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Taxation and the Future of Work: How Tax Systems Influence
Choice of Employment Form

Abstract

Recent policy discussion has highlighted the variety of ways in which the world of work is
changing. One development prevalent in some countries has been an increase certain forms
of non-standard work. Is this beneficial, representing increased flexibility in the workforce,
or detrimental, representing a deterioration in job quality driven by automation,
globalisation and the market power of large employers? These changes also raise crucial
issues for tax systems. Differences in tax treatment across employment forms may create
tax arbitrage opportunities. This paper investigates the potential for such opportunities for
eight countries. It models the labour income taxation, inclusive of social contributions, of
standard employees and then of self-employed workers (with applicable tax rules detailed
in the paper’s annex). The aim is to understand whether countries’ tax systems treat
different employment forms differently, before approaching the broader question of
whether differential treatment has merit when evaluated against tax design principles.

This is OECD Tax Policy Working Paper No. 41. The annex to this paper is Tax Policy
Working Paper No. 42, accessible here: DOI: https://doi.org/10.1787/6b20cce5-en.
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SUMMARY

Recent policy discussion has highlighted the variety of ways in which the world of work is
changing. In this regard, one recent development has been that many countries have seen
increases in forms of non-standard work. This raises questions over whether such trends
have been beneficial, representing increased flexibility and adaptability in the workforce,
or detrimental, representing a deterioration in job quality driven by automation,
globalisation, labour market deregulation and the increasing market power of large
employers.

These changes also raise crucial issues for tax systems. Labour taxes (i.e., personal income
tax and social security contributions) are the largest tax category in an overwhelming
majority of OECD countries. Tax differentials across employment types therefore have the
potential to produce significant labour market effects, along with significant tax revenue
consequences. This raises questions of the extent to which increases in some forms of non-
standard work are driven by tax considerations. Moreover, it raises questions of whether
tax systems need to adapt to increases in non-standard work in OECD countries and, if so,
how.

Building on the OECD’s Taxing Wages framework, this paper analyses the labour (and,
where relevant, capital) income taxation, inclusive of social contributions and non-tax
compulsory payments, of different employment forms for a set of eight countries. The key
guestion of interest is whether the tax treatment of self-employment differs from that of
standard employment, as tax treatment differentials between these two groups may create
tax arbitrage opportunities. This paper assesses whether differential treatment has merit
when evaluated against accepted notions of good tax design.

The main results are as follows:

e Firms that contract labour from self-employed workers instead of hiring standard
employees generally face lower tax burdens on a per-worker basis. In countries
where this tax treatment differential is large (e.g., the Netherlands, the United
Kingdom), the tax system may be a driver of increased self-employment.

e The contract type that minimises the tax cost of labour may vary with the wage and
other factors, such as bargaining power. For each country, the paper shows results
for individuals earning a low wage through to those earning 250 percent of the
average wage. In general, firms that contract labour from self-employed workers
face a lower tax burden across the wage spectrum.

e Firms may have the ability to further reduce their tax burdens by deducting labour-
related costs and other labour-related corporate income tax provisions from the
corporate income tax base. As they can vary by employment form, deductibility
rules are an important factor to consider in assessing which contract types tax
systems may be incentivising.

This is OECD Tax Policy Working Paper No. 41. The tax rules underlying these results are
summarised Tax Policy Working Paper No. 42, accessible here: DOI:
https://doi.org/10.1787/6b20cce5-en.
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TAXATION AND THE FUTURE OF WORK: HOW TAX SYSTEMS
INFLUENCE CHOICE OF EMPLOYMENT FORM

1. Introduction

1. Recent policy discussion has highlighted the myriad of ways in which the world of
work is changing (OECD, 2019a). In a number of OECD countries, growing shares of
workers earn income outside of traditional employee-employer relationships. While these
trends are driven by many factors, including labour market regulation and demographic
change, there is concern that rising shares of non-standard forms of employment in some
countries may be unduly driven by incentives embedded in tax systems. In particular,
differences in the tax treatment of standard employees relative to non-standard workers
may create tax arbitrage opportunities, both for firms in their selection of labour contracts
offered to workers (e.g., a full-time employment contract versus a contract for services)
and for individuals in their choice of organisational form (e.g., employee versus
unincorporated or incorporated self-employment). This paper investigates the potential for
such opportunities by assessing the extent to which the taxation of self-employment differs
from the taxation of standard employment.

2. For a set of eight countries — Argentina, Australia, Hungary, Italy, the Netherlands,
Sweden, the United Kingdom and the United States — the analysis models the labour
income taxation, inclusive of social contributions, of standard employees according to 2017
tax rules as well as the labour (and, where relevant, capital) income taxation of non-
standard employment forms and, in particular, of self-employed workers. The aim is to
understand whether countries’ tax systems treat standard employees and self-employed
workers differently, before approaching the broader question of whether differential
treatment has merit when evaluated against accepted notions of good tax design. To the
extent that they exist, opportunities for tax arbitrage across employment forms diminish the
effectiveness of tax systems. This can mean that firms and individuals carrying out similar
activities may be subject to different levels of taxation, with implications for equity, tax
revenue generation and the future sustainability of social protection systems.

3. The paper is organised as follows. Section 2 discusses tax system design principles
in light of variation in employment form. Section 3 presents three stylised cases of
employment, outlining how the tax treatment of standard employment may differ from that
of self-employment. Section 4 provides a typology of non-standard employment forms,
working with established definitions, for the set of countries analysed. Section 5 presents
the methodology, including new tax system information collected for the analysis and an
overview of the measures employed to analyse labour taxation. Section 6 presents the
results, first using the Netherlands as a case study to show the analysis in greater detail for
a single country, and second showing the results across the eight countries. Finally, Section
7 discusses policy considerations and potential directions for future work.

2. Tax System Design Principles Applied to Employment Form
4. This section elaborates upon two overarching principles of tax policy — equity and

neutrality — as they relate to employment form, as these principles are key to assessing the
merit of differential tax treatment.

TAXATION AND THE FUTURE OF WORK: HOW TAX SYSTEMS INFLUENCE CHOICE OF EMPLOYMENT FORM © OECD 2019



10 | OECD TAXATION WORKING PAPERS

2.1. Equity

5. One long-accepted criteria of good tax design is equity, the aim that taxation be
“fair” for all taxpayers. Equity is broken down into two notions: vertical equity, which
stipulates that individuals with a greater “ability to pay” should bear proportionally higher
tax burdens, unpinning progressivity in tax systems; and horizontal equity,* which demands
that similarly situated individuals (e.g., of the same age, with the same number of
dependents, with similar income levels, etc.) face similar tax burdens.

6. This paper is concerned with the topic of horizontal equity applied to employment
form and whether individuals carrying out similar activities and deriving similar income
from these activities should exhibit differences in tax liabilities on the basis of their
employment status. Consider, for example, a difference in tax treatment solely on the basis
that one individual carries out an activity as an employee while the other as a self-employed
contractor. Is differential tax treatment equitable? How should policymakers trade off
differences in taxation across employment form with the policy aim of horizontal equity?

7. As discussed comprehensively by Freedman & Chamberlain (2001), this policy
area is full of challenges, including the fact that different legal codes (e.g., labour, tax and
social security) may offer different guidance (as discussed in further detail in Section 4.3).
Designing rules that ensure a horizontally equitable tax system would involve clear
definition, in the tax and social security systems, of employment forms and the broad
alignment of tax treatments and benefits entitlements applied across them.

8. However, some claim that there is a fundamental difference in the economic reality
of different employment forms, namely, of employees and genuinely self-employed
workers. Employees and self-employed workers in many ways face different economic
realities in terms of the agency they have over their work, the social protections they are
afforded, and the risks they bear. According to this view, they are not simply individuals
carrying out the same activities; and because there are fundamental differences between
employment forms, there is no breach of horizontal equity.

9. This gives rise to the question of whether there are fundamental differences
between different employment forms, and whether those differences can justify departures
from the principle of horizontal equity in tax treatment. It also raises the question of
whether, as the lines between these employment forms become more blurry, the case for
differing tax treatments becomes weaker. There are a variety of reasons why differences
between employed and self-employed workers can merit departures from the principle of
horizontal equity.

10. A common point made in justifying differences in tax treatment is that there are
fundamental differences between employees and the self-employed with respect to the
variety of risks that characterise self-employment: of job uncertainty, investment loss and
overall competitive pressure. It could, therefore, be argued that the self-employed should

L While the idea that the tax structure should impose similar burdens on equally well-off individuals
has roots in the writings of Thomas Hobbes and John Stuart Mill, it was first mentioned in the
twentieth century by Henry C. Simons and A.C. Pigou: “[T]ax burdens should bear similarly upon
persons whom we regard as in substantially similar circumstances” (Simons, 1938); “[T]axes should
bear similarly upon persons similarly situated” (Pigou, 1949). The term “horizontal equity” was
coined by R.A. Musgrave (Musgrave, 1959). It came into common usage in the 1960s and 1970s,
including by J.E. Meade in his influential report examining the UK tax structure: “A good tax system
should be horizontally equitable, i.e. should treat like with like” (Meade, 1978).
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face lower tax liabilities as compensation for the greater risk they assume. According to
this view, the government, through the tax system, should share in the risk associated with
self-employment. However, in competitive markets, self-employed workers should
demand a wage premium relative to employees for the higher risks they bear (holding all
else equal), obviating the role of the government in reducing risk differentials across
employment forms. Workers’ abilities to demand a wage premium will depend on their
bargaining power.

11. A similar and related argument that is often made is that employees are entitled to
greater employment rights and so should face higher tax burdens. However, this is a cost
to the firm, not a benefit received by the government so this should likewise be priced in to
the wage offered.

12. Rationales for departures from horizontal equity across employment forms can also
stem from the fact that employees may have different benefit entitlements than self-
employed workers. In such cases, there can be a case for higher effective tax rates on
employees to finance these benefits. In countries where social benefits are closely tied to
social security contributions (SSCs) paid by employees, many countries levy different
levels of SSCs across employment types. However, where social benefits are financed
largely or wholly from tax revenues, there may be a case for different tax treatment as well.

13. Differences in horizontal equity can also be motivated by different costs of working
between self-employed workers and employees. In practice, few countries itemise
deductions for employed workers, and so standard deductions proxy for the employment
costs for these workers. However, self-employed workers often provide their own facilities
and equipment (consider for example, the specialised tools of a dentist or a plumber), which
may merit more generous deductions for self-employed workers than for employees.

14, In addition, there may be a need for different tax treatments due to differences
between employees and the self-employed in evasion or tax avoidance opportunities. While
employed workers often have their tax deducted at source, self-employed workers often
remit their own taxes to the tax authority. Tax remittance plays a key part in taxpayer
compliance. Employees are also usually subject to third-party reporting of their income to
the tax authority, which is often not the case with self-employed workers. A wide literature
points to the importance of third-party reporting in ensuring taxpayer compliance.
Sometimes it is suggested that the tax treatments of these two broad categories of workers
may need to be different from a compliance and audit perspective, with self-employed
workers taxed at different rates depending on their responses.

15. Finally, the complex tax treatment of corporate and capital income needs to be
considered. As discussed above, self-employed workers often make capital investments in
the form of facilities and equipment. In this sense, their income is a composite of labour
and capital income. In most countries, capital income is taxed differently to labour income.
Therefore, there is a horizontal equity argument in these countries for the capital component
of self-employed income to be taxed at similar rates to that of other forms of capital
income.? This logic may justify departures from strict horizontal equity between self-
employed and employed income tax. Furthermore, such investments can result in losses in
certain years of a self-employed business. This raises the question of the extent to which

2 This is notwithstanding other arguments that taxing capital and labour income differently may
introduce arbitrage opportunities and lead to the self-employed or other workers re-characterising
labour income as capital income (OECD, 2018d).
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provisions such as loss-offsets, commonly available to corporations but not to individuals,
should be made available to the self-employed.

2.2. Neutrality

16. Closely linked to the notion of horizontal equity is tax neutrality. If similarly
situated individuals face the same tax burden, tax will not be a factor in their decision to
shift organisational form; thus, we can say that the tax treatment is neutral. However, if the
opposite is true and tax is a factor in an individual’s decision to shift organisational form
(or in a firm’s decision to hire a worker of a different contract type), then the tax treatment
is non-neutral. It is important to note that similar tax treatment can also be non-neutral (e.g.,
given differences in benefit entitlements).

17. Neutrality as a basic concept is simple: tax systems should strive to be neutral so
that decisions are made on their economic merits and not for tax reasons. In practice,
however, trade-offs between neutrality and other, competing goals can be difficult to
resolve and, thus, taxes often end up being non-neutral.

18. It is important for policymakers to also consider ways in which departures from
horizontal equity can have negative neutrality consequences. The self-employed are often
entitled to larger deductions than the standardised deductions typically offered to employed
workers. However, economic research points to the higher elasticity of deductions with
respect to income tax rates than declared income. This means that self-employed workers
may have higher opportunities to inflate or falsify deductions than employed workers to
reduce their tax liability. Thus, departures from horizontal equity can result in negative
neutrality consequences.

19. A similar argument holds with respect to labour and capital income. As discussed,
part of self-employed workers” income can be considered to be the returns on capital that
they have invested (e.g., in tools or equipment) which is often taxed at lower rates in OECD
countries. However, this can create incentives for the self-employed to re-characterise their
labour income as capital income.

20. In some cases, deviations from a neutral tax system are unavoidable. It is widely
agreed that tax payments should increase with some measure of well-being, like income,
consumption or wages (i.e., vertical equity). In other cases, deviations from a neutral tax
system reflect the goals of policymakers. For example, tax systems are often designed to
encourage home ownership, contributions to charity, health insurance, and higher
education and to discourage smoking and drinking alcohol. Environmentally-related taxes
aim to curb pollution, while R&D tax credits aim to spur innovation.

21. In the domain of organisational and employment form, how should policymakers
think about tax neutrality? On the one hand, tax systems are clearly not neutral with respect
to organisational form simply by virtue of the fact that corporate entities face a different
tax structure compared to non-corporate entities. In addition, countries commonly aim to
encourage entrepreneurship by taxing the self-employed at lower rates, placing the aim of
economic growth and job creation above neutrality. In light of the fact that tax systems may
not be neutral with respect to organisational and employment form, the next two sections
examines the related empirical literature. How countries’ other policy aims may fit with
horizontal equity and tax neutrality is discussed further in Section 7.
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3. Taxation of Different Employment Forms: Three Stylised Cases

22. In order to provide a broad sense of how differences in taxation across employment
forms may matter, this section presents an overview based on three stylised cases (leaving
detailed definitions of these employment forms to the following section):

e Case 1: Standard employee;
e Case 2: Unincorporated self-employed worker (contractor); and

e Case 3: Incorporated self-employed worker (worker is the owner-manager of
his/her own company organised as a corporation).

The stylised tax treatment of these three cases illustrates the ways in which different
employment forms can give rise to different tax treatments, which in turn can give rise to
incentives to shift from one employment form to another. See Table 1.

23. In Case 1, a firm that hires a standard employee typically faces a labour cost
consisting of the employee’s gross wage and employer social contributions made on his/her
behalf. The employee is typically liable for personal income tax (PIT) and employee social
contributions.

Table 1. Taxation of Different Employment Forms: Three Stylised Cases

. Case 2: Unincorporated self- Case 3: Incorporated self-
Case 1: Standard employee
employed contractor employed contractor
Firm Contracting firm Contracting firm

A firm hires a worker under a
standard employment contract. A firm hires an unincorporated A firm hires the corporation of

Labour cost typically consists self-employed worker as a the self-employed worker as a
of: contractor. Labour cost typically  contractor. Labour cost typically
o Wage consists of only the wage (no consists of only the wage (no
o Employer social employer social contributions) employer social contributions)

contributions
Employee Contractor Contractor / owner-manager

The corporation of the self-
employed worker is hired as a
contractor. He/she is typically
liable for:
e PIT (on labour income)
o Self-employed social

An unincorporated self-
employed worker is hired as a
contractor. He/she is typically

An employee is hired under a
standard employment contract.
He/she is typically liable for:

liable for: oo
o PIT ! . PIT contributions (or
o Employee social e Self-emploved social contributions an owner-
contributions >Mploy manager must make on
contributions

their own behalf)
o CIT & any taxes on
capital income

Source: Authors, based on analysis of OECD questionnaire responses.

24, In Cases 2 and 3, a firm hires a contractor (and is therefore “the contracting firm”).
Whether the contractor is unincorporated or incorporated, the contracting firm faces a
labour cost consisting of only the wage, as firms are often not liable for employer social
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contributions on behalf of workers they engage as contractors. The worker’s tax liability
will depend on whether he/she is incorporated. If unincorporated, the contractor is liable
for PIT and self-employed social contributions (or contributions that an owner-manager
must make on his/her own behalf; these may be akin to employee or employer
contributions, where the individual is considered the employer of him/herself); if
incorporated, the contractor is liable for PIT on the portion of income derived from labour,
self-employed social contributions, and corporate income tax (CIT) on the portion of
income derived from capital as well as any other taxes on capital income (e.g., dividend or
capital gains taxes).

25. This paper is concerned with the incentives of a firm in choosing between
employment forms, i.e., whether to offer a worker a contract befitting Cases 1, 2 or 3. For
a firm, the interesting choice will be between Cases 1 and 2, as there is little difference for
a contracting firm between Cases 2 and 3. For firms, the option to engage self-employed
contractors rather than standard employees lends flexibility (though there are many other
labour market regulation issues to bear in mind, such as the need to comply with health and
safety codes, working times, etc.). Smaller firms, in particular, may lack the capacity to
hire permanent, full-time employees; contractors, including platform workers, may offer
diverse and less expensive inputs compared to those available in local markets.

26. In addition, hiring workers under non-standard contracts often offers cost
advantages, which can incentivise a firm to hire workers as independent contractors rather
than as traditional employees. Some of these costs are directly linked to the tax system. A
firm must balance the labour cost advantage against what is lost in terms of better
monitoring of workers’ effort and the productivity gains that come with investments in
firm-specific human capital. This trade-off likely varies by sector and labour market
structure. These hiring decisions may also be affected by a range of other non-tax
considerations.

217. Additionally, it is concerned with the incentives of an individual in choosing
between employment forms, i.e., whether to enter standard employment or to organise as a
self-employed worker and, within the choice for self-employment, whether to incorporate
or not. In the choice between Cases 1 and Cases 2 and 3, i.e., the choice of self-employment
over standard employment, many non-tax factors will be relevant.

28. Non-standard work arrangements may offer increased work-hour and work location
flexibility as well as opportunities to supplement wage income. However, tax also plays a
role. In many countries, the self-employed are able to take advantages of more generous
expensing rules for business-related tax costs. In addition, individuals may differ in the
degree of social insurance that they want. In this case, individuals may prefer to be self-
employed if the social security system in their country allows them to opt out.

29. Another margin along which individuals may choose their organisational form is
the decision to operate as an unincorporated self-employed worker or to organise under a
corporate structure. Incorporation allows firms to benefit from the greater ease of trading
shares, which makes it easier to sell equity to outside investors and thereby spread risk
across a larger number of investors. Incorporation may also carry the benefit of limited
liability, exempting owners from the legal liability for the corporation’s debt.® Limited

3 Even though the benefits of limited legal liability are available in theory, in many cases in practice
the requirement for directors and/or shareholders to provide collateral and personal guarantees in
the case of small and medium enterprises (SMEs) can lead to the owners and directors of a small
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liability is an advantage of organising as an S corporation in the United States, for example.
Tax will play a role here as well, as different tax provisions apply to unincorporated versus
incorporated firms. When the corporate tax rate is low relative to an individual’s personal
tax rate, the individual has an incentive to reclassify earnings as corporate rather than
personal income for tax purposes. Entrepreneurs would find this easy to do in most
countries, since they merely have to incorporate and retain their earnings within the firm,
generating taxable corporate income instead of wage and salary income.

30. One factor limiting the attractiveness of the corporate form is that, typically, a
corporation not only faces CIT on any earnings not paid out as wages or interest, but
shareholders, in addition, face PIT liabilities on dividend pay outs and realised capital
gains. Unincorporated firms, in contrast, face payroll taxes and PIT on the firm’s profits.
The treatment of tax losses may differ according to corporate status as well. Which form
will end up being the most favourable will depend on the personal versus corporate income
tax rate differential.

31. On the other hand, there are also many non-tax reasons for choosing standard
employment over non-standard employment, namely, security. Standard employees often
have open-ended contracts as opposed to finite and potentially insecure contract work.
While certain traits often associated with self-employment — flexibility and mobility — are
often cast as unambiguously good, other individuals may prefer stability to flexibility. Here
as well, tax plays a role. Individuals may prefer standard employment for the sake of future
benefit entitlements.

32. Finally, it is important to note that, as a practical matter, it is not always the case
that individuals have a choice in the organisational form under which they are engaged. In
the face of bargaining power imbalances, an individual with a strict preference for a
standard employment contract may only have the option of contract or “gig” work. This
will be dictated by the labour market power of firms’ vis-a-vis individuals.

33. These three cases provide an overview of the modelling described in more detail in
Section 5. While this paper focuses on the ways that tax affects employment form, it does
not claim that tax is the only, or even the most important, motivating factor. By way of a
simplified summary, there are two key sources of variation in tax treatment across
employment forms. First, there are differences across employment form in social
contribution liabilities (of both firms and of individuals). Second, there are differences
across employment form resulting from incorporation (where a portion of income becomes
taxed as corporate income rather than labour income). How these two features impact
firms’ and individuals’ overall tax liabilities will be shown in Section 6.

34. Of course, employment forms in specific countries do not match these stylised
cases in a straightforward way. The following section will make clear the variety of
employment forms that exist in the countries considered. Moreover, as will be discussed,
there is considerable ambiguity across different employment categories and how they are
defined in countries’ legal systems.

corporation assuming similar levels of liability in respect of debt obligations as would be the case if
they were an unincorporated self-employed worker.
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4. Forms of Non-standard Work

35. The term “standard work” has become shorthand for certain features of
employment contracts that have been common across many OECD countries: full-time,
open-ended and dependent employment. “Non-standard” tends to be defined by what work
relationships are not instead of what they are. This section discusses definitions of non-
standard work and self-employment using definitions of employment forms developed by
international organisations. It then presents a typology of employment forms and describes
some of the challenges in defining self-employment in a consistent manner across
countries. It then summarises the non-standard employment forms considered in this paper,
organised according to the typology.

4.1. Narrowing the Scope of Non-standard Work

36. Despite the growing interest in non-standard employment, there is no universal
definition of this category (European Commission, 2017). Instead, a variety of definitions
of non-standard work have been developed by various international organisations.
According to the OECD (2015) definition, non-standard work includes self-employment
(including own account workers); temporary or fixed-term contracts; and part-time work.

37. Other definitions distinguish between salaried employment comprising standard
employment (i.e. full-time permanent contracts) and non-standard employment (e.g. part-
time, temporary contracts, zero-hour etc.); and self-employment. According to the
International Labour Organisation (ILO) (2016), non-standard work refers to “jobs that fall
outside of the realm of standard work arrangements, including temporary or fixed-term
contracts, temporary agency or dispatched work, dependent self-employment, as well as
part-time work, including marginal part-time work.” The European Commission’s
definition of non-standard work refers to fixed-term contracts, temporary agency work,
part-time work and independent contract work (European Commission, 2015).

38. This paper relies upon the OECD definition as it considers self-employment to the
broadest extent; the ILO definition includes only dependent self-employment and the
European Commission definition only independent contractor work. It is important to note
that, for simplicity and because the primary interest of this paper is the tax treatment of the
self-employed, this paper does not consider the tax treatment of temporary contracts or
part-time work. It focuses on the tax treatment of the self-employed relative to the tax
treatment of standard work, leaving analysis of the full set of employment forms for future
work.

39. Finally, it will help to distinguish between self-employed individuals who engage
employees and own-account workers (see ILO, 1993). This paper focuses on own-account
workers: “those workers who, working on their own account or with one or more partners,
hold the type of job defined as a ‘self-employment job,” and have not engaged on a
continuous basis any ‘employees’ to work for them during the reference period.”

4.2. A Typology of Employment Forms

40. Having narrowed the employment forms considered from the full set of non-
standard work to own-account workers, it is also useful to distinguish between different
types of own-account workers, as the tax treatment across these different kinds of workers
may differ. Eurofound (2010) identifies five basic categories of self-employment:
entrepreneurs; traditional “free professionals”; craft workers, traders and farmers; self-
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employed workers in skilled but unregulated occupations; and self-employed workers in
unskilled occupations.

Table 2. Typology of Employment Forms

This table presents a typology of employment forms. It takes its definition of non-standard work from OECD
(2015) and its definition of self-employment from Eurofound (2010).

Standard work Standard employees
Non-standard work  Temporary contracts

Part-time work
Fixed-term contracts
Self-employed  Self-employed with employees = entrepreneurs
Own-account workers ~ Free professionals
Craft workers, traders, farmers
Skilled workers
Unskilled workers

Source: Authors, based on OECD (2015) and Eurofound (2010).

41. Entrepreneurs are self-employed individuals who run their business with the help
of employees. As such, they are not considered own-account workers but self-employed
workers with employees. This paper considers the remaining types of self-employed to be
own-account workers and focuses on the analysis of these individuals. Free professionals
are self-employed individuals who, in order to work in their occupation, must meet specific
requirements, abide by regulations and duty-bound codes and often pass examinations to
be listed in public registers. They generally carry out their activities alone or in association
with other professionals and with the help of a limited number of employees, if any. This
includes, for example, doctors, lawyers, etc. Craft workers, traders and farmers represent
the traditional forms of self-employment. These self-employed workers often work with
their family members and possibly a small number of employees. Finally, two varieties of
self-employed are identified: self-employed workers in skilled but unregulated occupations
and self-employed workers in unskilled occupations. Both generally run their business
without the help of employees.

42. The employment forms discussed thus far are presented in Table 2 as a typology.
The forms of non-standard work that are not considered here — temporary contracts, part-
time work and self-employed with employees — appear in grey to emphasise that they are
not analysed. This paper does not consider the entrepreneur and his or her employer jointly.
It considers standard employment and the various forms of own-account workers.

4.3. Challenges in arriving at a Consistent Definition of Self-employment

4.3.1. Inconsistent Approaches across Countries

43. In our analysis across countries, it is useful to arrive at a consistent definition of
own-account workers in order to ensure that we are comparing “like with like,” i.e., similar
kinds of workers with consistency. However, this is challenging, as countries have taken a
variety of approaches to defining all forms of employment, including the self-employed. In
particular, definitions of self-employment across countries span different legal categories,
including labour law, tax law, trade law, civil law and social security law.
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44, Table 3 summarises the legal categories according to which self-employment is
defined in OECD countries. In some countries — the United Kingdom and Ireland — there
is no statutory definition of self-employment. In place of a legal definition, the United
Kingdom relies upon judicial guidance in cases dealing with tax and employment laws
(Barnard and Blackham, 2015; Eurofound, 2010), while Ireland relies upon codes of
conduct. In other countries — Finland, Hungary, the Netherlands and Poland — alternative
terms stand in for “self-employment.” The term “entrepreneur” is used in Finland, Hungary
and the Netherlands. Hungary also uses the term “sole proprietor” or “sole trader.” In
Poland, “conducting business activity outside agriculture” is the expression used; this form
of activity may refer to both entrepreneurs (self-employed with employees) and some
categories of own-account workers as defined in Section 4.2 (e.qg., craft workers).

Table 3. Definitions of Self-employment across Legal Categories in OECD Countries

In the table below, an “X” indicates the presence of a definition according to that particular legal category.

Labourlaw Taxlaw Tradelaw Civil/ common law Social security law
Australia X
Austria X X
Belgium X
Czech Republic X
Denmark
Estonia X X X
Finland X
France
Germany X
Greece
Hungary
Iceland
Ireland X
Italy X
Latvia X
Lithuania X
Luxembourg

The X
Netherlands

Norway
Poland
Portugal X
Slovak Republic X

Slovenia X X
Spain X X
Sweden X
Switzerland

Turkey X
United Kingdom X

United States X X

>
X X X X

P

>
X X X X X X X

<X X X X

> X
>
> X

>

Source: European Commission (2017) for EU countries and Iceland, Norway, Switzerland and Turkey; OECD
questionnaire responses for non-EU countries.
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45, Looking across countries, it emerges that the most common definition of self-
employment is rooted in social security law. This is likely due to the rigour that social
security systems impose in clearly delineating who pays for, and thus who is entitled to,
different social benefits. Following social security law, countries’ tax la