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Abstract: In this paper, we analyse the determinants of the decision to become self-employed 

among commuters and non-commuters. In the entrepreneurship literature it is claimed that the 

richness and quality of an individual’s business, professional and social networks play an im-

portant role for the decision to become self-employed. People that commute between 

localities in the same region or between localities in different regions will most probably be 

able to develop richer personal networks than non-commuters, since they can develop 

network links both in the locality where they live and in the locality where they work. In this 

paper, we test this hypothesis using micro-data for around three million individuals in 

Sweden. As far as we know, this is the first time this hypothesis is tested. In our empirical 

analysis, we make a distinction between three groups of individuals: non-commuters, intra-

regions commuter and inter-region commuters. For each of this groups we test how the 

probability of becoming self-employed is influenced by a number of characteristics of 

individuals, characteristics of home and work localities and regions. Our results indicate a 

significant difference between non-commuters and commuters in terms of the role of 

networks for becoming self-employed. On the one hand, we find for non-commuters that 

living and working in a locality with rich business networks reduce the probability of 

becoming self-employed. For commuters, on the other hand we find that working in a locality 

with rich business networks increase the probability to become self-employed. In this latter 

case, living in a municipality with rich business networks has a non-significant effect on the 

probability of becoming self-employed. Our results indicate that it is the business networks 

where people work, rather than where they live that exerts a positive influence on the 

probability of becoming self-employed.  
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1. Introduction 
In this paper we analyse how the labour market behaviour of individuals influence the proba-

bility that they will turn from employment to self-employment. In an earlier paper (Backman 

and Karlsson 2013), we among other things showed that the probability of commuters becom-

ing self-employed is positively influenced by the accessibility to entrepreneurs in their work 

locality, while the same accessibility in their home locality was insignificant. We interpreted 

this as an indication of the importance of the business, professional and social networks that 

individuals build up in their work localities that are critical for becoming self-employed while 

the networks they build up in their home municipality play an insignificant role. 

In this paper, we broaden and deepen our earlier analysis in several ways. Firstly, we check 

for, if being a commuter earlier, influence the probability of non-commuters to become self-

employed, i.e. if old business, social and professional networks may play a role for the deci-

sion among current non-commuters to become self-employed later in life. Secondly, we ana-

lyse if the duration of the commuting career among current commuters influence the decision 

to become self-employed. The idea here is that it probably take several years to build up the 

necessary networks in the work locality to have got all the different contacts that might be 

critical for becoming self-employed. Fourthly, we make separate estimations for four 

aggregated occupational categories and for different educational levels.  

Our empirical results show, for non-commuters, that living and working in a locality 

(municipality) with rich “business networks” in terms of accessibility to self-employed 

reduces the probability of becoming self-employed but if, on the other hand the locality is 

located in a labour market region (commuting region) with rich “business networks” increases 

the probability of becoming self-employed. Interestingly, if a non-commuter earlier has been 

a commuter that decreases the probability of becoming self-employed.  

For commuters that commute within a labour market region our results show that working in 

a locality with rich “business networks” increases the probability of becoming self-employed 

for all categories analysed except those with an occupation within management and 

administration. For these commuters it is only for one of seven categories – cognitive 

occupations – that rich “business networks” in the region has a positive effect on the 

probability of becoming self-employed and for one category – social occupations – the effect 

is even significantly negative. Years of commuting have a significant positive effect on the 

probability of becoming self-employed for six of the seven categories.  

Turning now to long-distance commuters, i.e., people that commute between different labour 

market regions the effect of “business networks” on the probability of becoming self-

employed varies substantially. For people in cognitive occupations we get significant positive 

effects from rich “business networks” in both the home and the work locality as well as from 

the home region. People in management and administrative occupations rich “business 

networks “ in the home locality has a positive effect on the probability of becoming self-

employed, while rich “business networks” in the work locality has a negative effect. For 

social occupations we find a positive effect from rich “business networks” in the home 

locality and a negative effect from rich “business networks” in the work region. For people 
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with standardised occupations we get no significant effects. People with a low education get a 

positive effect from rich “business networks in the home locality but the opposite from rich 

“business networks” in the work locality. For those with a medium education we found a 

significant positive effect from rich “business networks” in the home locality. For people with 

higher education all the network effects were insignificant. For all groups of long-distance 

commuters we found that the probability of becoming self-employed increased significantly 

with the number of commuting years.     

This paper is organized as follows: In Section 2, we discuss the foundations and formation of 

“entrepreneurship” networks and their role individuals’ decisions to become entrepreneurs, 

i.e. to become self-employed. Section 3 present our empirical design with chosen variables 

and empirical results. The last section, 4, concludes the paper.  

2. “Entrepreneurship” networks: their foundations, their formation 

and their role for new firm formation 
In this section, we develop the theoretical foundations for our main hypotheses that the den-

sity of the “entrepreneurship” networks in the locality where people work has a significant 

positive influence on their probability of becoming self-employed, i.e. to become entrepre-

neurs. We do so by first discussing the foundations for and the formation of general economic 

networks in Sub-section 2.1. In Sub-section 2.2, we concentrate the focus on the foundations 

for and formation of general social networks, since the entrepreneurship literature today con-

tains numerous contributions illustrating the importance of private, business and professional 

networks for the start-up, launching and running of a new business. In the last sub-section 

(Sub-section 2.3), we identify a condensed form of social networks, that we name “entrepre-

neurship” networks and highlight their critical role in several dimensions for peoples’ will-

ingness to become entrepreneurs. We focus on the mechanisms behind the formation of these 

networks and in which spatial milieus these networks are formed. However, the critical point 

here is if there are systematic differences in terms of which “entrepreneurship” networks that 

are most important for entrepreneurship, namely those in the locality where a person live or 

those in the locality where a person works. 

2.1 Economic models of networks 
Economic models for the emergence of networks – ‘connections’ models’ (Jackson and 

Wolinsky 1996) – cope with circumstances where actors have the possibility to set up 

bilateral links with other actors in order to get access to something that they value. When all 

the actual links are added together they form a network. In the connection model, each actor 

initially possess some information. When a link is established between actor i and actor j that 

allows actor i to access not only the information possessed by actor j but also to other 

information, which actor j has access to via his other links (and vice versa for actor i). 

Furthermore, the larger the distance in the network between actor i and actor j, the lesser the 

degree to which actor i will have access to the information possessed by actor j. 

In our case the nodes, i.e., the actors, are represented by individuals. This implies that the 

networks we are interested in can be called social networks. The existing links in a network 
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should be interpreted as capital objects, since they represent sunk costs. This implies that net-

works bring rigidity and structure into the interaction patterns at all spatial scales, since they 

tend to reduce interaction costs between the nodes in the network. Network links achieve cap-

ital properties since their establishment is the result of a link-specific investment that has to be 

carried by both nodes, i.e. individuals, but often to varying degree. When, for example, two 

individuals decide (explicitly or implicitly) to establish a joint link and thus a network, it is 

possible to think of this as the outcome of an evolutionary, gradual search and trial process. 

Thus, we may regard the outcome as a Nash equilibrium of a non-cooperative game, where 

each part would lose by leaving the network. 

It is possible to introduce a spatial dimension into the connections’ model by making the costs 

of establishing a link dependent upon actors spatial location. In a model presented by Johnson 

and Gilles (2003), geographic space is represented by a unit-length line along which the 

actors are located at fixed intervals. It is assumed that the cost of creating a link between two 

actors increases linearly with the distance on the line between the two actors. In a similar 

model developed by Carayol and Roux (2007), actors are located on a circle at equidistant 

intervals, and therefore do not initially occupy asymmetrical positions. 

Within a network equilibrium both these models for reasonable large parameter intervals gen-

erate ‘small-world’ networks, i.e. networks characterized by very high rates of proximity links 

and relatively few long-distance links. ‘Small world’ networks satisfy two conditions: i)  a 

small diameter of the network as well as a low average distance between the actors inside the 

network, and ii) a high clustering coefficient relative networks where links are created 

through a random process. The two models predict that spatial proximity is a central deter-

mining factor for collaborative choices, i.e. for the establishment of links. The rationale be-

hind this is quite simple. It is more rational, ceteris paribus, for an actor to establish a link to 

another actor who is close by, rather than to an actor that is far away when the initial infor-

mation endowment of each actor is equal and when the cost of creating a link to a nearby ac-

tor is lower. However, when actors in a network only have formed links to nearby actors, it 

might be worthwhile for an actor to substitute a nearby link with a more distant link due to the 

extra information he can gain indirectly from the distant actor’s other links despite the higher 

costs for establishing a distant link. 

It is possible in this kind of models that in network equilibrium the number of distant links is 

too low in a network. This implies an efficiency problem: when one actor establishes a long 

distance link, this generates a positive externality for the nearby actors to which he has a link 

and it may now be the case that no other actor is motivated to establish a second distant link 

even if that would gain the network as such, since for the individual actor the cost of estab-

lishing a distant link might be higher than the gain for this individual actor. 

This kind of simple models can be extended by assuming heterogeneity among actors. Jack-

son and Rogers (2005) constructed a model where actors are brought together on ‘islands’, 

where the cost of establishing links on ‘islands’ are lower than the costs of establishing links 

between ‘islands’. With this model the authors are able to identify all stable networks and 

they find that all these networks are ‘small world’ networks as well as efficient networks. A 
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second possible extension is the keep the assumption of complete heterogeneity and analyse 

the creation of networks as a dynamic process. Carayol and Roux (2009) models the 

formation of networks through a stochastic process disrupted by the establishment of links 

which makes it possible to analyse the structural attributes of the network equilibrium for 

different values of the distance decay function. They show that for a rather wide parameter 

value interval the network equilibrium is made up of ‘small world’ networks that are 

characterized by a high proportion of local links and a low average distance. In a somewhat 

earlier study Carayol, et al. (2008) use genetic algorithms and Monte Carlo simulations to get 

a better understanding of the characteristics of efficient networks and the instruments to 

determine the degree of inefficiency of created networks. Their results show that long-

standing equilibrium networks tend to have a too low density and that the long-distance links 

tend to be too few but also that long-distance links should be more structured around actors 

with a central location in the network. Central actors are those with most links within the 

network but it can also be those actors that functions as network ‘gatekeepers’, i.e. those 

actors that create links between groups of actors who are scattered and thereby improve the 

diffusion of information and knowledge. 

The connections’ models briefly described above have several common assumptions of which 

some may be questionable. One questionable assumption is that no learning is taking place, 

i.e., there is no increase in the different actors’ knowledge due to the interaction in the net-

work. It is questionable because it has been stressed in the literature that repeated interaction 

between actors reduces the cognitive distance between them (Nooteboom 2004). When the 

knowledge base of actors become more similar due to repeated interaction, this might reduce 

to the willingness to continue to interact, since the options for further learning are reduced.    

The possibility that actors might want to reduce interaction or even stop interacting with some 

other actors when the options for future learning are reduced is dealt with in a model by 

Cowan, et al. (2006), which integrates the ‘past-dynamic’ into the network creation process. 

Here, the establishment and the destruction of links between firms is an ongoing process, 

which is influenced by the specific changing characteristics of firms following the interaction 

with other firms. At each stage of the process, every individual firm has a certain stock of 

knowledge and every firm deliberately chooses the firms with which is wants to interact. The 

motivation is that each firm through its interactions get an opportunity to combine its 

knowledge with the knowledge possessed by other firms and through that combination create 

new knowledge, which can be used to innovate. It such attempt has a certain probability to 

succeed and if it succeeds then the new knowledge created is used as an input in an 

innovation process. The newly created knowledge is also added to the firm’s knowledge 

stock. Interestingly, it is not in the interest of the firms to continue a successful interaction, 

since repeated interaction has a lower probability of generating a new innovation, since their 

knowledge bases are now more equal. On the other hand, a repeated interaction is connected 

with lower uncertainty and makes it easier for each partner to anticipate the behaviour of the 

other, i.e. interaction is becoming easier, which increases the probability of success.  

It is possible to introduce a spatial perspective in the Cowan, et al. (2006) model. In the origi-

nal model, interaction during an earlier period is the only factor that reduces the uncertainty of 
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actors concerning the failure risk of any interaction. Spatial proximity between actors is an-

other factor that probably tend to reduce the uncertainties among actors about if other actors 

can be trusted or not. It enables the diffusion of information about the reliability of actors that 

are potential interaction partners and increases the possibility of sanctions in case of disloyal 

behaviour. Thus, we can assume that actors have a higher probability to establish links with 

other actors nearby, ceteris paribus. Spatial proximity may even be a substitute for cognitive, 

technological and/or organizational proximity in order to increase the probability of a success-

ful interaction and cooperation (Autant-Bernard et al. 2012). 

The perhaps most important conclusion of the above discussion is that when actors self-or-

ganize and establish links and networks, these networks tends according to theoretical models 

to be ‘small world’ networks. From a spatial perspective this implies that self-organised net-

works mainly tend to develop at the level of localities even if of course some of the links can 

be to actors in other localities. We now turn to a discussion about the formation and charac-

teristics of social networks that due to their character and dependence of face-to-face interac-

tions naturally are ‘small world’ networks.             

2.2 Social networks    
We start our discussion of social networks by defining and delineating three types of networks 

for individuals that are working either as employees or as self-employed as follows:
1
 

 An individual’s private network is his/her links to other individuals in the (extended) 

family, friends and other acquaintances, i.e. the links representing expressive 

relations(Lincoln and Miller 1979). We here focus on those private links that can be 

utilized for economic purposes.  

 The business/work networks of an individual are here interpreted as the instrumental 

links (Lincoln and Miller 1979) an individual have to other individuals. These links 

can be limited to other people working at the same workplace but for many individuals 

the network also includes links to other individuals representing actual and potential 

customers and suppliers, where the supplier group not only includes links to suppliers 

of inputs in the form of goods and services but also links to providers of all kinds of 

business services including financial services but also other individuals representing 

various public administration organizations. 

 Professional networks, lastly, are instrumental links mainly related to an individual’s 

education, occupation and/or work tasks and includes links to individuals within occu-

pational associations, trade unions, communities of practice, chambers of commerce, 

employers’ associations, Rotary, etc.     

If we add an individual’s links in all these three networks together, we can talk about his/her 

social network. The social network allows an individual to draw on the information, 

knowledge, expertise, contacts and resources of other individuals and also get help and sup-

port from them (Burt 1992). Such a network represents an individual’s social capital, i.e. the 

                                                           
1
 Of course, an individual can have a link to another person trough more than one network. 
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actual and potential resources embedded within, available through and derived from the net-

work of relations possessed by an individual (Coleman 1988; Uzzi 1996; Nahapiet and 

Ghoshal 1998). A critical factor of social networks is their density, since the density of social 

network links influence what kind of interactions, activities and transactions are made 

(Granovetter 1985). Individuals embedded in social networks can take advantage of very 

slowly changing institutional factors (Nyström 2012), such as a bounded solidarity, shared 

norms and values, common frameworks of reference, cultural rules, reciprocity, and en-

forceable trust that potentially function as a kind of social capital.  

Embeddedness implies that social relations affect and shape the behaviour of the individuals 

in the network (Iandoli et al. 2014). It also implies that these individuals can safeguard their 

exchanges of information and knowledge and other resources as well as newly created 

knowledge and thus avoid the ‘information paradox’ (Arrow 1962) without using formal 

contracts (Jones et al. 1997). Social capital is here conceived as a system of shared values and 

beliefs that can prevent opportunistic behaviour by favouring trust building and cooperation 

among people (Putnam et al. 1993). The social network perspective emphasizes the cultural 

and institutional bases of the relationships between individuals (Granovetter 1985; Powell 

1991).  

Social networks provide information channels that are important sources of information and 

knowledge, since information and knowledge can flow relatively easy through such networks 

(Borgatti and Halgin 2011). Actually, it is a key characteristic of social networks that they in-

volve privileged access to information and knowledge resources for the individuals in the 

network (Podolny and Page 1998) – information and knowledge that have been sorted and 

evaluated, so-called buzz (Bathelt et al. 2004). Empirical studies based upon the ‘connections’ 

model’ show that the links between actors are the basis for information and knowledge 

externalities and that information and knowledge flows from one actor to another decrease 

substantially when the distance within the network between two actors increases (Singh 2005; 

Breschi and Lissoni 2006a).    

For social networks as sources of information and knowledge it is important to consider that 

there are benefits from more diverse or “non-redundant” networks (Granovetter 1973). Thus, 

given that there are limits to the number of links that an individual can realistically establish 

and maintain, there is an information and knowledge advantage in a more diverse, less redun-

dant social network in which the nodes to which an individual has links are not also connected 

to each other (Uzzi and Spiro 2005). Notions of the value of different links are also reflected 

in the distinction between weak and strong ties, whereby strong links are seen as more useful 

for help, support, and collaboration, whereas weak links are more useful as information and 

knowledge sources of creativity and innovation (Granovetter 1973; Burt 1992).    

Social networks mainly tend to be geographically bounded, since the build-up and mainte-

nance of personal links is strongly dependent upon frequent face-to-face interactions, and lo-

cational proximity reduces the costs and increases the frequency of personal contacts, which 

serve to build and to strengthen the social relations between the individuals in social networks 

(Dorfman 1987; Saxenian 1990; Almeida and Kogut 1997; Zucker et al. 1998) that also can 
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be used for learning purposes (Almeida and Phene 2012). Breschi and Lissoni (2006b) show 

that the networks od interpersonal relations, which are the main vector for knowledge flows, 

appear to be concentrated locally. Thus, the interaction between the different individuals in a 

social network among other things is a function of the available material regional transport 

infrastructure, the functioning of the existing regional transport systems and the regional 

supply or arenas for meetings and interaction (Button et al. 1998; Karlsson and Manduchi 

2001), i.e. a function of the regional factors that determine the foundations for regional 

accessibility and thus proximity. Certainly, some links can be long-distance but most links in 

these networks are due to the tyranny of distance short-distance links and regional proximity 

enhances the development of more complex social networks including common institutional 

and professional links (Graham 1985; Saxenian 1990; Almeida and Kogut 1999). Actually, 

research indicates the importance of geographically clustered social networks for the informal 

diffusion of information and knowledge (Rogers and Larsen 1984).  

Links in social networks can be direct, i.e. an individual has a direct relationship to another 

individual or organization, or indirect, i.e. an individual has an indirect relationship to a third 

individual or organization via another individual or organization. An individual uses his/her 

network links to initiate  and develop social relationships, to gather and to diffuse information 

and knowledge, etc. Individuals that are employed use their network links to interact with 

other people at the workplace, with customers and suppliers, with external people with similar 

interests, educations, occupations and work tasks, etc.    

If we can turn to  the mechanisms behind the formation of network links, we can point at edu-

cation, common interests, living in the same neighbourhood and work, where the work links 

include both individuals at the same workplace and individuals at other work places within 

the same organization or at other organizations. Since we here are dealing with social links, 

i.e. links between individuals, it implies that the formation of links demand at least one per-

sonal meeting face-to-face.
2
 Thus, link activities (formation, maintenance and dissolution of 

links) are a function of the characteristics of individuals and their spatial behaviour, and of the 

spatial milieus where they are active. Personal link activities are generally driven by individ-

ual’s personal preferences. This implies that there is a tendency among individuals to connect 

with other individuals that are similar in different respects, which reduced the potential access 

to new information and knowledge through such links (McPherson et al. 2001). This implies 

that it probably is the business and professional links in an individual’s social network, i.e. the 

instrumental links that are developed via employment and/or self-employment that potentially 

will provide most new information and knowledge.  

In this section, we have illustrated that social networks play a critical role for the diffusion of 

information and, in particular, knowledge. The information and knowledge that a person pos-

sess is function of how well developed his/her social networks is and, in particular, how rich 

his/her instrumental links are, since the instrumental links can be expected to provide more 

varied information and knowledge than the expressive links in the private part of the social 

network. In the following section, we discuss the set of links in a person’s network that we 

                                                           
2
 Certainly, people can develop links via social media but here we assume that it is links formatted through face-

to-face meetings that are the critical links for entrepreneurship. 
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expect provide information and knowledge of special importance for a person’s decision to 

become entrepreneur, namely direct and indirect links to entrepreneurs and managers. We use 

the term “entrepreneurship” networks for this set of links in a person’s social network. 

2.3 “Entrepreneurship” networks 
We are now in a position to start a discussion about what links that are most critical for a per-

son’s decision to become an entrepreneur. Thus, we are interested in testing the importance of 

one particular type of (potential) network for the decision to become an entrepreneur, namely 

the accessibility to existing entrepreneurs and managers, i.e. to people that are self-employed 

or managers of a firm in a locality. We call such networks “entrepreneurship” networks. Indi-

viduals that work and live in the same community are exposed to one such network, while 

people that commutes are exposed to two such networks, one in the “work” locality and one 

in the “home” locality. Some individuals have both direct and indirect links to entrepreneurs 

and/or managers, while other people might only have indirect links. Of course, some of the 

links might represent participation in formal networks (Lawton Smith and Romeo 2013).   

Since in modern economies each individual by necessity only has incomplete and scattered 

information and knowledge on any subject, we assume that “entrepreneurship” networks and 

in particular their density measured in terms of accessibility play a critical role i) in helping 

individuals in discovering, evaluating and exploit entrepreneurial opportunities (Dow and 

Zolnik 2012), and ii) in influencing the decisions of individuals actually to become entrepre-

neurs. Thus, most problems including entrepreneurial problems must be solved by processes 

of mutual interactive learning and for such learning to take place a potential entrepreneur is 

dependent upon the quality and the density of his/her “entrepreneurship” network. Actually 

the characteristics of “entrepreneurship” networks are determined by five factors (Cappelin 

2003): i) the information, knowledge, experience and competence accumulated in each node, 

i.e. individual, ii) the travel time distance between the different nodes, i.e., individuals, in the 

network, iii) the connectivity to other interacting networks, iv) the speed of change of the 

links and the creation and destruction of links, and v) the overall trajectory of the structure of 

the network.     

“Entrepreneurship” networks are critical because they provide role models for potential entre-

preneurs and offer general and professional encouragement and acceptance of entrepreneurial 

endeavours as well as an environment conducive to entrepreneurial activities and the denser 

the network the larger the stimuli for entrepreneurial activities. The density of “entrepreneur-

ship” networks is critical also from other aspects, since denser networks i) imply a richer set 

of information and knowledge corridors and processes that can channel information and 

knowledge to potential entrepreneurs (Shane 2000; Baker et al. 2005), ii) facilitate the 

integration of multi-disciplinary knowledge that is tacit and therefore embodied in people, and 

iii) allow for the rapid decision-making needed to cope with uncertainty (Patel and Pavitt 

1991). This effect might be very important since it has been suggested that differences in en-

trepreneurial behaviour may be caused by information and knowledge asymmetries across 

potential entrepreneurs (Hayek 1945; Kirzner 1973). 
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Denser “entrepreneurship” networks, i.e., “entrepreneurship” networks in localities where 

entrepreneurs and managers have clustered spatially, in principle offer better conditions for 

personal contacts and social and professional interactions between on the one side potential 

entrepreneurs and on the other side active and retired entrepreneurs and managers. These 

contacts and interactions may over time develop mutual trust among the actors and reduce the 

costs of interaction, the transfer of information and knowledge, cooperation, and even doing 

business (Goldstein and Gronberg 1984). We may assume that the potential for such prox-

imity effects are larger, the denser the “entrepreneurship” network (Love and Roper 2001). 

Actually, the available empirical evidences on cross-locality differences in various outcomes 

seem to be difficult to explain without human capital in account as well as the tendency for 

information and knowledge to spillover between individuals through face-to-face interaction 

(Gennaioli et al. 2013). In the current case, we can say that the spillovers of information and 

knowledge relevant for entrepreneurial actions through “entrepreneurship” networks generate 

entrepreneurship externalities, which are greater, the denser the “entrepreneurship” network. 

Our assumption about the critical role of the density of “entrepreneurship” networks is based 

upon the results of several empirical studies, which have found that information and 

knowledge spillovers tend to be greater in localities with a higher population and industrial 

density (Brunello and De Paola 2004; Audretsch and Lehmann 2005; Audretsch and Keilbach 

2007). There is no reason what so ever to assume that other conditions should apply for entre-

preneurship-relevant information and knowledge. 

We assume that “entrepreneurship” externalities are a product of spontaneous meetings be-

tween people with complementary sets of skills, know-how and experiences relevant for en-

trepreneurship (Glaeser 1999). Due to the tyranny of distance most social, business and 

professional interactions take place rather close either to the place of residence or to the place 

of work, since the probability of them taking place depreciates with distance. This implies that 

entrepreneurial learning to a high extent is localised to the place of residence or the place of 

work (Rosenthal and Strange 2008). This implies that localities with dense “entrepreneurial” 

networks have a comparative advantage in the sense that they offer more opportunities for 

entrepreneurial interactions and learning within the time budgets of individuals.   

The extent to which entrepreneurial learning takes place is, among other things, a function of 

the absorptive capacity of individuals, i.e. of their complementary skills and knowledge sets 

and of their ability to internalize entrepreneurial information and knowledge and to use it for 

commercial ends (Cohen and Levinthal 1990). It is also a function of the cognitive distance 

between people and the larger distance the higher the dynamic transaction costs (Langlois 

1992), and thus the higher the costs of learning from and persuading, negotiating and coordi-

nating with others. This, in particular, affects potential entrepreneurs, who have limited finan-

cial and time resources to bear such costs. We assume here that differences in the density of 

“entrepreneurial” networks between localities generate significant spatial differences in the 

accessibility to critical entrepreneurial information and knowledge, which might explain dif-

ferences between localities in the rate of entrepreneurship.  
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Interactions in “entrepreneurial” networks play a role when the peer group (Scheinkman 

2008) affects the actions of potential entrepreneurs. It seems to be well established in the lit-

erature that influences from “entrepreneurial” networks often are critical in inducing individu-

als to consider an entrepreneurial career by providing entrepreneurial role models and in 

smoothing the start-up process for potential entrepreneurs as well as for running a new firm 

with a profit (Andersson and Larsson 2013). It is well known that a person that have entrepre-

neurs in the family or who knows entrepreneurs personally have a higher propensity to con-

sider a career as an entrepreneur. In addition, active entrepreneurs and managers might have 

identified possible entrepreneurial ventures that they themselves for different reasons are not 

interested in pursuing and might be willing to transfer their business idea to other people 

within the “entrepreneurship” network that they think has the potential to become good entre-

preneurs. Furthermore, people living and/or working in localities with dense “entrepreneurial” 

networks might be induced to become entrepreneurs seeing the examples set by others or they 

might feel forced to become entrepreneurs to become socially accepted. In both cases, this can 

be interpreted as that they demand a lower risk premium or lower discount factor than people 

living and/or working in localities with less dense “entrepreneurial” networks. 

“Entrepreneurial” networks may provide information and advice that reduce the start-up costs 

of new firms. This is true for all the processes that a potential entrepreneur has to go through 

before starting a firm, such as product development, market intelligence and marketing, cre-

ating the firm as a legal entity, finding and renting facilities and equipment, hiring employees, 

and setting up an accounting system. The “entrepreneurial” network may also help in finding 

the necessary financial resources. A potential entrepreneur who via links in an “entrepreneur-

ial” network is known by potential financiers might easier get access to financing, since being 

part of such a network reduce the problem with asymmetric information. Potential entrepre-

neurs with embedded relationships and links in an “entrepreneurial” network are more likely 

to get seed money and long-term financing (Uzzi 1999; Porter 2000; Gompers and Lerner 

2001). Being linked into an “entrepreneurial” network may also help potential and new entre-

preneurs in identifying customers and markets with the necessary purchasing power, organ-

izing production and distribution at reasonable costs, and thus contribute to a newly started 

firm reaching break-even within a shorter time horizon.  

Potential entrepreneurs that live and work in the same locality can take advantage of the “en-

trepreneurial” network in that locality. Potential entrepreneurs who commute can take ad-

vantage of the “entrepreneurial” network in both their “home” locality and their “work” lo-

cality. The aim of this paper is to test which of these two “entrepreneurial” networks, which is 

most important for those potential entrepreneurs who decide to become entrepreneurs, i.e. to 

start an new firm. Our hypothesis is that “entrepreneurial” externalities develop in close 

proximity to the place of work (Jacobs 1969). The motivation for this hypothesis is that that it 

is in the work situation that people mainly are able to observe and get in contact with active 

entrepreneurs and managers, and thus to develop those diversified instrumental links that 

might provide role models as well as the information and knowledge necessary to take the 

decision to become self-employed. 
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An alternative hypothesis could be that “entrepreneurial” externalities develop in close 

proximity to the place of living, not least since there normally exist a strong segregation in 

housing areas and that entrepreneurs and managers tend to live in localities and neighbour-

hoods where many entrepreneurs and managers live. However, we assume that the links and 

contacts coupled to the place of living are less business oriented and more having to do with 

having children in the same school, attending the same church, being members of the same 

golf and boat clubs, etc. and thus more related to spare time activities than to business-related 

activities, i.e. we can expect that a high share of the links people have in the locality where 

they live to be expressive links. 

Ideally, we would like to be able to follow the life story of different individuals in detail but 

that is seldom possible for large groups of people. By controlling for a number of background 

factors of individuals we might come some way to control for some important differences in 

life stories. Here we do something much simpler, we identify a number of groups of individu-

als that behave differently in the labour market. Actually, we identify three different groups: i) 

those who work and live in the same locality, ii) those who work in one locality but live in 

another locality in the same commuting region, and iii) those who work in a locality in one 

labour market region and live in a locality in another labour market region. The basic hypoth-

esis is that individuals develop one type of links in the locality where they live and another 

type of links in the locality where they live. By this approach we are able to test this hypothe-

sis, since we for the two last groups in the econometric tests can include the characteristics of 

both the work locality and the “home” locality and how these characteristics influence poten-

tial network formation. 

Unfortunately, we are not able to identify directly the relevant peer groups (Scheinkman 

2008) or to directly observe the links of different potential entrepreneurs, which implies that 

we are forced to use proxy variables. We assume that that the intra-locality accessibility to 

self-employed people can be used as an indicator of the density of the “entrepreneurial” net-

works that potential entrepreneurs can access. For people that commute we get one measure 

for their “work” locality and one measure for their “home” locality. 

In this section we have highlighted the strategic role that “entrepreneurship” networks have 

for individuals’ decisions to become self-employed. We have also presented our main hypoth-

esis that it is the “entrepreneurship” networks related to place of work and not the “entrepre-

neurship” networks related to place of living that are the critical networks for the decision to 

become self-employed. 

3. Empirical design 
To test the influence from the home versus the work environment for an individual in his/her 

decision to become self-employed we first need to identify the type of commuting (or not) 

that an individual does. In order for us to accomplish this we use a detailed dataset provided 

by Statistics Sweden. In this dataset it is possible to get detailed information about individual 

characteristics such as gender, age, education, and ethnicity. It is also possible to match each 

individual to his/her working place. Most important for this paper is that it is also possible to 
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distinguish between the location of residence and work. Hence, we can identify those that do 

not commute, i.e. those that live and work in the same municipality. Among those that 

commute, i.e. they do not live in the same municipality as they work, we can distinguish those 

that commute within the same functional region and those that commute outside the 

functional region. A functional region is such that is built up by several municipalities which 

together create a common labour market region. Hence, the intra-regional commuting is 

higher than inter-regional commuting. As functional regions are constructed to have a high 

intra-regional commuting the travel distance within the functional region is often around 45 to 

60 minutes which gives a guideline on the difference between those that commute within the 

functional region and those that commute outside the functional region. Thus, we differentiate 

among three groups of individuals: 1) non-commuters (liv and work in the same 

municipality), 2) short-distance commuters (within the same functional region), and 3) long-

distance commuters (outside the own functional region). Most individuals live and work in 

the same municipality and above 90 per cent live and work in the same region. The figures are 

even higher for those that are self-employed where over 95 per cent live and work in the same 

region. The reasoning behind this split is to see how different economic environments 

influence an individual’s decision in becoming self-employed. Hence, the dependent variable 

is the change in employment status from those that were previously employed in 2007 to 

becoming self-employed in 2008. These are individuals that the year before received the 

majority of their income from an employee and the year after received the majority of their 

income from being self-employed.  

The focus in this paper is on the economic environment characterized by the municipality and 

the functional region. Even though we differentiate between the home and residence 

municipality we use the same variable to describe them. Starting with the network effect, we 

proxy this by measuring the number of individuals in the municipality that are classified as 

being self-employed combined with the interaction cost, measured as the average travel 

distance by car within the municipality between different postcode areas (Network, 

municipality). The same principle can also be applied to the regional level where the network 

effect is captured by the number of self-employed in the same functional region but outside 

the own municipality (Network, region). Hence, the network effect is captured by 

accessibility measures presented in Equation 1 and 2, following Johansson et al. (2002; 2003).  

                        {      }        (1) 

                ∑    {      }                (2) 

Where     and     are travel time by car within or between municipalities, respectively. N is 

the number of self-employed individuals in a municipality.    and    indicate the specific 

time-sensitivity parameter of commuting which differ for municipal versus regional 

commuting. To control for other municipal characteristics we use dummy variables, 

representing the type of region that the municipality belongs to. The following four categories 

are used: (1) Metropolitan functional regions, (2) Central municipalities, (3) Peripheral 

municipalities in larger functional regions, and (4) Peripheral municipalities in small 
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functional regions.
3
  The characteristics of the regional types along the urban-rural hierarchy 

follow the same order where metropolitan functional regions are the most urban and 

peripheral municipalities in small functional regions are the most rural. 

Even though the regional environment is in focus individual characteristics cannot be ignore. 

Characteristics that the individual is unable to influence, such as the gender (Gender) and 

foreign background (Background), is mentioned in numerous studies as important 

determinants of self-employment where men and immigrants are more likely to become self-

employed (Blanchflower 2000; Hout and Rosen 2000). The human capital of the individual  is 

also influencing the choice of becoming self-employed (Parker 2004). We define human 

capital in a broad sense and capture it by the number of schooling years (Education), the type 

of education (Education type), number of years after finishing school (Experience) and the 

type of task the individual performed in the last period before becoming self-employed 

(Occupation). Connected to the level of experience, in terms of number of years, is previous 

experience being self-employed (Self-employed experience). Previous studies confirm that 

there is a positive relationship between previous experience of self-employment and current 

decisions of being self-employed and also the success of the self-employed (Carroll and 

Mosakowski 1987; Taylor 1999; Sena et al. 2012). At the individual level we also test for 

different factors that tell us something about the economic environment. The first one is a 

variable that controls for if the individual have lived in the same municipality for the last five 

years (Stayer). This variable is included to see if the local knowledge about the economic 

environment is important in the decision of becoming self-employed. Connected to the 

commuter versus non-commuter we can observe if the individual have commuted in the past 

(Past commuter) how long the individual has been a commuter over the last ten years (Years 

of commuting). It is not only of interest if an individual has commuted or not but where the 

individual choose to commute. Here we distinguish if an individual has commuted up or 

down the urban-rural hierarchy (Commuter, urban). Sweden’s municipalities are in this case 

defined either as central municipality or a peripheral municipality. Central municipalities are 

the largest municipality within each functional region.   

The final set of control variables are at the establishment level where we control for the 

industry (Industry) as different industries tend to have different levels of self-employment 

(Bates 1995; Hammond and Gurley-Calvez 2012). The size of the establishment have also 

been proven to influence the self-employment propensity (Establishment size) where 

individuals working in small establishments often have a higher tendency to become self-

employed (Blanchflower and Meyer 1994). The variables used in the empirical estimations 

are presented in table 1 along with the summary statistics.  

Table 1. Description of variables and summary statistics (N=3 180 884) 
Description Indicator Exp.sign Mean St. dev 

Dependent variable   

Change in employment status between 2007 and 2008, 1=self-employed in  0.065 0.246 

                                                           
3 The first category comprises municipalities that belong to the functional regions with the three largest cities in Sweden: 

Stockholm, Gothenburg, and Malmö. The second category comprises 78 municipalities and contains the central 

municipalities except the three largest cities in Sweden. The last two categories contain the non-central municipalities in the 

non-metropolitan functional regions. The definition of a large functional region is one with a total population above 100 000. 
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2008 and employed in 2007, 0=otherwise 

Independent variable (all variables are measured in 2007)   

Individual level   

Age of individual-6-number of schooling 

years 
Experience + 26.541 12.380 

Experience square Experience
2
 - 857.726 669.463 

Number of schooling years  Education  +/- 12.389 2.353 

Categorization of different educational tracks 

(15 in total) 
Education type  

  

Categorization of different occupations (4 in 

total, cognitive occupations, occupations in 

management and administration, social 

occupations, and standardized occupations)
a
 

Occupation  

  

Dummy, 1=male, 0=female Gender + 0.526 0.499 

Dummy, 1=born in Sweden, 0=otherwise Background + 0.114 0.317 

Dummy, 1=Lived in the same municipality 

for the last five years, 0=otherwise 
Stayer + 0.832 0.374 

Dummy, 1=Commuted in any of the last ten 

years, 0=otherwise 
Past commuter + 0.542 0.498 

How many years the individual have 

commuted over the last ten years 
Years of commuting + 2.835 3.414 

Dummy, 1=Commuted to a more urban 

municipality, 0=otherwise 
Commuter, urban + 0.149 0.356 

Establishment level(at previous workplace)   

Categorization of different industries (based 

at the two-digit level, 55 in total)  
Industry   

  

Number of employees  Establishment size - 9.357 59.841 

Municipality level 

Access to self-employed in the same 

municipality
 b

 
Network municipality + 732.503 1226.367 

Regional category Dummy, (1) Metropolitan 

functional regions, (2) 

Central municipalities, (3) 

Peripheral municipalities 

in larger functional 

regions, and (4) Peripheral 

municipalities in small 

functional regions (base) 

   

Region level 

Access to self-employed in the same region 
b
 Network region + 2153.949 3626.864 

a
 Johansson and Klaesson (2011). 

b
 Calculated as the accessibility to number of individuals that are self-employed in the municipality and region, 

respectively accounting for distance decay effects, following Johansson, et al. (2002; 2003). 
 

 

3.1 Empirical results 
To capture the importance of networks we split the sample of individuals according to two 

characteristics (i) the type of occupation where we distinguish among four different types: 

cognitive occupations, occupations in management and administration, social occupations, 

and standardized occupations, and (ii) education attainment where we distinguish among three 

levels: up to secondary high school, between secondary and bachelor degree, and three of 

more years of higher education. The categorisation also builds on the findings from previous 

studies that claim that self-employment is a non-linear function of education where 

individuals with low and high levels often show higher propensity to become self-employed 

(Blanchflower 2000). We start by presenting the results for those individuals that live and 
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work in the same municipality, i.e. non-commuters, for the four occupation categories and 

three educational levels. Here we control for if they commuted in the past and how this 

influence the probability to become self-employed. As the dependent variable is binary, we 

investigate the relationship by using a logit function. All results are presented in odds ratio 

with a  lower bound of zero. Hence, an estimated value above one indicate a positive 

relationship and an estimated value below one indicates  a negative relationship between the 

investigated variables.  

 

Table 2. Determinants of self-employment for individuals that live and work in the same 

municipality (work=live), different occupations and education levels, logit  

Dependent variable: Change in employment status between 2007 and 2008, 1=self-employed in 2008 and em-

ployed in 2007, 0=otherwise 

 Type of occupation Education level 

 Cognitive 

occupations    

Occupations in 

management and 

administration 

Social 

occupations 

Standardized 

occupations 

Up to secondary 

high school 

Between 

secondary and 

bachelor degree 

Three of more 

years of higher 

education 

 Individual level     

Experience 
1.025** 

(0.001) 

1.028** 

(0.001) 

1.027** 

(0.001) 

1.030** 

(0.001) 

1.028** 

(0.001) 

1.021** 

(0.001) 

1.026** 

(0.002) 

Experience
2
 

0.999** 

(0.0001) 

0.998** 

(0.0001) 

0.999** 

(0.0001) 

0.999** 

(0.0001) 

0.999** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0002) 

Education  
1.045** 

(0.010) 

0.997 

(0.004) 

1.053** 

(0.007) 

1.016* 

(0.007) 
- - - 

Gender 
1.744** 

(0.056) 

3.110** 

(0.100) 

2.256** 

(0.091) 

1.607** 

(0.042) 

2.754** 

(0.076) 

1.952** 

(0.052) 

1.747** 

(0.069) 

Background 
0.914** 

(0.037) 

0.969 

(0.022) 

1.078** 

(0.032) 

0.825** 

(0.023) 

0.918** 

(0.017) 

1.014 

(0.034) 

0.881** 

(0.032) 

Stayer 
0.868** 

(0.024) 

0.858** 

(0.022) 

1.012 

(0.027) 

0.945* 

(0.027) 

0.902** 

(0.016) 

0.916** 

(0.023) 

0.937** 

(0.029) 

Past commuter 
0.870** 

(0.031) 

0.736** 

(0.019) 

0.763** 

(0.022) 

0.733** 

(0.017) 

0.731** 

(0.013) 

0.875** 

(0.023) 

0.839** 

(0.045) 

Occupation type NO NO NO NO YES YES YES 

Establishment 

size 

0.265** 

(0.014) 

0.347** 

(0.003) 

0.198** 

(0.002) 

0.212** 

(0.002) 

0.246** 

(0.002) 

0.259** 

(0.005) 

0.307** 

(0.018) 

 Economic environment 

Network mu-

nicipality  

0.967** 

(0.013) 

0.890** 

(0.012) 

0.948** 

(0.013) 

0.923** 

(0.014) 

0.921** 

(0.011) 

0.937** 

(0.012) 

0.968 

(0.019) 

Network region  
1.145** 

(0.021) 

1.141** 

(0.019) 

1.069** 

(0.012) 

1.096** 

(0.016) 

1.108** 

(0.013) 

1.134** 

(0.024) 

1.129** 

(0.024) 

N 416 225 420 806 666 786 604 055 1 350 087 561 940 198 070 

Wald chi
2
 48 651 62 233 72 848 78 648 187 688 37 092 51 506 

Pseudo R
2
 0.58 0.44 0.52 0.54 0.50 0.51 0.57 

** significant at 1 percent, *significant at 5 percent. Cluster (municipality) standard errors within parenthesis. 

The empirical estimations control for educational type, regional type and industry of previous employer.  

 

Focusing on the variable which describes the economic environment we observe that the 

access to other self-employed individuals in the municipality (Network municipality) are 

significant and negatively related to the probability of becoming self-employed. This holds 

for all occupational categories and educational levels except the highest level. The same 

variable but focusing on the regional level (Network region) is however positive and 

significant for all categories. The results indicate that at the more local level the access to 
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other self-employed work as a discouraging factor which hampers the probability to become 

self-employed. This could be a reflection of a vast competition in the economic environment 

which the self-employed is going to be active in. On the other hand, having access to many 

other self-employed in the region is positive which indicate that the network building 

stretches beyond the direct surrounding environment. Also it might indicate that an self-

employed is reaching markets and customers beyond the municipal level. The network 

variables are correlated with the size of the municipality, why these are not performed in the 

same estimations. To capture the size of the municipality an dummy is included that captures 

different type of regions. When the same estimations however are performed using size 

variables (population density) these are not however perfect mirrors of the presented results 

here. Hence, the network variables are also capturing other aspects besides the pure size of a 

location. 

Looking across the different occupational categories and educational levels there are only 

minor differences in how the network opportunities in the own municipality and the region 

influence the probability to become self-employed.  The main difference is that the municipal 

network is insignificant for those individuals with the highest level (bachelor degree or more). 

Thus, there does not seem to be any differences in how different type of non-commuters (in 

the sense that they do not cross municipal borders) based on occupation and education are 

influenced by the network in the municipality nor in the region. Whether the individual have 

commuted in the past (Past commuter) is negatively associated with the tendency to become 

self-employed. Hence, this indicate that previous networks built up in other locations in the 

past does not push an individual to become self-employed, rather it is discouraging the 

individual.   

The control variables are as expected and follow previous research. More experience, i.e. 

individuals with a  higher age, are more likely to become self-employed even though there is 

a marginal decreasing effect. Another aspect of human capital is the level of education where 

years of schooling has a positive effect on become self-employed for all occupational groups 

except individuals with an occupations in management and administration. The effect from 

education is strongest for individuals with an cognitive or social occupation. Men 

irrespectively of occupational and education level have a higher tendency to become self-

employed. The background of an individual in terms of where he/she were born differs across 

occupational groups and across educational levels. In cognitive and standardized occupations 

foreign born have a lower tendency to become self-employed while those individuals with a  

foreign background working in a social occupation has a higher tendency to become self-

employed. Across educational levels individuals with a  foreign background has a lower 

tendency to become self-employed for the lower and higher levels while it is insignificant for 

intermediate levels. The dummy that controls for if the individuals have been living in the 

same municipality over the last five years (Stayer) is negatively associated with becoming 

self-employed. This is contradicting to our statement on how network building ought to 

induce self-employment. Having worked in smaller establishments increases the likelihood to 

become self-employed.  
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We continue our analysis by examining those that actual commute, live and work in different 

municipalities. These individuals commute within the same functional region, also here we 

divide the sample according to occupation categories and level of education. The results are 

presented in Table 3. Since the individual have access to different set of networks we analyse 

how the access to self-employed in the municipality where the individual lives differ from the 

municipality where the individual works.   
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Table 3. Determinants of self-employment, individuals that live and work in different municipalities with the same region, occupation and 

education levels, logit. Dependent variable: Change in employment status between 2007 and 2008, 1=self-employed in 2008 and employed in 2007, 0=otherwise 
 Type of occupation Education level 

 Cognitive 

occupations    

Occupations in 

management and 

administration 

Social occupations Standardized 

occupations 

Up to secondary 

high school 

Between secondary 

and bachelor degree 

Three of more years of 

higher education 

Individual level 

Experience 
1.031** 

(0.002) 

1.031** 

(0.002) 

1.026** 

(0.002) 

1.031** 

(0.002) 

1.029** 

(0.002) 

1.025** 

(0.002) 

1.031** 

(0.002) 

Experience
2
 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.997** 

(0.0001) 

0.997** 

(0.0003) 

Education  
1.123** 

(0.010) 

0.964** 

(0.008) 

1.036** 

(0.012) 

1.122** 

(0.016) 
- - - 

Gender 
2.239** 

(0.131) 

3.572** 

(0.126) 

2.869** 

(0.129) 

2.233** 

(0.168) 

3.426** 

(0.127) 

2.326** 

(0.091) 

2.345** 

(0.119) 

Background 
0.777** 

(0.041) 

0.848** 

(0.029) 

0.976 

(0.042) 

0.602** 

(0.046) 

0.802** 

(0.024) 

0.850** 

(0.034) 

0.713** 

(0.035) 

Stayer 
0.962 

(0.034) 

0.881** 

(0.039) 

0.946 

(0.046) 

0.931 

(0.055) 

0.896** 

(0.024) 

0.884** 

(0.037) 

1.047** 

(0.019) 

Years of 

commuting  

1.034* 

(0.017) 

1.053** 

(0.017) 

1.046** 

(0.017) 

1.050** 

(0.011) 

1.050** 

(0.012) 

1.035 

(0.020) 

1.046** 

(0.019) 

Commuter, 

urban 

1.024 

(0.146) 

0.891 

(0.080) 

0.988 

(0.100) 

1.201 

(0.127) 

1.034 

(0.075) 

0.845 

(0.093) 

1.007 

(0.153) 

Occupation  NO NO NO NO YES YES YES 

Establishment 

size 

0.311** 

(0.015) 

0.381** 

(0.012) 

0.242** 

(0.006) 

0.225** 

(0.004) 

0.290** 

(0.005) 

0.332** 

(0.012) 

0.345** 

(0.027) 

Economic environment 

 Work Home Work Home Work Home Work Home Work Home Work Home Work Home 

Network 

municipality 

1.135** 

(0.021) 

0.984 

(0.029) 

1.020 

(0.019) 

1.029 

(0.018) 

1.062* 

(0.027) 

1.006 

(0.021) 

1.057** 

(0.022) 

1.011 

(0.025) 

1.029* 

(0.016) 

1.016 

(0.015) 

1.093** 

(0.019) 

1.039 

(0.023) 

1.113** 

(0.020) 

0.978 

(0.033) 

Network 

region  

1.128** 

(0.034) 

1.034 

(0.032) 

0.915** 

(0.023) 

1.055 

(0.031) 

1.035 

(0.021) 

1.018 

(0.031) 

1.055 

(0.046) 

N 193 524 164 110 196 759 176 435 433 292 204 128 84 069 

Wald chi
2
 42 283 41 706 21 567 19 813 59 775 43 515 28 316 

Pseudo R
2
 0.46 0.33 0.40 0.38 0.37 0.38 0.47 

** significant at 1 percent, *significant at 5 percent. Cluster (municipality) standard errors within parenthesis. Control for educational, regional type and industry. 
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When analysing those individuals that do commute over municipal borders but within the 

same functional region (short-distance commuters) we detect a slightly different pattern 

compared to the non-commuters. For those that commute, it is mainly the local environment 

where the individual work (Network municipality) that is positively associated with the 

probability to become self-employed. The network opportunities in the municipality where 

the individual lives does not have any effect on the tendency to become self-employed. The 

regional level (Network region) however is only positively associated for those with a 

cognitive occupation, it is insignificant for all other occupational types and educational levels. 

The exception is those with a social occupation where having access to self-employed in the 

region is negatively associated with becoming self-employed. Hence, for short-distance 

commuters it is the economic environment and the network opportunities in the work location 

that is important for becoming self-employed. In this case it is the local, municipal, access to 

self-employed that is influential. Individuals form business networks with colleagues, 

suppliers, customers, competitors etc. where they work and this is then possible used while 

forming the decision of becoming self-employed. The social network build on social activities 

in the home location is by no means unimportant but do not influence choice in becoming 

self-employed.  

 

One could hypothesis that it is beneficial for individuals to commute to more urban locations 

(Commuter, urban) since these are characterised by a larger market and access to more people 

and more diversified set of individuals. As the number of interaction increases with the size of 

a location, locations higher up in the urban-rural dichotomy have an advantage in creating 

social and professional networks. Those individuals that do commute to more urban locations 

within the functional region are however not more or less likely to become self-employed as 

the dummy is insignificant. The length of the commuting in time (Years of commuting) is 

positively associated with becoming self-employed, this holds for all occupational types and 

educational levels except those with an intermediate level of education (between secondary 

and bachelor degree). This supports the notation that it takes some time to build up networks, 

in this case business networks, and as individuals get a stronger network they are also more 

likely to become self-employed. 

 

The control variables overall do not alter for commuters compared to non-commuters (live 

and work in the same municipality). One difference is that individuals with more schooling 

and with a social occupation is less likely to become self-employed. Another difference is that 

the dummy indicating whether you have stayed in the same municipality for the last five years 

(Stayer) is only negatively associated with the probability to become self-employed for those 

in social occupations. For the other occupation types it is insignificant. Turning to the 

educational levels, we observe that for highly educated individuals having lived in the same 

municipality for the last five years increases the likelihood that the individual will become 

self-employed.  

 

In the last scenario we observe those individuals that work and live in different functional 

regions. Hence, they are long-distance commuters as it normally takes at least 45 to 60 

minutes to reach another functional region. The results are presented in Table 4. Similar to 

Table 3, we separate the access to self-employed in the municipality of residence and 

municipality of work and add the same at the region level, i.e. access to self-employed in the 

region where the individual live and where she/he works.   
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Table 4. Determinants of self-employment for individuals that live and work in different regions, different occupations and education levels, 

logit. Dependent variable: Change in employment status between 2007 and 2008, 1=self-employed in 2008 and employed in 2007, 0=otherwise 
 Type of occupation Education level 

 Cognitive occupations    Occupations in 

management and 

administration 

Social occupations Standardized 

occupations 

Up to secondary high 

school 

Between secondary 

and bachelor degree 

Three of more 

years of higher 

education 

Individual level 

Experience 
1.019** 

(0.004) 

1.027** 

(0.003) 

1.025** 

(0.003) 

1.030** 

(0.003) 

1.028** 

(0.002) 

1.022** 

(0.004) 

1.019** 

(0.005) 

Experience
2
 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

0.998** 

(0.0001) 

Education  
1.077** 

(0.016) 

0.938** 

(0.013) 

1.015 

(0.028) 

1.174** 

(0.035) 
- - - 

Gender 
2.060** 

(0.263) 

2.520** 

(0.159) 

2.276** 

(0.158) 

2.361** 

(0.397) 

2.676** 

(0.137) 

1.869** 

(0.141) 

2.063** 

(0.188) 

Background 
0.716** 

(0.074) 

0.901** 

(0.068) 

0.954 

(0.112) 

0.812 

(0.087) 

0.989 

(0.059) 

0.721** 

(0.068) 

0.598** 

(0.076) 

Stayer 
0.747** 

(0.064) 

0.559** 

(0.029) 

0.696** 

(0.050) 

0.728** 

(0.062) 

0.656** 

(0.028) 

0.662** 

(0.048) 

0.650** 

(0.057) 

Years of 

commuting 

1.068** 

(0.015) 

1.073** 

(0.013) 

1.097** 

(0.017) 

1.082** 

(0.019) 

1.079** 

(0.011) 

1.078** 

(0.013) 

1.064** 

(0.023) 

Commuter, 

urban 

0.959 

(0.082) 

0.912 

(0.069) 

0.975 

(0.088) 

0.970 

(0.089) 

0.970 

(0.059) 

0.917 

(0.069) 

0.888 

(0.154) 

Occupation  NO NO NO NO YES YES YES 

Establishment 

size 

0.293** 

(0.016) 

0.379** 

(0.008) 

0.252** 

(0.009) 

0.218** 

(0.008) 

0.289** 

(0.005) 

0.318** 

(0.014) 

0.318** 

(0.019) 

Economic environment 

 Work Home Work Home Work Home Work Home Work Home Work Home Work Home 

Network  

municipality 

1.067** 

(0.031) 

1.156** 

(0.052) 

0.886** 

(0.032) 

1.067** 

(0.028) 

0.953 

(0.031) 

1.111** 

(0.044) 

1.019 

(0.036) 

1.072 

(0.051) 

0.930** 

(0.022) 

1.086** 

(0.030) 

0.930 

(0.032) 

1.114** 

(0.038) 

1.002 

(0.042) 

1.073 

(0.060) 

 Work Home Work Home Work Home Work Home Work Home Work Home Work Home 

Network 

region 

1.048 

(0.031) 

1.097** 

(0.049) 

0.984 

(0.028) 

0.994 

(0.030) 

0.927* 

(0.028) 

1.007 

(0.043) 

0.974 

(0.028) 

0.960 

(0.037) 

0.983 

(0.025) 

0.988 

(0.020) 

0.976 

(0.025) 

1.064 

(0.039) 

1.026 

(0.042) 

1.037 

(0.061) 

N 62 019 53 595 63 531 71 357 153 847 74 196 30 362 

Wald chi
2
 6 093 6 911 4 039 4 357 14 574 7 900 3 865 

Pseudo R
2
 0.40 0.30 0.33 0.36 0.33 0.34 0.43 

** significant at 1 percent, *significant at 5 percent. Cluster (municipality) standard errors within parenthesis. Control for educational, regional type and industry. 
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In the last scenario we observe those individuals that commute long-distances, i.e. here 

defined as across functional regions. This gives us the opportunity to analyse the work and 

home economic environment at the municipal and regional level. Starting with the local 

environment (Network municipality) there is no consistent pattern across occupational groups. 

For individuals having a cognitive occupation both the network opportunities in the home and 

work municipality increase the prospects in becoming self-employed. For the other 

occupation groups, except individuals with a standardized occupation, it is the network built 

up in the home municipality that is important. The network opportunities in the work 

municipality is even hampering the effect of becoming self-employed in some cases. The 

regional level (Network region) does not overall influence the decision to become self-

employed. The only case where it is significant and positive is for individuals with a cognitive 

occupation where the work environment is important. For individuals with a  social 

occupation having access to many other self-employed in the home region is negatively 

associated with the probability of becoming self-employed. 

Again, we confirm that commuting to more urban locations (Commuter, urban) does not 

influence the choice of self-employment. How long time you have commuted (Years of 

commuting) is however positively associated with choosing to become self-employed, 

irrespectively of occupation and years of schooling. Building on this we would also like to 

analyse if there is any optimal time-length for commuting. We start by simply checking if the 

is a decreasing marginal effect from commuting by adding the squared years of commuting in 

the estimation. By adding this variable there is no consistent pattern across occupational 

groups and educational levels. We follow this up by also including dummies for each year 

that an individual can commute, i.e. one to ten, and see which of the dummies have the 

highest coefficient (using ten years of commuting as a base). Here we find a more consistent 

pattern where the probability of becoming self-employed is a function of the number of years 

commuting. Thus, as the network grow stronger you are more willing to become self-

employed.     
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4. Conclusions 
In this paper, we have analysed how the “business network” characteristics of work and home 

localities and work and home region of individuals influence their probability of becoming 

self-employed. By making a distinction between non-commuters, and short- and long-distance 

commuters we are able to highlight the influence of the “business network” characteristics. 

The results are not totally clear-cut but we show a number of interesting results. For non-

commuters we find that living and working in a locality with rich “business networks” 

significantly reduces the probability of becoming self-employed except for those with a high 

education. On the other hand living and working in a labour market region with rich “business 

networks” increases significantly the probability of becoming self-employed. Why “business 

networks” have different effects at the locality level and the level of the labour market region 

is a question for future research. 

For short-distance commuters, rich “business networks” in the work locality has a significant 

positive effect on the probability to become self-employed except for those in management 

and administrative occupations, where the effect is insignificant. Perhaps, those in 

management and administrative occupations due to their work tasks and work experience 

have so much insights in becoming self-employed that they are not dependent on stimuli from 

those that already are self-employed. Interestingly, rich “business networks” in the home 

locality has no significant effects. Rich “business networks” at the regional level is only 

significantly positive in one case and significantly negative in one case. It is a question for 

future research to find out why we have this difference between non-commuters and short-

distance commuters in terms of the effects of “business networks” at the regional level. 

Long-distance commuters seem to differ from short-distance commuters in the sense that for 

them in five out of seven categories we get a significant positive effect on the probability of 

becoming self-employed from rich “business networks” in the home locality. The business 

networks in the home and work regions in almost all cases show insignificant effects. If we 

summarise, our results indicate that obviously rich “business networks” are important for 

peoples’ decision to become self-employed. However, the effects are quite different for non-

commuters, short-distance and long-distance commuters which implies that we have to dig 

deeper into this question in future research.      
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