 1990; Borjas and
Bronars 1989; and Rees and Shah 1986). However, Taylor
(1996) finds no significant effect of age.

'8 There is no clear consensus on the effect of marriage. Evans
and Jovanovic (1989), Evans and Leighton (1989) and Gill
(1988) report a negative effect of marriage on the probability of
self-employment, while Taylor (1996) and Lindh and Ohlsson
(1998) find positive effects. This latter result may show that
being married brings more stability and relaxes the liquidity
constraint. Nevertheless, most of the other studies find no
significant marriage effect. The effects of having children are
also not well established. Gill (1988) report a negative effect,
while Dolton and Makepeace (1990) find a positive and
significant effect.

' We also ran a regression (not reported here) including
“assets” to control for personal wealth. Asset possession
increases the probability of self-employment. Details of this
regression will be provided on request.

20 It might be argued that the variable “inheritance” may not
be entirely random. Blanchflower and Oswald (1998) note that
individuals who receive inheritances may be those who are, for
unmeasured reasons, better suited for self-employment. For
example, inheritance may release the borrowing constraint of
children. Children who attempt to go into business may
approach their parents for loans, which may induce simulta-
neity bias. To control for this possibility, Blanchflower an
Oswald (1998) instrumented this variable, by using the infor-
mation concerning the death of the father and/or the mother
since the death of a parent should have no effect on the
decision of self-employment. Unfortunately, such information
was not available in our data. However, we can be confident in
the consistency of our results since Blanchflower and Oswald
observed similar positive effects of inheritance with and
without instruments and concluded that the effects of inheri-
tance could not be created by simultaneity bias. Finally, we
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Finally, we explore the influence of the social
environment on self-employment. Consistent with the
existing literature, Table 2 shows that self-employed
parents have a positive and significant effect on
children’s self-employment. However, the interaction
variables ‘‘inheritance*father SE”’, ‘“‘Inheri-
tance*mother SE” and “Inheritance*father/mother
SE” that provide measures of the transmission of
financial capital are insignificant, showing that there
are no significant differences in the transmission of
financial capital between salaried and self-employed
parents.

Turning to check whether intergenerational
self-employment correlation reflects occupational
following, we find that the variables “father SE same
job” and “mother SE same job” are both positive and
significant. This result confirms the idea that a part of
the correlation in self-employment is attributable to
children following their parents. However, the coef-
ficient on the variable “father SE not same job” is
also positive and statistically significant, which is
consistent with the idea of employment mode
following and its possible interpretation in term of
transmission of general managerial skills. Finally, the
variables “Father SAL same job” and “mother SAL
same job” are both insignificant, suggesting that
having employee parents in the same occupation does
not influence the self-employment decision.?’

The two last columns of Table 2 show the
estimation results for men and women. The compar-
ison of these two columns reveals several differences
between the male and female self-employed. The
variable “marriage” attracts a positive and significant
coefficient for women; on the contrary it is insignif-
icant for men. In contrast, having children negatively
influences self-employment for women, but has a
positive effect for men. A possible explanation is that
family responsibilities, which have been shown to
reduce risk-taking and which reduce the choice of
self-employment, may be more important for women
than for men. Finally, Table 2 indicates that both men

Footnote 20 continued

also ran estimations without “inheritance”. The results are
similar to those presented in Table 2. Details of this regression
will be provided on request.

21 Additional regressions (not reported here) including the
variables “Father same job” and “Mother same job” also
produced similar results.

@ Springer

and women are positively and significantly influenced
by having self-employed parents. However women
(men) are more likely to be influenced by their
mother (father) than by their father (mother). Hence,
these results indicate that intergenerational correla-
tion in self-employment is stronger along gender
lines.

2.3 Occupational inheritance among the self-
employed

While the results above have shown that parents
influence their children, even if they are not in the
same occupation, we may suspect that this influence
be higher when occupations are relatively similar.”*
To check, we estimated a Multinomial Logit model?>
in Table 3, which yields a measure of the effect of
each variable on the probability of self-employment
in a given occupation (as opposed to being a salaried
worker, which is the omitted category).>*

Table 3 indicates that men are more likely to
become self-employed farmers or artisans; on the
contrary they are less likely to become shopkeepers.
Moreover, education reduces the probability of
choosing to become a farmer, artisan or shopkeeper,
whereas it increases the probability of becoming a
professional worker (compared to the reference of
being a salaried worker). Table 3 also reveals that
financial capital positively affects the probability of
being a farmer.

Turning to the influence of the social environment,
Table 3 reveals that a large majority of individuals
enter the same or very similar occupation as their
parents. For example, having a farmer father

22 For example, a possible distinction could be made between
manual occupations (farming, artisan) and non manual jobs
(professional workers for example). Shopkeepers would then
enter a third category since these occupations include both
manual and non manual activities.

2 The results of a Hausman test confirm the ITA assumption in
all sub-samples.

2% We also re-estimated the regressions in Table 2, taking into
account father’s occupation. A first model tests whether having
a self-employed farmer father influences the probability of
becoming a self-employed worker for all occupations except
farmers. The three other models exclude respectively artisans,
shopkeepers and professional workers. Our results indicate
that, in all cases, father’s occupation is positive and significant,
even for the occupations that have been omitted. Details of
these regressions will be provided on request.



431

Intergenerational correlation in self employment

UOTBWINS JISO] AU} UT PaIapISU0d Jou sem K105a)ed SIY) ‘S1oTeueU SUOWE UONEAIIS]O JO JOQUINU MAJ A 0) an( : AION

"SIOLI® pIepue)s are sasayjuared Ul s1oquUINN :9JON

[9AQ] 20UBOYIUSIS 9%()] «

[9AQ] 9OUBOYIUSIS 9C 44

[OAQ] QOUBOYIUSIS 9 s

v

CIS9¢L8C—
€90LY

(PET'T) =LVT'T
(118) 8L10—
(TT9) #x€0V'T—
(85S") S60'—
(OLT") #208S
(9T€) sxxT1€8°
(STT") sxeL6E
(TLT) L6T
(850°'T) ¥61°T
(9r1°) 0TI
(T90°) #2661
(920°) 950'—
(9L0") ##%9€S°T
(PLO) #2+90%"
(690°) ssTHS'T
(850°) sesL9T —
(0L0") sx48TY"
(TT0) sxsTIT
(2$0") 800°
(€91) ssenOEY L—

60L°CC68C—
£€90LY

(EET") #x€9L’
(S60°) #x%9€9°
(€11) 921 —
(680°) sxs¥6€ —
(€90°'T) 89T°T
(S¥1) LYT
(190°) sx¥CT
(SL0") T60'—
(€L07) #x8EL'T
(8ET") #4855
(890°) #:x899'T
(850°) sses¥9T —
(0L0") sesentrCH
(T10°) s2STT°
(1507 100°0
@1) L1L'L—

CIS9¢L8C—
€90LY

(006) STTT—
(99L) eve1—
(9zv") ST8'—
0D 11—
(8577 €0T
(891") 4x£01"
(L80") %005
(81T «18€
(FSL) 85T —
(S91°) 28T
(610" sexsv61 —
(LYO") sxs¥9E°
(I6T°) sx%€TS T~
(T€1°) %x08T —
(T60") #2615 —
(0S0°) sesesL1T—
(950°) ##08T°
(010" sx0%0°
(910°) 55188 —
(LTT) sxesL 1€V~

60L°CC68C—

€90LY

(€2T) 8LT
(PLO) s TET
(T80°) sx48SY"
(L90) T10'—
(€SL) 18T —
(S91°) 06T
(670°) sx+TO6T —
(LY0") sx419€°
(061°) s 18V —
(T€1") %xLST—
(160°) sexsxT6V —
(670°) 5x+0CT —
(990°) sexesLLT®
(0T0) sxT1¥0°
(9%0) #4788 —
(T w6V E v —

CIS9EL8T—
€90LY

Iz ooy
(608°) 9SL°

(86€) 95T

(€88") ¢I¥'—
(€6€) €T¥—
(€67) €€T°

(690°) s#:050'T
6T1) #xL1€
(Sz0'1) soT
(I81°) 9z1°
(OV0°) #x%88€ —
(FP0") s TSY
(€€T) sx6T1T—
(90T") #x01T1—
(LIT") #x%€89T—
(€S0°) #xx91C —
(€507) 8S0'—
(010 s LLO"
(9707) 5958
(TET) #1609~

60LCT68C—
£90LY

(2T9€) %€59'—
(860°) sxsbrL¥"
(#90°) #xx901'T
(850°) #x4TTE
(820°'1) LOT
(081" €21
(OV0") sx4T6€ —
(EV0°) 24651
(€€T) #2851 T—
(90T") seseLTTT—
(99T°) sx€0LT—
(991°) 4#491T —
(€507 L190'—
(0T0°) ##%9L0°
(9Y0°) #4658
(8T1) ##4T86'S—

CIS9€L]T—
€90LY

(6€6) 6€T'—
(60S°T) €LT’
(0g6) vIT°
(00'T) «68L'T—
(S8¥") v61°
(T€0'T) #28SS'T
(961°) 999"
(PET) s €SL'T
(095" 90L'—
(60€") 8¢S
(F90°) #x+€TT°
(LSO") sx0LE"
(69T) #xx€09'T—
(102°) 900'—
(09T°) #x%058 —
(F90°) s 19€ —
(590" 810'—
(T10°) #2%€90°
(€507) 5558
(661°) s#:S59°L—

60L°CC68C—
£90LY

(61 L6S
(061°) sex8LL
(I8T") 00"
(890°) sxxEVEE
(T10°) 200 —
(LOE") «bLy
(#90°) #x481T
(LSO") #x409€°
(L9T) #2919 T—
(861°) 850'—
(6ST") 5x9L8 —
(F90°) seseseLVE —
(S90) #60'—
(TT0°) 590"
(€S07) 554881
(081 sexestOY L—

pooyrayy 307
SUOT)BAIISqQ
[euorssajoid Ty S Ioyeq
1odoaydoys TvS Ioye]
uesnIe TyS Ioyeg
Jourrey TyS Ioyie]
Teuorssajord 4§ Ioye
1odooydoys gS 1oyieq
uesnIe gs Ioyieq
JouLIe) gS Ioyjeg

AS oY)y, 0urILIOyU]
QourjLIOYU]

IOUMO QWOH
uonesyifenb [estuyda,
Q10w 10 99159p S IAISEIN
90130p s Jo[oydRyg
22130p §,9)R100SSY
UaIpIIy) oAeH

PoLLIBIN

a3y

(S1BN) 19pUsD
JuRISUOD)

Joid 7S

1adooydoys S

uesne gs

Jowrey S

SO[qRLIBA

g+ TeUOnERdNO00 19tRy U0 Surpuadap Aiqeqord yusurkordure-jjes uo 1150] [eTWOUNNN € J[qRL

pringer

As



432

N. Colombier, D. Masclet

positively influences the individual’s probability of
being a farmer or artisan, but negatively affects the
probability of becoming a professional worker. On the
contrary, having a professional worker father only
increases the probability of being a professional
worker. Last, having a shopkeeper father affects the
probability of being self-employed, irrespective of the
occupation. These detailed results indicate that there is
a distinction between manual occupations, such as
farmer or artisan, and intellectual occupations such
as professional workers and that most of individuals
enter very similar occupation as their parents.

In summary, the results reported here indicate that
having self-employed parents is an important factor
in explaining the probability of being self-employed.
This is consistent with Dunn and Holtz-Eakin (2000),
Taylor (1996), Lentz and Laband (1990), De Wit
and van Winden (1989) and others. Our results also
reveal that intergenerational influence runs most
strongly along gender lines. Finally, another impor-
tant result is that intergenerational correlation in self-
employment mainly reflects occupational following.
In the next section we investigate whether the
characteristics of the second-generation self-
employed differ from those of the first-generation
self-employed. Indeed we might suspect that there are
some differences between the self-employed who
have benefited from intergenerational transfers and
those who did not.

3 First- and second-generation self-employed

3.1 Differences between the first- and second-
generation self-employed

Table 4 provides some information about differences
between the first- and second-generation self-
employed. The first-generation self-employed are
generally younger and more formally educated than
the second generation self-employed. We also see a
higher percentage of men amongst the second-
generation self-employed. Finally, Table 4 shows
that the incomes of the first generation of self-
employed are on average higher than those of the
second generation. Table 5 provides a more formal
analysis of these patterns, via separate estimations of
self-employment Probits for the first- and second-
generation self-employed.

@ Springer

Table 5 reveals a number of differences between
the first- and second-generation self-employed. Tech-
nical formation is only significant for second gener-
ation self-employed workers. Moreover, consistent
with our previous results, formal education is more
important for the first-generation self-employed. For
example, having a Master’s degree significantly
increases the probability of being self-employed for
those without self-employed parents, whereas it is
insignificant for those whose parents are self-
employed.

3.2 Why these differences?

We now try to investigate explanations of these
differences between the first- and second-generation
self-employed. There are two possible reasons why
the first-generation self-employed are generally more
educated than the second generation. The first relies
on substitution between informal managerial human
capital acquisition through parental transfers and
more formally-acquired schooling: the second gener-
ation may find university education less useful. We
might suppose that there is relatively less need for the
second-generation self-employed to acquire formal
education, since they have had the opportunity to
accumulate equivalent training via their parents. By
way of contrast, the first-generation self-employed,
who receive less informal human capital than the
second-generation self-employed, may compensate
by more formal education. The second explanation is
that some of the differences observed between the
first- and second-generation self-employed may
reflect differences in the distribution of occupa-
tions.”> Table 6 shows that many of the second-
generation self-employed are farmers, while this
group represents only 7% of the first-generation
self-employed.

To show that the first-generation self-employed
compensate for their lower level of informal educa-
tion by more formal education, we repeat Table 3’s
estimations, taking the distribution among occupa-
tions into account. We estimate a Multinomial Logit

% We recognize here that there may exist other possible
explanations for these differences. However, we are confident
in our results, since they indicate that our two effects tend to
capture most of the distance between the first- and second-
generation self-employed.
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Table 4 Summary statistics of individual characteristics for first and second generation self-employed®

Variable Self-employed (SE) Second Generation SE First Generation SE

Individual characteristics

Gender (male) .676 (.468) 717 (.450) .611 (.468)
Age 46.3 (1.58) 48.1 (1.68) 44.9 (1.58)
Married 761 (.426) 764 (.424) .802 (.398)
Have children .525 (.499) 499 (.500) .594 (.491)
Human capital

Less than high school 720 (.450) .800 (.399) .613 (.487)
Associate’s degree .084 (.277) .064 (.245) .104 (.305)
Bachelor’s degree .026 (.159) .018 (.132) .037 (.189)
Master’s degree or more .078(.268) .051 (.220) 118 (.323)
Technical qalification .368 (.482) .378 (.485) 332 (471)

Financial capital

Individual icome 2006 (5001) 16753 (19673) 24475 (72322)

Have oner 723 (.447) .803 (.397) .673 (.468)
Assets <100° .096 (.294) .073 (.260) 121 (.326)
100 < Assets < 500 ¢ .186 (.389) 181 (.385) .189 (.391)
500 < Assets ( 1000 © 268 (.443) .283 (.450) 243 (.429)
Assets > 1000 € 433 (.495) 441 (.496) 440 (.496)
Social environment

Both prents SE .370 (.483)

Father SE .580 (.493)

Mother SE 413 (.492)

% Note: Numbers in parentheses are standard deviations

¢ Note: assets are calculated in thousand of Fench francs

Table 5 Random effect probit regressions on self-employment for first and second generation self-employed”

Variables Father self-employed worker Father not self-employed worker
Constant —11.152%%#* ([727) —9.600%*** (.571)

Gender (Male) 1.461%** (,1484) .630%** (,1483)

Age .582#%% (,098) 590 (,082)

Married —.159 (.166) 176 (.127)

Have cildren —.778%*% (,146) —.1323 (.114)

Associate’s degree .010 (.242) 563%**% (201)

Bachelor’s degree 477 (.333) 977#%* (259)

Master’s degree or more 239 (.245) 1.128%*** (.154)

Technical qualification
Home owner
Inheritance
Observations

Log likelihood

1.087%** (.137)
JT1#% ((122)
573% (.3000)
12045
~2075.183

—.183 (.126)
344%x% (111)
—.188 (.251)
31442
—2926.112

? Note: Numbers in parentheses are standard errors

@ Springer



434

N. Colombier, D. Masclet

Table 6 Summary statistics of self-employed by occupation®

All self-employed

First generation self-employed

Second generation self-employed

Farmer 35.02 7.79
Artisan 25.78 32.73
Shopkeeper 22.48 33.12
Professional man and managers 16.71 26.37

51.55
21.77
16.62
10.06

? Note: Percentage of the population

model in Table 7, providing separate estimations for
the first- and second-generation self-employed.”®
Results of Table 7 show that formal education affects
first-generation self-employed differently depending
on their occupation. While formal education has a
positive effect for first-generation professional work-
ers or shopkeepers, it has no effect for first-generation
farmers or artisans. However the results reported here
also indicate that education is generally more impor-
tant for the first-generation than for the second-
generation of self-employed, which is consistent with
results presented previously. For example, the coef-
ficient on Master’s degree (or more) is positive and
highly significant for first-generation professional
workers whereas it is insignificant for second-
generation professional workers. In addition, having
a Bachelors degree only positively affects first-
generation shopkeepers. Finally, while formal
education decreases the probability of being a self-
employed farmer for the second-generation self-
employed, it has no negative effect for the first
generation of self-employed.

4 Conclusion

The aim of this article was twofold. First we sought to
investigate to what extent intergenerational correla-
tion in self-employment mirrors occupational follow-
ing. Second, we investigated the differences between
the first- and second-generation self-employed. We
have three key findings.

First, the results from our analysis of ECHP show
that having self-employed parents positively influ-
ences the probability of being self-employed, irre-
spective of occupation. However, a more detailed
analysis that distinguishes between the different kinds

26 The TIA assumption is confirmed in all sub-samples.

@ Springer

of self-employed - farmers, artisans, professionals
and shopkeepers shows that most of individuals enter
the same or similar occupation as their parents. This
indicates that large part of intergenerational correla-
tion reflects occupational following or mirrors the
fact that individuals are in occupations that are
relatively similar to their parents.”’

Second, another interesting result, concerns gender
differences and shows that intergenerational correla-
tion is stronger along gender lines. Last, we also
highlighted a number of differences between the first-
and second-generation self-employed. The first-
generation self-employed are generally more
educated, even taking into account the occupational
distribution of the first and second generations.

There are number possible explanations of our
results. We have interpreted our results in terms of
intergenerational transmissions. These explanations
are not mutually exclusive, nor are they exhaustive.
The first potential explanation is that self-employed
workers would be more able than others to transfer
financial capital to their children, acting as substitute
banker. Our results do not support the existence of
this effect, showing no significant differences in the
transmission of financial capital between salaried and
self-employed parents. A second possible explana-
tion, consistent with employment mode following,
relies on informal transfers of general managerial
skills. If the self-employed transmit general manage-
rial skills to their children, we should observe that
self-employed parents in a given occupation should
increase the probability of the children being self-
employed in any occupation. However, a detailed
analysis of our data indicates that it is not always the
case. Finally, a third potential explanation, consistent

7 Under a larger definition of occupational following, we may
consider that it also reflects the fact that individuals enter not
only the same occupations as their parents but also occupations
that are quite similar.
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with occupational following, stems from the fact that
self-employed may be more able than salaried
workers to transmit career-specific skills to their
children. Under this assumption of transmission of
career-specific skills, we should see that having self-
employed parents in a given occupation increases the
probability of the children being self-employed in the
same occupation. Our results support this explana-
tion. Indeed previous results showed that a majority
of individuals enter the same or similar occupation as
their parents, which suggests the determinant role for
the intergenerational transmissions of career-specific
skills in increasing the probability of being self-
employed worker. This result may have several
potential implications for understanding the role of
informal education in explaining career choice and
aspects of labor market behavior.

A number of topics remain for future research. A
direction for future research would be to investigate
the reasons for the differences between our results
and previous studies. Moreover, we have not consid-
ered in the current analysis the differences in earnings
between first and second generation self-employed. A
further examination of this is called for.
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