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This research focuses on married women with children, and asks whether in-
dependent contract work, which is known as offering freedom and flexibility,
is really an attractive option for such women, through a comparison of data
from Japan and the U.S. The analysis results show that in both Japan and the
U.S., women are more likely to be employed in independent contract work if
they have children under the age of six, and that the greater the number of
children they have the more likely they are to be employed as independent
contractors. This indicates that it is an employment format that offers future
opportunities when considered from the perspective of work-life balance. On
the other hand, regular employees earn 1.5 times (in the U.S.) to 2.3 times (in
Japan) the income of independent contractors, and the benefits and working
conditions for independent contractors are poor. Furthermore, the probability
of independent contractors falling into a situation where they are working for
low pay or long hours is higher than regular employees by 17.1% points and
16.2% points, respectively, in the U.S., and by 47.1% points and 30.0% points,
respectively, in Japan. This research established that independent contractors
in Japan are particularly at risk of falling into “bad jobs” when compared to
those in regular employment. This difference in benefits, etc., when compared
with regular employees, can be partially accounted for by individual differ-
ences in educational attainment, social experience, residential area, etc., as
well as individual preferences, but there is a significant proportion that re-
mains unexplained by these factors.

I. Introduction

“Independent contract work” is a type of employment that has recently been gaining
significant attention in Japan. The term describes a self-employed person who enters into an
outsourcing contract with a company, enabling them to work at their own discretion. An
independent contract represents what has conventionally been known not as “employment,”
but rather, as a type of “self-employment.” However, the traditional occupations in which
self-employed people may have worked in the past—individually run stores and restau-
rants—have been decreasing, and are being replaced by industries such as publishing, ad-
vertising, and computer-related professions, which conventionally had far larger proportions
of regular employees.

* This paper was originally authored by Zhou in 2010, but has been partially added to and edited.
Helpful comments were received from Yutaka Asao, Toshiyuki Kugotani, Atsushi Sato, Kazuya Ogura,
and James Raymo, as well as participants in the JILPT Workshops. This note is to thank these people.
This paper is presented under the responsibility of the author, and does not represent the views of the
Institute to which the author is affiliated.
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In Japan, people working based on independent contracts still represent a small pro-
portion of the overall workforce, but this proportion is growing year by year. Research by
Yamada (2007) is an example of research that has collected macro-level data on indepen-
dent contract employment. Yamada used the National Census to calculate the number of
“unemployed self-employed people” in industries considered to have a large proportion of
independent contractors. This figure totaled 1.141 million people (1.8% of the total work-
force) in 2005, which was an 80% increase over the 2000 figure of 633,000 people.

In the U.S., on the other hand, independent contract work is significantly more com-
mon than in Japan, and has become a more typical form of non-standard employment than
working via an agency or as a contracted employee. According to a Supplemental Survey
done as part of the Current Population Survey (CPS) by the U.S. Labor Department’s Bu-
reau of Labor Statistics (BLS), as of February 2005 there were an estimated 10.34 million
independent contractors in the U.S., representing a total of 7.4% of all workers (while, inci-
dentally, employees hired through staffing agencies comprised no more than 0.9%). This
indicates that out of all those employed in outsourcing,' approximately 70% are working
under independent contracts. Furthermore, independent contracts cover around 60% of all
self-employed people, making them a bigger presence than the conventional self-employment
trades such as individual store owners (BLS 2005).

While the prevalence of independent contract work differs, the reasons behind people
choosing to work as independent contractors are similar in both Japan and the U.S.: freedom
and flexibility. As the name suggests, independent contracts allow individuals to undertake
a contract that allows them to work in a location of their choosing during hours that can be
set at their own discretion, as well as allowing them to specify their own work methods.
This is attractive to many. The U.S. CPS Supplemental Survey, for example, includes a
question category asking “What was your reason for selecting your current job?” to which
27.9% of independent contractors responded “[Because it allowed me to have] job free-
dom.” Combined with the two additional responses “Because | prefer to work without being
formally employed” (33.4%) and “For personal or family reasons” (9.9%), more than 70%
of independent contractors in the U.S. indicated freedom or flexibility in their jobs as their
reason for selecting this format. In Japan, a Survey of Attitudes towards Work Styles im-
plemented in 2004 by the Japan Institute for Labour Policy and Training (JILPT) asked
similar questions, which, while it did not produce such high figures as in the U.S., demon-
strated that nearly 30% of independent contractors gave “job freedom” as their reason for
choosing this work style.

The image of an independent contractor that is naturally conjured up from these sta-
tistics is someone who requires freedom and flexibility in their work style. People with fam-
ily members who require nursing care, for example, or those with disabilities, as well as

! “Qutsourcing” is the term used to describe independent contracts, temporary employment, the
work of employees hired through staffing agencies and contract employees. According to DiNitale
(2001), these styles of work are referred to as “alternative work arrangements.”
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women raising children, need to ensure a work-life balance (WLB), and presumably prefer
a more flexible style of working. In Japan, these categories of people have conventionally
found it difficult to become employed, or have had to work for very low wages, and have
been the subject of policy support aimed at people at a disadvantage in employment. In the
future, however, as work based on independent contracts becomes a more normalized job
format, such people will find they have greater opportunities of employment, and as a result,
they may find they have the ability to escape being the focus of policy support. Therefore,
promoting policies that encourage the greater application of independent contract work
could Kill two birds with one stone, having the effect of solving the shortages within the
labor force, while at the same time releasing people from their employment disadvantage.

There is an urgent need to verify whether or not desirable and positive employment
opportunities are being provided for independent contractors. Given the premise that if all
other conditions are equal, independent contracts are being selected by people with a high
degree of need for a WLB, then such people (those with a high degree of need for WLB)
will be seen in the data to represent a higher proportion of independent contractors than
average workers (the “employment ratio hypothesis”). Furthermore, it should be possible to
observe that the benefits and working conditions of contracted employment are no worse
than conventional employment formats, and that such contracted workers are not working in
“bad jobs” (the “non-bad job hypothesis™). “Benefits” and “working conditions” as used
here indicate both income and health insurance and other benefits, but job satisfaction and
whether or not a worker works long hours are also considered to be indirect indicators.

This research focuses on married women with children, a group that is considered as
having a particularly high level of need for WLB, and implements analysis to establish
whether the two theories above are supported by statistics. The issues being considered
through this analysis include whether or not independent contract employment is actually
allowing women in this category to genuinely achieve WLB or not, and whether it appears
to offer future opportunities. The objective of the analysis is to establish whether women
select independent contract work purely out of a sense of choice, or whether in fact they are
unavoidably trading WLB for poor benefits and conditions.

Few surveys have been done either in Japan or the U.S. on independent contractors,
but in the course of this research the author was able to make use of indicators from two
comparable representative surveys, in the form of the CPS February Supplemental Survey
(U.S. Labor Department’s Bureau of Labor Statistics) and the Integrated Survey into Japa-
nese Working Practices (JILPT). The former is a large-scale national survey of the state of
workers in non-typical employment formats (including independent contractors) and
fixed-term employment, while the latter was also a national-level survey of the state of
workers in a range of employment formats, including independent contractors. Furthermore,
since both surveys were implemented in 2005, they facilitate a comparison of Japan and the
U.S. at a similar point in time.

This research has three particular features compared to existing research. The first is
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that it includes an aspect of comparison between Japan and the U.S. Through comparing the
structures of independent contract work for married women with children in two different
economic environments, the unique features of independent contract work in the two coun-
tries, as well as the future potential and issues for independent contract work in Japan, can
be identified. The second is that it brings together frameworks for comparative research
between Japan and the U.S. (in terms of scope and implementation methods, etc.). Previous
research in Japan and the U.S. has often produced differing results, but it has been impossi-
ble to tell whether this was due to the difference in the scopes of their research or their veri-
fication methods, or just due to the difference between Japan and the U.S. Unifying the re-
search framework is thought to allow the differentiation of these issues. The third unique
feature is that this research focuses on married women who are currently raising children, a
particularly significant group in terms of social policy from the viewpoint of addressing
declining birth rates and promoting gender equality.

I1. Previous Research

As indicated by Yamada (2007), independent contracts are considered an attractive
form of work for people wanting to balance their work and aspects of their home lives, such
as raising children. Since independent contracts involve commissions from companies to
undertake specific tasks, they should give workers a high level of discretion to select when,
where, and how the job is done. Further examination is needed, however, to see if this is
actually the case.

In fact, other than Zhou (2006), almost no verification has been carried out on the
“employment ratio hypothesis,” focusing on independent contract work, either in Japan or
in the U.S. Zhou (2006) implemented an empirical analysis on Japanese independent con-
tract work, which demonstrated that the attributes of being female, having children, and
being married were not, in fact, raising the proportion of those selecting independent con-
tract work.

At the same time, in the U.S., significant quantities of verification analysis have been
carried out regarding the relationship between women’s WLB and broadly-defined
self-employment, although this is not restricted to independent contract work, and a number
of results suggest consistency with the “employment ratio hypothesis.” According, for ex-
ample, to the analysis of Edwards and Field-Hendrey (2002), a higher proportion of women
with small children work at home than other women. Furthermore, among women who
choose to work at home, a particularly high proportion of women who are the mothers of
small children choose self-employment. Furthermore, Wellington (2006) used panel data
from the 1970s to the 1990s in the U.S. to analyze employment selection behavior by white,
married women between the ages of 22 and 40, and found that women with younger
(pre-school) children and women with greater numbers of children were far more likely to
be self-employed. This trend was even more pronounced among women with better aca-
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demic backgrounds. Notably, as indicated by Carnoy (2000), even though self-employment
was broadly considered as a good option for women raising children, allowing them to
maintain a WLB, it was not considered a realistic option by many women, particularly those
with poorer academic backgrounds or those with fewer skills.

On the other hand, previous research in both Japan and the U.S. has largely produced
negative results regarding the “non-bad job hypothesis,” which states that independent con-
tract work does not necessarily offer poorer benefits and working conditions. Zhou (2006),
for example, states that the average annual income of an independent contractor in Japan is
around 1.5 million yen lower than that of a regular employee, and that insurance and other
benefits remain at low levels. Kalleberg, Raskin, and Hudson (1999) implemented a verifi-
cation analysis that showed the scores of benefits and working conditions for female inde-
pendent contractors in the U.S. were 43% lower than those of regular female employees.

Previous research in both Japan and the U.S., however, has been diverse in terms of
its scope, analysis period, estimation models, estimation methods, etc., and it has been dif-
ficult to identify the factors leading to conclusions that either support or do not support the
theories. This research, therefore, reconsiders the employment ratio hypothesis and the
non-bad job hypothesis, in the light of a unified research scope (married, working women
aged between 18 and 45) and analysis period (2005), and using the same estimation model
and methods.

I11. Data and Research Model

1. Data

Two data sources are used in this research. The first is Japanese, in the form of
JILPT’s Integrated Survey into Japanese Working Practices, which was implemented be-
tween August and September 2005. The second is the individual survey data on the Febru-
ary Supplemental Surveys of the “Current Population Survey, Contingent and Alternative
Employment Arrangements” collected by the U.S. Labor Department’s BLS in February
2001 and 2005.

The Integrated Survey into Japanese Working Practices was a mail survey of 3,000
regular employees, 3,500 non-regular employees, and 3,000 people who run their own
businesses or who work for a family business, all of whom were selected in an indiscrimi-
nate way from among survey volunteers contacted through Intage Inc. Of the people sur-
veyed, valid responses were received from 1,576 people running their own businesses or
working for a family business (52.5% valid response rate). In this research, an “independent
contractor” is defined as someone who fulfills all three of the following conditions: he/she
“works without an employer” (this excludes company directors, people working for a fami-
ly business, or self-employed business owners who are in the position of hiring others),
“does not take instruction from anyone regarding the way in which he/she works,” and “is
able to decide by him/herself when to start work and how long to work for.” The survey
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results contained 613 subjects who met all three of these conditions, of whom 187 subjects
were married working women between the ages of 18 and 45.

At the same time, the CPS February Supplemental Survey is an additional CPS sur-
vey implemented alongside one of the largest-scale monthly surveys in the U.S., which has
a history that spans more than 50 years. The CPS February Supplemental Survey is imple-
mented with the aim of understanding how many people are working in non-typical em-
ployment or fixed-term employment, as well as their job status, and it has been carried out
five times to date (in 1995, 1997, 1999, 2001 and 2005). In this research, the author uses
survey data from the two most recent separate surveys. Two years’ worth of data gave a
total of 127,581 subjects, of which 17,714 were married working women between the ages
of 18 and 45. Of these subjects, 71.0% were regular employees, 21.6% were working in
part-time jobs, and 2.6% (461 people) were independent contractors. For the purpose of this
research, the definition? of “independent contractors” is people who meet the following
three criteria in the CPS February Supplemental Survey: they are “workers treated as indi-
vidual consultants or freelancers,” “not employed by a third party,” and “not employers.”

Of these subjects, while the U.S. CPS survey is in the form of panel data, since there
were extremely few subjects who matched the criteria, in this research, the survey is used
not as panel data but as cross-sectional data. Cross-sectional estimations, however, require
the presumption that variables such as preferences regarding marriage, the expected number
of children, etc., have no relationship to employment preferences. In fact, decisions regard-
ing when to get married and how many children are wanted are highly likely to be made at
the same time as considering whether or not to have a job, or what form of work is to be
selected, and as a result, this presumption is problematic. If a good instrumental variable
were available, this problem of endogeneity could be sufficiently solved through metho-
dology, but finding an appropriate instrumental variable is not necessarily a simple matter.
In order to solve this problem of endogeneity with cross-sectional estimations, therefore, in
this research, we restricted the scope of estimations to married, working women aged be-
tween 18 and 45. By doing this, the author was able to remove variables with a strong pos-
sibility of endogeneity (whether or not a subject was married, and whether or not they were
working) from the estimation models. At the same time, restricting the scope to working
women removes work/non-work behavior from the scope of analysis, allowing a simple
model for analysis, which focuses solely on selection of work format.

2. Theories and Verification Models

Much of the previous research looks at the decision to select a particular work format
within the framework of “maximizing utility” (Willington 2006). In other words, if the
anticipated income from independent contract work is higher than the anticipated income

2 The CPS February Supplemental Survey identifies independent contractors as “workers treated
as independent consultants or freelancers,” since it does not collect information relating to “work
style” or “starting time or time spent at work.”
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from other work formats, the “utility” gained by independent contract work is maximized,
making the selection of independent contract work a natural one for rational individuals.
However, when using the framework of maximizing utility in research that focuses on mar-
ried women with children, who are the very subjects of this research, it is necessary to con-
sider the impact that the presence of children has on the selection of a work format.

Say, for example, that a woman with children has decided to work H,, hours per day,
and to spend the rest of her available time in childrearing. Since independent contract work
(or self-employed work) allows her to select her workplace and working time with compar-
ative freedom, it is possible for her to spend a proportion of the time she is working, defined
as aH,, (0=a=1), in childrearing activities. Employees, however, are unable to do any
childrearing activities, in principle, during the time in which they are working. Regardless
of the employment format, women incur childcare costs during the time that they are not
able to look after their own children, which we will cost at C yen per hour. If independent
contract work is paid at rate W, and employees’ rates of pay are defined at W, the follow-
ing relational expression is created:

(Net) anticipated income for an independent contractor: I;,, =Wi.xH, — Cx(1-a)H, (1)
(Net) anticipated income for an employee: I, =W xH,, — CxH,, (2)
Difference in (net) anticipated incomes: lic-lo=Hy*(W;. — W,) +axH,*xC (3)

The decision for a married woman with children as to whether or not she should be-
come an independent contractor will depend on the difference in anticipated (net) incomes
(formula [3]) above). The higher the cost of childcare (C) and the higher the proportion of
work time that can be combined with childrearing activities (a), the higher the likelihood of
selecting work as an independent contractor. For this reason, the increasing cost of childcare,
the increasing proportion of working mothers with very young children, for whom childcare
costs are higher, and the increasing number of independent contractor jobs that can be com-
bined with childrearing (for example, jobs involving work on computers or via fax, which
can be done from home), may be sociological reasons for the increase in independent con-
tracting work.

Furthermore, in addition to C and o, unearned income such as income from a wom-
an’s husband, and individual preferences, also impact the selection of work format. For
example, the higher a household’s unearned income, the easier it is to provide startup costs
(such as the purchase of a computer or initial startup capital, etc.), which results in increas-
ing the proportion of independent contractors. In other words, as shown in formula (4) be-
low, the probability of becoming an independent contractor is influenced by C, a, unearned
income and individual preference.

Pr (work format = independent contractor)
=f (C, a, unearned income e.g. husband’s income, individual preferences)  (4)
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Let us consider the probability of a woman choosing to become an independent con-
tractor if given five possible choices of work format (1= regular employment, 2= part-time
work, 3= contractual work or work found through a staffing agency, etc., 4= conventional
self-employment, 5= independent contracting). If the IIA hypothesis® (Independence of
irrelevant alternatives), which assumes the independence of each possible choice, is proven,
then it will be possible to use a multinomial logit model to estimate the probability of se-
lecting independent contract work. Using one work format (in this case, 1= regular em-
ployment) as a benchmark, the probability of an individual i with attribute X; selecting op-
tion j (in this case, j=5) can be expressed using the following logistic distribution;

. exp(X; B )
P(y, = i1 X,) = — X)) =234 -

1+Zexp(xi,b’j)

. 0 1pl 2 n2 3 n3
With Xiﬂj:ﬂj+xiﬂj+xiﬂj+xiﬂj

Xil:VariabIe expressing the cost of childcare (the number of
pre-school aged children and whether the woman has children
who are minors).

X : Household income (excluding income of the subject)

X; :proxies for o (type of job, industry),

Proxies for individual preferences (academic background, race,
age, area of residence)

When using a multinomial logit model, the signs of explanatory variable’s parameter
and the explanatory variable’s marginal effect will not necessarily be the same (Norton,
2009). To be able to judge whether the explanatory variable x;* increases the possibility of
selecting independent contract work, the marginal effect value must be calculated, instead
of judging merely by the sign of parameter.

1V. Verification Results

1. Descriptive Statistics

Table 1 shows a summary of the work status of married women between the ages of
18 and 45, by the age of their children. The percentage of women who work, and their work
format, can be seen from Table 1 to be closely related to the number of children a woman

% With the objective of verifying the validity of this 1A hypothesis, calculations were carried out
on two models — one with options “3= contractual work or work found through a staffing agency, etc.”
and “4= conventional self-employment” dropped, and one with all five options available — and the
Hausman Test was used to verify whether the estimated coefficients for the two models were statisti-
cally different or not. As a result, the 1A hypothesis was accepted, for both the Japanese and Ameri-
can data sets.
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has, and the age of her youngest child. In sum, (1) the proportion of women who are em-
ployed when they have a very young child, particularly when their youngest child is below
the age of three, is very low in both Japan and the U.S., and (2) a high proportion of work-
ing women in the U.S. whose youngest child is under three years old are independent con-
tractors; both of these facts are consistent with the employment ratio hypothesis mentioned
above.

Next, we see that looking at the attributes of the analysis subjects by work format also
gives a result consistent with the employment ratio hypothesis. Table 2 shows that between
40% and 60% of independent contractors have children under the age of 6 (compared to
between 30% and just under 50% of regular employees), and that independent contractors
are raising, on average, 1.6 minor children (compared with 1.3 to 1.4 among regular em-
ployees). Hence, all indicators show that independent contractors belong to a group for
which childcare costs are relatively high.

On the other hand, taking a look at the benefits and working conditions of indepen-
dent contractors, by average annual income*, in comparison with an average annual income
among U.S.-based independent contractors of 2.333 million yen (calculated at one US dol-
lar = 100 yen), the average annual income of Japanese independent contractors is only 1.599
million yen (Table 2). While the average annual income of independent contractors in the
U.S. is slightly higher than in Japan, the positioning of independent contractors’ annual sal-
aries somewhere in between those of regular employees and part-time employees is similar
in both countries. Of course, it would be premature to automatically judge from this differ-
ence in average annual income that independent contractors’ working conditions equate to
them being in a “bad job.” Concluding whether or not a job is a “bad job” depends on being
able to control for other conditions such as educational attainment, social experience, pro-
fession, area of residence, etc., and comparing independent contracting with conditions
available in other work formats. Detailed verification in regard to this is given in Section 3
below.

2. Vfrification of the Employment Ratio Hypothesis

Table 3 shows the results of cross-sectional estimations using a multinomial logit
model. In order to make the table a printable size, only coefficient parameters for indepen-
dent contracting (choice 5) are reported. The benchmark used is regular employment.

Both the dummy of youngest child under six and the number of children under 18,
which are the two variables that indicate childcare costs—the issue most requiring atten-
tion—are shown definitively to be factors impacting the proportion of women working as
independent contractors. Comparisons of women whose youngest child is under six, for
example, with those who are not in that situation, shows that the proportion of such women

4 “Annual income” here is defined on a tax-inclusive basis. The income of self-employed or inde-
pendent contractors is not the total income of their business, but rather their individual income once
costs have been deducted.
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Table 3. Determinants of Working as an Independent Contractor
(Cross-Sectional Estimations)

U.S. Japan
Benchmark 2001 2005 2001-2005 2005
= regular employment Marginal effect ~ Marginal effect ~ Marginal effect Marginal effect
(S.D) (S.D) (S.D) (S.D)
Youngest child under 6 0.025 *** 0.021 ** 0.022 *** 0.002 ***
(0.009) (0.008) (0.006) (0.018)
Number of children under 18 0.002 * 0.009 *** 0.006 *** 0.005 *
(0.002) (0.003) (0.002) (0.005)
Age 0.002 * 0.003 *** 0.002 *** 0.001 ***
(0.001) (0.001) (0.001) (0.001)
Senior high school graduate -0.020 -0.015 -0.019 * -0.044 **
(0.007) (0.006) (0.006) (0.029)
Junior college/Vocational -0.012 0.004 -0.004 -0.034 >
college graduate (0.005) (0.004) (0.003) (0.025)
University (graduate school) 0.002 -0.014 -0.007 -0.017 ***
graduate (0.008) (0.005) (0.005) (0.022)
h%%rgfe'?“seho'd annual 0.004 ** 0.005 ** 0.004 *** 0.065 ***
I(re]zg'r:g)'”g annual personal (0.004) (0.002) (0.003) (0.034)
Racial dummy Yes No
Regional dummy City population size Regional block
Log likelihood -2952.6 -6376.8 -4711.5
Sample size 2,637 5,501 3,808

Notes: 1. All of these results were estimated using multinomial logit models.
2. Estimated results for “part-time workers,” “employees hired through staffing agencies and

contracted employees, etc.” and “self-employed persons (other than independent contractors)”
have been omitted from this table.

3. The marginal effect has been calculated for each subject, and the average treatment effect and
standard deviation (SD) reported.

4.* ** and *** indicate that the estimated coefficients are not zero, at a confidence level of
10%, 5%, and 1% respectively.

who work as independent contractors is 2.1-2.5% points higher among married women in
the U.S. Furthermore, with every additional child under the age of 18, the probability of a
woman working as an independent contractor rises between 0.2-0.9% points. Similar trends
can be seen among married women in Japan. The cross-sectional estimation results for both
Japan and the U.S., therefore, can be said to be consistent with the theoretical model pro-
posed in 3.2 above; the ratio of independent contractors to workers in other employment
formats is higher among women with preschool children and among women with greater
numbers of children under 18.

The marginal effect of childcare costs in Japan is slightly smaller than in the U.S. For
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example, in Japan, a mother with a child under the age of six is only 0.2% points more like-
ly to be employed as an independent contractor, and the effect is 1/10 of that seen in the U.S.
The background to this difference is thought to be in the difference between childcare center
systems and childcare costs in Japan and the U.S. In Japan, a significant amount of public
money is invested in licensed childcare facilities, and the cost of childcare is reduced to less
than 1/4 of its actual value (Zhou, Qishi, and Ueda 2003). On the other hand, childcare fa-
cilities in the U.S. have almost no public funding, and therefore the cost is significantly
higher. Since the market price of childcare that women with young (particularly pre-school)
children in the U.S. are faced with is so much higher than in Japan, the marginal effect of
the two variables relating to the cost of raising children (youngest child under six, number
of children under 18) is very likely to be larger for the U.S. than it is for Japan.

To summarize the above information, for married women with children, independent
contracting is thought to offer opportunities and future prospects from the perspective of
WLB. The ability to select the time and location of work means that independent contract-
ing allows women to at least partially reduce the costs of childcare while they are at work,
and also offers them the attractive option of being able to spend more time with their child-
ren. Both Japanese and American data support the idea that the higher the cost of caring for
children, the higher the probability is that a woman will become an independent contractor.
This is a clear result of the fact that for such women, independent contracting offers an op-
portunity for a job future.

The analysis above gives differing results to those in Zhou (2006), which showed that
the attributes of being married and having children did not increase the possibility of be-
coming an independent contractor. This is thought to be as a result of using different data, a
different scope of analysis, different estimation methods, and different verification models.
The results contained in this paper are considered as potentially more accurate for three
reasons. Firstly, while the postal survey used in this research had a valid response rate of
52.5%, the response rate in the Internet survey used by Zhou (2006) was non-measurable
and therefore unclear (although the response rate calculated against the number of survey
requests distributed was 5.3%). From the perspective that a high or low response rate is an
important indicator of the margin of error within the sample, it could be considered that the
data used in this research was more representative. Secondly, this paper limits the scope of
its analysis to married, working women between the ages of 18 and 45, focusing on an age
range in which it is fairly easy to extract the impact of childcare costs on work. Thirdly, this
research uses an estimation model in which it is not necessary to consider variables with a
strong possibility of endogeneity (whether or not a woman is married, and whether or not
she is working), and as a result, is considered to have achieved more reliable results.

3. Verification of the Non-Bad Job Hypothesis
(1) Nominal Income
Next, let us look at whether married women working as independent contractors have
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worse benefits and working conditions than those of employed workers. In order to verify
this, we must first reconfirm the conditions applicable to the independent contract work
model. In the model of “maximizing utility” given above, married women with compara-
tively high anticipated incomes (l;.-1.>0), for whom the following is applicable, are likely
to be working as independent contractors.

axHy,xC > wa(We* Wic) (7)

The left hand side of formula (7) above represents the reduced cost of childcare, achieved
through raising children while working as an independent contractor, and the right hand side
gives the differential in income between an employed worker and an independent contractor.
In other words, even if the income of an independent contractor does not equate to that of a
regular employee, provided that the childcare costs saved are large enough, independent
contracting is the more rational option. At the same time, however, as Table 1 shows, most
married women with children in both Japan and the U.S. choose not to work as independent
contractors but rather as employees. For most of the married women with multiple children,
the conditions for the formula in (7) above do not apply, and it is thought that the difference
in income between employed work and independent contracting is significant enough not to
be offset by any saving in childcare costs.

In fact, annual incomes of regular employees in the U.S. are 1.5 times those of inde-
pendent contractors, and 2.3 times in Japan. Both countries pay less to independent con-
tractors (Table 2). 90.3% (Japan) and 69.0% (the U.S.) of independent contractors fall into a
low income bracket (earning under 2.5 million yen per year), far more than the equivalent
proportion of regular employees (Table 4). Furthermore, a significantly high proportion of
independent contractors fall into the category of workers paid under 1,000 yen per hour
(71.4% in Japan and 40.7% in the U.S.). It is therefore impossible to deny that independent
contracting has some elements of a “bad job,” particularly when considered from the pers-
pective of income.

The fact that the difference between the annual incomes of Japanese regular em-
ployees and independent contractors is larger than that in the U.S. is, however, unexpected.
Considering the fact that childcare costs are so much more expensive in the U.S. than in
Japan, it would be natural for annual incomes to be around 1.5 times higher. According to
the latest American surveys, the average annual cost of professional childcare for children
under three was US$15,895, and for children between the ages of three and five was
US$11,680. For children aged six and over, the cost of after-school care was US$10,720
(National Association of Child Care Resource & Referral Agencies 2009). In the U.S., the
difference between the average incomes of independent contractors and regular employees
is around US$12,000, a differential which can be fully covered by the saving achieved in
childcare costs. On the other hand, the significant investment of public finance in accredited
childcare facilities in Japan means that the average cost of childcare is 1/5 that of the U.S.
Regardless of this, regular employees’ income in Japan is 2.3 times higher than that of
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Table 4. Comparison of the Levels to Which Different Work Formats
Constitute a “Bad Job” (for Married Women Aged 18-45)

Japan U.S.
Regular Part-time  Independent Regular  Part-time Independent
employees  employees  contractors employees employees contractors
Level to which work
format is a “bad job” 0.48 0.98 1.80 0.76 1.27 1.19
(0-3)
Long working hours 55.0% 1.5% 20.6% 5.0% 0.0% 10.8%
Qg”r‘;?l'”'gﬁ‘;";s under 54706 96.6% 90.3% 432%  84.9% 69.0%
Wage rate equivalent
to under 1,000 19.2% 71.4% 29.0% 42.9% 40.7%
yen/hour
Benefits

Participating in
employer7’s health- 82.9% 30.8%
care insurance

Participating in
Employer’s pension 66.6% 33.3% 0.7%
or retirement plan

Job satisfaction

Hope to continue in

current employment 83.7% 51.0% 74.4% 80.0% 84.2%

Notes: 1. “Long working hours” indicates a minimum of 45 hours per month of overtime, or 205
hours of work per month (8 hours/day x 20 days + 45 hours = 205 hours). Since no variables
are provided for working hours of non-regular employees (in Japan), respondents who
fulfilled the conditions of “having designated working hours that are longer than other
regular employees in the same workplace” and “sometimes or often working overtime” are
considered to have “long working hours.”

2.When calculating annual income, one US dollar is taken as equal to 100 yen.

independent contractors—a greater differential than that of the U.S.—and the difference in
average annual income is significant, at 2.1 million yen. Therefore, the low incomes earned
by independent contractors in Japan cannot be close to sufficiently explained within the
framework of “maximizing utility.”

(2) Insurance and Other Benefits and Working Hours
It is of course necessary to consider not only income, but also health insurance and
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other benefits when making a comparison. When considering benefits, however, it is surely
the case that independent contractors are in a less advantageous position. Independent con-
tractors are not employees, but are considered “self-employed.” Companies outsourcing
their business rarely provide benefits to people in such positions. For example, more than
80% of regular employees in the U.S. are members of health insurance plans provided for
employees, and just under 70% are members of employee pension and retirement plans.
Compared to this, the proportion of independent contractors involved in such plans is vir-
tually zero. According to Zhou (2006), in Japan, as well, the benefits available to indepen-
dent contractors are significantly less advantageous than those given to employees. For
example, only 13.2% of independent contractors receive travel expenses from the compa-
nies they work for (compared with 90.0% of regular employees and 53.2% of non-regular
employees). The proportion of contractors receiving other types of benefits is similarly low
(2.5% receive skills development support; 0.5% receive housing allowances from a compa-
ny).

Furthermore, in the U.S., the proportion of independent contractors who work long
hours (more than 205 hours/month) reached 10.8%, which is approximately double the
number of regular employees (5.0%). In other words, nominal income, benefits, and work-
ing hours could all be described as strongly defending the view of independent contracting
as being a “bad job” in the U.S. On the other hand, in Japan, although fewer independent
contractors work long hours than regular employees (20.6% as opposed to 55.0%), there is a
significant gap in income and benefits, making it difficult to state definitively that indepen-
dent contracting is not a “bad job,” based on this information alone.

(3) Is Independent Contracting a “Bad Job” Even If Academic Background, Age,
and Childrearing Costs Are the Same?

The comparisons of average values given above generally show that a higher propor-
tion of married women working as independent contractors work long hours compared to
regular employees (in the U.S. only), that their incomes are lower, and that their benefits are
less comprehensive. But is independent contracting a “bad job” even in cases where indi-
vidual attributes such as academic background, age, the number of children, etc. are con-
trolled?

Table 5 shows an estimation using a probit model to express the three prescriptive
factors for a “bad job”—"annual income under 2.5 million yen,” “working 205 or more
hours per month™ and “non-enrollment in corporate pension or retirement plans.” Specifi-
cally, the author controlled explanatory variables including the subject’s age, academic
background, the age of the subject’s youngest child, the number of under-age children, race,
union membership, area of residence, etc., to estimate the probability of independent con-
tracting being a “bad job” in comparison with being employed as a regular employee.

Table 5 shows that in comparison with regular employees, independent contractors
are between 23.8% points (Japan) and 27.2% points (the U.S.) more likely earn under 2.5
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Table 5. Prescriptive Factors in “Bad Job” Aspects of Work (2005)

Y1: Probability of annual

income being under 2.5 Y2: Probability of working long

Y3: Probability of
participating in

. hours ;
million yen employer’s
pension/retirement
U.S. 2005 Japan 2005 U.S. 2005 Japan 2005 plan (U.S)
Marginal Marginal Marginal Marginal effect Marginal
effect (S.D.) effect (S.D.) effect (S.D.) (S.D) effect (S.D.)
Work format
Part-time employee 0.395*** 0.466*** -0.3725491 *** 0.309***
(0.110) (0.294) (0.198) (0.082)
Contractual/dispatched 0.241*** 0.166*** -0.015 -0.208*** 0.337***
worker (0.089) (0.188) (0.006) (0.211) (0.106)
Self-employed 0.226*** 0.279*** 0.117*** -0.094 *** 0.558***
(Not including inde- 0.083 0.284 0.028 0.107 0.211
pendent contrators) (0.083) (0.284) (0.028) (0.107) (0.211)
Independent contractor 0.272*** 0.238*** 0.052*** -0.112*** 0.557 ***
(0.104) (0.270) (0.016) (0.129) (0.212)
Youngest child under 6 -0.041** -0.020 -0.021 *** -0.019 -0.049***
(0.013) (0.013) (0.008) (0.018) (0.014)
Number of children under 0.016** 0.035*** -0.002 0.010 0.009
18 (0.005) (0.017) (0.001) (0.008) (0.002)
Age -0.006 *** -0.002 0.000 -0.003 -0.009 ***
(0.002) (0.001) (0.000) (0.002) (0.003)
Senior high school -0.132*** -0.034 -0.027** -0.104 ** -0.157 ***
graduate (0.045) (0.022) (0.01) (0.099) (0.051)
Junior college or -0.205*** -0.041 -0.02* -0.064 -0.222***
vocational college 0.072 0.026 0.008 0.063 0.075
graduate (0072) (0.026) (0.008) (0.063) (0.075)
University (graduate -0.400 *** -0.089 0.001 -0.088** -0.337***
school) graduate (0.078) (0.046) (0.001) (0.093) (0.093)
Log Likelihood -1862.7 -452.1 -1435.1 -381.2 -3221.7
RaC|aI/Un|.0n Yes No Yes No Yes
membership dummy
Regional dumm 0 (L:Jllt::;ion Regional 0 (L:Jllt::;ion Regional 0| (l:Jllzion
9 Y popd block popd block popu
size size size
Sample size 3,455 1,516 6,819 1,388 5,695

Notes: 1. All results estimated use a probit model.

2. The marginal effect has been calculated for each subject, and the average treatment effect and

standard deviation (SD) reported.

3. *, ** and *** indicate that the estimated coefficients are not zero, at a confidence level of 10%,

5%, and 1% respectively.
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million yen per year. Furthermore, the likelihood of American independent contractors be-
ing excluded from company pension and retirement plans is 55.7% points higher than that
for regular employees. On the other hand, while the likelihood of American independent
contractors working long hours is 5.2% points higher than that for regular employees, the
opposite result is seen in Japan—the probability of long working hours is 11.2% lower for
independent contractors than for regular employees. The results of these estimates are
roughly consistent with the results of the simple comparisons carried out in Table 4. Even
considering the impact of individual attributes and the cost of raising children, the likelih-
ood is high that independent contracting is a “bad job” when compared with being a regular
employee.

At this point we must remember that Table 4 and Table 5 appear to give opposite re-
sults regarding long working hours. Table 5 shows that independent contractors in Japan are
less likely than regular employees to work long hours, whereas in the U.S., this is more
likely to happen. On the other hand, Table 4 shows that approximately 20% of independent
contractors work long hours in Japan, but that only around 10% do in the U.S., indicating
that Japanese independent contractors work comparatively longer hours. In fact, this appar-
ent difference in results is caused by the comparative benchmark of “long working hours
among regular employees,” which is significantly divergent between Japan and the U.S. In
Japan, 55.0% of regular employees work long hours, whereas this applies to only 5.0% of
regular employees in the U.S. If, therefore, the comparison was done against absolute crite-
ria, Japanese independent contractors would be shown as working significantly longer hours
than their U.S. counterparts, but comparing them to regular Japanese employees makes it
seem that they are not in fact working such long hours.

(4) Is Independent Contracting a “Bad Job” Even When Restricted to Full-Time
Workers?

One thing must be noted from the results in Table 5. Despite the fact that between
47.7% (the U.S.) and 45.4% (Japan) of the independent contractors who are the subject of
this research work less than 35 hours per week, all of the regular employees used in com-
parison are full-time employees who work 35 or more hours per week. Since there is a pos-
sibility that this comparison is not fair, next, we will consider whether independent con-
tracting is a “bad job” when restricted to full-time employees only.

The estimation results in Table 6 are restricted to independent contractors working
full-time — more than 35 hours per week—»but still show that independent contracting has
aspects of being a “bad job” when compared to regular employment. Specifically, indepen-
dent contractors have a 17.1%-point (the U.S.) to 47.1%-point (Japan) higher probability
than their regular employee counterparts of earning under 2.5 million yen per year, and are
16.2% points (the U.S.) to 30.0% points (Japan) more likely to be working long hours.
While Table 5, which includes employees who work short hours, shows noticeably low es-
timated results for long working hours for Japanese independent contractors when compared
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Table 6. Prescriptive Factors in “Bad Job” Aspects of Work (for full-time workers)

Y 1: Probability of annual in-
come being under 2.5 million

Y2: Probability of working

yen long hours
U.S. 2005 Japan 2005 U.S. 2005 Japan 2005
Marginal Marginal Marginal Marginal
effect (S.D.) effect (S.D.) effect (S.D.) effect (S.D.)
Work format
Contractual/dispatched 0.035 0.015
worker (0.009) (0.006)
Self-employed (Not 0.162*** 0.521*** 0.209*** 0.318***
:;‘;'t“ri;g?s;”depe”dem (0.034) (0.245) (0.043) (0.099)
Independent contractor 0.171*** 0.471*** 0.162*** 0.300***
(0.036) (0.282) (0.039) (0.095)
Log Likelihood -1209.5 -114.0 -1399.5 -57.8
Sample size 2,139 298 6,571 305

Notes: 1. Estimation results use the same verification model as Table 5. Estimation results for

explanatory variables other than work format have been omitted.

2. Since no information is available regarding the working hours of workers hired from staffing

agencies or contract employees within the Japanese data, comparisons between work formats
have been done only for regular employees, conventionally self-employed people, and

independent contractors.

3.*, ** and *** indicate coefficient estimated values that are not zero, at a confidence level of

10%, 5%, and 1% respectively.

with regular employees, Table 6, which restricts the scope of the comparison to full-time
workers, shows a higher risk of long working hours for independent contractors than for
regular employees.

Furthermore, the probability of independent contractors earning low salaries and
having to work long hours is higher than for regular employees by 17.1% points and 16.2%
points, respectively, in the U.S., while such probability is much higher in Japan by 47.1%
points and 30.0% points, respectively. It is interesting to note that the marginal effect of
independent contracting is around double in Japan what it is in the U.S. In other words, the
risk of independent contractors ending up in a “bad job” is extremely high in Japan com-
pared to regular employees.
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V. Conclusions

This research focuses on married women with children, and compares data from Ja-
pan and the U.S. in order to ascertain whether independent contracting, which is considered
to offer freedom and flexibility, is in fact an employment format that offers future opportun-
ities for such women.

The results of analysis showed that in both Japan and the U.S., women with children
under the age of six and women with higher numbers of children are more likely to end up
in working as independent contractors (as opposed to regular employees). At the same time,
the average annual income of a regular employee is 1.5 times (for the U.S.) and 2.3 times
(in Japan) that of an independent contractor, and benefits and working conditions for inde-
pendent contractors are relatively poor. The difference in benefits between independent
contractors and regular employees can be partly explained by individual differences and
preferences such as academic background, social experience, area of residence, etc., but this
does not fully explain the issue. In particular, in Japan, there are some clear aspects of in-
dependent contracting that make it a “bad job,” with noticeable levels of risk of independent
contractors ending up with low incomes and long working hours, when compared with reg-
ular employment.

At this point, the author would like to look at the outstanding issue of the reason be-
hind the difference in benefits, which has not so far been explained. One possibility indi-
cated by Hundley (2000), is that this is being caused by individual preference. People
working in independent contracting and those who are self-employed tend to place a lower
emphasis on income, and may be feeling a sense of fulfillment or enjoying their freedom.
This may be a particularly clear trend in women who are currently raising children and who
can count on their husbands’ income. In reality, it is true in both Japan and the U.S. that
independent contracting seems to lead to a high level of job satisfaction. Table 4 shows that
84.2% of American independent contractors say that they “would like to continue at their
current job,” compared with 74.4% of regular employees and 80.0% of part-time workers.
Japanese independent contractors also express a higher level of satisfaction with their jobs
than regular employees (Zhou 2006).

One other possibility is that there may be a significant number of independent con-
tractors working for less than the minimum wage. Since independent contracting is legally
considered to be self-employment (not employment), it is not subject to labor laws, and
there is no protection regarding minimum wages. For this reason, when compared to em-
ployees, a manner of sample selection has occurred based on the fact that no employees
receive less than minimum wage, and this may be observed as the disparity. This situation is
almost certainly affected by the fact that there is little information available regarding ap-
propriate remuneration for independent contracting, and it is extremely difficult for inde-
pendent contractors to negotiate with companies regarding benefits. More than anything, the
scale of the independent contractor labor market is small (in particular in Japan) compared
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with the employment market as a whole, meaning that companies have a monopolistic or
oligopolistic advantage when negotiating regarding remuneration for contracted work. It is
possible that independent contracting as a whole has poor benefits and conditions as a result
of all these factors working together.

Several of these factors will not find solutions until the independent contracting mar-
ket grows, as it has in the U.S. In the future, as independent contracting expands in Japan, it
is anticipated that the disparity in benefits between independent contractors and regular em-
ployees will gradually narrow. Japanese policy will need, in the future, to support the de-
velopment of the independent contractor market, and ensure that information is coordinated
regarding appropriate remuneration for contracted work. In addition, considering the fact
that in general, independent contractors are individual players and do not have the negotiat-
ing power of a group or organization, the author suggests that it may be necessary for a fair
trade commission or other such organization to investigate whether companies are imple-
menting monopolistic or oligopolistic negotiations and paying inappropriately low rates,
and where necessary, to publish the names of, or issue warnings to, such companies. Dis-
parities that occur because of individual preferences should be distinguished from dispari-
ties such as these, which must be eliminated, and therefore identifying and shining the light
of investigation on such practices is extremely important.
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