
Bringing the self-employed in from the cold
l. lniroduefion

This nole sels out why politicol oilenlion is turning to the inodequocy of pension coveroge for the self-employed ond how
the issue could be solved in on efficienl way.

?, Summury

2.1 The self-employed could be given on incenlive to outomolicolly enrol. This could be done by using on increose in
Closs 4 NlCs 1o provide on "employer conlribution"which would be losl (olong wilh lox relief) if the self-employed
did not enrol.

2.2 On the supply side, HMRC will soon hove the copobility 1o ocl os the oggregolor of demond by The self;employed.
It would be oble to operole on ollocotion system for the self-employed - using on corousel orrongemenl lo
ollocate them 1o porticipoting providers where Ìhe self-employed express no preference. This is necessory os the
overoge income of the self-employed is low ond, in oddifion, obsence this oggregotion of demond, oll of The scole
obloined by selling through employers is lost. For this reoson serving the bulk of the self-employed is not currently
o cost-effective proposition for providers.

S. Who cr* tår* self-enrplayecf?

3.1 The Federolion of Smoll Businesses {FSB} stole thot in the posl thot the moiority of self,employed people worked in
the conslruction ond building lrodes ond thof while this remoins the cose, the recent growlh in self-employment
hos been primorily in professionol occupolions including the educofion, lechnicol informotion ond communicofion
seclorsr-

3.2

3.3

The self-employed ore growing in numbers ond now comprise roughly l5% of the workforce2.

A smoll loil {opproximolely 2%l of the self-employed eorn over Ê100,000 ond o similor-sized loil eorn t2000 or
under {opproximolely 1.5%}3. When these extremes ore deducled, the overoge woge of the self-employed wos
jusl over fl8,000 in 201.|4.

The number of self-employed hos been growing ropidly. The ONS eslimoTe lhof there were 3.8 million people in
this cotegory in 2008 ond 4.ó million in 2015s.

4" Ëxtent t* whic{"1 the set{-ernployed årexve pension*i

4.1 A report produced for Cilizen's Advice in 2015 found thol only 17% of the self-employed were contributing to o
pensionó. Self-employed womên had o lower rote of pcrticipoiion thon self-employed men - l3% os opposed lo
19"/"/.ln the mid-ì990s, porticipotion of the self-employed in pensions wos much higher ond wos eslimoted 1o be
os high os 62% by DWP8.

4.2 Cilizen s Advice concluded thol lhe chorocteristics of the new self-employed ond their low porticipotion in pensions
"...con put those oI The lower end of lhe of the lobour morket ol o disodvqnloge... The lnfroduclion of oulo-
enrolmenl for workploce pensions hos improved levels of soving omong employees, and on equivolent offer to
support soving omongsl lhe seltemployed is one option to oddress this which deserves considerotion.l'e

ì FSB l20lól 'Going il olone, moving on ip: supporling self-employmenl in lhe UK", p.4

'? hllps://www.govuk/governmenl/uploods/system/uploods/otlochmenl doto/filel5003l7/self-employed-income.pdf
3 http://M.loxreseorch.org.uk/Documents/SEl20l3.pdf
4 lbid,p.24
5 hllps://www.ons.gov.uk/employmenlondlobourmorkel/peopleinwork/employmenlondemployeetypes/orticles/trendsinselfemploymentinlheuk/20011o2015
ó htlps://www.cilizensodvice.org.uk/Globol/Cil¡zensAdv¡ce/Work7,20Publícotions/Whooielheselfemployed.pdf, p.3
7 Other surveys, for exomple by lhe FSB find lorger minorilies of self-employed contr¡buting to pensions. The loller found lhol 3l% of lheir survey were contributing 10 o

pens¡on lop. ciÎ, p.41, sim¡lorly lhe resolulion Foundotion

oboul-il

https://www.citízensodvice.org.
seltemployed
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5 Pc¡lrlrcal respönse

5.1 Concern ol lhe growing numbers of self-employed people folling oulside of pension soving is one of the reosons

for the DWP selecl commillee 1o open on inquiry inlo whether lhe strucfure of the UK welfore syslem is supporting

lhe self-employedì0.

5.2 The Pension Minister hos clso slaled on o number of occosions thol one focus of the 2017 Review inlo oulomalic
enrolment should be on whether ond how the self-employed should be brought inlo oulomolic enrolment.

.*, *ern*nc!-side *å)çt*eães tCI bringing the $etf-es?rpi*y**d ånT¡: clut*rnextie enrçln"¡ent

6.1 Lack of incenlives for the seltemployed

Currenlly, the incenlive on the self-employed 1o sove into o pension is limited 1o tox relief. For the moiorily, given

lhe overoge woge for the seltemployed, this will be ot the bosic rote.

6.2 Flucluotions in income

6.2.1 A concern for the self-employed is ïhot lheir income is unpredicloble ond inlermittent, moking regulor sel

conlribulions problemolic.ì7

6.2.2 The government's self-employmenl review olso indicoted o desire on the port of the self-employed to

occess their pension sovings when needed.r3 i. 
.

7. Supply-side o*lstç*åts

7.t The moin supply.side obslocle is lhot there is no poy roll function wilh which oulomotic enrolmenl workploce
pension providers con inlerocl.

7 .2 Even if we ossumed for the purposes of orgumenl lhot ó.1. were nol the cose, single individuol workforces
eliminole the benefils of scole ond would constilule business on which AF providers could noi cover their costs.

Flucluolions in income would qlso ploy hovoc with currenl AE requirements.

ß Fcliticsl obstçcle

8.1 The moin polilicol obslocle will be the Treosury objeclion to spending more.money on tox relief.

8.2 A subsidiory obiection frorn the Opposilion could be ony diversion of ony exisling nolionol insuronce receipls to

funding tox relief for the self-employed rother thon exisling welfore inslilulions, primorily the NHS.

9. Suggested solutions

9.1 Demond side obstocles

9.1.1 Lock of incenlives

ll hos been suggesled thot Ihe self-employed could be broughl into AE by ossessing them os if they were
their own employer.

The mechonism proposed is one in which Closs 4 NlCs ore rolsed from 9% to12o/". The exlro 3% would go

To info AE os long os lhe individuol mode o motching 4% contribulion. lf they opted nol do so, they would
be possing on extro 3ol" of toi to HMRC ond forfeiting o 4% motching contribution from the stsle {the

relurned 3% of NlCs plus tox relief).

lounchló-ì7
ìr htlps://www.ft.co ml conlent l77l24f6s-od9l-lìe6-9cb3-6b82O7 902122
u http://www.fsb.org.uk/docs/defoull-source/fsb-org-uk/fsb-supporting-selflemploymenl-ukfl5f3obb4fo8ó5ó2o28óff0000dc48fe.pdf?sfvrsn=0
r3 https://www.govuUgovernmenl/uploods/system/uploods/ollochmenf_dolo/lile/529702/ind-ló-2-self-employmenl-reviewpdf



9.2

9.1.2 Fluctuolions in income

9.1.2.1 lf, os we describe in seciion 9.2.3. below, HMRC were to collect the self-employed confribulions,
Then the issue of flucluotions in income could be mel by hoving on onnuol lump sum contribulion
{polentiolly spliT inlo inslolmenis} bosed on the preceding yeor's occounling profil.

9.1.2.2 lI should olso be noled thot by 2Ol9-20îhot the flow of RTI into the HMRC system will meon lhol
the future equivolenf of self-ossessmenl would likely be more frequenl thon once o yeor, meoning
thoi the lump sum ossessmenls would be more frequenT bul smoller.

9.1.3 Access îo pension sovings

While o desire lo occess sovings is underslondoble. lt is undesiroble for this 1o be o feolure of o pension
syslem. Syslems thol otlempl lo ochieve lhis ore likely to misleod people. Accessible pension sovings
hove lwo feolures thol ore destructive of o relirement income: pension providers ore obliged 1o invesi
sovings in low reTurn but liquid inveslmenls, ond, in o UK context, in oggregote, these sovings will be
lronsferred from o younger scving populofion to on older properly owning oge-group ond not retoined in
c pension soving vehlcle

Supply-side obslocles

9.2.1 The supply side obslocles would be met by losking HMRC lo occupy o funcfionol posilion equivolenï lo
thol currenlly ployed in outomofic enrolmenl by poyroll lodoy.

L2.2 Workplcce pension providers would continue to ploy the role which they do todoy os regords the
employed: However, economies of scole would be retoined by HMRC ocling in ils functionof equivolent
of poyroll. Efficiency ond equolily of Pension provider selection cou[d be ochieved by o corousel syslem.
Where individuols did nol opl out ond did not nome o preferred provide¡ HMRC could operole o corousel .

system, ollocoting self-employed individuols 1o providers on this rotoiionol bosis.

9.2.3 HMRC operolion of the conlribution deduction syslem

9.2.3.1 The self-employed would be picked up through self-ossessment or roiher the equivolent of self-
ossessment in fhe fully digitolised environmenl {see 9.2.3.4 below}.

9.2.3.2 The colculotions of contributions should be bosed upon cccounting profit {income moy seem
senqible however depending upon lhe self-employed person's buiiness model, it could be
misleoding ond risk o disproportionoie omounl being required, ossuming thol il ls percentoge
bosed). Toxoble profil would be much horder for mony to colculole ond mony probobly won't
even ollempt 1o do so.

g.2.3.3 lncome, expendilure ond profil {three line occounling forlhe micro businesses}ore ofien olithot is
logged officiolly ond is:

- Only visible, officiolly, once o yeor (vio Self-Assessmenl = SA l03f). and

- ls lhe only meons thol con be used lo delermine prospective contribulions.

- Thol the mosl widely odopled meons of submilling 5A ore currenlly vio:

o. HMRC's Online SA portol, inc. SA l03

b. Accounlonls/bookkeepers own softwore solulions {provided by the likes of Soge, lRlS. efc.) lhol
lel them process SA ond interoct with HMRC olong wilh olher key tosks, such os producing o set
of occounls

c. SA Softwore for seltemployed {provided by the likes of ToxColc, BTC. etc.) lhol provide o richer
. experience {lhon HMRC's online service) - e.g. help ond support - for such customers, inc. the

filing to HMRC.

9.2.3.4 HMRC hove introduced the 'Personol Digitol Tox Account' {PDTA} - o portol thol presents oll the
info they know obout Ìhe individuol {including income sources, omounls. elc.}, with the oim
1o enoble lhe individuol to volidole/chollenge these ilems ond the SA polh for SAl03f should
disoppeor from their SA portol from 20'l8 ond whilst softwore syslems will be oble lo submil lhis
dolo, The info should be presented vio the PDTA ond the cuslomer's losk is to confirm/omend
such informotion, for subsequenl processing by HMRC.



9.2.4

9.2.3.5 Given the time token 1o implement such new regimes, il would be sensible if supply-side occess
would be inlo The new PDTAs, or lhe'Business Digilol Tox Accounl'{BDTA) - whichever is mosl
oppropriole {ond hove these colculoie the pension contribulions} olong wilh working wilh the
softwore induslry on how they would feed such info in re. contribulions in their vorious solutions
for Accountonts, Bookkeepers ond lndividuols.

9.2.3.6 This should loke ploce once o yeor (ot o reosonoble lime post yeor-end, giving occountonts/
bookkeepers/end-users lime lo close the previous yeor, Including correclions) ond opply The

oppropriote pension deduction. We ore cognisont of the Moking Tox Digilol iniliolive ond whilst in
principle this could focilitote more regulor reporling {ond so. deductionsl, we feel thol onnuol is
mosl oppropriole os il is through their onnuol yeor-end occounting process, thol the occounting
profil figures con most effeclively be produced.

lnferoction between the individuol, HMRC ond the provider

9.2.4.1 The self-ossessment form ond future equivolenl would requesl informolion relevonl to setling up

o pension, for exomple intended retirement dote.

9.2.4.2 ln order 1o mlnimise the borrier To porlicipolion thol seporole provider informofion requests could
constilute, HMRC {working wilh FCA ond TPR} could require ony porlicipoiing providers lo work
to o common slondord informolion request which wos buill info, ond so surfoced through lhe
self-ossessmenl process. The HMRC syslem could olso be receiving feeds of informotion from the
systems feeding informotion lo lhe pension doshboord, which would in mony coses ollow il to
pre-populote much of lhe informotion ond in reverse, lhe some pension doshboord infroslruclure
could olso be enhonced 1o poss the conlributions informotion 1o the providers.

9.2.4.3 When the individuol is compleling her self-ossessment, they would be given lhe opTion 1o opl out.

lf they opied out. then they would poy o higher level of NlCs.

9.2.4.4 lf fhey sloyed in, lhen lhey would be offered o choice of providers. lf they mode no choice, lhey
wot¡ld be defoulled To the corousel.

9.2.4.5 Whelher lhey mode o choice or were given o corousel provider, they would be possed through 1o

the site of o provider.

9.2.4.6 Al the provider's site, lhey would receive disclosure of the provider's terms ond condilions ond be
osked for lheir ogreement os well os ony oddilionol informolion required {siondordisolion os per
9.2.4,2 would eliminofe lhe need for ony odditionol informolion).

9.2.4.7 Ohce ogreemenl wos given by the individuol, the provider would outomoticolly olert the HMRC
lhot conlribuiions should be deducted ond possed ocross. This communicoiion would olso inform
HMRC ¡f lhe individuol wished lo conlribule obove the minimum level.

9.2.4.8 lf lhe individuol begon the lourney but did nol provide ogreemenl, HMRC would not receive the
oulomolic olert, ond the individucl would poy o higher rote of NlCs. The HMRC system would be
copoble of deTecling lhis ond providing o prompl.

9.2.4.9 ll would be criticol for the economic feosibilily of this syslem fo¡ providers thot the body
responsible for collecting contribulions (i.e. HMRCI wos responsible for deoling wilh ony queries
regcrding the correcf collection of confribuTions.

g.2.4.I}HMRC would moke the NICS deduction ond poss the volues ocross 1o lhe relevonl provider lwilh
lhe remiltonce dolo) using exisling poyment copobilities {e.g. VAT refunds. benefits) - probobly on
o doily. botch bosis for efficiency {ond horness ihe doshboord infrostrucfure for possing bock the
remillonce dotol.

9.2.4.11 HMRCs control over collecTion would focilitole o for more efficienl process for lhe poymenl of lox
relief ,



9.3

9.2.5 Feosibility of HMRC occupying lhe funclionol posilion

9.2.5.1 For the softwore interfoce, lhis would need o reloflvely smoll omendmenl lo lhe plonned APls
from HMRC olong wilh chonges to the P/BDTA plclform - neither of which would be difficull or
coslly.

I .2.5.2 For the syslems interfoce, this wouf d need some new developmenl 1o surfoce the corousel ond
mqke the deductions olong wilh odding APls to interfoce wilh The Pensions Doshboord {which.
conceivobly, could hove ils scope extended 1o incorporole to include some of this systems
developmeni) ond could horness some of H¡\4RC'S exisling copobililies, such os ils collection of
conlribulions for repoyment of Studenl Loons.

Polilicol obsîocle

9.3.1 The Treosury is spending o minimum of f850 million on the Lifetime lSA, occording 1o ils own colculqtions.
This figure is dependenl on the unlikely ossumption thol no employees ore diverled from soving from
o workploce pension into o Lifelime lSA. This is unlikely given the lemptolion of eorly occess ond the
brond slrength of the ISA nome. (Surveys indicole fhol loke up of the Lifelime ISA will nol follow the
pottern predicted by the Treosury.l There ore o hosl of reosons why the Lifetime ISA is likely lo be on
exiremely poor producl from lhe perspective of onyone lrying 1o build o pension, which is why the FCA are
proposing îhol iÎ con only be sold wilh o risk worning .

9.3.2 The cosl of bringing the self-employed mighf be roughly f550 million. if lhe system wenl 1o flot rote tox
relief ond the lower NlCs lhreshold were reloined. lf lhe lower NlCs threshold were removed il might be
roughly 1800 million.

9.3.3

9.3.4

9.3.5

9.3.ó

9.3.7

The difference between o LISA for lhe self-employed ond o workploce pension for fhe self-employed is:

No relionce on inertio, so loke up will be lower;

None of îhe protecÌions on governonce or chorge-ccp ond drive to low cosl on port of lhe mosler trusls;

An ISA morkel primarily bosed cosh l5As incopoble of generoting o reliremenf income;

Eorly occess will meon o producl lhol does not deliver pensions bul insteod boosls lhe housing morket
lollowing clow-bock of tox relief).
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