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Introduction

Further to our previous submission to the Advisory Group on Tax and Social Welfare, the Citizens Information Board (CIB) welcomes the opportunity to make a submission on the issue of providing social insurance cover for self-employed persons. We will be publishing shortly a social policy report on access to welfare supports for the self- employed based on the growing numbers of self- employed using Citizens Information Services (CIS’s) and MABS. 
Role of Self-employment
The number of self-employed persons in Ireland in Quarter 2 2011 was 295,800. The majority of these (205,900) were self-employed people with no employees whose number had reduced by 13,700 over the previous three years. The level and rate of self-employment in any economy is influenced by a number of factors, including prevailing economic conditions (and levels of unemployment and sectoral change), changes in the practices of employers, individual preferences and government policy on supporting enterprise. The policy framework for self-employment has been identified as having three dimensions
:


(i) The interventionist dimension, implemented through public policies (predominantly in the areas of industrial and labour market policy) that actively seek to promote the option of self-employment through the implementation of support programmes 


(ii) The broader macro/regulatory framework – including macro-economic policies and administrative requirements - within which self-employment and micro-enterprises operate

(iii) Social policies – including health, social insurance and pensions that underpin the longer-term well-being of the self-employed and their families 
It is the view of the CIB that the question of social insurance for the self-employed should be considered in the broader policy context of how entrepreneurship and related self-employment is to be promoted in the current economic climate where the clear emphasis is on job creation. The possible negative impact of perceived potential risks for those setting up as sole traders must be a key consideration as must be the need for equitable and comprehensive social insurance cover for all in employment.  

Equitable and Comprehensive Social Insurance Cover for the Self-employed

Under the current social insurance system, self-employed people are considered in a similar manner to an employer in that they are not deemed to require protection against and/or compensation for the labour-related risks of unemployment and incapacity for work.
 Thus, there is a crucial and important distinction being made between employees and self-employed persons. The fact that self-employment is likely to be a key component of job creation in the foreseeable future raises important questions about the need to extend insurance cover for contingencies of unemployment, underemployment  and illness/disability. In theory, social insurance protection for self-employed people should, like that for the rest of the population, be viewed as a  mechanism  to temper the harshness of the economic market, to protect the labour force from periodic economic downturns and to promote integration and social solidarity
.  
Internationally, a variety of approaches have been adopted to the provision of social insurance cover for self-employed persons.
 In general, self-employed persons are compulsorily insured against the long-term contingencies of old-age and disability. In the case of short-term benefits, while there are wide differences in the degree of protection afforded to various categories of the self-employed, protection against unemployment is not generally provided.

The 1986 Report of the Commission on Social Welfare in Ireland took the view that an insurance-based system for the self-employed should cover long-term payments – invalidity, old age and widowhood. Short-term periods of incapacity could, the Commission concluded, be provided for on a means-tested basis. While the Commission recommended that the self-employed should be brought within the PRSI system and be eligible for old age, widowhood and invalidity pensions, provision for the latter was not introduced.  A 1978 Green Paper
 had concluded that cover for short-term benefits for contingencies such as sickness, unemployment and maternity would not be appropriate. However, the Green Paper also identified certain types of self-employment where earnings depend on personal participation and where such people (e.g., trades people and sole operators) would have difficulty in making up over time for temporary loss of income as other self-employed people might be able to do. 
A related factor is the need to provide some assurance (and related incentive) to potential self-employed people that they will not be at a loss in possible scenarios where opportunities for working and trading and making up for any loss of income due to lack of work or inability to work may be limited.  There is a need to balance the potential contribution of an inclusive social insurance model for the self-employed to promoting and supporting entrepreneurship with its likely significant cost to the exchequer.      
Issues Identified by CIB Delivery Partners
The lack of PRSI insurance cover for self-employed people whose businesses had failed completely or where income from self-employment had reduced significantly has been a regular and recurring issue for CIB delivery partner clients during the past three years. The following are the main issues identified in the feedback to the CIB: 
Limited Class S Cover

The absence of social insurance cover under Class S contributions for unemployment and sickness/disability is a matter of concern and puzzlement for many self-employed citizens, some of whom had been unaware that they were not covered for these eventualities until after they happened.
An Inequitable Social Insurance System
The fact that self-employed people do not have the option of paying a social insurance contribution that would cover them for unemployment and illness/disability is regarded by many as inequitable. There are important and fundamental questions about equity in social insurance based provision which need to be addressed in the longer term.
Credited Social Insurance Contributions

A person who was previously insured under Class S is not awarded credited contributions if s/he becomes unemployed or sick.   A key point in this regard is that, for formerly self-employed people, the fact of receiving a social assistance payment and being on the Live Register does not provide for the award of credited contributions. This contrasts with the position of former employees now in receipt of a social welfare payment and in this regard is considered inequitable.

The lack of credited contributions is potentially a significant problem in that, if a person remains without social insurance cover for a period of two or more years, the only mechanism to re-enter the system is to obtain 26 paid Class A contributions.  The consequences of remaining outside the social insurance system are self evident; that is, a person will have insurance gaps that may cause problems when trying to qualify for the Contributory State Pension on retirement.  

Voluntary Contributions
It is very likely that a significant number of formerly self employed people who are now receiving Jobseekers Allowance are not paying insurance as Voluntary Contributors. The reasons for this are likely to be threefold:

(i) Lack of information – people do not know about the voluntary contribution scheme and its importance


(ii) Relevance – it is not seen as relevant to their immediate needs


(iii) Cost – people may feel that they cannot afford the contribution
While there is some lack of understanding on the part of self-employed people about the requirement to make voluntary social welfare contributions in order to maintain their social insurance record for Class S social welfare payments (State Pension, Widow/er’s Pension and Bereavement Grant), an equally important issue is likely to be the affordability of such contributions (of €253 per annum) for people whose only income is a means-tested payment. 
Many self-employed people may have relied on their accountants to advise on   PRSI contributions and tax returns and some of those are not now using an accountant because they cannot afford the cost and, may, therefore, not be informed of the importance of making voluntary contributions towards protecting their social insurance record.  It is also the case that people may be asked to produce annual accounts for means tested purposes and are unable to get sign off on accounts because they are no longer able to afford an accountant.

As a result of people not making voluntary contributions, there is a strong likelihood that a significant group of formerly self-employed people will potentially be excluded from insurance-based pension entitlements in the future.  In order to minimise the number in such a situation, there is a need to proactively disseminate information about the importance of voluntary contributions.  As a starting point in identifying and addressing this likely emerging problem, there is a need to generate data on the numbers of those currently signing on who are not receiving credited contributions or making voluntary contributions.

Access to Means-tested Social Welfare Payments

The absence of insurance based payments for unemployment and illness/disability results in a situation where people on no or significantly reduced income from self-employment have difficulty in accessing social welfare payments. This arises primarily in situations where self-employed people have difficulty in verifying their current level of income when applying for means-tested social assistance payments. Feedback from CIB delivery partners suggests that due to the difficulty of estimating accurately the amount of income a person is likely to generate from casual self-employment, there is sometimes a divergence between a person’s actual income and the level of income assigned to him/her from casual self-employment for means-testing purposes. 
Family Income Supplement (FIS)

An issue regularly highlighted by CIB delivery partners is that self-employed people are not eligible for FIS.  The Government has repeatedly shown reluctance to extend Family Income Supplement Scheme to self-employed people. 
. The reasons for this have been stated as follows by a previous Minister for Social Protection:
 
“Firstly, it would be impossible to establish satisfactorily their eligibility as their hours of employment would be difficult to establish and certify on an ongoing basis. Secondly, there are arrangements already in place to provide income support to self-employed people on low incomes, such as through Jobseeker’s Allowance and through Farm Assist for low-income farmers”.

 
The Minister also pointed to the considerable practical difficulties in defining and controlling an alternative to the hours worked condition. “An extension of the FIS scheme would in effect fundamentally change the nature of the scheme and raise the risk of self-employed workers reducing the number of hours that they worked and/or under declaring their income to qualify for payment”. A further difficulty with extending FIS to the self-employed identified by the Minister, and one which is clearly relevant in the current economic climate, is the considerable cost of extending the scheme to the self-employed.  

Looking to the Future

Since self-employment is likely to play a key role in moving out of the current recession, the social welfare and taxation systems must be such as to enable people to pursue employment and income generating opportunities in the knowledge that they will have fair and equitable social insurance protection in the event of sickness/disability or unemployment.    
A fundamental question is whether or not a self-employed person should enjoy the same protection against social risks and labour related risks as employees do. In the current economic and labour market there are strong arguments for both the self-employed and employees enjoying the same protection. This would have clear cost implications for self-employed people in that the additional ‘employer’s contribution’ would presumably have to be borne by self-employed people themselves. It is almost certain that frequent transitions into and out of self-employment will become a growing feature in the employment histories of the labour force. The promotion of entrepreneurship as a key component in moving out of the current recession will require looking at and addressing the economic risk for self-employed. How to achieve this presents a significant challenge because of the perception that a self-employed person can influence his/her situation of unemployment more than an employee can and the related difficulty in ensuring equity and accountability.
The risks associated with being self-employed described above need to be examined further so as to provide some additional options for insurance-based contributions to cater for contingencies of unemployment, illness or disability. While it is acknowledged that dealing with insurance cover for periods of unemployment or under employment is problematic, providing for situations of sickness/disability should be less problematic in that it would be easier to objectively verify such situations. 
Options for Consideration

General
There are five possible options for insurance cover that could be explored:

(i) Provision for self-employed in the case of long-term illness/disability  with an additional PRSI contribution by the self-employed


(ii) Provision for self-employed in the case of short-term illness/disability (Illness Benefit)  with an additional PRSI contribution by the self-employed


(iii) Including provision for both unemployment and illness/disability (short and long-term) with an additional PRSI contribution by the self-employed


(iv) Making a separate provision for incentives (e.g., tax relief)  for people to buy private insurance  to cover contingencies of unemployment  and sickness/disability

(v) Providing some form of  short-term insurance-based payment to self-employed people who take up training/education programmes
 
A central question in respect of (i) and (ii) and (iii) would be whether such a provision would be mandatory or optional.

An Actuarial Review of the Social Insurance Fund completed in 2007
 concluded that by extending coverage for Invalidity Benefit Pension (Invalidity Pension) to the self-employed, projected expenditure on Invalidity Benefit (Invalidity Pension) would increase by approximately 11% in 2061, the equivalent to €0.3 billion in 2006.  However, at the overall Fund level, the impact was seen as marginal because, presumably, of the nil or small divergence between contribution income and expenditure. This would seem to make the case for the introduction of cover for Invalidity Pension on the basis of equitable provision for the self-employed.
Exploring the feasibility of these options would require carrying out a current   actuarial analysis of costs and benefits taking into account: (a) the need for equity in the social insurance system; and (b) the current economic and policy context where self-employment is being promoted as having significant potential for job creation and (c) exploring the advantages and disadvantages of both optional and mandatory approaches.

Links between Social Insurance Contributions and Benefits

· A review of the current system of Class S contributions in the context of a universal social insurance contribution should be carried out. This should involve an overall reassessment of the links between social insurance contributions and benefits in the case of self-employed people relative to other groups of workers. 

Interim Provisions

· Interim provisions should be made for people in regular and ongoing part-time or casual self-employment pending a review of the current system of Class S contributions in the context of a universal social insurance contribution. These should include provision for an assistance payment to people in ongoing and regular part-time self-employment along the lines of Farm Assist. In the case of Farm Assist, means are assessed at 70% of total assessable self-employed income which means that 30% of assessed means are disregarded.  Receipt of a Farm Assist payment also allows a person to qualify for Community Employment Programmes,


Credited Contributions


· On the basis of their Class S record, it would be more equitable to allow the self-employed who qualify for Jobseeker’s Assistance (JA) to also be eligible for credited contributions while claiming JA.


Voluntary Contributions

· There is an urgent need to proactively disseminate information about the importance of voluntary contributions for former self-employed people in order to minimise the number excluded from key aspects of the social insurance system.

Dealing with a Possible Disincentive to Self-employment
· The recommendation in the Report of the Mortgage Arrears and Personal Debt Group
 and the Department’s own internal review of the Mortgage Interest Supplement Scheme
 for an amendment to  the provision which  excludes people working more than 30 hours per week from Rent Supplement and Mortgage Interest Supplement (MIS) should be implemented.

Extending FIS to the Self-employed

· While extending FIS to the self-employed would be, as noted above, administratively very difficult and costly, the matter should be explored further in the context of the negative impact of people opting out of self-employment altogether and becoming full reliant on social welfare income.  

Developing a Comprehensive Database

· There is a clear need to generate data on the numbers of those currently signing on who are not receiving credited contributions as well as on the number of self-employed persons who are not making voluntary contributions.

Dealing with Indebtedness among Sole Traders

· Consideration should be given to making a Supplementary Welfare Allowance (SWA) payment for a period of 6-8 weeks to formerly self-employed people who are unable to establish entitlement to another social welfare payment. The principle enshrined in the Social Welfare Consolidation Act 2005 regulations with respect to persons with no income could be invoked as normal practice in these cases.


Access to Training, Education and Job Activation Programmes 


· Consideration should be given to finding mechanisms to ensure that self-employed people on low income  who do not qualify for JA or who are awaiting a decision on an application or an appeal can have access to training, education and job activation programmes.

� Duggan, C. (1999), Self-Employment in the United Kingdom and Ireland  - Current Trends, Policies and Programmes, OECD


� Self-employed Class S PRSI contributions entitles person to a limited range of social insurance payments including, Widow's, Widower's or Surviving Civil Partner’s Contributory Pension, Guardian's Payment (Contributory), State Pension (Contributory), Maternity Benefit, Adoptive Benefit and the Standard Bereavement Grant. In 2011 Class S PRSI contributions are paid at a rate of 4% on all income or €253 whichever is the greater. If you earn less than €5,000 from self-employment in a year you are exempt from paying Class S PRSI. 


� This model is in contrast to both the residual welfare model (which sees the role of the State as limited to the provision of a minimum subsistence standard of living for those in need) and the institutional model (which sees a central role for the State in all areas but particularly in the area of income redistribution -the emphasis is on collective State welfare provision to cater for all contingencies).


� Report of the Commission on Social Welfare 1986


� Department of Social Welfare (1978), Social Insurance for the Self-employed – A Discussion Paper, Referenced in the Report of the Commission on Social Welfare.  


�  As far back as 1998, the Commission on the Family recommended that Family Income Supplement for the self-employed should be considered.


� � HYPERLINK "https://webmail.ciboard.ie/owa/redir.aspx?C=8d090a1424e34b2e9cceb52fe1fde89c&URL=http%3a%2f%2fwww.kildarestreet.com%2fwrans%2f%3fid%3d2010-12-02.698.0" \t "_blank" �http://www.kildarestreet.com/wrans/?id=2010-12-02.698.0� 


�The seminal 1942 Beveridge Report on Social Insurance in the UK concluded that the self-employed would not be covered for the risk of unemployment since there was no way of ascertaining whether or not the individual was working. “However, for this group, a training benefit, subject to the condition that training took place, and paid for a limited period at the same time rate as Unemployment Benefit, could be made available”. 


� � HYPERLINK "https://webmail.ciboard.ie/owa/redir.aspx?C=9d796f0fb6364afd8264be461b69d59f&URL=http%3a%2f%2fwww.nationalpensionsframework.ie%2fdownloads%2fActurialReviewoftheSocialInsuranceFund.pdf" \t "_blank" �www.nationalpensionsframework.ie/downloads/ActurialReviewoftheSocialInsuranceFund.pdf�





�� HYPERLINK "http://www.finance.gov.ie/viewdoc.asp?DocID=6585&CatID=45&StartDate=01+January+2010" �http://www.finance.gov.ie/viewdoc.asp?DocID=6585&CatID=45&StartDate=01+January+2010�


� Review of the Mortgage Interest Supplement Scheme (2010), � HYPERLINK "http://www.welfare.ie/EN/Policy/CorporatePublications/Finance/exp_rev/Documents/misreviewjuly2010.pdf" �http://www.welfare.ie/EN/Policy/CorporatePublications/Finance/exp_rev/Documents/misreviewjuly2010.pdf� 
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