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SUMMARY

There are 4.4 million self-employed people in the UK, making up 13 per cent
of those in work. Their income tends to be lower than employees. And while
many choose to work under this status, others would prefer to be
employees.

Self-employed people get sick, have children and retire, just like employees
do. But their income is not adequately protected by sick pay, parental leave
or private pensions.

The government is currently making significant and welcome improvements
to employee rights. Now, they need to improve income security for self-
employed workers too. There are several practical options the government
should consider.

Sick pay

The government should create a new opt-out sickness insurance system,
with costs shared between the self-employed and the organisations which
engage. They should:

e Automatically sign-up self-employed workers and engagers to
contribute to a central sick pay fund, which would pay out at the
current statutory sick pay rate.

e Charge freelancers and gig economy workers £5 per month, and
engagers 3p for every hour they hire a self-employed worker.

e Charge self-employed people who do not have an engager, such as
business owners, £10 a month.

Parental leave

The government should explore new parental leave options for the self-
employed. They could:

e Raise maternity allowance to 90 per cent of earnings for the first six
weeks.
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Create a new paternity allowance — first at the level of current
maternity allowance, and later rising to 90 per cent of earnings for
the first six weeks.

Increase the number of ‘keeping in touch” days to 30 and allow half-
day increments.

Investigate adoption and shared parental leave.

Pensions

The government should consider new pensions and savings initiatives for
the self-employed. They could:

Create new auto-enrolment self-employment pensions through self-
assessed tax returns.

Raise awareness of existing incentives for pension saving, including
tax relief on personal pension contributions and saving incentives in
universal credit rules.

Reform or replace LISAs to provide a saving product allowing
people to contribute up to the state pension age.
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INTRODUCTION

There are 4.4 million self-employed people in the UK. This is 13 per cent of
people in work, and they make a substantial contribution to the economy.'

While some are relatively well off, average net income for a full-time self-
employed worker is 12 per cent lower than for a full-time employee. And
while many actively choose this way of working, many are trapped — two-
in-five self-employed workers would work a salaried job if they could.?

Many self-employed people face a major income shock when they fall sick,
have children or retire. This is because, while some self-employed people do
save or take out insurance policies, the overwhelming majority do not.

The government is acting decisively to improve employment rights. The
employment rights bill, currently before parliament, includes several
important and much-needed provisions to improve rights for employees —
including on sick pay. The government is also consulting on parental leave
and has set up a new Pensions Commission to ensure private pensions
provide an adequate income in retirement.

The self-employed must be included in this welcome drive to improve
working conditions and income security. The government is taking forward
some important reforms: the right to a written contract, tackling late
payments, extending health and safety and blacklisting protections, reforms
to employment status and a ‘Freelance Champion’. But this important part
of the workforce needs more, and there is a risk of a widening ‘rights gap’
between employees and the rest of the workforce.

There has been speculation that the government may try to close the “tax
gap’ between employees and the self-employed. This debate often ignores
the fact that the state supports employees substantially more than the self-
employed. This would remain true if the government implemented the
policies in this report: all of the options set out are funded by self-employed
people and the organisations that hire them (‘engagers’) and supported by
government in various non-financial ways.

This briefing paper sets out three income protection options for the
government to consider, dealing with sick pay, parental leave, and pensions
in turn.
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1. SICK PAY

Self-employed people face a dramatic income shock when they fall sick.

¢ Self-employed workers lose 1.8 per cent of total working hours
because of sickness absence, compared to 2 per cent for employees.

e But alack of sick pay means the income shock of falling sick for most
self-employed workers is severe: the average full-time self-employed
worker would lose 81 per cent of their income.”

e 19 per cent of self-employed people say they would have to carry on
working if ill or injured compared to only 12 per cent of employees.’

Better sick pay for the self-employed would have wider benefits. Evidence
suggests that it would: reduce the spread of viruses, and speed up recovery
from illness; improve productivity; improve inclusion in key industries,
such as the creative sector, construction and agriculture; and help reduce
pressure on the NHS and social security bill.°

FIGURE 1: SELF-EMPLOYED PEOPLE FALL ILL AT SIMILAR RATES TO
EMPLOYEES, BUT TAKE LESS TIME OFF
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Current sick pay options are limited

Despite a strong case for protecting self-employed workers, their current

options are severely limited:

The ‘engagers” who hire self-employed workers have no duty to
provide sick pay, unlike employers.

Government support via either universal credit (UC) or employment
and support allowance (ESA) is a poor alternative — it is a low rate,
and many do not or cannot claim due to low awareness, uncertainty,
complexity, long wait times and limited eligibility.

Private insurance schemes are costly (£24 per month on average),
have low take up rates (6 per cent), poor coverage of pre-existing
conditions, long wait times, and perverse interactions with UC.

Box 1. Sick pay for the selfemployed in other countries

Other countries have a better sick pay offer than the UK: from Norway’s
state-funded sickness insurance, which provides 100 per cent income
replacement for freelancers from the 17t day of sickness; cooperative
‘Bread funds’ in the Netherlands, and Canada’s employment insurance
system, which includes 55 per cent of earnings up to a cap of $695.

The government should strengthen sick pay
with optout sickness insurance

The government should:

Automatically sign-up self-employed workers and engagers to
contribute to a central sick pay fund, which would provide statutory
sick pay to self-employed workers who fall ill, though they could
opt-out if they wished.

Charge freelancers and gig economy workers £5 per month and
engagers 3p for every hour they hire a self-employed worker.

Charge self-employed people who do not have an engager, such as
business owners, £10 a month.

Administer this fund from central government, via HMRC and DWP.
The government should ensure this fund is sustainable, by lending to
it if needed.
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2. PARENTAL LEAVE

Self-employed people’s work is dramatically affected by having children.

e 19,600 self-employed make a new claim for maternity allowance per
year® and there are an estimated 554,000 self-employed mothers —
around 13 per cent of all self-employed people.”

e A quarter of mothers (24 per cent) self-employed before their child’s
birth were still self-employed three years later; a quarter (26 per cent)
were out of work.'°

e Opver half (56 per cent) of fathers self-employed before their child’s
birth were still self-employed three years later, and only 31 per cent
took time off when their child was born."’

Wider society would benefit from better parental leave for self-employed
workers. Important sectors are dominated by self-employed people,
including creative industries, construction and agriculture. Gender equality
in income could improve with a more generous and flexible maternity
allowance, while paternity allowance would help share responsibilities more
equally.

FIGURE 2: SELF-EMPLOYED MOTHERS AND FATHERS ARE BOTH
AFFECTED BY PARENTHOOD, BUT ESPECIALLY MOTHERS
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Current parental leave options are limited

Self-employed parents have few, if any, options for leave when they have a
child.

e Maternity allowance isn’t always claimed by those who need it —
awareness is low, and the qualifying period can be a challenge for
some to fulfil.

e The rate of maternity allowance is very low — £27-£187.18 a week for
up to 39 weeks depending on national insurance contributions. This
rate is cut if they work more than 10 ‘keeping in touch” days.

e TFathers, partners and adoptive parents have no leave or shared leave.

Box 2: Parental leave for the selfemployed in other countries

Many other countries provide far better parental leave for self-employed
people. In Austria, self-employed maternity benefits are related to
income. In Belgium, mothers can work “half-time” during their maternity
leave period (except for the three weeks after birth) and fathers or
partners can claim paternity and childbirth allowance for 20 days (or 40
half-days). And, in the Netherlands, mothers receive 100 per cent of net
trading income (similar to profit) up to a monthly cap.

The government should improve parental
leave for the self-employed

The government could:

¢ Raise maternity allowance to 90 per cent of recent earnings for the
tirst six weeks, simplify the application process, and base it on
annual income over the previous year, to account for intermittent
working — with an estimated total cost of £26m.'>'3

e Create a new paternity allowance for self-employed fathers and
partners for two weeks at the current maternity allowance rate,
costing an estimated £7m. It could later raise the rate to 90 per cent of
earnings for the first six weeks, in line with reforms to paternity leave
for employees, costing a further £26m.'4 ">

¢ Increase the number of ‘keeping in touch’ days self-employed
mothers can take without losing their entitlement to 30, and allow
half-day increments.

e Investigate paid adoption leave and shared parental leave when two
parents are self-employed, or when either parent is self-employed,
and parental bereavement leave for the self-employed.
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3. PENSIONS

Self-employed people need to save more into private pensions.

o Each year, an estimated 132,000 self-employed people retire.'®'”

e Only 35 per cent of self-employed people are on track to meet their
target replacement rate in retirement.'®

e The share on track to meet their target replacement rate is
particularly low among men, 35 to 49-year-olds, and private
renters.'?

The benefits of better private pensions saving would extend beyond the self-
employed. It would prevent even higher spending on health and social care
costs that result from pensioner poverty — and alleviate the pressure on the
state pension to address this issue. It would also reduce inequality between
pensioners — some self-employed people have high wealth in property and
business wealth which they use as a pension, but others have no wealth at
all, and little or no private pension or savings to draw on.

FIGURE 3: VERY FEW SELF-EMPLOYED PEOPLE ARE ON TRACK TO
MEET THEIR TARGET REPLACEMENT RATES IN RETIREMENT
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Current pensions options are inadequate

e Self-employed people retiring before 2016 will have only the basic
state pension, which is particularly low — at £230 per week in 2025.

e Self-employed people retiring after 2016 will be entitled to the full
new state pension at the same rate as employees, but this still isn’t
enough to prevent them falling into poverty.

¢ Self-employed workers are not auto-enrolled. They must arrange
their own pensions. However, few do so: IPSE found that only 38 per
cent of self-employed people earning £10,000 or more are paying into

a pension.”®

Box 3: Pensions for the selfemployed in other countries

Low pension savings rates are common among self-employed people in
other countries too, and auto-enrolment remains quite rare. But there are
some countries which have used this approach and others are
considering it. In Chile, the self-employed were targeted for auto-
enrolment and a tax rebate is directed to their pension account unless
they opt out. In Lithuania, employees and the self-employed are auto-
enrolled by the same state social security institution.

The government should support the self-
employed to increase their pensions

They could:

e Create new auto-enrolment self-employment pensions through self-
assessed tax returns.?’

e Raise awareness of existing incentives for pension saving, including
tax relief on personal pension contributions and saving incentives in
universal credit rules.

e Reform or replace LISAs to provide a saving product allowing
people to contribute up to the state pension age.
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