Andrey Shevchuk, shevchuk@hse.ru
Denis Strebkov, strebkov@hse.ru
Survival and success in the freelance e-market:
the role of social ties

E-lance markets
In 1998 Thomas W. Malone and Robert Laubacher envisioned the possibilities of “e-lance economy” provided by the Internet (Malone, Laubacher, 1998). The fundamental units of such an economy are electronic freelancers – e-lancers, i.e. self-employed individuals working via the Internet. These include finding clients, communicating with them, negotiating contracts, transmitting final results and getting paid. 
Since the late 1990th online marketplaces offer an infrastructure that facilitates the new business model. Today there are numerous websites where freelancers (IT-professionals, graphic designers, writers, consultants etc.) offer their services. Not only individuals and small enterprises but also large corporations use online marketplaces to outsource required skills. The number of global talent market participants has run into six figures. For instance, Freelancer.com reports having about 3 million registered users from 234 countries. 
Electronic self-employment is a very new phenomenon in Russia due to historical reasons and as a result of the information and communication technology (ICT) lag. In the Soviet Union independent contracting (as well as entrepreneurship in general) was completely illegal. That is why self-employment and the Internet penetration rates in Russia are rather low (about half as high in the advanced information societies).

However the overall interest in electronic freelancing is growing fast in Russia. Today, with about one million registered users Free-lance.ru is not only the largest freelance marketplace on the Russian speaking Internet (RuNet), but in Europe and is now one of the largest in the world.
Data

Our knowledge of independent contracting on the Internet is surprisingly limited. Literature on the topic is either speculative or based on qualitative narrative studies. In order to fill the gap in 2007 we started a long-term research project devoted to the phenomenon of electronic freelancing. We have collected a great bulk of empirical data, both qualitative and quantitative. We conducted in-depth interviews with several dozen Russian freelancers and their clients, as well as three online standardized surveys at the largest online-marketplace Free-lance.ru. Two waves of the Russian Freelance Survey (RFS) in December 2008 and March brought about 10,000 usable responses each, making RFS one of the largest freelance surveys in the world in terms of response numbers. Additionally, in July 2010 we surveyed 1,275 clients (both firms and private individuals) who use such freelance services. 

An online survey at a freelance marketplace seems to be the most appropriate method for collecting empirical data about our research subjects. Due to the relatively small size of the group in Russia, self-employed professionals working via the Internet hardly ever fell into any nation-wide survey’s samples.

The core of our data for this paper is the RFS-2011 with 10943 valid respondents. The RFS questionnaire consists of about 50 questions and involves a wide range of work and life topics, including special section on their relationships with clients. Based on a special filter question we distinguish between three groups of practicing, former and future (potential) freelancers. We will consider only practicing freelancers in this paper which were active during the last year (N=7179). Occasionally, we will also refer to our data from the other surveys and interviews. 
Research question and main results
This paper deals with the market strategies of Russian freelancers and their relationships with clients, including job search and contracting. 
The preliminary analysis of our data reveals that Russian e-lance market is largely informal. Many agents have no proper legal status, do not conclude written contracts and avoid taxation. The persistent level of informality was observed in all three of our 2008-2011 standardized surveys: only one out of ten market participants (freelancers as well as their clients) relied upon formal written contracts. 

Not surprisingly, market participants encounter a high level of opportunistic behavior. More than 70% of freelancers and clients have reported on cases where the other party broke down their agreements in some way during the last year. In many cases it creates severe problems, including financial losses: 45% of freelancers and 51% of their clients have had such an experience. Distant communications only make matters worse, and a contracting party may suddenly disappear into cyberspace. Consequently, 40% of freelancers and 30% of their clients who had conflicts caused by opportunistic behavior failed to resolve these conflicts.
How can one survive in such a market, where property rights cannot be protected by formal institutions? As in other similar cases, people rely heavily upon social networks. Facing social uncertainty and a deficit of generalized trust, people seek to stimulate commitment and personalized trust. Our data reveals that freelancers most likely get jobs not from the anonymous market but from the people they know in some way: regular customers (68%), referrals from former clients (51%), and friends and acquaintances (40%). Moreover, one third of freelancers relies entirely on his/her social capital, i. e. finding jobs exclusively through established social ties.
Although in Russia the process of obtaining new jobs in the traditional labor market is also very personalized, in the case of the electronic market we encounter a certain paradox. Almost all freelancers (97%) are registered users of some online marketplace, but only half of them actually obtain clients via these websites. The very idea of an online-marketplace is to bring together spatially dispersed buyers and sellers of remote services. Theoretically, this online-infrastructure is supposed to facilitate arm’s-length ties and favor the global spot-market. However, the Russian-speaking e-market is far from the ideal neoclassical model of anonymous buyers and sellers and is largely shaped by social networks. The Russian freelancer is not an atomized global actor surfing the Internet for some jobs. His/her actions are embedded in interpersonal social networks, more akin to medieval craftsmen. 

We use regression model to reveal that reliance on social capital in the job search decreases the risk of financial losses resulting from opportunistic behavior, reduces the rate of unresolved conflicts with the clients, and raises the earned income (see attachment). 

� This is the research paper project which we are going to apply to “Embedidness and Beyond” conference and then publish as a journal article. Comments welcomed. 





