a ATMIRE

Types of institutions and well-being of self-
employed and paid employees in Europe

ltem Type Article

Authors Fritsch, Michael;Sorgner, Alina;Wyrwich, Michael

Citation Fritsch, Michael, Alina Sorgner, and Michael Wyrwich. “Types of
Institutions and Well-Being of Self-Employed and Paid Employees
in Europe.” Small Business Economics 56 (2): 877-901. 2019.

DOI https://doi.org/10.1007/s11187-019-00274-2

Rights Attribution 4.0 International

Download date

2026-02-11 00:15:32

[tem License

http://creativecommons.org/licenses/by/4.0/

Link to Item

https://hdl.handle.net/20.500.14490/909



http://dx.doi.org/https://doi.org/10.1007/s11187-019-00274-2
http://creativecommons.org/licenses/by/4.0/
https://hdl.handle.net/20.500.14490/909

Small Bus Econ (2021) 56:877-901
https://doi.org/10.1007/s11187-019-00274-2

Types of institutions and well-being of self-employed

and paid employees in Europe

Michael Fritsch - Alina Sorgner - Michael Wyrwich

Accepted: 18 June 2019 /Published online: 16 September 2019
© The Author(s) 2019

Abstract This paper analyzes the role of different types
of institutions, such as entrepreneurship-facilitating en-
try conditions, labor market regulations, quality of gov-
ernment, and perception of corruption for individual
well-being among self-employed and paid employed
individuals. Well-being is operationalized by job and
life satisfaction of individuals in 32 European countries
measured by data from EU Statistics on Income and
Living Conditions (EU-SILC). We find that institutions
never affected both occupational groups in opposite
ways. Our findings indicate that labor market institu-
tions do not play an important role for well-being. The
results suggest that fostering an entrepreneurial society
in Europe is a welfare-enhancing strategy that benefits
both, the self-employed and paid employees.
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1 Institutions, entrepreneurship, and well-being

Institutions play a critical role in determining individual
behavior and economic performance (North 1994;
Acemoglu et al. 2005; Boettke and Coyne 2009; Dixit
2009). This is also true in the emergence of new busi-
nesses and the role they play in economic development.
In many countries, including the European Union, cre-
ating institutional framework conditions that are more
conducive to self-employment are well-established on
the policy agenda (e.g., European Commission 2010,
2013, 2016). Apart from manifold growth-oriented mo-
tivations for such policy initiatives trumpeting in favor
of a more entrepreneurial society, the ultimate goal of
such policies should focus on the well-being of
individuals.

This paper investigates the relationship between dif-
ferent types of institutions and the well-being of self-
employed and dependently employed people. The pri-
mary purpose of this analysis is to identify those insti-
tutions that are particularly important for self-
employment and to explore the differences in these
relationships based on employment status, i.e., between
self-employed and paid employees. The paper offers the
following contributions to the extant body of literature.
First, while there are a number of studies that focus on
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the role of institutions for new business formation,1
there is hardly any evidence about the well-being of
the self-employed and paid employees in different insti-
tutional environments.> Second, we cull out discrete
aspects of a country’s institutional framework and relate
these to an individual’s subjective well-being. The re-
sults may be regarded as an indication of the importance
of the different types of institutions for the welfare of
society.

Third, by comparing the effect of different types of
institutions on the well-being of self-employed and paid
employees, we are able to make statements about
whether or not certain institutions affect these two
groups differently. This is important, because if an in-
stitutional reform would favor people in self-employ-
ment, but has negative effects for the well-being of paid
employees one cannot be sure that this reform enhances
the welfare of society as a whole. If, however, a certain
reform is beneficial for both self-employed and paid
employees, there will be considerably less resistance
as compared with a scenario where the “losers” of a
regulatory modification can be clearly identified. More-
over, differences in the effects of institutions on well-
being between self-employed and paid employees may
create important incentives or disincentives of being
self-employed.

Our empirical analysis uses EU Statistics on Income
and Living Conditions (EU-SILC) that provides repre-
sentative data for households in 32 European countries.
We find considerable, and somewhat surprising, differ-
ences regarding the impact of diverse institutions on
individual well-being. There is, however, no indication
that any specific set of institutions affects the well-being
of self-employed individuals and paid employees in
opposite directions. This implies that any attempt to
make the institutional framework more conducive to
entrepreneurship will probably not reduce the well-
being of paid employees. Our findings do, however,
indicate that an attempt to regulate the market in favor
of paid employees, for instance, by introducing stricter
regulations of employment contracts, is likely to sub-
stantially decrease the well-being of the self-employed
without having a notable effect on paid employed
individuals.

! See for example Djankov et al. (2002), Fonseca et al. (2001), (2007),
Klapper et al. (2006), Braunerhjelm and Eklund 2014).

2 Studies of the well-being of entrepreneurs largely ignore institutions
(Benz and Frey 2008; Shir 2016). An exemption is Fritsch et al. (2019).
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The remainder of the paper is organized as follows.
Section 2 discusses the link between specific institutions
and well-being of those involved in entrepreneurship in
more detail. The data and the empirical approach are
introduced in Section 3, and Section 4 presents the
results of the empirical analysis. Section 5 summarizes
the main results, discusses implications for theory and
policy, and identifies avenues for further research.

2 Which institutions affect the well-being
of individuals in self-employment and paid
employment?

2.1 Conceptual framework

The institutional framework of a country and its
entrepreneurship-facilitating or entrepreneurship-
inhibiting character can have strong effects on the in-
centives to become and to remain self-employed (e.g.,
Baumol 1990, 1993; Elert et al. 2017). Since entrepre-
neurship can be an important driver of economic growth
(Fritsch 2013), more entrepreneurship-facilitating insti-
tutions may lead to higher levels of economic welfare
and the general well-being of a society’s members.

There seems to be a wide consensus that high degrees
of economic freedom (e.g., low barriers to entry and
exit, open markets, low taxes on profits), the opportunity
of gaining private property on the means of production,
reliable legal framework conditions (e.g., enforceability
of contracts, low levels of corruption), availability of
necessary resources (e.g., finance, qualified labor), and a
good quality of government are conducive for entrepre-
neurship (see for example Boettke and Coyne 2009;
Elert et al. 2017; Parker 2018). The most prominent
institutional frameworks that have been investigated
empirically with regard to their importance for entrepre-
neurship are the regulation of entry and exit, the quality
of legal institutions (e.g., protection of property rights),
the regulation of employment protection, and the insti-
tutional framework of credit markets.

While there are a number of studies focusing on the
role of institutions on entry and welfare at the country
level, almost nothing is known about the role of institu-
tions for the well-being of entrepreneurs as compared
with paid employees. It is also unclear whether

3 See for example Djankov et al. (2002); Fonseca et al. (2001), (2007);
Klapper et al. (2006); Braunerhjelm and Eklund (2014a, b).
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institutional reform in favor of entrepreneurship comes
at the expense of the well-being of paid employees.
Conflicts between the self-employed and paid em-
ployees may, for example, arise if labor market regula-
tions offer a lower level of employment protection in-
creasing the well-being of the self-employed, at the
expense of paid employees who face a greater risk of
being laid off.

Our attempt to overcome these shortcomings is two-
fold. First, we use an individual’s subjective well-being
that we operationalize by his or her level of job and life
satisfaction as an outcome for the effect of institutions. In
addition, we distinguish between self-employed and paid
employed individuals to assess whether institutions affect
persons in these two types of occupation states different-
ly. Second, we distinguish between several categories of
institutions to compare their impact on individual well-
being and to identify those types of institutions that have
the most impact on the two occupational groups.

Many studies find that self-employed people enjoy
higher levels of job and life satisfaction than paid em-
ployees.* A main reason for this result discussed in the
literature is higher procedural utility that self-employed
people draw from the actual work process itself (Frey
et al. 2004). This includes higher levels of autonomy
and flexibility, as well as a stronger feeling of pursuing
one’s own goals through self-employment that stimu-
lates a feeling of self-determination and self-efficacy
(for a detailed exposition, see Shir 2016). Higher levels
of well-being could explain why people opt for self-
employment despite less economic security and often
lower incomes than available in paid employment (Benz
and Frey 2008).

Fritsch et al. (2019), in an analysis based on the EU-
SILC (which is also used for the present study), discover
that self-employed individuals tend to enjoy higher
levels of job and life satisfaction only in those countries
where the entrepreneurship-facilitating quality of the
institutional environment has a certain minimum level.
In countries where the quality of institutional conditions
for entrepreneurship is below this critical level, paid
employees reported, on average, higher levels of well-
being. This result clearly indicates the important role of
institutions for the attractiveness of entrepreneurship.
The study by Fritsch et al. (2019) did not, however,

4 For example Benz and Frey (2008), Binder and Coad (2013),
Blanchflower (2000, 2004), Block and Koellinger (2009), Millan
et al. (2013), Praag et al. (2003).

investigate which types of institutions are most impor-
tant in this respect.

2.2 Expectations

The “Varieties of Capitalism’ (VoC) approach (Hall and
Soskice 2001) is a good starting point for discussing
how institutions might affect the well-being of self-
employed and paid employees. This approach accounts
for complementarities between different categories of
institutions and distinguishes several types of institu-
tional frameworks such as the ‘liberal market economy’
and the ‘managed market economy’. Dilli et al. (2018)
classify countries according to the VoC approach taking
into account variations in financial institutions, labor
market institutions, institutions related to education,
and institutions governing inter-firm relations. They
then explore how entrepreneurship-related outcomes
vary across these groups of countries. This approach
does not, however, allow for the identification of the
relative strength of the relationships between certain
types of institutions and entrepreneurship. In addition,
it does not take into account that the quality of institu-
tions may considerably vary within the country groups.
Nevertheless, these authors conclude that labor market
regulation (especially employment protection) and reg-
ulation of financial markets are particularly important
for entrepreneurship outcomes.

Labor market regulations are of key importance for
entrepreneurship. These regulations determine the avail-
ability of personnel and employment conditions, such as
rules for hiring and dismissing employees, as well as
employee benefits such as maternity leave (Herrmann
2019). An obvious expectation in this respect is that the
more freedom an entrepreneur has in his employment
decisions, the greater his or her well-being will be. At
the same time, greater flexibility comes at the expense of
paid employees who might face a higher risk of being
laid off, or lower levels of compensation. Therefore,
while one can expect that more flexible labor market
agreements will have a positive effect on the well-being
of self-employed, they may have a detrimental effect on
paid employees.

Besides labor market institutions, institutions de-
signed to facilitate business activities should have a
positive influence on the well-being of the self-
employed. When bureaucracies are streamlined and ad-
ministrative burdens are lightened, business decision-
making can be carried out with less effort and
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frustration. Ease of engaging in business activities com-
prises not only the effort that is necessary for starting
and maintaining a business but also basic infrastructure
factors such as a reliable electrical supply. Inefficient
regulations, bureaucracies, and infrastructures can cause
delays in venture creation and frustration for an entre-
preneur. Similarly, high costs of contract enforcements
and a high level of corporate taxes reduce start-up
opportunities and make business management less en-
joyable, ultimately reducing well-being.

The same can be assumed for the level of corruption
in a country and the general quality of the government
(Dixit 2009). In terms of business performance, favor-
able regulations regarding trade across borders and case
of getting credit should be conducive to business growth
and, therefore, they can be expected to feedback into the
satisfaction and well-being of entrepreneurs. Moderate
insolvency regulations should also have a positive effect
on the well-being of self-employed people, since it
reduces fear of failure.

Paid employees may also be affected by high levels
of corruption, low quality of government, and weak
contract enforcement. However, it can be assumed that
they are less directly affected by institutions designed to
facilitate business activities than self-employed individ-
uals. Hence, the relationship between these types of
institutions and well-being of paid employees should
be less pronounced. This can be especially expected
for those institutions that are related to starting a busi-
ness, dealing with construction permits, registering
property, getting credit, protecting minority investors,
trading across borders, and resolving insolvency.

We expect that the relationship between the level of
taxation and well-being is more pronounced for individ-
uals with higher income who pay higher taxes, than for
low-income groups (Table 10 in the Appendix). Al-
though studies show that self-employed individuals do
not generally earn more than paid employees (Sorgner
et al. 2017), the effect of taxation on these two occupa-
tional groups is undetermined.

3 Data and empirical strategy

3.1 Measuring individual well-being
and self-employment

Our data source for job and life satisfaction is the EU
Statistics on Income and Living Conditions (EU-SILC).

@ Springer

These data are the EU reference source for comparative
statistics on income distribution and social exclusion at
the European level.” The EU-SILC provides compara-
ble and high quality cross-sectional data for 32 Europe-
an countries including Austria, Belgium, Bulgaria, Cro-
atia, Cyprus, Czech Republic, Denmark, Estonia, Fin-
land, France, Germany, Greece, Hungary, Iceland, Ire-
land, Italy, Latvia, Lithuania, Luxembourg, Malta,
The Netherlands, Norway, Poland, Portugal, Romania,
Serbia, Slovakia, Slovenia, Spain, Sweden, Switzerland,
and the UK. The reference population of the EU-SILC is
all private households and their current members resid-
ing in the territory of the countries at the time of data
collection. Persons living in institutional households
(e.g., hospitals, nursing homes, religious institutions)
are generally excluded from the target population. Each
year EU-SILC includes an ad hoc module in its survey
program that provides additional information in a se-
lected realm. For this study, we use the 2013 data that
includes an ad hoc module on individual well-being.

We use two indicators of individual well-being that
are available in the EU-SILC, namely, the assessment of
current overall job satisfaction and the respondent’s
satisfaction with his or her life as a whole. Life satisfac-
tion is intended to represent a broad, reflective appraisal
a person makes of his or her life. It is the by far most
frequently used concept of measuring well-being and
has a high level of validation (Pavot and Diener 2008).
The variable refers to the respondent’s feeling about the
degree of satisfaction with his or her life in “these days”
rather than specifying a longer or shorter time period.
Although the measure of life satisfaction is related to
happiness, it differs in the sense that responses to the
question regarding a person’s life satisfaction tend to be
considerably more stable over time and less influenced
by momentary incidences (Lucas et al. 1996; Diener
et al. 2013).

The precise formulation of the question about life
satisfaction in the questionnaire is as follows: “Overall,
how satisfied are you with life as a whole these days?”
(OECD 2013). The level of life satisfaction is measured
on an 11-point Likert scale, with the lowest value of 0
being “not at all satisfied” and the highest value of 10
being “completely satisfied”. This type of question is
well established in empirical research on well-being and

® For further information, see https://ec.europa.eu/eurostat/statistics-
explained/index.php/EU_statistics_on_income_and_living
conditions (EU SILC) methodology.
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it has been shown that responses have a high level of
validity (see Diener et al. 2013). The second variable of
interest is a person’s assessment of his or her level of job
satisfaction, which is also measured at an 11-point
Likert scale. The question is: “How satisfied are you
with your job?” (OECD 2013), and refers to the respon-
dent’s opinion about the current degree of satisfaction
with his or her work for money, not the work someone
does in the household or for recreation. If the respondent
has several jobs, the answer about the level of job
satisfaction refers to the primary job.°

While life satisfaction is a rather broad concept,
job satisfaction pertains only to issues that are relat-
ed to a person’s work. Since satisfaction with work
is a key element of someone’s life satisfaction, there
should be a positive correlation between the two
types of assessment. This could be the case if a poor
work environment that offers little satisfaction leads
an individual to report lower levels of life satisfac-
tion. There may, however, also be a negative effect
of job satisfaction on life satisfaction. For example,
a satisfying job with high emotional engagement
and long working hours could crowd out other ac-
tivities that are important for life satisfaction, such
as satisfying social relationships and good health.
For this reason, the correlation between the two
concepts may be quite low or even negative.

Self-employed individuals are identified in the
EU-SILC based on their self-reported current labor
market status. An individual is considered self-
employed if he or she works full-time or part-time
in self-employment to earn a profit. Paid employees
are defined as persons who work for an employer and
who receive compensation, for instance, in the form
of wages or salaries. We construct a binary variable
that equals 1 if a person is self-employed, and 0 if a
respondent is a paid employee. While we are well
aware that self-employment and entrepreneurship are
different but overlapping concepts (Henrekson and

© The non-response rate in the EU-SILC is rather low. For example, the
share of missing values for the variable measuring job (life) satisfaction
is 0.6% (0.4%). An analysis of non-responses showed that older
individuals, individuals with lower levels of formal education, and
those with lower income were more likely not to report their satisfac-
tion with job and life. To test for the presence of a non-response bias,
we run the analysis with imputed responses based on the information
about the characteristics of the respondent. The results of this analysis
were robust. Given a very low share of missing values, we decided to
report the results of analyses based on the original real values.

Sanandaji 2014), we choose to focus on the broader
concept of self-employment because we are interest-
ed in the effect of institutions on the well-being of
individuals that have made a certain occupational
choice, i.e., being self-employed or a paid employee.
This operationalization of entrepreneurship is in line
with previous literature on entrepreneurship and
well-being. In addition, we investigate different cat-
egories of self-employed individuals, such as income
levels, to account for heterogeneity within this group.

It has been shown that the levels of job and life
satisfaction someone experiences in self-employment
or paid employment varies based on her or his individ-
ual characteristics, as well as job-specific characteristics.
Education and income levels, personality, motivation
and preferences, and the tasks performed at one’s job
all come into the equation (see Shir 2016, for an
overview). To account for these characteristics, our
analysis uses the set of socio-demographic variables
included in the EU-SILC as control variables, such as
age, gender, and marital status. We also use the infor-
mation about education levels (defined according to the
ISCED classification),’ occupation (defined at a 2-digit
level of ISCO-08),® industry sector (according to the
NACE rev.2),” the number of hours usually worked
per week in the main occupation, and information on
change of job in the previous year.

We also account for a person’s financial situation,
because this may significantly affect the level of indi-
vidual well-being. The EU-SILC contains information
on gross monetary income of paid employees and gross
monetary income or losses of self-employed persons
during a previous 12-month period (such as the previous
calendar or tax year) in national currency.'® We con-
struct country-specific income quartiles to make the

7 The International Standard Classification of Education (ISCED) has
been developed by the United Nations Educational, Scientific and
Cultural Organization (UNESCO) and provides internationally com-
parable education statistics. We distinguish between primary educa-
tion, secondary education, and tertiary education in our analysis.

8 The International Standard Classification of Occupations (ISCO)
provided by the International Labour Organization is used by Eurostat
to provide internationally comparable information on occupational
participation.

° The statistical classification of economic activities (NACE; Nomen-
clature Statistique des Activités Economiques dans la Communauté
Européenne) is employed by Eurostat to provide internationally com-
parable information on participation in industrial sectors.

101 Ireland, the survey is continuous, and indication of income refers
to the last 12 months.

@ Springer
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income measure comparable between countries.'' Since
health status is an important determinant of the overall
life satisfaction (van Praag et al. 2003; Binder and Coad
2013), we include self-reported information on a per-
son’s current health condition provided by the EU-SILC
that is measured on a 5-points ordinal scale ranging from
1 (very bad) to 5 (very good).

The final sample contains 161,127 observations. It
does not include unemployed or otherwise economical-
ly inactive persons, respondents currently in full-time
education, those in compulsory military community or
service. We also do not consider home workers in our
analysis.

3.2 Variables representing
the entreprencurship-facilitating quality of institutions

We use several data sources for measuring the quality of
different types of institutions in a country. One of these
data sources is the Doing of Business Index provided by
the World Bank for the year 2013. The Doing of Busi-
ness score assesses the regulatory performance of more
than 180 countries in terms of general business-friend-
liness. It covers various areas that are relevant for self-
employment such as the ease of starting a business,
dealing with construction permits, getting electricity,
registering property, getting credit, protecting minority
investors, paying taxes, trading across borders,
enforcing contracts, and resolving insolvency (see
Table 1). One may expect that some of the
abovementioned facets of institutions like getting elec-
tricity should not be an issue for entrepreneurship in
well-developed, high-income countries. However, they
may be relevant for low-income European countries. We
use the overall Doing of Business score as a general
measure of the entrepreneurship-facilitating quality of a
country’s institutions, and we analyze the sub-indices of
the Doing of Business Index as separate indicators of the
quality of different types of institutions.

The Doing of Business Index and its separate pillars
measure the distance each country is from the “frontier’.
The frontier is a value that represents the highest level of
performance observed across all countries in the sample
in the respective year. A country’s distance to the

" The only available information concerning wealth is about
homeownership of one of the household members (whose occupational
status is not identified). Adding the variable “home ownership of one
of the household members (yes/no)” to the empirical models leads to a
significantly positive coefficient but leaves the basic results unaffected.

@ Springer

frontier is reflected on a scale from 0 to 100, where 0
signifies the lowest performance and 100 represents the
frontier. For example, a country score of 75 means that
the country was 25 percentage points away from the
frontier.'?

We employ two OECD indicators of employment
protection as measures of a country’s labor market reg-
ulation. For each country, employment protection legis-
lation is described by (i) employment protection of
regular workers against dismissal, and (ii) regulation of
temporary forms of employment. The indicator for pro-
tection of workers against individual and collective dis-
missals measures costs and procedures involved in
dismissing workers with regular contracts. The indicator
for temporary contracts refers to restrictions on the use
of fixed-term contracts, such as the number of renewals
and maximum cumulated duration of successive fixed-
term contracts, among others."? Thus, higher values of
these indicators reflect stricter levels of employment
protection.

We use two indicators to assess the general quality of
government in a country. First, the Corruption Perception
Index provided by Transparency International ranks
countries based on a score indicating the perception of
how corrupt a country’s public sector is. The Corruption
Perception Index is a widely used indicator that draws on
data sources from independent institutions specialized in
governance and business climate analysis. A higher score
of the Corruption Perception Index indicates a lower level
of perceived corruption in a country’s public sector.'* The
second indicator, the European Quality of Government
Index, focuses on both perceptions and experiences with
public sector corruption, along with the extent to which
citizens believe various public sector services are impar-
tially allocated and of good quality.'” Table 9 in the
Appendix provides descriptive statistics of all variables
used in the empirical analysis.

12 The Doing of Business Report for the year 2013 covers 185 coun-
tries. None of the European countries in our sample represents the
frontier for the overall DoB Index. While the UK is among the
countries that represent the frontier for the pillar “getting credit,” none
of the European countries in our sample reaches a score of 100 with
regard to the other pillars of the DoB Index (see Table 9 in the
Appendix).

>For further details sece http://www.oecd.
org/employment/emp/oecdindicatorsofemploymentprotection.htm.
14 Data are for the year 2013. For details see https://www.transparency.
org/cpi2013/in_detail.
15 Data are for the year 2013. For details see https://qog.pol.gu.
se/data/datadownloads/qog-eqi-data.
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Table 1 Pillars of the Doing of Business Index

Ease of starting a business Measures the paid-in minimum capital requirement, number of procedures, time and cost for a small- to
medium-sized limited liability company to start up and formally operate in economy’s largest business city.

Dealing with construction  All procedures required for a business in the construction industry to build a warehouse along with the time and

permits

cost to complete each procedure. In addition, it measures the building quality control index, evaluating the

quality of building regulations, the strength of quality control and safety mechanisms, liability and insurance
regimes, and professional certification requirements.

Getting electricity

All procedures required for a business to obtain a permanent electricity connection and supply for a

standardized warehouse. These procedures include applications and contracts with electricity utilities, all
necessary inspections and clearances from the distribution utility and other agencies, and the external and

final connection works.

Registering property

Procedures necessary for a business to purchase a property from another business so that the buyer can use the

property for expanding its business, use the property as collateral in taking new loans or, if necessary, sell the
property to another business. It also measures the time and cost to complete each of these procedures.

Getting credit

Indicates the legal rights of borrowers and lenders with respect to secured transactions through one set of

indicators and the reporting of credit information through another. The first set of indicators measures
whether certain features that facilitate lending exist within the applicable collateral and bankruptcy laws. The
second set measures the coverage, scope, and accessibility of credit information available through credit
reporting service providers such as credit bureaus or credit registries.

Protecting minority
investors
Paying taxes

Protection of minority investors from conflicts of interest and shareholders’ rights in corporate governance.

Measures taxes and mandatory contributions that a medium-size company must pay in a given year as well as

the administrative burden of paying taxes and contributions and complying with postfiling procedures. Taxes
and contributions include the profit or corporate income tax, social contributions and labor taxes paid by the
employer, property taxes, property transfer taxes, dividend tax, capital gains tax, financial transactions tax,
waste collection taxes, vehicle and road taxes, and any other small taxes or fees.

Trading across borders

The time and cost associated with the logistical process of exporting and importing goods. It measures the time

and cost (excluding tariffs) associated with three sets of procedures—documentary compliance, border
compliance, and domestic transport—within the overall process of exporting or importing a shipment of

goods.
Enforcing contracts

Time and cost for resolving a commercial dispute through a local first-instance court and the quality of judicial

processes index, evaluating whether each economy has adopted a series of good practices that promote
quality and efficiency in the court system.

Resolving insolvency

Time, cost and outcome of insolvency proceedings involving domestic entities as well as the strength of the

legal framework applicable to judicial liquidation and reorganization proceedings.

Source: World Bank (2013)
3.3 Method

In order to estimate the impact of the different measures
of the quality of entrepreneurship-facilitating institu-
tions on individual job and life satisfaction, we apply
ordered logit analysis. This method is appropriate, be-
cause it accounts for the ordinal nature of our dependent
variables. Differences in the effects of institutions on
well-being of self-employed and paid employed indi-
viduals are captured by means of interactions between
each institutional measure and the dummy variable that
indicates an individual’s current employment status:
paid employment (base category) or self-employment.
Furthermore, we include the following control vari-
ables introduced in Section 3.1: gender, age, marital
status, highest achieved level of formal education (three

categories), job-specific variables (number of working
hours, job change since previous year), financial situation
(country-specific gross income quartiles), health condi-
tion (for life satisfaction models), industry (13 industries
according to the NACE rev.2), and occupation (50 occu-
pations defined at a 2-digit level of ISCO-08). Since the
dependent variables are defined at the level of individuals
across countries, observations within countries might be
correlated. Hence, we report standard errors clustered at
the country level in all regressions. In order to facilitate
the interpretation of the results of ordered logit regres-
sions, we use the estimated coefficients to calculate pre-
dicted probabilities of being completely satisfied with
one’s job and life for both employment states at the
different levels of the institutional quality measures and
the mean values of the control variables.
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4 The empirical relationship between types
of institutions and well-being of self-employed
and paid employees

4.1 Descriptive statistics

Table 2 shows the distribution of scores on both
satisfaction scales by employment status. We ob-
serve that a higher percentage of self-employed in-
dividuals (13.58%) are completely satisfied with
their jobs, as compared with paid employed individ-
uals (11.82%). At the same time, in our sample,
there are more self-employed persons (1.82%) who
are completely unsatisfied with their jobs than paid
employed persons (0.75%). Our analysis shows that
when compared with self-employed individuals, a
slightly higher percentage of paid employees are
strongly satisfied with their lives in general. On
average, the self-employed report a significantly
lower satisfaction score on both scales compared
with paid employees, and there is a stronger varia-
tion in the satisfaction scores among the self-
employed than among paid employed individuals.
Table 3 shows the correlations between the well-
being variables and institutional indicators. Individ-
ual life satisfaction has the strongest positive corre-
lation with the Doing of Business index (»=10.213)
and specifically with three of its pillars “resolving
insolvency” (r=0.201), “trading across borders”
(r=0.192), and “paying taxes” (r=0.178). We also
observe a strong positive correlation between indi-
vidual life satisfaction and both of our indicators of
the quality of governance, the Corruption Perception
Index (r=0.253) and the Quality of Government
Index (r=0.217). Similar results are observed for
individual job satisfaction, although the correlation
coefficients are slightly lower in comparison with
the results for life satisfaction. Moreover, both the
Corruption Perception Index and the Quality of
Government Index show rather strong correlations
with the Doing of Business Index. Indeed, the Cor-
ruption Perception Index and the Quality of Govern-
ment Index are statistically closely related (r=
0.943), and there are relatively high correlations
between the Quality of Government Index and the
following pillars of the Doing of Business Index:
“dealing with construction permits,” “getting elec-
tricity,” “paying taxes,” “trading across borders,”
“enforcing contracts,” and “resolving insolvency”.

LRI
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Remarkably, the correlations between our measures of
individual well-being and the indicators of employment
protection legislation are rather low. The strongest rela-
tionship that we find in this category of institutions is
between individual life satisfaction and regulation of
temporary contracts (r=— 0.097). It is also noticeable
that regulations and practices that directly affect starting a
business as measured by the Doing of Business pillar
“starting a business” are most strongly and positively
correlated with the general quality of government. The
statistical relationships between the pillar “starting a busi-
ness” and job and life satisfaction are, however, rather
low (»=0.069 and r=0.021, respectively).

Table 4 shows correlation coefficients between
individual job and life satisfaction and the indicators
for institutional quality for self-employed and paid
employed individuals separately. Confirming to our
expectations (see Section 2.2), we observe a stronger
positive relationship between the separate pillars of
the Doing of Business Index and the job satisfaction
of the self-employed in comparison with that of paid
employees. The Corruption Perception Index and the
Quality of Government Index are both positively
associated with the life satisfaction of individuals
regardless of their employment status. However,
the relationship between these indices and job satis-
faction is stronger for the self-employed than for
paid employees.

To summarize, the correlations indicate a moderate
relationship between the measures for the different types
of institutions used in our analysis and individual well-
being. These relationships are stronger for job satisfac-
tion than for life satisfaction and for the self-employed
than for paid employees.

4.2 Results of multivariate analysis

This section presents the results of our multivariate
analysis. As a first step, we identify the effects of the
quality of entreprencurship-facilitating institutions on an
individual’s job and life satisfaction for each institution-
al measure separately (Section 4.2.1). We then identify
the relative importance of institutional factors by esti-
mating our model and including all measures of institu-
tions simultaneously (Section 4.2.2). Section 4.3 per-
forms a robustness check by estimating the model for
different income quartiles to account for heterogeneity
among self-employed individuals.
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Table 2 Well-being by employment status
Score on the Job satisfaction Life satisfaction
satisfaction scale
Paid employed Self-employed Paid employed Self-employed
Number of  Share of Number of  Share of Number of  Share of Number of  Share of
observations  responses observations — responses observations  responses observations  responses
(%) (%) (%) (%)
0 1053 0.75 381 1.82 914 0.66 256 1.23
1 923 0.66 236 1.13 580 0.42 143 0.69
2 1950 1.39 441 2.1 1245 0.9 263 1.26
3 3298 2.35 667 3.18 2678 1.93 530 2.55
4 4516 3.22 882 421 3843 2.76 712 342
5 12,754 9.1 2302 10.98 13,763 9.9 2275 10.93
6 14,178 10.12 2082 9.93 12,719 9.15 2214 10.64
7 25,930 18.5 3333 15.9 27,066 19.47 3954 19
8 37,711 26.9 4782 22.81 42,428 30.51 5687 27.33
9 21,282 15.18 3007 14.35 20,564 14.79 2804 13.48
10 16,572 11.82 2847 13.58 13,243 9.52 1968 9.46
Total 140,167 100 20,960 100 139,043 100 20,806 100
Mean 7.292 7.050%%* 7.321 7.106%%*
Standard 1.985 2.296 1.842 2.022
deviation

Satisfaction scales are 11-point Likert scales ranging from 0 “not satisfied at all” to 10 “completely satisfied”. ¢ test of equal means, as
compared with the sample of paid employed persons; ***statistically significant at the 1% level

4.2.1 Individual well-being and the institutional
environment

We begin our analysis by estimating the model including
the Doing of Business Index and its interaction with an
individual’s employment status (Table 5). The estimated
coefficient for the Doing of Business score represents the
relationship between this institutional variable and the
level of job satisfaction (model I) and life satisfaction
(model II) for paid employees. The coefficient for the
interaction term indicates the extent to which the relation-
ship between the institutional variable and the well-being
of self-employed individuals differs from the relationship
for paid employees.'® We find that the overall ease of
doing business is positively related to job and life

'6 The coefficients for the dummy variable that represents the occupa-
tional status can hardly be interpreted in a meaningful way. It measures
the relationship for the self-employed in the unrealistic case that the
institutional variable has the value of zero. Hence, in further analyses
we only report the effect of the institutional variable and its interaction
with the employment status. Also, see Brambor et al. (2006) for more
details on the interpretation of models with interaction terms.

satisfaction of paid employees, but even more so for
self-employed respondents. This can be regarded as an
indication of a stronger relevance of entrepreneurship-
facilitating institutions for the self-employed than for paid
employed individuals. This finding is also in line with our
expectations (see Section 2.2).

To facilitate the interpretation of this result, we keep
all control variables at their mean values and plot the
predicted probabilities of being completely satisfied
with one’s job and life for both employment states
based on the observed scores of the Doing of Business
Index (Figs. 1 and 2).""The probability that an average
self-employed person living in a country with a low
Doing of Business score (60 out of 100, corresponds to
Serbia) to report the highest value on the job satisfac-
tion scale is only 4.7%, while it is 8.1% for a compa-
rable paid employed person. This difference, however,
is not statistically significant.

17 The lowest value of the Doing of Business Index in the sample is
observed for Serbia (Doing of Business score = 60.46), and the highest
is observed for Denmark (Doing of Business score = 85.63).

@ Springer



M. Fritsch et al.

886

OI[EJI UI AIB /() 9AOQE SJUSIIIJO0D UOTIB[ALIO)) “20URdLIUSIS JO [9AJ] 950 e JuedyIusis A[[eonsne)s are

17313}

Ue M pospret asoy) 3dooxa SJUSIdIJe0d UOHB[ALIOD [V

Xopu|
P60 6TS0— €€0°0— L£80 ¥ESO 8.0 690 6£T0 9£00 000 TS0 LSO SITO 080 9LO0— LITO 9EI'0  IUSWIUIdAOD jo Ajend) 8
Xopuy
I SSE0— ISI'0— 6290 SS90 6920 8L90 1S00 €600 600 6vS0  S90 LTEO 860 S600— €50 L91'0  uondeosdq uondnuo) /[
JUSWIUIAA0S Jo Ajifend)
I 9bT0 9€0— 991'0— 8I'0— 98€0— I8T0— €090— €I€0— €€€0— SIE0— 8LI'0— 8650— THO'O L600O— T900— s10enu0d Arerodwal, 9]
(s10enU0Y JB[NTOI)
S[ESSTUWSIP QAT}O[[0D
[ LLOO 960'0— LEO'O SLTO— 8LOO— TTHO— TSO0O— €610 1TT0— L600— 891'0— SI00 €00— SI00-— pue [enpIAIpul G|
uone[n3ol joxIew J0qe|
I LTO 9790 LISO L6E0  +0°0 STOO— 80€0 TEHO  LOL'O ZEL0 €00— 10TO 1110 AoudAjosul SUIA[OSY ]
I 70 1IF0 S900— 10C0 SII'0 +ETO  €0¥0  €C0 €SS0 CI'0— S910  SII0 SJOBUOO SUIIOJUY ¢
I 950  6€£20 TIOO 8200 TLKO 890 I€TO ZHLO S900— T6I'0 6110  SIOPIOq SSOIE Sulpei] [
I TLI0  LTO0 €€00  6C€0 10S0  €€00  €b9°0 1L00— 8LI'0O  II10 soxe) Suiked [
SI0)SaAUL
[ LST'0 TI1°0— 891'0— SEI'0  L8TO0  9€0 100- 1100 0 Auourw 3unoaord (1
[ SEC0 8000— THO'0 ¥T00—  #O¥'0 S000— 1200 900°0— uparo Sumen 6
I L9T0 TOT'0 9110 6FE0 8€00— 8900 6600 Apedoxd Sunssioy g
I 80 6210  SS0 LSO0O— LOT'O  [LOO AoInooe Sumen L
syuuzed uononnSuod
[ +2T0 200 9L00— 8910 6010 [ Suledq 9
[ TIEO0 9900— 1200 6900 ssousnq e Sunels ¢
[ 8800— €IT0 TPI'0 Xopuj ssouisng jo Suoq
sxeid sy pue xapuj ssauisng jo Sutog
I 6£00— $00— pakordwegos ¢
[ €870 uonoejsyes oI ¢
1 uonoejsipes qor |
Ll 91 Sl vl €1 4! I 01 6 8 L 9 S 14 € 4 [

Aypenb [euonmusur Jo sI01edIpUI AU} PUB FUIQ-[[oM [ENPIAIPUT USIM]OQ SUONR[ALIO)) € J[qeL

pringer

NS



Types of institutions and well-being of self-employed and paid employees in Europe 887

Table 4 Correlation coefficients between individual well-being and institutional quality indicators by employment status

Self-employed

Paid employed

Job satisfaction

Life satisfaction ~ Job satisfaction  Life satisfaction

Ease of doing business

- Doing of Business Index 0.265

- Starting a Business 0.176

- Dealing with construction permits 0.126

- Getting electricity 0.126

- Registering property 0.211

- Getting credit 0.125

- Protecting minority investors 0.094

- Paying taxes 0.059

- Trading across borders 0.205

- Enforcing contracts 0.241

- Resolving insolvency 0.201
Labor market regulation

- Individual and collective dismissals (regular contracts) -0.011%

- Temporary contracts -0.169
Quality of government

- Corruption Perception Index 0.276

- Quality of Government Index 0.268
Number of observations 20,960

0.234 0.098 0.179
0.087 0.062 0.003*
0.09 0.042 0.071
0.078 0.037 0.087
0.133 0.079 0.010
0.148 0.017 0.062
0.103 0.034 0.084
0.101 0.045 0.126
0.171 0.071 0.157
0.209 0.082 0.118
0.206 0.088 0.219
—0.033 0.013 0.007
—0.156 —0.051 —0.095
0.256 0.109 0.219
0.252 0.116 0.233
20,806 140,167 139,043

@

All correlation coefficients except those marked with an

Moreover, there is an almost 41% probability that a
self-employed person living in a country with a high
Doing of Business score (90 out of 100) will be
completely satisfied with his or her own job, while this
probability is only about 18.3% for a comparable paid
employed person (Fig. 1). Similar results are observed
for the relationship between the Doing of Business score
and the probability of being completely satisfied with
one’s life in general. However, the predicted probabili-
ties are lower in this case, and there are no significant
differences between employment states (Fig. 2).

In sum, these results suggest that the quality of
entrepreneurship-facilitating institutions, as measured
by the Doing of Business score, is more strongly and
positively related to individual job satisfaction than to
individual life satisfaction. This is not surprising if we
consider the general business environment as having
less of an impact on an individual’s overall life than
the specific daily experiences of his or her job. The
results also indicate that the general ease of doing busi-
ness is more important for the well-being of the self-
employed than of paid employees.

are statistically significant at 10% level of significance

Additional results of the two models for job and life
satisfaction in Table 5 indicate that older people and
males report lower levels of well-being, while being
married has a positive effect. The number of working
hours per week and a change of occupation in the
previous year are negatively related to overall life satis-
faction, but this relationship is not statistically signifi-
cant for job satisfaction. Both job satisfaction and over-
all life satisfaction seem to be higher for individuals with
higher incomes. Lastly, individuals with a higher level
of formal education tend to report higher levels of life
satisfaction, while the relationship between educational
level and job satisfaction is negative. This finding is in
line with previous studies (e.g., Clark and Oswald 1996;
Millan et al. 2013).'®

¥ In an attempt to explain this latter result, Clark and Oswald (1996)
speculate that higher education induces higher aspirations for charac-
terizing one’s situation as “good” or “excellent” that are then not
fulfilled in reality. Millan et al. (2013, 665) suggest “that employees
with university studies have more demanding jobs and have to meet
higher expectations, and thus keeping one’s job is more challenging.”

@ Springer
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Table 5 Job satisfaction, life satisfaction, and the Doing of Business score

Self-employed (yes=1; no=0)

Doing of Business Index

Self-employed (yes = 1; no =0) X Doing of Business index
Age

Male

Married

Secondary degree

Tertiary degree

Working hours per week

Job change since last year

Total gross yearly income from employment: 2nd quartile
Total gross yearly income from employment: 3rd quartile
Total gross yearly income from employment: 4th quartile
Health status

Industry fixed effects
Occupation fixed effects
Log pseudo likelihood
Pseudo R?

Number of observations

I Il
Job satisfaction Life satisfaction
- 4079 - 1782
(0.5936) (0.4333)
0.0314™ 0.0597""
(0.0107) (0.0150)
0.0583™" 0.0255™
(0.0084) (0.0059)
- 0.00634""" -0.0104""
(0.0019) (0.0024)
- 0.0849™" - 0.0369
(0.0225) (0.0280)
0.115™ 04617
(0.0166) (0.0467)
0.1018 0.220
(0.0284) (0.1578)
-0.156 0.239
(0.0998) (0.1614)
- 0.000202 - 0.00749""
(0.0019) (0.0019)
0.0403 - 0.0979
(0.0487) (0.0638)
0.169™ 0.150™
(0.0388) (0.0338)
0375 0.295™
(0.0532) (0.0441)
0.626™ 0.475™
(0.0736) (0.0557)
- 0.689"
(0.0535)
YCS*** YCS***
Yes*** Yes***
- 316,282.43 - 291,884.86
0.0183 0.0494
161,127 159,849

Results of ordered logit regression. Dependent variable: 11-point scale measuring job and life satisfaction. Standard errors clustered on the
country level in parentheses. ***Statistically significant at the 1% level; **statistically significant at the 5% level; *statistically significant at

the 10% level

In our next step, we repeat this analysis and estimate
our model including each measure of a country’s insti-
tutional environment separately. Table 6 reports only the
estimated coefficients of the respective institutional var-
iable and the coefficients of the interaction of this insti-
tutional variable with the dummy variable that indicates
if an individual is self-employed. Thus, each row in this
table corresponds to one model for job satisfaction and
one model for life satisfaction. The first row in Table 6

@ Springer

shows the relationship between the Doing of Business
Index with job satisfaction and life satisfaction, as ex-
plained in detail above (see Table 5).

We find statistically significant positive coefficients
for many of the sub-indices of the Doing of Business
score. Pillars measuring the ease of “dealing with con-
struction permits,” “getting electricity,” “trading across
borders,” “enforcing contracts,” and “resolving insol-
vency” are significantly positively related to job

EEINT3
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Fig. 1 Predicted probabilities of ©
being completely satisfied with
one’s job by employment status
and different levels of Doing of
Business score. 95% confidence -
intervals are reported =Y
8
[e]
a
°
L
0
B
a
o

60

satisfaction of the self-employed, while the relationship
is not statistically significant for the paid employees. A
high value for the sub-index “paying taxes,” which
measures the level of tax contributions and the admin-
istrative burden of paying taxes, is positively related to
job satisfaction for both groups, but the effect is signif-
icantly stronger for self-employed respondents. Quite
remarkably, no statistically significant relationship is
found for the “starting a business,” “getting credit,”
and “protecting minority investors” sub-indices. The
reason for this somewhat surprising result may be that
these regulations matter more for nascent entrepreneurs
than for paid employees or self-employed persons. We
find again similar but weaker relationship between the
pillars of the Doing of Business Index and individual
overall life satisfaction.'’

Turning to the strictness of labor market regula-
tion, we find (and this is quite surprising) that none
of the indicators for labor market regulation affects
the job and life satisfaction of paid employees.
There is, however, the expected significantly nega-
tive relationship between restrictions on the use of
temporary contracts with the job and life satisfaction
of self-employed individuals. To demonstrate this
result, Fig. 3 shows the predicted probabilities of
being completely satisfied with one’s job depending

19 We do not plot predicted probabilities of being completely satisfied
with job and life for each sub-index of the Doing of Business Index,
because the results are similar to our result for the overall Doing of
Business score.

T
70 80 90
Doing of Business Index

——& —- Paid employed

—=e—— Self-employed

on the level of regulation of temporary contracts. An
average self-employed individual facing a weak reg-
ulation of temporary contracts has a 21.6% proba-
bility of being completely satisfied with his or her
job, compared with just a 2.4% likelihood if a very
strict regulation of temporary contracts applies. For
paid employed persons, the probability of being
completely satisfied with a job also decreases with
the increasing strictness of this regulation, but this
decrease is not statistically significant.

Furthermore, the relationship between the measures of
the quality of government and individual job and life
satisfaction is statistically significant and positive. This
relationship is slightly more pronounced for the Corrup-
tion Perception Index than for the Quality of Government
Index. Figure 4 plots predicted probabilities of being
completely satisfied with one’s job based on the different
values of the Corruption Perception Index. The values
range from 40 (corresponds to Bulgaria and Greece) to 91
(observed for Denmark). The probability of being
completely satisfied with one’s job is highest for self-
employed individuals (the maximum value is 36.6%) if
the Corruption Perception Index is very high (corre-
sponding to low a perceived level of corruption). The
probability of being completely satisfied with one’s job
also increases for paid employees, but at a considerably
lower rate. Lower levels of perceived corruption seem to
enhance the job satisfaction of self-employed individuals
more strongly than the job satisfaction of paid employees.

All in all, the results clearly suggest that those types
of institutions that prove to be statistically significant for

@ Springer
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Fig. 2 Predicted probabilities of
being completely satisfied with
one’s life by employment status
and different levels of Doing of
Business score. 95% confidence
intervals are reported

Predicted probability

60

job or life satisfaction work in the same direction for
both the self-employed and paid employees. None of the
institutional variables has an opposite effect on the two
groups. There is no indication that a positive effect for
self-employed respondents comes at the expense of
the well-being of paid employees, or vice versa. In
general, the effect is significantly stronger for the self-
employed than for paid employed persons. There is no
type of institution for which the effect is significantly
weaker for self-employed than for paid employed
individuals. This suggests that shaping institutions
to be more entrepreneurship-facilitating does not
necessarily imply a lower level of well-being for paid
employees.

4.2.2 What types of institutions are particularly
important for individual well-being?

Due to the considerable correlation between some of
the measures of the different categories of institu-
tions (see Section 4.1), there is a concern that the
results of models including each measure separately
may result in overestimating their relationship with
individual well-being. To account for this concern
and to shed more light on the relative importance of
institutional regulations for individual well-being,
we estimate models that include all sub-categories
of institutions simultaneously. Specifically, we in-
clude the pillars of the Doing of Business Index in
the model and we exclude the Corruption Perception

@ Springer
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70 80 90
Doing of Business Index

——&—- Paid employed —e— Self-employed

Index and the Quality of Government Index, since
they do not reflect certain types of regulation.?’

Table 7 reports the results of the model estimations.
The effects of institutions become less significant in this
model specification. In particular, we find that the dif-
ferences between self-employed and paid employed
individuals are less significant, as reflected in the corre-
sponding interaction terms. There is robust evidence for
a strong positive association with individual job satis-
faction and entrepreneurship-fostering institutions, par-
ticularly the sub-indices of the Doing of Business Index,
such as “registering property,” “enforcing contracts,”
and “resolving insolvency.” The latter two indices are
also positively associated with life satisfaction, while
there is a significantly negative relationship between
the sub-index “protecting minority investors” and
individual life satisfaction. In line with the previous
analysis, the different types of institutions are more
strongly associated with job satisfaction than with life
satisfaction for both the self-employed and paid
employees.

In contrast with the previous results, the coeffi-
cient for restrictions on the use of temporary con-
tracts, which was significantly and negatively relat-
ed to the individual well-being of self-employed
persons, is no longer statistically significant.

oA potential drawback of this analysis is that it might raise a
multicollinearity issue. Nevertheless, we consider this additional anal-
ysis to be helpful in assessing the relative importance of institutional
factors for individual well-being.
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Fig. 3 Predicted probabilities of ™
being completely satisfied with
one’s job by employment status
and different levels of strictness of
regulation of temporary contracts.
95% confidence intervals are
reported

2
1

A
1

Predicted probability

Moreover, the indicator for paying taxes, which was
found to be significantly positive in the previous
analysis, is now not statistically significant for paid
employees, and its interaction term with self-
employment status is significantly negative. This
means that the burden of tax regulation decreases
the job satisfaction of self-employed but not of paid
employees. Figure 5 presents the predicted probabil-
ities of being completely satisfied with one’s job
calculated for different levels of tax regulation keep-
ing other institutional variables and control variables
at their mean values. It shows that strong tax

Fig. 4 Predicted probabilities of 0
being completely satisfied with
one’s job by employment status
and different levels of Corruption < A
Perception Index. High levels of -
this index indicate low perceived =
corruption. 95% confidence AR
. [e]
intervals are reported s

°

i)

O N

o

o

o

o

T T T T

3 4
Regulation of temporary contracts

——@ —- Paid employed n——— Self-employed

regulation, including high administrative burden of
paying taxes, decreases this probability substantially
for self-employed persons, while there is no signif-
icant effect for paid employed persons.

4.3 Robustness check: the role of the income level

As a final step of our analysis, we investigate whether
our main results differ depending on the individual
income level. Relative income level can be regarded
as an indication of entrepreneurial success and more
productive entrepreneurship (Sorgner et al. 2017).

40
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Fig. 5 Predicted probabilities of < A
being completely satisfied with T
one’s job by employment status
and different levels of tax
regulation. 95% confidence
intervals are reported

Predicted probability

Fostering successful, productive entrepreneurship is
therefore crucial for economic growth (Shane 2009).
Thus, we investigate whether the quality of
entrepreneurship-facilitating institutions is more rel-
evant for more successful entreprencurs by estimat-
ing our baseline model (as in Table 5) separately for
individuals in the lowest (1st) and the highest (4th)
quartiles of the country-specific income distribution.
The results are shown in Table 8, which only reports
the coefficients of models for job satisfaction, since
they are more pronounced as compared with the
results for life satisfaction.?’

The results suggest that the ease of doing business is
important for the self-employed in both income quar-
tiles, but the effects are stronger for entrepreneurs with
high incomes. This indicates that entrepreneurship-
fostering institutions might be particularly relevant for
successful entrepreneurs. The results are quite different
for paid employees, though. We observe that regulations
related to the ease of doing business are mainly relevant
for the job satisfaction of respondents in the lowest (1st)

2! The results for life satisfaction can be found in Table 10 in the
Appendix. The results are in line with the results for job satisfaction.
For instance, the same institutions that are relevant for the life satisfac-
tion of paid employees are also relevant for their job satisfaction.
However, we find the differences between both employment types to
be less significant in the lowest income quartile. Moreover, institutional
variables seem to be more relevant for the life satisfaction of paid
employees with high levels of income than for their job satisfaction.
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income quartile while they are almost irrelevant for paid
employees in the highest (4th) income quartile. The only
exception is the ease of registering property, which is
only important for paid employed persons with high
incomes.

Figures 6 and 7 demonstrate the differences in the
effects of the Doing of Business Index on the pre-
dicted probability of being completely satisfied with
one’s job for individuals in low- and high-income
quartiles. We find that higher values of the Doing of
Business Index are related to a significant increase
in the probability of being completely satisfied with
one’s job for self-employed persons in both income
quartiles. For paid employees, such a pattern is only
observed for those in the Ist income quartile. The
probability of being highly satisfied with one’s job
is rather unaffected by variations of the overall Do-
ing of Business Index for individuals in the 4th
income quartile.

When we examine the effects of strictness of em-
ployment regulation, the results are robust for both
income quartiles. The strictness of temporary con-
tract regulation is significantly and negatively related
to the well-being of self-employed individuals. In
addition, the quality of government and the level of
perceived corruption seem to be largely irrelevant for
the job satisfaction of paid employees with high
incomes. However, we observe significant effects of
both measures for self-employed individuals in both
income quartiles.
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Fig. 6 Predicted probabilities of
being completely satisfied with N
one’s job by employment status
and different levels of Doing of -
Business Index. Subsample of -
individuals in the 1st country- %
specific income quartile. 95% 2
confidence intervals are reported g '

2

a

o

60

5 Discussion and conclusions

Previous literature emphasizes how institutions im-
pact an individual’s subjective well-being (e.g.,
Fritsch et al. 2019). The present paper contributes
to this literature by analyzing the importance of
different types of institutions on the perceived
well-being of self-employed and paid employed
individuals. In particular, we assess the importance
of entrepreneurship-facilitating institutions, institu-
tions regulating labor markets, the quality of gov-
ernment, and perceived corruption on the job and

Fig. 7 Predicted probabilities of 0
being completely satisfied with
one’s job by employment status
and different levels of Doing of <
Business Index. Subsample of s
individuals in the 4th country- =
specific income quartile. 95% S
confidence intervals are reported g_
el
L
O N+
o
o
a
o4

90
Doing of Business Index

——&—- Paid employed —&— Self-employed

life satisfaction of the self-employed and paid em-
ployees. Our empirical analysis is based on the
rich individual-level data from EU-SILC that we
merge with country-level institutional measures
from a variety of statistical sources.

The findings clearly show that a country’s insti-
tutions can have a rather significant effect on the
well-being of its population. However, they seem to
matter more for well-being among self-employed
individuals than for paid employees. An important
finding of our investigation is that our institutional
variables do not have an opposite effect for

60
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individuals in either self-employment or paid em-
ployment. In other words, there is never a positive
relationship between a specific institutional catego-
ry and the well-being of self-employed persons, but
a negative effect on the well-being of paid em-
ployees, or vice versa. This also holds for institu-
tional categories where one could expect to find
such opposite effects, like labor market regulations
of individual and collective dismissals or regula-
tions of temporary employment. This result sug-
gests that introducing more entrepreneurship-
facilitating institutions does not come at the ex-
pense of the well-being of paid employees. Hence,
promoting an institutional framework for a more
entrepreneurial society appears to be a strategy that
benefits both the self-employed and paid
employees.

The three global indicators for a country’s insti-
tutional framework that we use in our analyses,
the Doing of Business Index, the Corruption Per-
ception Index, and the Quality of Government
Index, are closely correlated and have a highly
significant impact on the self-employed as well
as on paid employees. According to the empirical
estimates, the most important single types of insti-
tutions are “enforcing contracts,” “trading across
borders,” and “dealing with construction permits.”
While “enforcing contracts” describes the liability
of the legal system, “trading across borders” indi-
cates the openness of an economy and exposure to
international competition. “Dealing with construc-
tion permits” may be regarded as a measure of the
general density of regulation and the efficiency of
a country’s public administration.

An unexpected result of the analysis is that the
labor market regulations, particularly restrictions
for temporary contracts, do not seem to play a
significant role in the job and life satisfaction of
paid employees. This result is quite remarkable
given that many authors assume that labor market
regulation plays a key role in entrepreneurship (see
Herrmann 2019). Restrictive labor market regula-
tion shows, however, the expected negative rela-
tionship with the well-being of the self-employed.
Another surprising finding is that the Doing of
Business Index sub-index “ease of starting a

business” is not significantly related to the well-
being of either the self-employed or paid em-
ployees. A possible explanation for this result
may be that a large majority of the self-employed
respondents own well-established businesses that
have been operating for a long period of time.
Hence, the effort of starting a business is no
longer relevant for their current well-being.

Our analysis is not without limitations. Overcom-
ing these limitations presents promising avenues for
further research. First, the analysis is based on a
pure cross-section due to data limitation. Hence, we
are unable to assess the dynamics of institutional
change that could better allow for the identification
of causal relationships. Given that institutional
change tends to be rather slow and path-dependent,
a dynamic analysis of the role of institutional change
on individual well-being may require datasets that
offer longer time series. Second, our measures for
job and life satisfaction represent rather broad eval-
uations of well-being that may not be very sensitive
to variations of more specific institutions. Hence,
future research could use more nuanced measures
of well-being in order to better understand the effect
of specific institutions. Third, comparable microdata
on individual well-being and other personal charac-
teristics was only available for a large, but still
limited set of European countries. Including data
from a larger numbers of countries with more di-
verse levels of institutional quality could improve the
validity and relevance of the results.

While this paper reveals that our institutional
variables have differing effects on the subjective
well-being of self-employed and paid employed
individuals in terms of importance and direction,
future research could shed more light on the spe-
cific channels through which institutions influence
individual well-being. It is also important to deter-
mine how a specific population’s general level of
well-being, particularly the level of job and life
satisfaction of the self-employed, contributes to
the type of entrepreneurship found in more entre-
preneurial societies. Is a high level of well-being
more conducive to the emergence of innovative
new businesses, or does it stimulate less innovative
forms of entrepreneurship?
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Appendix

Table 9 Descriptive statistics

Variables Mean Median Standard Minimum Maximum Number of
Deviation observations
Job satisfaction 7.260 8 2.030 0 10 161,127
Life satisfaction 7291 8 1.868 0 10 161,127
Self-employed 0.130 0 0.336 0 1 161,127
Age 44.008 45 10.912 18 65 161,127
Sex 0499 0 0.500 0 1 161,127
Married 0.606 1 0.489 0 1 161,127
No vocational degree 0.037 0 0.190 0 1 161,127
Vocational degree 0613 1 0.487 0 1 161,127
Tertiary degree 0349 0 0.477 0 1 161,127
Working hours 39.042 40 10.028 1 99 161,127
Job change 0.058 0 0.234 0 1 161,127
Ist income quartile 0232 0 0422 0 1 161,127
2nd income quartile 0250 0 0.433 0 1 161,127
3rd income quartile 0257 0 0.437 0 1 161,127
4th income quartile 0261 O 0.439 0 1 161,127
Health condition 4.030 4 0.755 1 5 159,849
Ease of doing business indicators
- Doing of Business Index 72.602 71.61  6.466 60.46 85.63 161,127
- Starting a business 86.578 88.56 5262 75.67 94.38 161,127
- Dealing with construction permits 69.381 70.13  12.791 20.8 91.59 161,127
- Getting electricity 74596 75.42  14.340 35.16 98.35 161,127
- Registering property 74873 77.18  12.677 4227 94.11 161,127
- Getting credit 70356 68.75  16.782 18.75 100 161,127
- Protecting minority investors 55.520 56.67  10.457 30 86.67 161,127
- Paying taxes 77.745 79.06  9.388 51.47 95.07 161,127
- Trading across borders 83.774 84.77 5.376 71.24 92.97 161,127
- Enforcing contracts 67.102 67.7 9.969 43.06 85.7 161,127
- Resolving insolvency 66.096 60.63  21.387 31.36 97.7 161,127
Strictness of labor market regulation
- Restrictions for individual and collective dismissals 2218 2.230 0492 1.095 3.185 135,205
(regular contracts)
- Restrictions for the use of individual dismissals (regular 2.188 2.197  0.477 1.179 3.010 125,148
contracts)
- Temporary contracts 2234 2167 0.822 0.542 3.833 125,148
- Collective dismissals (additional restrictions) 3214 3375 0.693 1.625 5.125 125,148
Quality of government indicators
- Corruption Perception Index 63.441 60 15.402 40 91 161,127
- Quality of Government Index 48.369 49.329 17.326 16.353 79.935 138,495
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