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Executive Summary

Mini-jobs have become a key feature of the German labour market, as one fifth of
dependent employed hold a mini-job. Among the 7.6 million mini-jobber, 4.9 million have
mini-jobs as a main job, the remaining ones as a second job. The by far most important
form of mini-jobs (geringfiigige Beschéftigtung) is regulated through the definition of an
income ceiling for monthly net income from work (accumulation of contracts is possible in
case mini-jobs are the only income source from dependent work), since 2013 set at EUR
450 per month or EUR 5 400/year. In the long term, the share of persons with a mini-job
as a second job on all mini-jobbers increased constantly. Mini-jobs, in particular if they
are main jobs, are typically carried out in sectors like retail trade, repair services,
accommodation and restaurant, health, social and household services as well as
administrative support. Nearly half of mini-jobbers worked in unskilled or semi-skilled
activities as compared of a fifth among standard dependent employed.

For mini-jobs social security contributions level differ depending on the activity: they are
lower for employers in the private household sector than for those in the commercial
sector. The sum of employer and employee contributions for mini-jobs are lower than for
standard dependent employed. Employees have the option to opt out of paying their
contributions to the pension system. Contributions to the health care system are
solidarity payments that increase the budget of the statutory health insurance without
creating eligibility for the employed mini-jobber to access health services. In addition,
there are small contributions to the insolvency insurance, accidence insurance and a
sickness/maternity risk levy. No contributions are made to the unemployment insurance
and the statutory old-age care insurance schemes. The employer of mini-jobbers
transfers in general 2% of income taxes based on the gross wage. This means that this
part of earned income is not taxed according to individual tax rate based on the totality
of income and will consequently not be added up to other income in the individual income
tax declaration. This represents saved taxes for most mini-jobber, in particular if their
income from the main job, the pension or from spouse’s income is high.

Specific rules regarding access to employment (early retirees), opt-out rules for pension
contributions and the prevalence of derived social protection rights, as well as the income
tax system in general and the taxation system for married couples in particular, set
different incentives for working as a mini-jobber. For employers the registration of mini-
jobs follows eased administrative procedures. The composition of mini-jobber reflects the
different incentives.

More than one third of mini-jobber have acquired rights to the social security system
from their main dependent employment. In 2014, more than a sixth of mini-jobbers were
retired and 19% were in education and had usually derived rights to access services of
the health care system. About 11% were unemployed and most of them will also have
derived rights to health care. A fourth of mini-jobber were housewives. The vast majority
of them have derived rights to the statutory health care system and to the pensions of
their spouses. Overall, only a fifth of mini-jobbers acquire own pension rights, as the
others make use of the opt-out regulation. About 4% of mini-jobber in the commercial
sector are not covered by the statutory health insurance through derived rights and will
need to get private health insurance. These will have a strong incentive to get a job
subject to social security payments. One group more often affected by a social security
gap is for example divorced women. They have no derived rights to access health care
insurance. The risk of getting welfare net transfer at older ages is higher for divorced
people, as a third of them would claim it, while widows have in general not a higher
probability of getting this minimum income benefit. A fifth of widows getting the means-
tested minimum income have neither own nor derived pension rights. The main
underlying reason for getting low pensions and being at risk of old age poverty is linked
to broken working biographies and a low number of hours worked, in particular among
singles.





Gaps in access to social protection for mini-jobs in Germany

Other gaps may result from the fact that mini-jobbers are often not well informed about
their rights, e.g. to paid holidays or rest time, accident or sick pay. Estimations of costs
of mini-jobs in terms of lost income to the pension and health insurance scheme range
between EUR 1.1 and 1.6 bn per year. Net fiscal costs (including lost social security
contributions, taxes and paying of transfers) vary between 0.6 billion and 0.8 billion
according to a study of IZA but may be significantly higher according to others,
depending on assumptions made about the supply and demand effects as well as the
income distribution. It has been argued that in cases mini-jobs have led to net
employment creation the tax and contributions to the social security system losses are
justified. However, also the costs of the net employment creation would need to be taken
into consideration. Overall, deadweight effects as well as substitutions effects are likely
to be large. Furthermore, major uncertainties remain about the assessment of labour
supply and labour demand effects of mini-jobs. One important potential effect of the
mini-job regulation is the limitation of the number of hours worked. Effects of a restricted
labour supply in times of labour shortages, and thus foregone growth potentials, would
need to be taken into account.

Regulations on mini-jobs have existed for many decades. In the 1960s and 1970s the
main objective was to enhance labour supply mainly of those who were participating in
the labour market and to expand the number of hours of those in employment in order to
overcome labour shortages. Mini-job regulations were reformed in 2003 in the context of
the major labour market reforms, the so-called “Hartz reforms”. Mainly, the objectives
have changed in response to high unemployment. Current reform discussions are marked
by a changed labour market context of labour shortages. The discussion about mini-jobs
is also influenced by major societal trends such as increased female employment,
improved child-care facilities, more single parents, divorces etc. These trends puts a
question mark on the initial intention of mini-jobs.
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1. INTRODUCTION?

There are roughly 7.6 million mini-jobber in Germany, representing nearly a fifth (19.3%
in 2016) of all dependent employed®. Among them, 4.9 million have mini-jobs as a main
job, the remaining hold a mini-job as a second job.

Mini-jobs (geringfiigige Beschéftigtung) are ruled either (i) by a maximum monthly net
income from work (accumulation of contracts is possible in case mini-jobs are the only
income source from work) up to the defined income ceiling, which set sine 2013 EUR 450
per month or EUR 5 400/year?®, (ii) or by the yearly working time, called short-term
marginal employment (kurzfristige Beschéftigung) (70 days a year).* Different rules
applies to these two types of mini-jobs: while for mini-jobber subject to the EUR 450
ceiling specific rules exist as regards social security contributions (see Box 1), short-term
marginally employed are exempted from social security contributions.

Box 1: Specific tax and social security contributions for mini-jobs under the EUR
450 rule compared to standard dependent employment

For mini-jobs up to the set wage sum ceiling social security contribution level differ depending on
the activity: The contribution rate to the public pension scheme amounts to 18.7% of gross wages,
with a different split of employer and employee contributions depending on whether the employer
is part of the commercial sectors® (15% of gross wages employer contribution in the commercial
sector) or a private household® (5% of gross wages employer contribution), the mini-jobber has to
pay the difference to the total social security contributions of 18.7% unless he/she opts out. In
addition, employers pay a contribution of 13% of gross wages as health insurance contribution in
the commercial sector and 5% of gross wages in private households if the mini-jobber has a
statutory health insurance. Contributions to the health care system are solidarity payments that
increase the budget of the statutory health insurance without creating health coverage for the
employed mini-jobber. In addition there are small contributions to the insolvency insurance,
accidence insurance and a sickness/maternity risk levy. In both cases, no contributions are paid to
the unemployment insurance and the old-age care insurance.

For mini-jobs in the commercial sector and for mini-jobs in private households the employer of
mini-jobbers transfers in general 2% of income taxes based on the gross wage. This means that
this part of earned income is not taxed according to individual progressive tax rate based on the
totality of income and will consequently not been added up to other income in the individual
income tax declaration. This represents saved taxes for most mini-jobber, in particular if their
income from the main job or of the spouse is high.

In total the employer has to transfer 31.29% in the commercial sector or 14.8% in the private
household sector, including the 2% income taxes.

Even when not considering the 2% of income taxes, the social security contributions of employers
in the commercial sector are higher for mini-jobs than for standard employed (around 20%).
Taking the employee contribution to the public pension system into account the total sum of
contributions amounts to 33% in the commercial sector and to 26.5% in the private household
sector. For dependent employment subject to social security contribution, the social security
contributions of employers and employees amount to 40.2% of gross wages in 2017. Taxation of
standard employment would depend of a number of factors, but would start at a marginal tax rate
of 14% for those with earnings above the income the income free threshold (maximal marginal tax
rate would usually raise up to 42% for higher income groups). For the decision to take up a mini-
job the marginal tax rate would be relevant.

! The author wants to thank Tim Vetter and Lara Dunst for their support in data collection and most valuable
feedback to an earlier version of this report.

2 Dependent employed are defined as mini-jobber plus employees subject to social security contributions,
Federal Employment Agency data, December 2016

3 The annual income may also amount to more than EUR 5,400 if the monthly wage exceeds EUR 450 only
three times in a twelve-month period and if this happens unpredictably, for example due to personnel
shortages due to sickness

4 https://statistik.arbeitsagentur.de/nn_280848/Statischer-Content/Grundlagen/Methodische-Hinweise/BST-
MethHinweise/SvB-und-GB-meth-Hinweise.html

5 Minijob im gewerblichem Sektor, including the public sector and NGOs.

6 Minijob im Privathaushalt, only applicable if the tasks carried out by the mini-jobber could also be carried out
by a household member (that means they do not require specific vocational skills, e.g. plumbing)

8
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A gradual scheme to standard contribution rates to the social security security system is
foreseen for an income between 451 and 850, the so-called midi-jobs. These have to pay
social security contributions to all branches of the social security system, but at reduced
rates (for the employee contribution) and midi-jobbers can derive their own rights as any
other standard employed. Midi-jobber have no special tax treatment. The net wage of a
worker earning EUR 451 lower than the net wage of a mini-jobber, therefore, the
transition to a job subject to social security contributions is not attractive, even with the
midi-job regulation.

Those who have a mini-job as a second job in addition to an employment subject to
social security contributions (“standard employment”) can only have one mini-job, while
those who only hold mini-jobs can accumulate several mini-jobs up the earned income
limit of EUR 450.

Specific rules regarding access to employment (early retirees), opt-out rules for pension
contributions and the prevalence of derived social protection rights, as well as the
taxation system for married couples set different incentives for working as a mini-jobber.
For employers the registration of mini-jobs follows eased administrative procedures.

These specific rules with regard to contributions to the social protection system lead to a
restricted or no access to some of the social security branches. Most of them are
nevertheless protected through derived rights within the social protection system, while
few others are not be protected or need to conclude private arrangements. As will be
shown in the next section, more than one third of mini-jobber have acquired rights from
the social security system from their main dependent employment and a small fraction
from mainly private arrangements concluded as self-employed (no data is available on
the number of mini-jobber combining mini-jobs and self-employment). In 2014, more
than a sixth of mini-jobber were retired and 19% are in education and have usually
derived rights to the health care system. About 11% were unemployed and most of them
will also have derived rights to health care. A fourth of mini-jobber were housewives or
housemen. The vast majority of them have derived rights to the statutory health care
system and to the pensions of their spouses. Furthermore, mini-jobbers have no derived
rights to unemployment benefits, but they may be eligible to means-tested minimum
income scheme. Coverage by a pension scheme is uncertain, as many mini-jobber opt-
out of contributions to the statutory pension scheme. The complex set of rules have
evolved over time, and different objectives and labour market conditions have driven the
set-up of the rules relating to the mini-jobs themselves as well as to other aspects of tax
and welfare policies. This study will explore the magnitude and shape of mini-jobs and
look into social protection coverage gaps.

This study reviews the different regulations as well the literature on mini-jobs prepared
by different research institutes, relevant institutions and key actors. In addition, data on
mini-jobs are collected from three sources. Official data distinguishing between mini-
jobber as main dependent employment or second job is published by the Federal
Employment Agency. Data on mini-jobbers earning up to EUR 450 per month is also
published by the Minijob-Zentrale’, the institution in charge of the administration of mini-
jobs (registering, collection of contributions, monitoring). The Minijob-Zentrale publishes
data by the kind of employer (commercial sector vs. private households). However, this
data is not congruent to official statistics®, but nevertheless provides insight into the
structure of mini-jobs. Lastly, information on marginal employment can also be obtained
from the German Labour Force Survey (Mikrozensus). Please note that the number of
mini-jobbers according to the German Labour Force Survey is lower than official Federal
Employment Agency data because pupils, students and persons in retirement often
overlook to indicate marginal employment. Also, only marginal employment as main
dependent employment is represented in this data (Bundestag 2017: 2).

7 https://www.minijob-zentrale.de/
8 https://statistik.arbeitsagentur.de/nn_280848/Statischer-Content/Grundlagen/Methodische-Hinweise/BST-
MethHinweise/SvB-und-GB-meth-Hinweise.html
9
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This report is organised as follows. In section 2, a short historical overview of objectives
and policies regulating mini-jobs will be given. The historical perspective is necessary to
understand the patchy set of rules, incentives and the heterogeneity of the mini-jobbers.
Section 3 will show basic trends in the development of mini-jobs and paint a picture
about the structure of mini-jobbers in terms of their socio-demographic characteristics,
economic sectors and employment status. Stability of mini-job employment and
transition patterns between mini-jobs and standard employment as well as the impact of
mini-jobs on career development will be looked at. Issues of social justice, distribution of
rights and obligations in relation with the social protection system as well as impacts of
the regulations on income and wealth distribution and risk of poverty will also be
addressed here. Incentives for employers to offer a mini-job will be analysed in section 4.
The ability of mini-jobbers to acquire social protection compared to those of employees
with employment contracts subject to social security contracts will be scrutinised in
section 5. In section 6, it will be investigated whether gaps in acquiring social protection
rights, derived rights of social protection and access and eventually take-up other forms
of protection (e.g. private insurances) exist. The fiscal costs and benefits and features of
cross-subsidising as well as costs and benefits in reaching other objectives such as
increasing labour supply, reducing unemployment will be assessed in section 7.
Conclusions and recommendations will be presented in section 8.

2. ORIGIN AND DRIVERS OF MINI-JOBS

Regulations on mini-jobs have existed for many decades. In the 1960s and 1970s the
main objective was to enhance labour supply mainly of those who were participating in
the labour market and to expand the number of hours of those in employment in order to
overcome labour shortages. The exemption of social security contributions was intended
to overcome employment barriers that consisted in implicit taxes for some groups of
workers through existing regulations in the social security scheme and the taxation
model°. The main characteristics of a mini-job were a maximum weekly working time of
15 hours, both for marginal employment as a main dependent employment and as a
second job, and a wage threshold considered for social security exemption. Based on
regular adaption to the average wage and determined as a reference value by German
social security system, the dynamic threshold entailed a fundamental incentive problem:
if @ marginally employed person was exempted by social insurance, a person with a
revenue above the applicable income limit was subject to full tax and social security
contributions resulting in a financial unattractiveness of jobs with a slightly higher
remuneration (Abgabenfalle) (Arntz/Feil/Spermann 2003: 272).

In 1999, the government revised marginal employment regulations. The dynamic
threshold of one seventh of monthly reference income - 630 Deutsche Mark (DM)° for
Western Germany and DM 530! for Eastern Germany at this time - was replaced by a
static gross monthly income limit corresponding to EUR 325 (Berthold/Coban 2013: 3).
The reform mainly aimed to increase employments subject to social security by reducing
the high popularity of marginal employment (Arntz/Feil/Spermann 2003: 272f.).
Furthermore, general tax exemption for marginal employment was abolished.
Nevertheless, marginally (exclusively dependent) employed persons with one or several
mini-jobs could circumvent compulsory taxation and social security contributions by
applying a certificate of exemption (Freistellungsbescheinigung) (Berthold/Coban 2013:
3). Thus, employers could save additional non-wage labour costs amounting to about 20-
22%%*? (Arntz/Feil/Spermann 2003: 274).

° Mainly the coverage of spouses in the health insurance of the main earner, widows pensions, and the splitting
model in income taxation scheme (Ehegattensplitting) that was introduced in 1958.
10 corresponding to approximately EUR 315
11 corresponding to approximately EUR 275
2 Mainly including contributions to statutory pension funds (12%) and statutory health insurance (10%)
10
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Mini-jobs regulations were reformed in 2003 in the context of the major labour market
reforms, the so-called “Hartz reforms”. Mainly, the objectives have changed in the
context of high unemployment. It was intended to promote mini-jobs with the objective
to create employment opportunities by distributing available work among more people
(see Berthold/Coban 2013). The concept of mini-jobs complied with the new orientation
of the activation policies towards stricter activation requirements of (means-tested)
unemployment benefit recipients and the focus on in-work benefits. It should be possible
to combine welfare benefits and small incomes from work. Furthermore, in line with the
“transitional labour market” approach, developed by Ginther Schmid of the WZB, which
was guiding the Hartz reforms, it was expected that mini-jobs could represent a stepping
stone into the regular labour market. The concept of mini-jobs was also perceived to be
in line with the need for increased labour market flexibility. Finally, the reform attempted
to reduce undeclared work (Pott et al. 2007: 8). Based on these aims, the minimum
wage threshold was raised from initially 325 euros to 400 euros as monthly income. To
provide more flexibility, the maximum of 15 working hours per week was abolished.
Moreover, a flexible zone (Gleitzone) for gross monthy incomes exceeding 400 euros was
implemented in order to reduce the unattractiveness of employment with slightly higher
remunerations: Employment contracts with a gross monthly income between 400.01
euros and 800 euros - also referred to as Midijobs - are characterized by a progressive
increase in tax and social security contributions for employees, whereas employer’s
contributions remain stable (Arntz/Feil/Spermann 2003: 273). In addition, the allocation
of exemption certificates provided by the fiscal authority was abolished and marginally
employed persons, both in main and second jobs, were now generally exempted from
taxation and social security contributions. However, employers were obliged to pay a flat
rate for statutory pension funds (12%), health insurance (11%), and income tax (2%)
for marginally employed persons. Finally, a distinction has been made between activities
in the commercial sector and in private households (§8a Social Code 1V).

In 2006, wage tax and social contribution rates paid by employers were modified: In the
commercial sectors, the contribution to the statutory pension scheme increased from
12% to 15% and to health insurance from 11% to 13%. This meant that the total fiscal
burden for employers increased to above 30% including other small contributions such as
employer’s expenses for insolvency or pregnancy. This reform was meant to prevent a
distortive competitive effect as mini-jobber should not be “cheaper” than standard
employment. However, if considering the total sum of employer and employee
contributions, mini-jobs are still “cheaper”.

Concerning mini-jobs in private households, employers were subject to lowered
contributions, respectively an income taxation of 2% and a flat tax rate of 5%, both for
pension funds and health insurance (Berthold/Coban 2013: 4) to combat undeclared
work.

In 2013, the wage threshold was increased from EUR 400/month to EUR 450/month by a
legislative amendment. It was argued that an adjustment to general salary growth since
2003 had become necessary. Parallel to this, the flexible zone increased by the same
amount to EUR 850/month. Furthermore, the opt-in regulation for contributions to the
pension system was amended into an opt-out regulation. This change was made in
response to criticism that mini-jobs would increase the risk of low pension coverage and
old-age poverty. Thus, mini-jobbers have become obliged to contribute to the public
pension scheme?!?® (for details, see section 3). Yet, it is possible to request for exemption
(opt-out regulation).

Current reform discussions are marked by a changed labour market context of labour
shortages. Furthermore, the discussion is also influenced by major societal trends such
as increased female employment, improved child-care facilities, more single parents,
more divorces etc. These trend puts a question mark on the initial intention of mini-jobs.
Reform discussions are also inherently linked to other policy fields: (i) adequacy of the

13 However, short-term marginal employment relationships who are also defined as mini-jobs are exempt from
social contributions.
11
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splitting model for income taxation and its impact on female labour supply; (ii) combining
work and pre-retirement pension (new reform of 2016 on the flexi-pension package, see
for details below); (iii) rewarding work after having reached statutory pension age, (iv)
preventing old-age poverty; (v) labour supply of students; (vi) combatting undeclared
work; (vii) potential adverse effects of mini-jobs on the volume of hours worked
(problematic in the context of labour shortages), misallocation of skills; (viii) the effect of
the minimum wage introduced in 2015 on mini-jobs; (ix) the need for flexibility at the
labour market; (x) the activation of means-tested unemployment benefit II recipients. In
the context of the discussion of possible fundamental reforms of mini-jobs an assessment
of the fiscal effects of such reforms have been conducted (see for details section 7).

3. THE SUPPLY SIDE: SOCIAL AND ECONOMIC SITUATION AND INCENTIVES FOR
WORKERS TO TAKE UP MINI-JOBS

3.1. Mini-jobs: key trends

The number of mini-jobbers under the EUR 450 rule increased until 2013 and has
stagnated since then

From December 2003 (Hartz-reforms) until December 2014, the number of mini-jobbers
increased constantly from 6.1 million to 7.7 million people. For the first time, in
December 2015 the number decreased by around 100 000. In December 2016, the
number of mini-jobbers increased again to around 7.6 million (figure Al, see annex). Of
these, only 184 000 were short-term employed mini-jobbers (figure A2, see annex.
Annual growth rates of the number of mini-jobbers are displayed in figure A3 and A4
(see annex).

In 2004, the share of mini-jobbers on all employed (dependent employed and self-
employed) was 17.8% or 20% on all dependent employees (Minijob-Zentrale 2017a: 9).
This share decreased to 16.1% in 2006 (18.1% on all dependent employees). After 2006,
it increased constantly to 17.4% in 2010 (19.5% on all dependent employees). After
2010, it constantly decreased to 16.2% (18.0% on all dependent employees in 2016).

The shares of mini-jobbers with foreign nationality increased from 8% in December 2003
to 12% in December 2016.%*

Increase in full-time equivalents are smaller

While the number of persons with a mini-job as a second job as well as the total work
volume in second jobs increased, the average number of hours worked in second jobs
has been declining constantly since 1991 (see figure A5 in annex). From 2003 to 2004,
the number persons with second jobs (from 1.29 million to 1.63 million) and in work
volume in second jobs (410 million hours to 526 million hours) increased significantly.
This can be attributed to the reforms regarding mini-jobs implemented in 2003 (see
above). The working hours in mini-jobs on total working hours of employees amounted
to 5.4% or 1.43 million full-time equivalents (6.7% and an additional 0.34 million full-
time equivalents if mini-jobs as a second job are included) in 2014; in 2005, this share
was 6.1%, amounting to 1.49 million full-time equivalents (respectively 7.4% and an
additional 0.3 million full-time equivalents when including mini-jobs as side jobs)
(Bundestag 2017: 11).

4 own calculations based on Federal Employment Agency data
12
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Increasing share of men

Since December 2008, shares of men on all mini-jobbers kept increasing from 36% to
40% in December 2016 (figure A6)*°.

More older workers are mini-jobber and this trend has been reinforced in the recent past

Since December 2009, the share of older mini-jobbers (55 up to 65 years and 65 years
and older) grew from 24.9% in December 2009 to 30.7% in December 2016 (figure 11°).
The ageing of workers is a general trend in Germany: It is mainly the high share of older
workers aged 65 and above who are more likely to hold a mini-job rather than a
standard employment!’ that explains the raise of older workers among mini-jobber (see
figure 1 and annex figure A10).

Data suggests that mini-jobbers aged 65 and older work in sectors with simpler activities
that are appropriate to the age, or in charitable activities (KBS 2016: 16-17). The share
of mini-jobbers aged 65 and older on elderly pensioners (Altersrentner) increased from
4.4% in 2004 to 5.3% in 2014 (KBS 2016: 16-17).

Mini-jobbers are also more likely to be young, their share among mini-jobber has
remained stable over the past decade.

Figure 1 Mini-jobbers by age groups
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5 In this period, the shares of men increased significantly from 33% to 38% for persons with a mini-job as
main job (see figure A7) and decreased from 45% to 44% for persons with a mini-job as a second job (figure
A8). Please note that persons with a mini-job as main job refers to persons with a mini-job as the only
dependent employment relationship. According to the Federal Employment Agency, self-employed persons
with a mini-job would be counted as a person with a mini-job as main (dependent) job as the Federal
Employment Agency has no information on self-employment.

6 For details, see annex figures A9 to A12

" defined as dependent employment subject to social security contribution

13
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Source: own calculations based on Federal Employment Agency data

The number of mini-jobbers topping up income from a main jobs has increased

In the long term, the share of persons with a mini-job as a second job on all mini-jobbers
increased constantly (see figure 2). The share of persons with a mini-job as a second job
on all mini-jobbers increased from 23% in December 2004 (1.52 million) to 35% in
December 2016 (2.68 million - figure 2) 8. In the recent past, growth rates of persons
with mini-jobs as their main job were negative, while the growth rates of persons with a
mini-job as a second job were constantly positive since December 2004 (figure A4 in

annex).

Figure 2 Development in the number of mini-jobs from December 2004 to
December 2016
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Source: Federal Employment Agency (own calculations)

In December 2016, the number of employers of mini-jobbers in the commercial sector
was 1.8 million. 46% of those employed only one, 21% two, and 11% three mini-jobbers

(Minijob-Zentrale (2017a: 16).
Smaller companies rely on mini-jobbers more often

According to a survey carried out in the Land of North-Rhine Westphalia (RWI 2016: 43),
34.6% of mini-jobbers worked in companies with up to 9 employees, 25.0% in
companies with 10 to 49 employees, 4.9% in companies with 50 to 149, 1.2% in
companies with 150-249 employees, 1.6% in companies with 250-500 employees, and
2.7% in companies with more than 500 employees (30% of mini-jobbers gave no
information) (see for the sector composition of mini-jobs, next section).

8 This share might be even higher as mini-jobbers (main job) might include self-employed with a mini-job as

second job as the Federal Employment Agency has no data on self-employment.
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3.2. Who is carrying out what type of mini-job?

3.2.1. Overview

Mini-jobbers — a heterogenous group working in diverse types of mini-jobs

As already pointed out, mini-jobs are a patchy concept with different rules depending on
the employment sector, length of work and type of employer (see section 1), mini-
jobbers are also a highly heterogeneous group, because other systems, such as the
income tax system, the health care scheme, the pensions scheme or the unemployment
benefit scheme set specific incentives for particular groups to take up mini-jobs instead
of or in addition to standard employment. Incentives to take-up a mini-job are especially
interesting for persons who are already covered by the health insurance through other
means as employment, e.g. as family members such as youth, housewives and
housemen (homemakers), pensioners, unemployed (RWI 2016: 18). Consequently, mini-
jobbers are composed by pupils and students, pensioners (in early retirement and after
reaching statutory retirement age), homemakers, other people having a mini-job as a
main job, as well as part-time and full-time dependent employed with a minimum-job as
a second job. Figure 3 gives an overview of the main categories. The following sections
will provide a closer look in the different categories of workers and type of mini-job
performed.

Figure 3 Main status of persons with a mini-job (main job and second job) 2014

@ Full-time workers B Part-time workers  @Unemployed BEIn retirement
B In education O Homemaker mOther
Source: Peters 2017 (data calculated on the basis of the Socio-economic panel 2014)

In the following sections more details on the different types of mini-job and typical
groups performing mini-jobs will be given.
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3.2.2. Mini-job as second job and mini-job as main job

In December 2016, the ratio of workers with mini-jobs as their main job to the
employment subject to social security contribution was 15%, while the ratio of persons
with a mini-job as a second job to all employed with an employment subject to social
security contribution was 8% (Bundestag 2017: 3).

Official data have limitations as it is not possible to determine whether among those with
a mini-job as a main job there also persons combining self-employment or an
employment as a civil servant and mini-jobs. According to Labour Force Survey data'®, in
2016 about 77% of all employment relationship are dependent employment with working
hours of more than 20 hours/week. The Institut fir Arbeitsmarkt- und Berufsforschung
(IAB) has analysed second-jobs (Klinger/Weber 2017). Estimates on the working time
accounting indicate that there are 3 million employed who hold a second job. On the
basis of its employment history data base of 2014, which does not take civil servants and
self-employed into account, there were 2.09 employed with a second job in 2014 among
whom the vast majority have a mini-job. About 29.1 million workers only had one job
(including a mini-job as a main job). In all age groups women are more likely to hold a
second job than men. Worker aged between 35 and 55, with a peak for the workers aged
40 to 45, are the most likely age groups to have a second job. Furthermore, they are
more likely to be in the lower wage groups.

Those who combine an employment subject to social security contribution and a mini-job
earn on average EUR 81.8 per day in their main job and EUR 9.7 in their mini-job
(second job). In case their second job is also employment subject to social security than
the earnings from the second job amount to EUR 31.4. This indicates that mini-jobs are
mainly offered and taken-up in the low wage sector.

On average, workers with a mini-job as a main job worked 11.8 hours per week in 2015
(Bundestag 2017: 8). Working hours are shorter for mini-jobs as a second job. While the
number of workers with a mini-job as a second job increased, average working hours in
second jobs decreased (Figure A5 in Annex). This could be an indication that either the
average number of hours worked in the main job increased or that the introduction of the
minimum wage decreased the total number of hours as a mini-jobber.

Note that workers with a dependent employment subject to social security as a main job
have only one mini-job they can opt for the flat tax rate of 2% (transferred by the
employer). If they hold a second mini-job and are exceeding the EUR 450 threshold, they
can opt for a 20% tax flat rate for this second mini-job.

Worker with mini-jobs as a main job have a lower educational level

In December 2016, 22% of persons with a mini-job as their main job had not completed
vocational education and training, 40% had a secondary vocational training degree, and
6% hold a tertiary education degree (figure 4). Please note that 32% of mini-jobber did
not give information on their educational level. Not surprisingly, the educational structure
of persons with a mini-job as a second job resembles much more the structure of regular
employees subject to social security contributions (compare figure 4). On average, they
are better qualified than persons who have a mini-job as their main job.

Yhttps://www.destatis.de/DE/ZahlenFakten/GesamtwirtschaftUmwelt/Arbeitsmarkt/Erwerbstaetigkeit/Tabellen
Arbeitskraefteerhebung/AtypKernerwerbErwerbsformZR.html
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Figure 4 Educational levels of mini-jobbers and employees subject to social security
contributions, December 2016
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Source: own calculations based on Federal Employment Agency data

Women are more likely to hold a mini-job as a main job

About 60% of workers with a mini-job as a main job are women, typically toping up
household income from work. However, over time there has been as structural shift with
share of women among those holding a mini-job as the main job falling and instead their
share among second job holder is increasing (figure A6 and A8 in Annex). This may
indicate the increased employment orientation of women beyond marginal employment.

Different gender disparities of mini-jobber over the life course

Figure 5 shows the age distribution of mini-jobbers with mini-jobs as a main job up to
the age of 64. The age distribution clearly shows a significantly higher probability of
women in mini-jobs not only during the child-rearing phase, but also afterwards until
reaching retirement age. Detailed data by age years where not available for the age
group 65+. For this latter age group, the number of men (529 000) exceeded the
number of women (469 000) by 60 000 in December 2016 (not depicted in figure 5,
Federal Employment Agency data).

While the share of older mini-jobbers increased overall (figure A11/figure A12 in Annex),
it was much more pronounced for mini-jobbers who have a mini-job as their main job.
This can be explained by the fact that the number and shares of mini-jobber aged
between 63 and 65 as well as those being 65 and older combining a full pension with a
mini-job increased. Combining a mini-job with early retirement may explain the higher
share of the ae group 55-69 among mini-jobbers as a main job as compared to those
workers with mini-jobs as a second job.
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Figure 5 Mini-jobbers (main job) by age years (younger than 15 to 64 years),
December 2016
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Source: own figure based on Federal Employment Agency data (special evaluation)

Sectors of employment of workers holding a mini-job as a main job

From December 2011 to December 2016, the number of persons with a mini-job as their
main job decreased by 29 000 from 2011 to 2016. In December 2016, 18.5% of persons
with a mini-job as their main job worked in the wholesale and retail trade, repair of
motor vehicles and motorcycles sector (-144,000 from December 2011 to December
2016 -see also Annex table A 1), 12.1% in human health and social work activities (-16
000), 11.8% in the accommodation and restaurant sector (+29 000), 11.3% in
administrative and support service activities (-14 000), and 7.8% in the manufacturing
sector (-64 000). The total number of persons with a mini-job as a second job increased
by 22 000 over the same period. 15.3% of persons with a mini-job as a second job were
employed in the administrative and support service activities sector (+87 000 from
December 2011 to December 2016), 14.2% worked in human health and social work
activities (+73 000), 13.3% in the Wholesale and retail trade, repair of motor vehicles
and motorcycles sector (+32 000), 13.2 in the accommodation and restaurant sector
(+99 000), and 7.0 in manufacturing (+1 000).
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Digitisation does not seem to affect mini-jobbers directly: The share of mini-jobbers
working in the information and communication sector decreased from 2.8% (main job) or
2.5% (second job) in December 2011 to 2.1% (main job, -46 000) or 2.0% (second job,
-3 000) in December 2016. More mini-jobber may be affected by digitisation as this is
not confined to the ICT sector but needs to be regarded as horizontal technology affected
the organization of business and employment. Although, no data is available it could be
presumed that with the increase of Airbnb, the number of mini-jobbers cleaning the
accommodations increased. Crowdworking and clickworking is an emerging form of work,
although the volume of employment is still assessed to be low and these jobs are usually
carried out by self-employed. Although there is no concrete evidence, digitisation may
simplify (former) complicated tasks which then might be suited for mini-jobbers in the
future. It is also possible that flexible working hours in the main occupation due to
digitisation might allow full-time or part-time workers to take up a second job (which
could be a mini-job).

3.2.3. Mini-jobs in the commercial sector and in private households

The number of mini-jobbers in the commercial sectors (gewerblicher Bereich) decreased
from 6.8 million in December 2004 to 6.6 million in March 2017, while the number of
mini-jobbers in private households tripled - from 103 000 (1.5% of all mini-jobbers) to
303 000 (4.4% on all mini-jobbers) - over the same period (figure A13 in Annex). The
high growth rates of mini-jobs in private households (figure Al14 in Annex) can be
attributed to the implementation of state support for mini-jobs in this sector in 2003. To
promote registered marginal employment (mini-jobs) and prevent illegal employment,
the so-called household cheque procedure (Haushaltscheckverfahren) was established
together with the EUR 400 income ceiling for mini-Jobs from April 2003 within the
framework of the Hartz II laws (see above).?® This procedure is a simplification of
registration and social security contribution procedures for private households. As shown
in the introduction, contribution rates to the public pension and health insurance are
significantly reduced. In addition incentives for declared employment by private
households has been introduced: Since 2003, households can deduct expenses for
personal and household services from the collective income tax according to § 35a of the
German income tax code (Becker/Einhorn/Gebe 2012: 35). According to Weinkopf 2014,
mini-jobs in private households tax credit of 20%, annual assessment ceiling of EUR 2
550, maximum tax deduction per year EUR 510.

Mini-jobber in private households are typically women and tend to be older

Mini-jobbers in private households were almost predominantly women (91%, figures
A16). The share of men grew in both the private household sector as well as in the
commercial sector. As compared to the commercial sectors, mini-jobbers in the private
household sector tend to be significantly older. While young people are only rarely
employed in the private household sector, the share of 55-64 years old amounted to
29% as compared to a share of 18% in the commercial sectors (see Annex Figure Al17
and A18). A survey among private households who employed a registered mini-jobber
indicates that most mini-jobbers in private households are employed to perform domestic
work tasks like house cleaning, vacuum cleaning, ironing, or textile cleaning
(Pfeiffer/Metzger 2009: 305°!). These tasks are not attractive for younger mini-jobbers.

20 http://dip21.bundestag.de/dip21/btd/15/000/1500026.pdf
21 http://www.minijob-
zentrale.de/DE/Service/03_service_rechte_navigation/DownloadCenter/6_Berichte_und_Statistiken/sonstige_
/PDF-4_Minijobs_im_Haushalt.pdf?__blob=publicationFile&v=1
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3.2.4. Portraits of selected groups of mini-jobbers and incentives for taking-up mini-
jobs

Housewives and gender roles

Originally, mini-jobs were established to encourage housewives who were covered by the
health insurance of their spouses to take up work. The low flat tax rate quite likely still
sets strong incentives to take up a mini-job. The advantages of the splitting model in the
income tax scheme (which is highest if one spouse works and the other doesn’t) are not
entailed when taking up a mini-job. However, old age insurance is precarious for mini-
jobbers as a large part of them is not able or willing to pay additional pension
contributions during the employment. However, it can be advantageous to pay
contributions in order to activate periods in education and child rearing if they would
otherwise not work at all over their life. For being eligible for a pension of the public
pension scheme a minimum number of five years of insured periods must be fulfilled.
Child-rearing periods and education are accounted among these periods but they may
not be long enough to constitute the right to a pension. Thus, in some cases a mini-job,
without opting-out of pension contributions, can constitute the pension right.
Furthermore, workers with below average incomes and with children between the age of
3 and 10 years, get an advantageous treatment in their pension calculation for this
period. This sets an incentive for taking up a mini-job. Pensions rights arising from each
year in a mini-job are very low, and cannot prevent old-age poverty, if no other income
sources are available (see section 5).

About two-thirds of women with a mini-job and bit more than half of men live in a
household with a partner (RWI 2016). According to a survey by Fischer et al. (2015)
persons with a non-working partner are significantly less likely to have a mini-job. Most
of these households have between 2 and 4 household members. The survey of RWI
(2016) finds a clear gender divide in the type of mini-job carried out: while women living
with a partner mainly have a mini-job as their main job and their partners work full-time,
men living in a household tend to have a mini-job as a second job, while their wives are
more often not working at all or are themselves mini-jobber or part-time employed. It
can therefore be argued that indirectly mini-jobs are promoting the classical divide of
roles and employment between men and women. They are somehow compensating for
the low participation of women in full-time employment.

According to a survey conducted by Fischer et al. (2015: 50-51) 35% of women and 14%
of men stated they took-up mini-jobs for family reasons. An East-West divide can be
observed. As compared to East Germany, in West Germany female mini-jobber are
predominantly married women with children and have a relatively high educational
attainment and live in households with higher incomes and show a comparatively more
stable working biography (Klenner/Schmidt 2012). In contrast, in East Germany, they
tend to be younger, have a low educational attainment and are more often in precarious
employment. This difference between East and West Germany can be explained by two
factors: (i) in East Germany employment rates of women have been traditionally
significantly higher than in West Germany and mini-jobs are a less strong incentives for
transition from inactivity to employment; (ii) the labour market situation in East
Germany is generally more difficult and unemployment is still significantly higher.

Another interesting finding of the survey carried out by RWI (2016) is that women with a
mini-job are less likely to depend from welfare benefits than men. Some women take up
mini-jobs in case of separation or divorce, in order to compensate partially for the lost
income, if they had not worked before (Schmidt/Voss 2014: 55). They may oversee that
this form of employment does not provide them genuine rights to the healthcare
insurance (see for details below).
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Pupils and students

The share of pupils and students among mini-jobber is relatively large. Students are in
general allowed to work up to 20 hours per week on average. Many however seek to
work less in order to have sufficient time for their studies. They are likely to take-up
mini-jobs as these involve only a few hours work. As they have a low formal educational
level, they will be more likely to perform jobs in the lower wage segments. Mini-jobs are
an attractive option for them at first sight as they are in general covered by the health
insurance of their parents or have an own health insurance as students. The tax incentive
is likely to play a smaller role as for other groups as probably many of students would
anyway not earn more than the tax free earnings limit and are singles. It might be
advantageous for them to opt for an individual tax declaration rather than to pay the 2
per cent flat tax rate. They may also take advantage of opting-out to contributing to the
public pension scheme, as pension rights arising are low and their time preference rate
might be higher than lost pension rights. Furthermore, pupils and students acquire
insurance periods (a maximum of 8 years after reaching the age of 17) without needing
to be employed and paying contributions

Students are allowed to combine a mini-job of EUR 450 and a short-term employment
under certain conditions (often carried out in form of internships) without becoming
automatically a dependent employed subject to social security contributions.?* After a
reform in mid-2016, the additional income threshold for students from less well-off
households who receive benefits according to BAf6G law (state education financing) was
raised to EUR 450/months.?® These students can therefore generate income up to the
mini-job threshold without losing claims to these BAf6G benefits.

Pensioners

Pensioners, including early pensioners (63-65) and those after reaching statutory
retirement age (65 in 2016) represent a large group among the mini-jobbers (see figure
5 and figures A9, Al11, A12, A17, A18 in Annex). In December 2016, 79% (or 997 000)
of dependent employees (mini-jobbers and employees subject to social security
contributions) aged 65 and older had a mini-job as main job (Federal Employment
Agency data). This share was 20% in the age group 60 to 64. 258 000 mini-jobbers were
aged 63 or 64. The number of mini-jobbers above the statutory retirement age increased
during the last years from 17 000 in 2012 to 70 000 in 2016 (figure A19 in Annex).

Those pensioners who receive an early retirement pension are considered as if they were
employed as subject to social security contributions. They would be counted among those
have a mini-job as a second job.?*

There are a number of reasons explaining the incentives for pensioners to take up a mini-
job:

o Like other groups of mini-jobber they take advantage of a flat tax rate, in
particular if they have higher pensions and other income from work or renting.
Earning a higher income than EUR 450/month has the consequence that the
pensioner has to declare the additional income in his/her tax declaration. If
he/she has a lower pension and has earnings above EUR 450 per month, the tax
free income threshold might be surpassed (if the total income is higher than EUR

22 https://www.minijob-
zentrale.de/DE/01_minijobs/01_basiswissen/02_infos_kompakt_zu/03_studenten/node.html
2 https://www.bmbf.de/de/modernes-bafoeg-fuer-eine-gute-ausbildung-1688.html
24 https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/04_mehrere_beschaeftigu
ngen/node.html;jsessionid=1D1F3F7DC2A133A9F6347F1B499993CE
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8 820 per year, including the taxable part of pensions.?® This rule strongly
penalises extending work above the EUR 450 ceiling. Past reforms to the pension
scheme include a substantial change in taxation rules of pensions, increasing the
taxable part of pensions. While for those who started to receive pensions in 2004
50% of their income was subject to taxation, this share raised to 74% of in 2017.
In the past the majority of pensioners did not pay taxes. In 2040 pensions will be
fully taxed, the special tax free pension share will by then be removed.*®As the
taxable share of pension is raising since 2005, more and more pensioners become
taxable or are at risk to become taxable if adding income from work to pension
income. Between 2004 and 2012 the number of pensioners with pensions as the
main income source with taxable income increased from 6% to 41% of all
pensioners, and from 3% to 35% among those who only declare pensions as an
income source (Bundesfinanzministerium 2017). This explains the strong raise of
pensioners above the regular retirement age taking on a mini-job, as mini-jobs
will not be taxed.

e Older workers as of age 63 and fulfilling the requirement of 35 years of
contribution period (waiting period) can receive a full pension (Vollrente) without
cuts if the additional income from work does not exceed more than EUR 6 300 per
year®’. This allows the take-up of a mini-job as for mini-jobs the income threshold
is EUR 5 400/year. Previously the income threshold for pensioners in early
retirement was EUR 450 per month.?®

e Disability pension benefit recipients are allowed to combine pension and work
without any deduction up to an income ceiling of EUR 14 458.50/year (partial
invalidity) or EUR 6 400/year (full invalidity).?°

e Widows can top up their pensions up to a certain income ceiling without getting
their pensions reduced, which allows working on a mini-job.>°

e According to the Federal Statistical Office, more than one third of elderly mini-
jobbers in pension age (Altersrentner) with a mini-job stated that they had this
job to support their own livelihood (KBS 2016 18).

e An increasing number of pensioners wish to stay in contact to working life and to
colleagues and clients. Performing a mini-job thus also has a social welfare
dimension.

e Pensioners are covered by the statutory health insurance.

Combining unemployment benefit and a mini-job

The regular and the means-tested unemployment benefit scheme allows for combining
unemployment benefits and small incomes from work. The objective is to set incentives
to take up work and to prevent detachment from the labour market. For those receiving
regular unemployment benefit I, incomes up to EUR 165 per month (§ 155 Social Code
III) are not taken into consideration when calculating the amount of the benefit and

2 https://www.vlh.de/krankheit-vorsorge/altersbezuege/rente-und-nebenjob-was-ist-steuerlich-zu-
beachten.html

26 Note that taxation for pensions was reformed in 2005 with transitional rules until 2040; contributions to the
pension scheme can gradually deducted from taxable income, while income from pensions will gradually be
subject to taxation. http://www.deutsche-
rentenversicherung.de/Allgemein/de/Inhalt/5_Services/03_broschueren_und_mehr/01_broschueren/01_natio
nal/versicherte_und_rentner_info_zum_steuerrecht.pdf?__blob=publicationFile&v=29

27 http://flexirente.drv.info/

28 For details on the pension reform, see https://www.deutsche-
rentenversicherung.de/Allgemein/de/Inhalt/5_Services/03_broschueren_und_mehr/01_broschueren/01_natio
nal/flexirente_das_ist_neu_fuer_sie.pdf?__blob=publicationFile&v=17.

2 https://www.deutsche-
rentenversicherung.de/Allgemein/de/Inhalt/5_Services/03_broschueren_und_mehr/01_broschueren/01_natio
nal/erwerbsminderungsrentner_hinzuverdienen.pdf?__blob=publicationFile&v=39

30 https://www.minijob-
zentrale.de/DE/01_minijobs/01_basiswissen/02_infos_kompakt_zu/09_rentnern_ruhestand/node.html
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working hours are less than 15 hours/week.?! Means-tested unemployment benefit II
recipients can earn up to EUR 100 per month as well 20% of each additional earned Euro
if the income is at most EUR 1000/month. That means that an unemployment benefit II
-recipient who earns EUR 450 with a mini-job is left with EUR 170 additional income per
month to top up unemployment benefit II.3?

Unemployment benefit I and II recipients as well as recipients of social assistance and
people in parental leave are allowed to hold several EUR 450 mini-jobs.3*

Combining means-tested unemployment benefit II with work was a key element of the
activation approach of the Hartz reforms. In 2016 (annual average), 403,000 out of a
total of 1.2 million unemployment benefit II recipients who were in employment
(Aufstocker) were persons with a mini-job as main job (table A3 in Annex).

The choice of Aufstocker to work in a mini-job, and thus to work only a few hours, might
also be related to a poor health status (Achatz/Gundert 2017: 45) or due to family
reasons (Achatz/Gundert 2017: 26).

A mini-job can enable the low-skilled to collect work experience and might lead to
employment subject to social security contributions, although whether that happens is
debated controversially in scientific literature (RWI 2016: 19). As the range of tasks in
mini-jobs is usually demanding a low skills level and as work is rarely self-determined,
these employment relationships hardly provide an opportunity for Aufstocker to develop
their skills and qualifications. This might also affect employment stability and upward
mobility (Achatz/Gundert 2017: 22).

Occupational groups of mini-jobbers

Mini-jobbers hold lower educational levels compared to employees subject to social
security contributions (see above figure 4). In December 2016, 45% of mini-jobbers
worked in unskilled or semi-skilled activities®* (Helfer requirement level - share on all
dependent employees: 19%), 43% in specialist activities (Fachkraft requirement level -
share on all dependent employees: 57%), 4% in complex specialist activities (Spezialist
requirement level - share on all dependent employees: 12%), and 4% in highly complex
activites (Experte) requirement level - share on all dependent employees: 12%;
Bundestag 2017: 6).

Summary: incentives for workers to take up a mini-job

From the above analysis it can be concluded, that workers see the main incentive in
taking up a mini-job the significant tax reduction for those individuals and couples who
earn more than the tax-free minimum. The tax advantage rises with income from other
sources, as tax rates are progressive.

Fischer et al. (2015: 52-54) interviewed 1 110 companies employing mini-jobbers. 72%
of companies stated that the respective employee wished to be employed as a mini-
jobber. In addition to tax and social security contribution incentives, workers may
perceive other advantages, such as flexible working time or easier access to the labour
market. An overview over incentives for workers to take up a mini-job that was collected

31

https://www3.arbeitsagentur.de/web/wcm/idc/groups/public/documents/webdatei/mdaw/mdk2/~edisp/16019
022dstbai378635.pdf?_ba.sid=L6019022DSTBAI378638

32 https://www3.arbeitsagentur.de/web/wcm/idc/groups/public/documents/webdatei/mdaw/mdk2/
~edisp/16019022dstbai378635.pdf?_ba.sid=L6019022DSTBAI378638

33 https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/04_mehrere_beschaeftigu
ngen/node.html;jsessionid=1D1F3F7DC2A133A9F6347F1B499993CE, seen on 19 Oct 2017

34 Occupational requirement levels according to German Classification of Occupations 2010 (KIdB2010) - see
http://doku.iab.de/fdz/reporte/2013/MR_08-13_EN.pdf
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by RWI (2016) for Land West-Rhine Westphalia in West Germany. Results are shown in
table 1.
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Table 1 Incentives for workers to take up a mini-job (North-Rhine Westphalia)
men women total
2012 2016 2012 2016 2012 2016

Internship less than 3 less than 3 less than 3 less than 3 less than 3 less than 3
To gain experience 16.3 18.4 16.3 14.7 14.7 15.4
Found nothing else 15.3 8.6 15.7 15.5 14.4 13.5
Additional income 57.3 73.3 53.2 63.4 57 65.3
To find regular employment in the 6.9 less than 3 8.8 4.6 71 4.1
future

s s 7 s
Reconciliation of work and family life 4.5 5.8 16.9 25.7 10.6 19.8
Flexible working hours 14.6 18.1 16.7 22.1 14.4 20.2
Social contacts / 11.8 / 14.3 / 13.4
;ca)rléi?sl ilrelacvoentact with employer during / less than 3 / less than 3 / less than 3
Health status / 6.3 / 7.9 / 7.5
Other reasons 12.5 14.3 9 11.4 13.1 12.5

% of mini-jobbers that stated the reason, Multiple responses were possible
Source: RWI 2016: 36

3.3. Transition patterns

It has been argued that mini-jobs could represent a stepping stone into a regular
employment, in particular for women after a child rearing break and for unemployed.
Transitions have improved recently. The transitions from mini-jobs into standard
employment, mainly in form of part-time employment (vom Berge/Weber 2017: 3)
increased from 46 700 in 2013 (of these 12 300 full-time and 34 500 part-time) to 109
500 in 2015 (18 100 full-time and 91 400 part-time).

When looking at transition patterns, a few general comments need to be made:

Transitions between mini-jobs and employments subject to social security
contribution are somehow inherent to the system, as there might be variations to
the monthly sum of incomes (e.g. through paid overtime, Christmas gratifications
and the like). The Minijob-Zentrale carries out regular checks and tracks false
declarations or under-declaration. This creates some uncertainty for employers as
the employment status of their employees might change due to increased wages
by other employers. Employers need to get informed by their mini-jobber on
whether they are multiple mini-job holders as well as about income from other
employers. Income from other employers may however vary (e.g. overtime) or it
is not clear to the workers what needs to be declared (e.g. end of year
gratification). Mini-jobber need to indicate any change occurred with other
employers and their status change in case they surpass the EUR 450 threshold.
Employers need them to declare the mini-jobber as a worker with a standard
contract subject to social security payment.
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e To comply with the introduction of the minimum wage legislation in 2015, two
adaptations pathways were possible for companies who paid previously wages
below the minimum wage: either reducing the number of hours worked or convert
a mini-job into a standard employment. Within one company, 7% (2013) and 8%
(2014) of all terminated mini-jobs were promptly transformed into part-time or
full-time employment (vom Berge/Weber 2017: 1). In January 2015, after the
introduction of the minimum wage, this rate was 13%. With the introduction of
the minimum wage, the number of mini-jobs decreased by 125 000 from
December 2014 to January 2015.

According to German Labour Force Survey data (2015), 15% of mini-jobbers have a
fixed-term working contract as compared to 9.1% of all dependent employees
(Bundestag 2017: 6). Three quarters of mini-job employment relationships exist for three
years at the most (KBS 2017b: 27). Transitions between mini-jobs are high: half of mini-
jobbers hold at least another mini-job in the past and a fourth of interviewed mini-
jobbers, mainly women, had no employment subject to social security contributions over
the past five years (RWI 2016). According to data provided by vom Berge/Weber (2017:
2), outflows®® from mini-jobs increased from 612 200 in 2013 (outflow rate: 7.86) to
629,200 in 2014 (outflow rate: 8.12) and 717,900 in 2015 (outflow rate: 9.27), while
inflow rates oscillated around 6%. Mini-jobs are more volatile than regular part-time and
full-time employment where inflow as well as outflow-rates were between 2% and 4%
over the same period (vom Berge/Weber 2017: 2).

The transition rate of women with a mini-job as their main job to standard employment
was only 14 % (Bundesministerium fir Famile, Seniorem, Frauen und Jugend 2012).
Vom Berge/Weber (2017: 5) compared the probability of being affected by a transition
from a mini-job to standard employment. Compared to 2013/2014, transitions in 2015
were more likely for women, older employees, employees in East Germany, employees in
mid-sized companies (10 to 249 employees), and in the “transport and warehousing” and
“trade, maintenance and repair of motor vehicles” sector. The probability that a mini-job
ended was higher for women, younger and older workers, non-German nationals, people
with a low education level, persons working in East Germany, and in small companies
after the implementation of the minimum-wage in 2015.

3.4. Income and wealth situation of mini-jobbers

Earning from mini-jobs are on average below the income ceiling of EUR 450

According to recent data, the monthly average income of mini-jobbers (EUR 291/month)
is far below the income threshold of EUR 450/month (table 2). While women earned EUR
302/month in the first quarter of 2017, men earned EUR 275/month on average (see
Table A5, annex). Mini-jobbers in the production sector earn more than those in the
service sectors. The fact that many mini-jobbers do not take advantage of earning
income up to 450 EUR is linked to income limits for unemployed as well as time
constraints for those who have other obligations (like pupils and students) and might also
be due to business strategies to increase flexibility by employing a larger number of
mini-jobbers with few working hours per week.

35 Qutflow: employment relationship that existed in a given month in a company that does not exist any longer
in the month after.
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Hourly wages of mini-jobbers are comparatively low

According to data from the Structures of Earnings study 2014, 3.8 million or nearly two-
thirds of all mini-jobbers who earned up to EUR 450/month had wages below the low
wage threshold of EUR 10/hour (Bundestag 2016: 15). This share amounted to 63.2%
for mini-jobbers in Western Germany, 80.9% for mini-jobbers in East Germany, 74.9%
for mini-jobbers aged younger than 25, between 61.5% and 63.2% for mid-aged mini-
jobbers aged 25 to 54, 66.2% for mini-jobbers aged 55 to 64, and 60.8% for mini-
jobbers aged 65 and older.

According to the survey carried out by Fischer et al. (2015: 56-57) in 2014, hourly wages
of 90% of mini-jobbers were below median wage of other employment types (full-time
employment and part-time employment with or without open-ended employment
contracts). Back then, almost half of mini-jobbers earned less than the minimum wage of
EUR 8.50 introduced in 2015, compared to 5% of full-time employees with open-ended
employment contracts and 12% of full-time employees with a fixed-term employment
contract.

In a wage estimation regression controlling for variables like the educational level,
Fischer et al. 2015 show that hourly wages of mini-jobber were only half as high as those
of full-time employees with an open-ended employment contract. The wage gap between
mini-jobber and standard employed might be explained in the first place by the
differences in employment structure by sectors and occupations. Only around 23% of
mini-jobbers are employed by a company bound by collective bargaining agreements
compared to 50% of employees subject to social security contributions (Bundesregierung
2017: 72-73). About 40.2% of mini-jobbers with a fixed-term employment contract and
31.1% of mini-jobbers with an open-ended employment contract stated that they do not
think that they are entitled to receive the same hourly wage as a person in full-term
employment, given the same work duties (Fischer et al. 2015: 62). Furthermore, many
mini-jobber do not get additional pay elements (like end-of-year gratifications, etc), paid
holidays etc. Moreover, it is also not clear what effects the flat rate income tax and
exemptions or lower social security contribution rates have on the net wages paid by the
employers to the mini-jobber (RWI 2016: 73).

Mini-jobber more often at risk of poverty

Mini-jobs are often taken up in order to avoid or alleviate poverty. According to Fischer et
al. (2015: 50-51), more than half of interviewed mini-jobbers stated that they depend on
this income. Little surprisingly, the risk of poverty rate for mini-jobbers (only main job)
was 25.7% as compared to 15.4% for all persons employed, 5.6% for regular employed
persons, 15.6% for part-time workers up to 20 hours per week and 11.7% for part-time
workers with at least 20 and up to 30 hours per week (Bundesregierung 2017: 95-96;
Thomsen et al. 2016). Also, while 22% of employees with a mini-job search for another
job, this share is only 7% for other employees (Achatz/Gundert 2017: 40).

The survey carried out by RWI (2016: 38) finds that 57.3% of men in North-Rhine
Westphalia with a mini-job do not get transfer welfare benefits (defined as
unemployment I, unemployment II, and other benefits — 2012 55.7%). This share is
75.6% for women (2012: 60%).

According to the poverty report of the Federal Government (Bundesregierung 2017: 97),
low income due to being employed in a mini-job contributes to the risk of being poor not
only individually but also in the household context.

Wealth disparities between households with mini-jobber

While a fourth of mini-jobber was at risk of poverty, some mini-jobbers live in wealthy
households and seek to take advantage from the favourable tax treatment. A third group
belongs to the lower and middle income class (workers and pensioners) who seek to top
up their income with a second job or to combine pensions and work.
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According to calculations of Peters (2017: 30) on the basis of the socio-economic panel of
2014, the net household income of households with mini-jobbers (including social
transfers) with less than EUR 2,000 per month was 29 %, with EUR 2,000 up to less than
3,000 25.4%, and with EUR 3,000 up to less than EUR 4,000/month 20.9%. Three
quarter of households had a net income below EUR 4,000. About 11% have an income
ranging between EUR 4000 and 5000 and 13% have an income above EUR 5000/month.
In comparison, the average net household income in Germany was EUR 3,147 per month
in 2014 (Statistisches Bundesamt 2017: 13). The average net household income for 28%
of households was less than EUR 1,700, for 21% is was between EUR 1,700 and less
than EUR 2,600, for 19% between EUR 2,600 and less than EUR 3,600, for 16.4% it was
between EUR 3600 and less than EUR 5000, and also for 16.4% the income was higher
than EUR 5,000 per month (Statistisches Bundesamt 2017: 12).

4, THE DEMAND SIDE: INCENTIVES OF COMPANIES TO EMPLOY MINI-JOBBERS

The advantages of a mini-job for commercial employers are not obvious at first sight.
While for private households contributions to the social security system are far below
those of standard employment, contributions are slightly higher for mini-jobbers than for
standard employment in the commercial sector (MAIS 2016). However, studies suggest
that the tax flat rate of 2% and the opt-out rules of the pension system is taken into
account when determining the wages (RWI 2016: 73). There is no evidence on how the
gains from the smaller tax rate and social security exemption is de facto split between
workers and employers, as this will depend from wage elasticities of demand and supply
as well as on the bargaining power of workers and employers. Nevertheless, it can be
assumed that costs reductions for the employer might result from such an effect. As
shown, mini-jobber tend to work in the low wage sector and are likely to have a weak
bargaining position. In a survey carried out by Fischer et al. (2015), more than a quarter
of companies stated that they intend to save labour costs by employing mini-jobbers.
Please note that this survey among 1 110 companies was carried out in 2014 and
therefore before the introduction of the minimum wage in 2015. According to the survey
carried out by RWI (2016) in North-Rhine Westphalia after the introduction of the
minimum wage, less than a fifth of companies stated costs reasons for employing mini-
jobbers, while in 2012 this share amounted to 20%.

Furthermore, cost reductions for the employer result from a loser implementation of the
labour law as concerns paid vacations. Although mini-jobbers have a legal claim to paid
vacation, a survey carried out by Fischer et al (2015: 75) shows that 28.1% of mini-
jobbers with a fixed-term contract and 29.9% of mini-jobbers with an open-ended
employment contract did not know that they had this claim. This share was between
1.9% (part-time with an open-ended employment contract) and 4.1% (full-time with an
open-ended employment contract) for respondents in other employment forms and 6.1%
on average. Eventually, 50.4% of interviewed mini-jobbers did not get paid leave,
compared to 2.7% of part-time and 1.9% of full-time employees with a fixed-term
employment contract and 1.7% with an open-ended employment contract (Fischer et al.
2015: 99). 65.7% of mini-jobbers that did not get paid leave stated that they were not
entitled to paid vacation, 19.4% stated that they did not get paid leave due to “other
reasons” (Fischer et al. 2015: 99-100). This is result is confirmed by a multivariate
analysis showing that mini-jobbers are denied paid vacation significantly more frequently
even when comparted to part-time employed persons who work less than 13 hours per
week. 91% of companies stated that mini-jobbers did not get the opportunity to go on
paid leave because they only work a few hours per week, 90.2% justified it by stating
that mini-jobbers are only casual employees (Aushilfskrifte), and 39.3% stated that
mini-jobbers do not have a claim to paid leave in general.

Similarly, mini-jobbers are less well informed on the legal claim to paid public holidays
(Lohnfortzahlung an Feiertagen): 36.4% of mini-jobbers with a fixed-term contract and
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38.7% of mini-jobbers with an open-ended employment contract did not know about this
right compared to an average of 12.6%; many also did not know that they have the
right to accident or sick pay for up to six weeks. (Fischer et al. 2015: 75).

A survey carried out among employers confirms that mini-jobber do not access their
rights with regard to paid vacations and breaks. This holds also true for further training,
as indicated by a third of employers in a survey carried out in North-Rhine Westphalia
(RWI 2016: 105). Many employers still pay mini-jobbers below the minimum wage. The
weak bargaining power of mini-jobbers and their lower level of information, as well as
their smaller attachment to the labour market and the employer may explain why mini-
jobber get worse working conditions as regular employees.

It is often argued that administration of mini-jobs is easier for employers. While
administrative procedures are clearly eased for private households, this is de facto less
evident in the commercial sector. From the employer side some uncertainty exists
regarding the status of the mini-jobber if they hold several mini-jobs as it is out of their
control if they surpass the EUR 450 threshold. Nevertheless, eased administrative
procedures may be an incentive for very small employers who don’t have a payroll
system in place for standard employees. Smaller companies are indeed more likely to
employ mini-jobbers (Fischer et al. 2015: 46-48).

Mini-jobs may fit well in the work organisation, because the task requires anyway only a
few hours worked or if tasks can be easily de-composed in several mini-jobs. Mini-jobs
may serve as a flexibility buffer in some sectors. According to the survey by Fischer et al.
(2015: 50-51), nearly a fifth of mini-jobbers stated that the job was only available as a
mini-job. 85% of companies stated that they employ mini-jobbers as the job does not
require employing persons who could work more hours (Fischer et al. 2015: 52-54). 61%
of interviewed company representatives stated that they employ mini-jobbers as this
employment form allows more flexibility.
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5. DIFFICULTIES FOR MINI-JOBBERS OF ACQUIRING THEIR OWN SOCIAL PROTECTION
RIGHTS

If a person has a short-term mini-job (kurzfristige Minijobs), neither the employer nor
the employee has to pay pension insurance contributions®®. Therefore these workers can
also not derive pension rights. Mini-jobbers under the EUR 450 rule usually only acquire
pension rights, although there are many exceptions as will be shown in the next section.

Pension insurance

Contribution rates and coverage

The contribution rate for mini-jobs to the pension insurance is 18.7 % of gross wage.
Both employer and mini-jobber pay these contributions. For mini-jobbers in the
commercial sector, the employer pays a a contribution of 15% and the mini-jobber pays
3.7% of the gross wage. In private households, the employer pays 5% and the employee
pays 13.7% of the gross wage.?’ Before 2013, mini-jobbers could pay these contributions
voluntarily (opt-in). Currently, mini-Jobbers can submit an application for exemption
from compulsory pension insurance to their employer (opt-out).

The employer has to pay the pension insurance contribution regardless if the mini-jobber
opted out of the pension insurance scheme in order to avoid unfair competition. The
contributions to the public pension scheme are at least EUR 32.73/month as the
minimum contribution threshold (Mindestbeitragsbemessungsgrundlage) is EUR
175/month. The minimum threshold is not valid if the mini-jobber has a main occupation
subject to social security contributions or if the person is obliged to pay pension
insurance contributions for other reasons due to their main activity, for example
apprentices (Auszubildende), some occupational groups like self-employed like midwives,
recipients of sickness or transitional benefits (Kranken- oder Ubergangsgeldbezieher),
unemployment benefit I recipients, and persons in child rearing times calculation process
(Personen wéahrend der Anrechnung von Kindererziehungszeiten). In these cases,
pension insurance contributions are calculated from the gross wage of the mini-job. If a
person earns less than EUR 175 per month, the employer pays 15% (or 5% in private
households) of the gross wage as pension insurance contribution and the mini-jobber
pays the difference to the minimum threshold of EUR 32.733,

If a mini-jobber has several mini-jobs, contributions are calculated from the total pay. If
total pay is below EUR 175/month, the minimum pension contribution of EUR 32.73 is
paid according to the share of the respective mini-job on the total pay of the mini-
jobber®,

36 https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/05_rentenversicherungspf
licht/03_beitraege_zur_rv450/node.html

37 https://www.minijob-
zentrale.de/DE/01_minijobs/03_haushalt/01_grundlagen_minijobs_im_privathaushalt/02_450_euro_minijobs
_imph/04_rvpflicht/03_beitraege_zur_rv450/node.html

38 In theory, mini-jobbers with a very low pay might be obliged to pay contributions that are higher than their
actual pay. According to the Minijob-Zentrale, an employer of a mini-jobber that earns EUR 25/month would
have to pay EUR 3.75 (15% of EUR 25 actual pay) and the mini-jobber would have to pay EUR 28.98/month
(minimum threshold EUR 32.73 - employers’ contribution of EUR 3.75). That means that the mini-jobber
would have to refund the employer EUR 3.98 (minijobbers share on contributions of EUR 28.98 - actual pay
of EUR 25) - see https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/05_rentenversicherungspf
licht/04_mindestbeitrag/node.html

39 In theory, it is possible that mini-jobbers with a very low pay might be obliged to pay contributions that are
higher than their actual pay. According to the Minijob-Zentrale, an employer of a mini-jobber in the
commercial sector that earns EUR 25/month would have to pay EUR 3.75 (15% of EUR 25 actual pay) and the
mini-jobber would have to pay EUR 28.98/month (minimum threshold EUR 32.73 - employers’ contribution of
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In December 2016, only 18.2% of mini-jobbers in the commercial sector and 14.3% in
private households paid eventually pension insurance contributions (Minijob-Zentrale
2017a: 7). Opting-out of the pension scheme provides a short-term advantage in the
view of the mini-jobber as this would - at least theoretically - enhance the net wage. The
long-term disadvantage consists in the fact that they do not acquire pension rights,
although employers pay contributions. Thus, the decision to opt-out may be irrational in
a long-term perspective in case the mini-jobbers earn more than EUR 175 per month. As
pension rights acquired on such a small wage lead only to a very small pension,
individuals may not consider opting-out as harmful for them. Currently, the pension
amount acquired over one year of mini-job with a wage of EUR 450 amounts to EUR
4.51. In case of opting out in the commercial sector this worker would lose pension rights
of EUR 3.26 in the commercial sector and EUR 1.21 in the private household sector
through not activating employer’s contributions.

There were strong incentives for opting-out for pensioners, as before the 2017 Flexi-
pension reform pensioners could not acquire additional pension rights when working. This
held true in the past for pensioners before or after having reached the statutory pension
age.

Pensioners can acquire voluntarily pension rights

With the Flexi-pension package in force since January 2017, working full pensioners
(Vollrentner) above the statutory retirement age* can renounce the exemption from
employees’ pension insurance contributions in the case they combine pensions and work,
regardless which type of employment (mini-jobs or employment subject to social security
contribution)*!. In this case the workers would pay contributions to the public pension
scheme and, at the same time, will “activate” the contributions paid by their employer,
resulting in an increase of their pension amount. That means that for a full pensioner
above the statutory retirement age that started working in a specific mini-job in or after
January 2017, pension insurance contributions paid by the employer and the mini-jobber
will increase pension insurance entitlements only if the mini-jobber decides to renounce
the exemption from employees’ pension insurance contributions*?.

Pension eligibility

All employees, including mini-jobbers, only have claims from the pension insurance if
they have fulfilled certain waiting months (Wartemonate) as minimum insurance periods.
These are requirements for being entitled to an early, medical rehabilitation services, and
disability pension (Erwerbsminderungsrente). Mini-jobbers who pay pension insurance
contributions acquire these waiting times just like regular employees, that means that
every employment year corresponds to twelve waiting months while mini-jobbers who
are exempt from pension insurance contributions only acquire 4 waiting months
(commercial sector) respectively 2 waiting months (private households).** Therefore, for
those who have otherwise not worked, or not worked for a sufficiently long time to
acquire pension rights have an incentive to take up a mini-job and contribute to the
pension scheme as this offers them the possibility to activate with only a small amount of
own contribution periods of non-employment that are counted as waiting months, such
as education and children.

EUR 3.75). That means that the mini-jobber would have to refund the employer EUR 3.98 (mini-jobbers share
on contributions of EUR 28.98 - actual pay of EUR 25) - see https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/05_rentenversicherungspf
licht/04_mindestbeitrag/node.html

4% For the birth years 1947 to 1963, the age limit was increased step by step from 65 to 67 years. The statutory
retirement age will therefore be 67 in 2029.

4! http://flexirente.drv.info/

42 https://blog.minijob-zentrale.de/2016/12/16/wie-sich-das-neue-flexirentengesetz-auf-minijobs-auswirkt/

43 https://www.minijob-
zentrale.de/DE/01_minijobs/02_gewerblich/01_grundlagen/01_450_euro_gewerbe/05_rentenversicherungspf
licht/node.html
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Voluntary company pension schemes

While about half of full-time and part-time dependent employed aged between 44 and 67
are covered by a company pension scheme, only 8% of mini-jobber acquire rights from a
company pension scheme (data from the socio-economic Panel, Bertelsmann Stiftung
2017: 41). Contributions to the second pillar of the pension schemes have overall
increased as a consequence of past pension reforms. Currently, only 10% of pensioners
had acquired rights from a company pension scheme in the past.

Voluntary pension schemes with state subsidies (Riester contracts)

With the payment of pension insurance contributions, mini-jobbers are eligible to the
Riester pension scheme, a voluntary pension scheme (Minijob-Zentrale 2017a: 7). Here,
insured get subsidies from the government in order to compensate for the consequences
of past pension reforms that lowered the net replacement rate in the public pension
scheme. Marginally employed persons are also entitled to subsidies if they did not opt out
of (or in the past did not opt in to) the statutory pension system (Bertelsmann 2017:
36). In total the number of workers covered by one or several Riester contracts increased
from 2.1 million in 2002 to 10.9 million in 2013 (BMAS2016: 141). No data is available
about the coverage of mini-jobber.

Workers who conclude Riester contracts and claim the subsidy have typically low income:
in 2013, a fifth had a yearly income of less than EUR 10,000 and roughly 80% had a
yearly income below EUR 40,000 (BMAS 2016:144). Coverage rate among women is
higher than among men. According to data of the socio-economic panel, coverage rate is
highest among part-time employed (35%), followed by full-time employed (26%), and
only 12% among mini-jobber (Bertelsmann Stiftung 2017: 38).

Unemployment insurance

Mini-jobbers do not contribute to the unemployment insurance and therefore do not
acquire unemployment benefit I claims. As a result, the proportion of the unemployed
receiving income and means-tested basic income (Grundsicherung) has risen
(Bosch/Kalina 2017: 28).

Health insurance

Employers pay flat-rate contributions to the statutory health insurance system for
employing a mini-jobber. These lump-sums co-fund the statutory health insurance
system. The mini-jobber does not acquire any claims to these funds and has to provide
for their health insurance otherwise. In 2016, these contributions amounted to EUR 3.07
billion, while total income of the statutory health insurance amounted to EUR 205.8
billion (KBS 2017a: 5-6). Since 2009, the Minijob-Zentrale transfers these contributions
to a healthcare fund (KBS 2015: 12). This fund is administered by the Federal Insurance
Office (Bundesversicherungsamt).

For mini-jobbers with a private health insurance, employers are not obliged to pay these
contributions (RWI 2016: 13). That means that the employment of employees with a
private health insurance is in principle more attractive for employers. According to data
provided by the Minijobzentrale about 4% of minijobber in the commercial sector have an
own private health insurance, are covered by the private health insurance of their spouse
or parents or have no health insurance coverage at all. It is not possible to split this
information up, as only the number of minijobber for whom no contributions were made
are recorded (273 000 minijobber out of a total of 6 916 000 employed in the
commercial sector in June 2017), without any further differentiation. The fund is used to
subsidise services and administrative costs of statutory health insurance companies.
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Accident insurance

Like all dependent employees, mini-jobbers are compulsorily insured against accidents at
work and occupational diseases at the respective accident insurance institutions which
are responsible for their respective sectors financed by their employer; employers in
private households pay an accident insurance contribution of 1.6% of the gross wage to
the Minijob-Zentrale (RWI 2016: 14).

Fischer et al. (2015: 170) show that the reason for the high share of mini-jobbers that
did not get accident or sick pay is linked to the fact that mini-jobbers are often not
sufficiently informed about their rights. 26.1% of mini-jobbers with a fixed-term
employment contract and 28.2% of mini-jobbers with an unlimited employment contract
did not know that they were entitled to accident or sick pay for up to six weeks -
compared to 5.1% on average (Fischer et al. 2015: 75).

Mini-jobber covered by social security system of their home countries

Employers are obliged to register mini-jobbers at the Minijob-Zentrale if the German
social insurance code is applicable**. That means that if a prospect employee from the
EU, the European Economic Area, or Switzerland is covered by social insurance abroad
(verified by the so-called Al certificate), German (mini-job) regulations do not apply and
the employee might have to be insured according to foreign law. The prospect employee
from abroad can obtain this certificate by informing his/her national social security
agency of his/her plans of working in Germany.

With only having a mini-job, the employee from abroad does not obtain health or care
insurance in Germany. Therefore, according to German law, the mini-jobber from abroad
is obliged to inform a German statutory health insurance company (gesetzliche
Krankenkasse) that then checks whether the mini-jobber has to insure him-/herself in
statutory or private health insurance. Like regular mini-jobbers, mini-jobbers living
abroad can obtain pension entitlements in Germany according to the above described
regulations.* They are also obliged to pay income tax in Germany*®.

According to data provided by the Minijob-Zentrale, in March 2017 around 20 100 mini-
jobbers in Germany live abroad (commercial sectors: 17 900, private household: 2 300).
More than half of these commuters are from Poland (5 400) and France (4 300).

44 https://www.minijob-
zentrale.de/DE/01_minijobs/01_basiswissen/02_infos_kompakt_zu/06_minijobbern_aus_dem_ausland/061_
wann/node.html

45 https://www.minijob-
zentrale.de/DE/01_minijobs/01_basiswissen/02_infos_kompakt_zu/06_minijobbern_aus_dem_ausland/062_b
esonderheiten/node.html

46 https://www.minijob-
zentrale.de/DE/01_minijobs/01_basiswissen/02_infos_kompakt_zu/06_minijobbern_aus_dem_ausland/062_b
esonderheiten/node.html
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6. POSSIBILITIES OF GAINING ACCESS TO SOCIAL PROTECTION THROUGH DERIVED
SOCIAL PROTECTION RIGHTS

6.1. Derived pension benefits

Derived pension rights consist in widow pensions, which are of great importance for
women. In 2015, 49% of widowers and 89% of widows aged 65 and above received
statutory pensions payments with an average gross income of EUR 338/month for
widowers and EUR 735/month for widows (BMAS 2016: 75). For comparison, own
pension rights amounted to an average of EUR 1, 286/month for men and EUR
709/month for women.

In 2015, 26% of men, 7% of women, and 14% of widows and widowers aged 65 and
above received company pensions of the private sector with an average gross income of
EUR 601/month for men, EUR 243/month for women, and EUR 313/month for widowers
(BMAS 2016: 75).

Old-age poverty has consequently been more widespread among women. Although, not
all women with a broken or no working biographies are at risk of poverty. Wealth
accumulation among households has been uneven, independently from the employment
status of women.

6.2. Old-age minimum income (Mindestsicherung)

Those who have not acquired own pension rights and cannot derive pension rights, or for
whom acquired own and derived pensions rights are at a very low level can claim means-
tested old-age minimum income (Grundsicherung im Alter).*” This implies that for mini-
jobbers as a main job and low derived pension rights it may be rational to not contribute
to the pension scheme as pension rights will anyway be below the income threshold for
claiming tax-financed means-tested old-age minimum income. Furthermore, small
pensions would be deducted from the minimum payment. In 2015, about 3.3% of
women and 2.7% of men aged 65 years and above got old-age means-tested minimum
income (BMAS 2016: 100). The risk of getting this welfare net transfer is high for
divorced people, as a third of them would claim it, while widows have in general not a
higher probability of getting this minimum income benefit. A fifth of widows getting the
minimum income have neither own nor derived pension rights.

6.3. Access to health insurance

Mini-jobber have access to derived rights to the public health care insurance. This is one
of the reason for the composition of mini-jobs (see section 3). This concerns the following
groups:

e married women or men with a partner who is in employment or pensioner or has
otherwise a private health insurance with a “family insurance coverage”,
e young people being insured by their parents (“family insurance coverage”),

47 http://www.bmas.de/DE/Themen/Soziale-Sicherung/Sozialhilfe/grundsicherung-im-alter-und-bei-
erwerbsminderung.html
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e welfare benefit recipients (mainly unemployment benefits and means-tested
unemployment benefits, disability pensions, etc.) as well as pensioners are
insured with the public health insurance,

e Second-job holders are insured through their main job if they are dependent
employed or civil servants. There is no obligation of health insurance for all
categories of self-employed.

About 96% of mini-jobber have derived rights to the statutory health insurance and
probably most of the 4% not covered by the statutory health insurance are covered by
private health insurance of spouses and parents.

6.4. Coverage and access by other means

Pensions

In 2015, the number of private pension beneficiaries in Germany was very low: only 440
000 men and 277 000 women aged 55 and above received benefits from private life
assurances according to the Riester pension plan. On average they contributed to these
private pension plans with average payments of EUR 455 per month for men and EUR
291 per month for women (BMAS 2016: 39). As a consequence of past pension reforms it
can be assumed that more workers will in future get pensions private pension plans.
Currently 11 million people contribute to private pension funds, 3.1 million to funds
saving plans and 0.8 million have bank savings plans. Investments in real estate would
need to be added to this list. There are no information about the share of mini-jobbers
among these schemes.

Health insurance

There are cases where no rights can be derived. In this case the mini-jobber would need
to get a private health insurance, which is expensive. It would be more advantageous to
switch employment form and get a part-time job subject to social security. However,
access to the public health insurance would not be possible for workers hired at age 55 or
above if they had not contributed for the past five years (§6 Social Code V). Data on
mini-jobber with a private health insurance are not available. .
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7. COSTS AND BENEFITS OF MINI-JOBS

7.1. Assessing fiscal costs and benefits — general comments

The assessment of foregone taxes and net effects of paid contributions to the social
protection system and social transfers depends on the assumption on how large the net
employment effects of the reduced tax and social security contributions are. The
employment enhancing effect varies depending on the economic and labour market
context as well as on the societal context. As shown mini-jobs were introduced at a time
of labour shortages and a low labour market participation rate of women. It was assumed
that mini-jobs would enhance the volume of hours offered and eventually worked. In
times of high unemployment, an additional effect was assumed to result from lower gross
wages as well as lower implicit tax rates for taking up employment. In the current
context of a higher participation of women in part-time and full-time jobs and the
prevalence of labour shortage a positive net employment effect is questionable, as the
EUR 450 income threshold is likely to reduce the volume of hours worked offered in
particular by married women and pensioners.

It has been argued that in case of net employment creation the tax and contributions to
the social security system losses are justified. However, the costs of the net employment
creation would need to be taken into consideration. Overall, deadweight effects, meaning
that people would have taken up employment and employers offered jobs also without
the preferential treatment, as well as substitutions effects, meaning that the number of
volume of standard employment is reduced by the same amount than the increase in
mini-job measured by the volume of hours worked, are likely to be large. Backer and
Neuffer roughly assess a share of net job creation of a fourth of all mini-jobs.

A damaging effect for the economy would result if total employment volume was
reduced. A further negative effect would result from misallocation of labour to the low
productivity and low wage sectors. According to a survey (Fischer et al. 2015: 243), of
those mini-jobbers who wished to work more hours male mini-jobbers worked 11.5 hours
per week and wished to work 15.3 hours per week on average. Female mini-jobbers
worked 11.3 hours per week and wished to work 15.6 hours per week on average. The
wish to work more hours of mini-jobbers is independent from the fact that children aged
14 or less live in the household. If we assume that involuntary part-time as well as the
negative labour supply incentives of mini-jobs were removed, and mini-jobbers in main
jobs would on average work 5 hours more, then the labour supply in full-time equivalents
would be higher by 0.6 million full-time workers. Under the assumptions of labour
shortages Vogler-Ludwig and Dull (2013) have estimated in the context of their labour
market forecast until 2030, that an increase of labour supply in 0.7 million full-time
equivalents would increase average GDP growth by 0.1 percentage points. Although,
these are only rough estimates, a positive impact on GDP of the removal of the mini-job
scheme is plausible.

The impact on undeclared work is unclear. On the one hand, through the regulations of
mini-jobs in the private household sector, it is plausible that undeclared work could be
transformed into mini-jobs in some cases, and thus the net effect is probably positive. On
the other hand, the trade-union confederation DGB (2016) has claimed that mini-jobs in
the commercial sector ease the practice of envelope wages, meaning that only a part of
the remuneration is declared, as working hours of employees are usually not subject to
labour control. Employers are able to pretend to legally employ a mini-jobber who is in
fact working more hours (that means generating a higher income than EUR 450) than
legally allowed. Income above the threshold is paid while the employer faces only a slim
risk of detection. Furthermore, DGB argues that the fixed threshold of EUR 450/month
forces some employees into accepting envelope wages if they work for more than this
amount.
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7.2. Effects on income tax revenues

Effects of tax treatment of mini-jobs

As shown mini-jobs are taxed at a rate of 2%, independently from the level of other
incomes, or by 0% if the mini-jobber is not earning more than the tax free threshold. The
low tax rate for mini-jobs set strong disincentives for working above EUR 450 for those
who have income of more than the tax-free income (EUR 8820 per year in 2017).
Incomes above this level are subject to a progressive taxation rate, starting at a
marginal tax rate of 14% in 2017.%® The individual benefit will be higher the higher the
individual tax rate on other income sources is. The net tax effects will depend from the
level of income from a regular main job, income of the partner and other income sources
of an individual or a couple.

Peters (2017) has estimated the potential tax losses by using socio-economic household
data of 2014, without taking changes in the supply of labour as a reaction of a changed
taxation rate into account. According to his estimates, about 38.3% of mini-jobber
households had a yearly imposable income below EUR 10 000 (they were mainly
students and unemployed, the large majority of whom don’t benefit from specific tax
treatment), 24.7% had an income between EUR 10 000 and 20 000, 19% had EUR 20
000 to 30 000, 10.2% EUR 30 000 to 40 000 and 7.8% more than EUR 40 000. More
than three quarters of those with a yearly household income of EUR 20 000 were
married. Housemakers among mini-jobber represented more than 20% of mini-jobber in
all the relevant income classes (near to 40 % in the household income class EUR 20 000
to 30 000). The tax losses are estimated to range between EUR 1 and 499 for 16.4% of
mini-jobber, EUR 500 - 999 for 21.1% of mini-jobber and at least EUR 1000 for 22.3% of
mini-jobber (but only very few cases with more than EUR 2000). The study only assess
the lost tax revenue for the Land of Bremen. According to own rough estimates, the net
lost tax revenue could be around for 2014 EUR 3 billion, the largest share of this budget
is allocated to the higher income classes. If assuming a net negative effect of mini-jobs
on the volume of hours worked, the income tax revenues would be further reduced. The
foregone tax revenues were also higher in a dynamic model taking multiplicator effects
into account.

7.3. Effects on pension and health insurance contributions

Since 2004, contributions to pension and health insurance from mini-jobs increased
although the number of persons in mini-jobs (commercial sector) decreased (table A 4).
This increase is due to the increase of the specific contribution rate in 2006, the raise of
the income threshold to EUR 450/month and the implementation of the opt-out
regulation for pension insurance payments in 2013, and, by own account, to the greater
efficiency of the Minijob-Zentrale in collecting contributions (KBS 2017a: 5-6).

Backer and Neuffer (2012) estimate that the loss of contributions in the public health and
pension insurance scheme was around EUR 1.1 billion, under the assumption that
otherwise all mini-jobs would be subject to social security contribution (thus, without any
adaptations of labour demand and labour supply). This would mean a cross-subsidising
by EUR 144 per mini job per year. Even if we assume a net employment creation of a
fourth of mini-jobs as proposed by Backer and Neuffer- amounting to 357 500 full-time
equivalents - there would still be a cross-subsidising of the remaining 1 072 500 full-time

“8 http://www.sozialpolitik-aktuell.de/tl_files/sozialpolitik-
aktuell/_Politikfelder/Finanzierung/Datensammlung/PDF-Dateien/abbIII19.pdf
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equivalents (approximately EUR 720 per full-time equivalent per year).*® This subsidy
could be justified if well targeted at bringing highly vulnerable people into employment in
a sustainable way. When looking at the composition of the mini-jobber this is not the
case.

According to estimates of IZA (2012: 52), taking also midi-jobs into account as well as
reactions of labour supply in a scenario abolishment of mini-jobs would generate an
additional social security contributions of about EUR 1.6 billion per year (and EUR 700
million from the public pension scheme, EUR 600 million from the health care and old age
care insurance) and EUR 300 million from the unemployment insurance. This increase is
the result of converting mini-jobs into jobs subject to social security contributions. On the
negative side, expenditures for means-tested unemployment benefits are assumed to
increase by EUR 700 million in case mini-jobs are abolished. The tax effects (all types of
taxes) are negligible if taking supply-side and demand-side effects of the abolishment of
mini-jobs into account. The positive net fiscal effects of an abolishment of the mini- and
midi-job regulations would vary between EUR 600 and 800 million per year, depending
on whether supply-side and demand-side effects are taking into account. The other way
round this means that the mini-job and midi-regulations engender fiscal costs (social
security contributions and taxes) ranging between EUR 0.6 and 0.8 billion. .

According to an answer of the Federal Government to a minor interpellation (Bundestag
2017a: 11), it is not possible to assess costs of mini-job regulations for the social
security system as no information is available about the insurance branches (e.g. private
or statutory health insurance) mini-jobbers would have to pay contributions. According to
the Federal Government, costs of cross-subsidising mini-jobs are highly dependent from
the individual case.

49 In this rough estimate it is assumed that 5 mini-jobs correspond to one full-time equivalents
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CONCLUSIONS

Mini-job regulations have evolved over time to respond to changing labour market
conditions and to tackle some of its negative impact. Their objective have been to
increase labour supply and to ease transition into the regular labour market. A poorer
coverage of mini-jobber by the social protection system has been criticised for many
years. The findings of these study can be summarised as follows:

Mini-jobbers are a highly heterogeneous group consisting mainly of second-job
holders in the lower and middle-income classes as well as of housewives with
mini-jobs as a main job, pensioners with mini-jobs as a main job, and pupils and
students, unemployed toping up their (means-tested) unemployment benefits.
Their main incentive to take up a mini-job consists in tax savings as well as
reduced rates for contributions to the social security system. They share in
common that they have access to derived rights from the public health insurance
and often opt out of employee contributions to the public pension scheme. Not
many mini-jobbers pay pension insurance contributions and acquire own pension
rights.

The mini-job regulations are constructed on the prevalence of derived rights to
health care and pensions. The risk of not being covered by derived rights is given
in particular in case of divorce.

Contributions paid by employers to the health insurance system help to avoid a
distortive effect on competition, but are inconsistent with the insurance principle
as they are not opening up own rights of workers to health insurance. The same
inconsistency arises when workers are opting out of pension contributions. The
employer still has to pay contributions, but workers cannot derive own pension
rights from these.

Mini-jobber are less likely to get company pensions.

Mini-jobber are not covered by the old-age care insurance. Mini-jobber are not
covered by the unemployment insurance.

Poor information of many mini-jobber about their rights in terms of labour
standards leads to a poor de facto coverage by labour market regulations.
Furthermore, there are reasons to believe that mini-jobber overestimate the
advantage of being employed as a mini-jobber. In praxis gross wages offered by
employers may anticipate the tax and lower social security gains of mini-jobber.
Mini-jobs tend to de facto subsidise the expansion of the low wage sector, which
leads to a misallocation of human capital in times of labour shortage. Mini-jobs
are more widespread among jobs requiring a low level of skills and expertise and
in sectors with low wage levels (e.g. retail trade, hotels and restaurants,
household services, ...). As has been shown mini-jobs are reducing the total non-
wage labour costs (including employees’ contributions to the social security
scheme). Tax reductions might be de facto shared between workers and
employers and thus have the effect of a de facto subsidy.

Mini-jobs are not per se targeted at lower income groups. Mini-jobs subsidise the
take up of a second job, independently of the wage level earned in the main job.
Mini-jobs are promoting the traditional gender roles in families, as they offer
strong incentives for women to only work few hours. There is to some extent
cross-subsidising of employment of wealthier households, in particular in West
Germany. Furthermore, the risk of future old-age poverty of women results from
breaks in life and working biographies. To prevent the risk of old-age poverty it is
important that women are encouraged to acquire own pension rights to a
reasonable amount. This involves working more than on a mini-job.
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e Transition rates in standard employment are low. Mini-jobs cannot be regarded as
an adequate bridge into employment.

e On the positive side, mini-jobs may correspond to flexibility needs of companies
and workers. However, in principle this could also be achieved through small
hours standard employment contracts.

e In current and future times of labour shortage in Germany the concept of mini-
jobs has to be questioned. Instead of boosting employment, mini-jobs are
potentially reducing the volume of work. Misallocation and a reduced labour
supply could have a negative impact on labour supply in the future. Rough
estimates of the fiscal costs, in terms of foregone tax revenues and social security
contributions of mini-jobs could range around EUR 4 billion. This can be regarded
as the costs of subsiding mini-jobs. With a view of potential negative effects of on
labour supply this subsidy is not justified.

There are thus strong arguments to remove the concept of mini-jobs. Instead, it is
advisable that all type of employment become subject to the same social security
contribution rules. Instead of not well targeted social security contribution and tax
exemptions, an increase in the income tax free income threshold for those with low
incomes and implementing a slow progression at the lower end of the income tax system
could increase the incentive to enhance labour supply. Furthermore, wage subsidies
could be used for those vulnerable groups who would need such support to enhance their
probability of getting an employment.
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Annex

Figure A1 Development in the number of mini-jobs
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Figure A 3
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Figure A4  Annual growth rates of mini-jobs (main job and second job)
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Figure A5 Persons with second jobs and total hours worked in second jobs, 1991 -

2016
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Figure A6  Mini-jobbers by gender
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Figure A7
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Figure A9  Mini-jobbers by age groups
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Figure A10 Employment subject to social security contributions by age groups
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Figure A11 Mini-jobbers (main job) by age groups
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Figure A 12 Mini-jobbers (second job) by age groups
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Figure A 13 Mini-jobbers in commercial sectors and private households, 2004 — 2016
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Figure A 14 Annual growth rates of mini-jobs in commercial sectors and mini-jobs in
private households
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Figure A 15 Mini-jobbers in commercial sectors by gender
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Figure A 16 Mini-jobbers in private households by gender
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Figure A 17 Mini-jobbers in commercial sectors by age
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Figure A 18 Mini-jobbers in private households by age
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Figure A 19 Mini-jobbers above the statutory retirement age
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Table A1l

Mini-jobbers (main job) by sector

Mini-jobbers (main occupation)

Year
12/ 12/ 12/ 12/ 12/ 12/ 12/ 12/ 12/
2008 2009 2010 2011 2012 2013 2014 2015 2016
Agriculture, forestry and fishing 1,4 1,4 1,3 1,3 1,4 1,4 1,4 1,4 1,4
Mining and quarrying 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1
Manufacturing 9,3 8,5 8,6 8,6 8,5 8,2 8,2 7,9 7,8
Electricity, gas, steam and air conditioning 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1
supply
Water supply! sewerage, waste management 0,3 0,3 0,3 0,3 0,3 0,3 0,3 0,3 0,3
and remediation activities
Construction 3,6 3,7 3,6 3,7 3,7 3,8 3,8 3,8 3,9
Wh(_)lesale and retail trade, repair of motor 21,1 20,6 20,7 20,2 19,8 19,5 19,1 18,7 18,5
vehicles and motorcycles
Transportation and storage 6,3 6,3 6,4 6,3 6,4 6,4 6,4 6,3 6,3
Accomodation and food service obligation 9,4 10,3 10,3 10,6 10,9 11,1 11,5 11,6 11,8
Information and communication % shaI:‘e 3,1 3,0 2,9 2,8 2,8 2,5 2,3 2,2 2,1
ona
mini-
Financial and insurance activities jobbers 3,9 3,8 3,8 3,8 3,8 3,8 3,8 3,8 3,8
(main
Professional, scientific and technical activities job) 6,1 6,0 5,9 6,0 5,8 6,0 5,9 5,9 6,0
Administrative and support service activities 10,8 11,1 11,0 10,9 11,0 11,0 11,1 11,3 11,3
Public administration and defence;
compulsory social security 1,6 1,6 1,6 1,6 1,6 1,6 1,6 L7 L7
Education 3,3 3,4 3,4 3,5 3,6 3,7 3,8 3,8 3,8
Human health and social work activities 11,7 11,7 11,7 11,8 11,9 11,9 11,9 12,0 12,1
Other service activities 5,2 5,1 5,1 51 51 51 51 51 5,0
Activities of households as employers;
undifferentiated goods-and services-
producing activities of households for own 2,5 2,8 3,0 3.2 3.3 3,5 3.7 3.9 4,0
use
Act|_\/|t|es of extraterritorial organisations and 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
bodies
Not specified 0,1 0,1 0,1 0,0 0,0 0,0 0,0 0,0 0,0
Total (thousands) g:ousa” 5233 5313 5265 5230 5215 5223 5170 5005 4946

Source: own calculations based on Federal Employment Agency data
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Table A 2 Mini-jobbers (second job) by sector

Mini-jobbers (second job)

Year
12/ 12/ 12/ 12/ 12/ 12/ 12/ 12/ 12/
2008 2009 2010 2011 2012 2013 2014 2015 2016
Agriculture, forestry and fishing 1,1 1,2 1,2 1,3 1,4 1,5 1,6 1,5 1,6
Mining and quarrying 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1
Manufacturing 9,0 7,9 8,2 8,3 8,1 7,8 7,7 7,3 7,0
Electricity, gas, steam and air conditioning 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2 0,2
supply
Water supply{ wewerage, waste management 0,4 0,4 0,3 0,3 0,3 0,3 0,3 0,3 0,3
and remediation activities
Construction 4,1 4,2 4,2 4,3 4,3 4,4 4,3 4,2 4,3
Wh(_)lesale and retail trade, repair of motor 15,2 15,0 14,8 14,5 14,3 14,1 13,9 13,6 13,3
vehicles and motorcycles
Transportation and storage 7,0 6,8 6,8 6,7 6,6 6,5 6,4 6,3 6,2
Accomodation and food service obligation 10,3 11,2 11,2 11,4 11,8 11,9 12,2 12,9 13,2
Information and communication % shali‘e 3,0 2,8 2,6 2,5 2,5 2,2 2,1 2,0 2,0
ona
mini-
Financial and insurance activities jobbers 5,9 5,9 5,8 5,7 5,7 57 5,6 5,5 5,4
(second

Professional, scientific and technical activities job) 6,5 6,5 6,3 6,3 6,2 6,4 6,3 6,2 6,1
Administrative and support service activities 14,0 14,0 14,3 14,4 14,4 14,4 14,5 14,9 15,3
Public administration and defence;
compulsory social security L3 1,4 1,4 1,4 L3 1,3 L3 1,3 1,3
Education 2,0 2,0 2,0 2,0 2,0 2,1 2,1 2,1 2,2
Human health and social work activities 13,4 13,8 13,7 13,7 13,8 14,0 14,0 14,1 14,2
Other service activities 4,4 4,4 4,3 4,2 4,2 4,3 4,2 4,2 4,1
Activities of households as employers;
undifferentiated goods-and services-
producing activities of households for own 2,0 2.2 2,4 2,5 2,6 2.8 3,0 3.2 3.2
use
Act|_\/|t|es of extraterritorial organisations and 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
bodies
Not specified 0,1 0,1 0,1 0,0 0,0 0,0 0,0 0,0 0,0
Total g:°“sa” 1978 2043 2126 2242 2357 2425 2500 2574 2681

Source: own calculations based on Federal Employment Agency data
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Table A3 Means-tested unemployment-11-recipients and Aufstocker

working of these (%)
unemployment-
Unemployment-benefit- benefit-1I employees .
year 11 recipients capable of recipients subject to _mini- no
working (1000s) receivers social jobbers employment self-
(Aufstocker, security (malrglnzl registration employed
1000s) contributions  €MPloyed)
2010 4838 1377 41,4 38,5 12,2 8,5
2011 4565 1351 no data 38,2 11,7 8,8
2012 4403 1322 no data 37,2 11,0 9,0
2013 4390 1307 44,1 37,2 10,2 9,1
2014 4354 1292 44,8 37,1 9,8 9,1
2015 4327 1236 47,0 34,7 9,6 9,5
2016 4312 1186 48,5 34,0 9,4 8,9
Source: Federal Employment Agency data

(https://statistik.arbeitsagentur.de/Statistikdaten/Detail/201705/iiia7/einkommen/einkommen-d-
0-201705-xIsx.xlsx)

Table A4 Contributions to pension and health insurance for mini-jobbers in
commercial sectors

mini-jobs in commercial contributions to contributions to contributions per mini-jobber
year sectors pension insurance health insurance in commercial sectors
million persons billion € €
2004 6,8 2,14 1,89 589
2005 6,3 2,24 1,99 670
2006 6,2 2,79 2,44 848
2007 6,5 2,98 2,56 849
2008 6,7 3,21 2,61 873
2009 6,8 3,24 2,61 863
2010 6,8 3,29 2,65 870
2011 6,9 3,39 2,73 887
2012 6,8 3,43 2,77 909
2013 6,9 3,67 2,9 958
2014 6,9 3,81 3,01 995
2015 6,7 3,85 3,02 1028
2016 6,7 3,89 3,06 1041

Source: KBS (2017: 6), Minijob-Zentrale Quarterly Report IV/2016, own calculations
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Table A5 Employees’ monthly salaries and structure of dependent employment, 1.

Quarter of 2017
% share on all Gender structure Gross monthly earnings in EUR
Sector Employment type employees of
sector Male Female Male Female average
all’ ~ employees  (full-time, | ;54 o 53,8 46,2 3670 2329 3051
part-time, mini-jobbers)
All sectors (100% | full-time employees 64,6 69,4 30,6 4179 3408 3943
of employees)
part-time employees 23,7 17,1 82,9 2124 1943 1974
mini-jobbers>® 11,7 41,8 58,2 275 302 291
all’  employees  (full-time, | ;50 o 76,3 23,7 4037 2696 3719
part-time, mini-jobbers)
Production  sector [f||-time employees 86,3 83,5 16,5 4195 3447 4071
(26.8% of
employees)
part-time employees 8,6 20,5 79,5 2629 2062 2178
mini-jobbers 5,1 47 53 334 338 336
all’ ~ employees  (full-time, | ;54 o 45,6 54,4 3445 2271 2806
part-time, mini-jobbers)
Service sector [ fyli-time employees 56,7 61,5 38,5 4168 3399 3872
(73.2% of
employees) .
part-time employees 29,2 16,7 83,3 2057 1931 1952
mini-jobbers 14,1 41,1 58,9 . . 285
Source: own presentation based on Federal Statistical Office data

(https://www.destatis.de/DE/Publikationen/Thematisch/VerdiensteArbeitskosten/Arbeithehmerverd
ienste/ArbeitnehmerverdiensteVj2160210173215.xIsx?__blob=publicationFile)

50 Short-term employed mini-jobbers or seasonally employed mini-jobbers were classified as either part-time or
full-time employees if their monthly work volume resulted in wages that were higher than EUR 450/month.
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SUMMARY

Project-based continuous collaboration contract (Contratto di collaborazione a progetto,
or Co.co.pro.) is a non-standard form of employment contract established in Italy in 2003
that gradually replaced the earlier coordinated and continuous collaboration contract
(Contratto di collaborazione coordinata e continuativa, or Co.co.co). In 2015 the former
was abolished to be replaced through the reintroduction of its predecessor.

Both kinds of contractual arrangements can be included in the broader class
of “parasubordinate” forms of employment, whereby workers find their condition to be
somewhat in between that of an employee and that of self-employed collaborator. These
arrangements came to fulfill specific employer requirements that could not be met by
previous forms of subordinate work. However, the widespread use of these contracts has
often simply masked standard employment relationships while allowing the employer to
benefit from lower gross costs, both in terms of the explicit costs of contribution rates
and the implicit costs of dismissals. Such economic incentives have mostly been
eliminated by various reforms of the Italian labour market. Such reforms have gradually
increased the contribution rates by aligning these to the levels of standard employment
contracts and by reducing the limits to the use of fixed term employment contracts. As a
result, in recent years the number of Co.co.pro. workers, i.e. project-based continuous
collaboration contract workers, has remarkably decreased, from 692,078 in 2011 to
379,299 in 2015. At the same time, from the point of view of access to the welfare
system, such reforms have progressively been aligning the conditions of these workers to
those employed with standard contracts, thus providing them with equivalent pension
schemes and a similar level of access to healthcare, sickness, family benefits and
occupational injury benefits. From this perspective, the key remaining statutory
difference concerns unemployment benefits, which are less generous and have a shorter
duration.

However, de facto gaps in access to the welfare system still persist, due to the different
labor market outcomes of these workers, whose conditions are often characterized by
lower wages, fewer yearly working hours and a higher risk of unemployment, and also to
the higher weight of the weaker segments of the Italian labor supply, i.e. women and the
young.

Thus, policies aimed at reducing such gaps would benefit from those instruments
typically addressed at low-income workers. In this sense, it is worth to observe that Italy
lacks a comprehensive policy on social exclusion and income support.

Moreover, since the Italian pension system follows an NDC approach, lower contribution
rates involve a higher risk of poverty at the moment of retirement and require some
adjustment of the guaranteed minimum pension scheme.
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1 DEFINITIONS AND CHARACTERISTICS

1.1 Definition of workers on continuous collaboration projects

Project-based collaboration contracts (Contratti di collaborazione a progetto, or
Co.co.pro.) are non-standard (atypical) type of employment contracts established in Italy
in 2003 (riforma Biagi Lg. 14-2-2003 n. 30). They have gradually replaced the earlier
Coordinated and continuous collaboration contracts (Contratti di collaborazione
coordinata e continuativa, or Co.co.co) established in 1996 (Pacchetto Treu Lg. 24-6-
1997, n. 196) and excluding the public sector. The 2015 Jobs Act Reform abolished the
Co.co.pro and reintroduced the earlier Co.co.co. contracts. The differences between the
two kinds of employment contracts will be taken into account when considering the
labour market reforms that have followed. However, the shift from one to the other has
not affected the workers’ access to the welfare system.

Workers on Co.co.co. contracts have been defined “parasubordinate” (parasubordinati in
Italian), in consideration of the fact that their condition is somewhat in between that of
an employee and a self-employed worker. In fact, this form of collaboration was set up in
order to fulfill specific employer requirements that could not be met through the other
existing forms of subordinate work. In the case of Co.co.pro. contracts, workers have full
operational autonomy but within the framework of a continuous relationship with the
employer, who has the power to coordinate the working activity of the collaborators to
meet the needs of the business. Autonomy of the worker and coordination by the
employer are the main features characterizing these contracts, together with the
personal nature of workers activity and the continuity of the relationships. In order to be
considered as “continuous” the contract duration shall be at least of 30 days per year (for
all types of collaboration) and not below 240 hours (for personal care and assistance
services). Where these requirements are not fulfilled, the collaboration is considered as
“occasional”.

The salary of the project worker is set out in the contract. Usually the contract
establishes the overall remuneration for the project execution, even if in some cases the
sum can be paid with monthly advances. The remuneration must be proportionate to the
quantity and quality of work performed. In any case, the remuneration can not fall below
the minimum wage applied in the relevant field of affiliation of the firm, for tasks
comparable to those performed by the worker and defined in the collective labor
contracts. The contract must be stipulated for all co-ordinated collaborative relationships
between the worker and the employer.

These workers are included in the broader category of “Collaboratori”, which includes
many non employees and non self-employees workers, and other non-standard contracts
as occasional collaborators, PhD and post-Doc students, building managers and auditors.
Co.co.pro. are shortly less than 60% of this broader category having common features
concerning social security. Indeed, they all contribute to the same social insurance
regime (Gestione Separata), with some remarkable differences in terms of fiscal rules
and other welfare schemes.

! For occasional collaborations there is also a ceil of 5.000 euros.
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1.2 Main characteristics of Co.co.pro workers

To provide a descriptive evidence of the phenomenon, the analysis below relies on the
data collected by the administrative Italian Social Security Institute (INPS) in
“Osservatorio sui parasubordinati”. This dataset contains informations on Co.co.pro. and
all other contributors to Gestione Separata classified by age, gender, income,
contribution to other funds and number of employers.

Table 1 reports the diffusion of co.co.pro. workers in Italy in 2015. The overall number of

workers that have had at least one contract in 2015 is 376.774. The yearly average of
workers having a Co.co.pro. contract is 200.281.

Table 1. Workers on co.co.pro. in 2015

Yearly average | Total

Men 95.454 174.773
Women 104.827 202.001
All 200.281 376.774

Source: elaborations on INPS “Osservatorio sul lavoro parasubordinato”

The detail by gender shows a first important peculiarity of such kind of contracts. Indeed,
women are more than half of this category. This is worth of attention in a country like
Italy, where female participation to the labor market is below the EU average. However
this gender bias is probably a compositional effect related to the significant weight,
among these workers’ activities, of personal services, having a strong gender bias.

A further specific feature concerns the composition by educational groups. INPS data do
not contain information on education. Thus, we report in table 2 the estimation of the
composition by education in Raitano 2017 which uses information from the AD-Silc
database, a recently developed panel built by merging information in IT-SILC 2004-2012
survey with data collected in INPS archives.

Table 2. Distribution by education of co.co.pro. and private employees in 2012

Private

Co.co.pro. Employees
At most Low. Second. | 19,8% 37,9%
Upper Secondary 49,8% 51,4%
Tertiary 30,5% 10,7%

Source: Raitano 2017
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The differences with private dependent employees evidence a stronger presence of
workers with Tertiary education and a lower share of less educated ones. The result is a
strong bias towards a higher educational level. This bias is also related to the age
structure of Co.co.pro. Figure 1 evidences a higher concentration of these workers
among young people. This is another huge difference with the rest of the labor market,
where young people are characterized by very high unemployment rates and an
increasing size of NEET. In the case of women this feature is much more evident.
Co.co.pro among elderly and retired workers has a strong gender dimension since it
seems to concern quite only men.

Summing up, the characteristics of the worker group of Co.co.pro. are strongly biased
towards women, young and higher educational levels if compared with both private
employees and the overall Italian labor supply. Among elderly, the share of men instead
remarkably prevails on that of women.

Figure 1. Age distribution of Co.co.pro.
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Source: elaborations on INPS “Osservatorio sul lavoro parasubordinato”

1.3 Contract characteristics and labor market transitions

Workers in Co.co.pro can be engaged in many projects and with many employers at the
same time. However, 87,5% has only one employer, and only 2,1% has more than two
employers.

Single employer Co.co-pro are slightly less diffused among women and among workers in
the extreme age classes (Figure 2). In particular, among workers older than 60, the
share of Co.co.pro with more than two employer is doubled if compared to the average.
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The detail by yearly income is much more significant since workers with more employers
are mainly concentrated in higher income classes, involving an overall positive
relationship between number of employers and worker’s income?.

As also for the case of other flexible contracts, transitions from or through unemployment
or other non standard contracts are frequent® . In 2015, 27% of Co.co.pro where new
employees, i.e. they where not in this contractual condition the previous year (INPS).
The consistent flows inside and outside this category are also coherent with the low
number of working months accumulated by Co.co.pro. along their careers (Figure 3). In
5 years, more than a half of Co.co.pro. has contracts for an overall duration lower than 1
year and only 7% has a full coverage.

Figure 2. Co.co.pro. with no single employer

LLbLeh:

Total Women 60vy. and less than below above
over 30y. 5000 € 50000 €

0,18
0,16
0,14
0,12

0,1
0,08
0,06
0,04
0,02

Source: elaborations on INPS “Osservatorio sul lavoro parasubordinato”

Figure 3 Number of months in the last 5 years with Co.co.pro. contracts:

2 The definition of income here considered only concerns income from Co.co.pro. contracts,
although these workers may have other labor income sources.

3 See Fabrizi and Raitano 2012.
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Source: elaborations on INPS “Osservatorio sul lavoro parasubordinato”

1.4 Labor market outcomes of Co.co.pro.

The evidence provided by Figure 3 introduces the issue of the labor market outcomes of
this category of workers. Elaborations on AD-Silc provide a picture of the Labor market
main outcomes of Co.co.pro. compared to employees in the private sector®.

Co.co.pro have approximately 8 working weeks less than private dependent employees
and the Mean income is lower by 16%. Furthermore, their distribution of earnings is
much more concentrated, which also explains the huge difference between median
income - which is 55% of the employees one. As a result Co.co.pro have worst
performance in the labor market and the distribution of incomes among this class of
workers is much more unequal than for private employees. This is also shown by the
distribution of annual gross income classes (Figure 4): almost 50% earns less than 5.000
euros and less than 10% earns more than 25.000 euros.

Table 3 Labor market outcomes of Co.co.pro 2012

Mean yearly Mean Median
number of annual annual -
; Gini index
working gross gross
weeks earnings earnings
Private employee 43,1 21.000 19.900 0,41
Exclusive Co.co.pro. 35,2 17.600 10.900 0,58

4 See Raitano 2017.
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Source: Raitano 2017

Figure 4: Co.co.pro by annual gross income classes. 2015
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Source: elaborations on INPS “Osservatorio sul lavoro parasubordinato”

Lower remunerations, higher uncertainty and unemployment risk involve a higher risk of
poverty. This is thus a relevant perspective to assess the access of these workers to
welfare.

1.5 Recent trends and reforms

As claimed at the beginning of this section, Co.co.pro have been instituted in 2003 by
Riforma Biagi (Lg. 14-2-2003 n. 30). They have replaced co-ordinated and continuous
collaborative contracts. However, in 2015 with the Jobs Act they have been abolished
and former Co.co.co. contracts are now in place. The main difference between the two
kind of contracts relies on a stricter definition of Co,co.pro. originally aimed at containing
cases of standard subordinate workers disguised as parasubordinate. Differently from the
Co.co.co. case , in the Co.co.pro. case the worker are designed to execute a project, a
program that must be specific. The specific condition is defined through two features:

- the project must be linked to a given final result, thus constraining the worker to the
task of completing, precisely, a project, a program or a phase of them;

- the worker can not simply carry out executing and repetitive tasks;

- the project can not simply consist in re-proposing the employer social object.

These last two features have the goal of limiting the collaboration to activities at most
complementary but not at the core of employer activity. Project specificities justify the

employer to use such contracts instead of standard forms of subordinate employment. As
a result, Co.co.pro requirements are much more restrictive than Co.co.co. ones.
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Over the last years the workers concerned by Co.co.pro contracts have followed a
decreasing path (Figure 5). From the peak of 692.878 in 2011, the decrease in 4 years is
remarkable, almost 46%.

Figure 5 Recent dynamics of Co.co.pro. contracts
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Source: elaborations on INPS data “Osservatorio sul lavoro parasubordinato”

The reasons that can be found to explain this decreasing path are different but they all
rely on the sequence of reforms and labor market policies that have affected the
contractual structure of the Italian labor market.

A relevant change has concerned the strong increase in the contribution rate (figure 5.
The lower contributive wedge was the main economic incentive in terms of lower gross
labor cost of Co.co.pro.. The contribution rate for exclusive collaborators is higher than
the one concerning workers with a further type of job (autonomous or dependent) or
earning a direct or an indirect pension. In 2017 the contribution rate for exclusive
Collaborators has overcome the average contribution rate of both fix term (31%) and
temporary employees (32%). Since the gap has been actually closed, the remaining
difference in gross costs between such contract and the fixed-term or the open end
dependent contract only concerns the (reduced) implicit firing costs.

Other impacts come from the changes and the incentives that have concerned other
kinds of contracts. The Decreto Poletti (D.Lgs. 20-2-2014 n.34) has widen the restrictions
to the use of fix term dependent contracts and the Jobs Act has decreased the implicit
firing costs of open ended contract with the new contract “tutele crescenti”.

At the same time, new open ended contract have benefit of a strong subsidization that
strongly reverted the relative economic incentives. Indeed, in 2015 the subsides
accounted for the whole contributions, for the first three years, up to a yearly limit of
8.060 euros. Subsides have also been confirmed for new contracts in 2016 with a
decrease of 50%. All these changes have had two main effects on the labor market: they
have increased for 2015 the number of new open ended contracts but more importantly
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they have led to a more extensive use of fix-term dependent contracts®. Furthermore,
recent years have seen a massive increase in the use of Vouchers a contract that has
recently been abolished.

Figure 6 Contribution rate of Co.co.pro. and Co.co.co
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The decrease in the use of these contracts is thus also the result of an increase in the use
of other and new kind of contracts, different than the former dependent open ended.

The extent to which Co.co.pro can be substituted with traditional dependent open ended
or fix term contracts corresponds to the extent to which the use of this contract is de
facto hiding a standard employment relationship. Such issue can be considered by
looking at ISFOL PLUS survey. According to this survey, among parasubordinate workers:

- 70,5% is not fully “voluntary” since he/she declares not to work as standard
employee due to the request of the employer.

- 71,7% works in the client office
- 67,0% has a prearranged working hour
- 70,8% use facilities provided by the client
- 75,0% wish to convert the contract into an open ended one
Thus, at least in their own perceptions, Co.co.pro workers mainly have a standard

subordinate relationship with their employers and should thus be hired through standard
contracts.

> See Patriarca and Raitano 2014 and Patriarca and Tilli 2016.
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2. ACCESS TO WELFARE OF CO.CO.PRO.

2.1 The general framework

The approach to coverage by the Italian Social protection system varies according to the
specific social risks. A compulsory social insurance approach is adopted in fields such as
old-age protection, unemployment protection, maternity and sickness benefits, thus
without cross-subsidizing.

A universal approach is followed in healthcare field, while limited coverage applies in the
other fields.

In general terms, compared to open ended contracts, Co.co.pro. have®:

equivalent pension schemes and similar access in the fields of healthcare,
sickness, maternity cash benefits, accidents at work and occupational injuries
benefits.

Lower access in the field of unemployment benefits, maternity and paternity
leave.

Project workers on continuous collaboration contracts are compulsorily included in the
special regime managed by INPS and named Gestione Separata, established by Law No.
335/1995. Cash benefits concerning pensions, unemployment, sickness, accidents at
work, disability and maternity depend on the contributions paid to this compulsory
regime.

2.2 Old age and early pensions

The Italian public pensions system (first pillar), is now accomplishing its long transition
toward a complete NDC system. Although the stock of pensioners is mostly composed by
retired receiving a DB pension, in the last 6 years the share of new pensioners owning to
the old system has decreased to nearly zero. Furthermore, from 2011 on, the
contributions paid are already accounted using NDC and fully NDC pensions have already
been liquidated to some women (“opzione donna”).

The Gestione Separata regime is also an NDC. Pension calculation and eligibility
conditions have been harmonized with dependent employees contributing to the Fondo
Pubblico Lavoratori Dipendenti regime. Contributions are shared between workers (one-
third) and firms (two-thirds).

Law No 214/2011 sets new requirements to retire to all workers. In 2016 the retirement
age is 66 years and 7 month for men and 66 years and 1 month for women, with at least
20 years of contributions to be paid for a monthly amount of at least 1.5 times the social
security allowance. Those who have not completed the 20-year matriculation payments

6 See also Jessoula et al. 2017 for an assessment of access to welfare of the broader category of
self-employed and atypical workers.
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have the right to retire at the age of 70, provided they have paid at least 5 years of
contributions.

However, since this regime has been created in 1995, actually retired workers having a
full pension from this fund are scant. As a result, actual pension benefits paid by the
Gestione Separata fund in the last years only concern integrations to pensions earned by
workers enrolled in other regimes, calculated according to the NDC. Indeed, in 2016 the
average monthly pensions benefits paid by this fund were only 165 euro. In the last two
decades, several reforms have gradually - though substantially - harmonized the rules
across the different schemes managed by INPS, as to allow to cumulate the contributions
to different funds in the computation of both the Notional Amount at retirement and the
eligibility conditions. Also the contribution rates have been aligned up to the employees
level as already shown in Figure 5.

To assess the effective impact of this retirement scheme, it is worth to recall the features
of this category of workers outlined in previous section. In spite of a higher concentration
among higher education levels, Co.co,pro have lower wages, less hour worked, and high
discontinuities in their working profiles. Besides, the higher inequality among the
distribution of their income, evidences a much stronger incidence of low-income workers.
The NDC methodology, being based on the overall amount of contribution paid,
translates these discontinuous and low income profiles into much lower pension benefits,
worsened by the very low level of former contribution rates.

A joint critical aspect concerns eligibility criteria and the retirement age thresholds.
Indeed, the standard old age threshold (66 years and 7 months for men and 65 and 7
months for women in 2017) concerns all workers in Gestione Separata that have at least
20 years of contributions paid and a correspondent pension benefit of at least 1.5 times
the minimum (set at 501 euros/month in 2017), while early pensions require 42 years
and 10 month (41 and 10 month for women) of contributions paid and at least 2.8 times
the minimum pension. As a result, due to discontinuous and low-income profile and to
the low level of former contribution rates, a significant share of these workers could
hardly match such requirements and will thus be forced to stay in the labor market at 70
years and 7 month, a threshold that should increase further in time.

2.3 Unemployment Benefit

Unemployment Benefit for Co.co.pro. (DIS-COLL) was introduced experimentally in 2015
(Legislative Decree n.22 04/03/2015) and later extended and stabilized in 2017 (L. n.81
22/05/20017). They are entitled to workers with at least one month of contributions paid
in the previous year or with a contract of at least one month. The duration is equal to the
50% of the months with contributions, calculated from 1rst January of the previous year
until the end of the contract and up to a maximum of 6 months. Months that have
already been paid for a previous DIS-COLL were excluded from the calculation.

The unemployment allowance is equal to 75% of the average monthly income, as defined
above, when this income is below 1.195 euros (2015, 2016 and 2017), revalued each
year on the basis of the change in the ISTAT index of prices to consumption for the
workers 'and employees' families of the previous year. It is, instead, 75% of the amount
of € 1,195 plus 25% of the difference between average monthly income and € 1,195
when the average monthly income constituting the calculation of the DIS-COLL is higher
than the 1.195 euros.

In any case, for 2015, 2016 and 2017, the amount of the allowance can not exceed €
1,300, re-evaluated annually. From the fourth month of use (Day 91), the allowance
reduces each month by 3%. Differently from unemployment benefits for open ended
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contract, no pension contributions are paid on behalf of the unemployed person receiving
DIS-COLL. There is a requirement to participate in activation initiatives possibly
implemented by the active policy system.

2.4 Sickness

All workers contributing to Gestione Separata are entitled to sickness benefit if they
contribute a 0.72% additional contributions. Thus, among Co.co.pro., retired and non-
exclusive Collaborators are excluded while all exclusive Collaborators are entitled.

To be eligible, workers must meet the following requirements:

at least 3 months of contributions are credited in the 12 months preceding the
date of commencement of the disease;

in the calendar year preceding the date of commencement of the illness, the
income of the contributing worker does not exceed 70% of the annual contribution
ceiling (the ceiling is 100,324 euro in 2016);

work is currently underway at the time of the disease;

there is an effective absence from work during the sickness period.

The duration of the sickness allowance is equal to a maximum of one sixth of the total
duration of the employment contract, up to a maximum of 61 days per year; in any case,
the limit may not be less than 20 days per year, unless the disease lasts less than 4
days. Events that constitute a continuation of the disease are also indemnified for the
first 3 days. The allowance is also for holidays, until the indefinite limit is reached.

The amount of sickness allowance is calculated as follows:
reference is made to the annual contribution ceiling divided by 365;
the daily ceiling thus obtained must be multiplied for several percentage
measures, depending on the number of accredited monthly payments in the 12
months prior to the date of the disease.

The percentages for which the daily ceiling is multiplied are: 4%, if they are credited up

to 4 months; 6% if they are accredited from 5 to 8 months; 8% if they are accredited
from 9 to 12 months.

2.5 Accidents at work, occupational injuries benefits and disability

Co.co.pro. have the same coverage as employees on open ended contracts in the cases
of accidents at work and occupational injuries

The benefit for occupational injuries and accidents at work amounts at 60% of the
average daily income for the first 90 days, and 75% afterwards until total recovery.

All workers participating to the social insurance system, in the case of disability are

entitled to the "ordinary disability allowance" (if disabled at least 66 percent) or to the
"disability pension" (if disabled at 100 percent). For entitlement, 5 years of contributions
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are required, of which at least 3 in the five years preceding the date of application. The
amount of the allowance is calculated on the basis of the contributions actually paid.

2.6 Maternity

In the case of maternity, it is expressly provided the pregnant worker's right (not
compulsory) to abstain from work during the 5 months before and after childbirth, with
the suspension of the contract and the maintenance of the workplace. The maternity
allowance of projected workers amounts to 80% of the overall salary received in the 365
days prior to the beginning of the maternity period, provided that the worker has paid
contributions for at least three months in the previous year and they enjoy such as
optional abstinence from work (up to three months and up to the first year of life of the
child).

In case of pregnancy, as well as in case of illness or accident, the employment
relationship continues but remains suspended (without payment of remuneration) until
the end of the period. However, the employer and the collaborator can establish in the
contract that the relationship automatically extends for a period of time equivalent to
that of the suspension.

In any case, the employer may be released from the contract if the suspension is higher
than:

one sixth of the duration fixed in the contract, when the duration has been
determined;

thirty days for contracts of definable duration.

In the event of a pregnancy, the duration of the contract is extended by law for a period
of 180 days or for the period specified in the contract itself.

The period in which the Co.co.pro. worker has to abstain from work is the same of
employed, that is from two months before the expected date of delivery up to three
months after the birth.

There are no parental leave, or child illness.

2.7 Family benefits

Family benefits follow a categorical approach. At first they where limited to dependent
employees but they have progressively been extended as to include all workers in
Gestione Separata.

As to tax deductions for households, they include:

deductions for dependent spouse (not legally and effectively separated);

deductions for dependent children (natural, recognized or adopted or entrusted or
affiliated);
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deductions for other dependent family members (parents or in-laws, kindergarten
or young people, brothers, etc.);

deductions for large families (with at least 4 children); and finally a deduction for
residents abroad.

2.8 Social Assistance, Long-term care, Health

Social assistance, long-term care and health are provided independently from
employment conditions or contributions according to categorical or mean-tested
approaches.

Italy lacks a comprehensive policy on social exclusion and income support: measures to
contrast poverty have traditionally been categorical, fragmented and occasional. A recent
measure aimed to fill that gap has just been implemented in 2016 and modified in 2017
(“Sostegno per linclusione attiva” e “Reddito di inserimento”). It is a means-tested
benefit, targeting low-income households. It maintains categorical aspects since it
targets households in the following categories: one child less than 18 years of age; a
disabled child; a pregnant woman; or unemployed persons aged 55 and over. The
amount of the cash benefit increases depending on the number of household members.

A universal approach is instead followed for long-term care, health and the main cash
allowance concerning long-term care Indennita di Accompagnamento, and access is
granted on the basis of care needs. Access to social services is granted for all residents
and is managed by local authorities. The National Health System is also accessible by all
residents and is managed by Regions.

3 CLOSING SOCIAL PROTECTION GAPS BY OTHER MEANS

3.1 Derived social protection rights

As shown in the previous section, in the field of healthcare the Italian welfare system
follows a universal approach. As a result, the possibilities of these workers to close the
gap into their access to social protection, through derived social protection rights, mainly
concerns indirect pensions.

According to the INPS data used in the first section, in 2015 10.388 Co.co.pro. have
earned an indirect pension. The same data also allow to analyze the distribution of such
workers by characteristics.

Figure 7. Distribution by gender and age of Co.co.pro. earning indirect pensions
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Most of indirect pensions earned by Co.co.pro. are widow or widower since they are
mostly concentrated on workers having more than 60 years. Accordingly to the evidences
provided in Figure 1, and contrary to the overall cases, among elderly Co.co.pro mostly a
phenomena concerning males, and this feature holds also in the case of workers earning
inirect pensions.

3.2 Other income sources

Co.co.pro. can be combined not only with self employment and other non-standard
working contracts but also with standard employee contract both in the private and in the
public sector. Moreover, in Italy no limits are set on labor incomes for retired workers. In
particular from 2007 income thresholds have been removed also for early pensioners.
Thus Co.co.pro. contracts may also be used by retired workers earning pensions.
According to INPS data, in 2015 82,6% of Coco.pro. have had other income sources. The
distribution of the remaining 17,4% is shown in Figure 7. A share of 7,4% of Co.co.pro
has a direct or indirect pension, and 8,4% are employed in the public or the private
sector. It is worth to notice that, while women have a larger share on overall, they have
low weight among the workers having also other income sources, which is instead
coherent with the women share in the rest of the Italian labor market. Furthermore, male
Co.co.pro. earning direct or indirect pensions are more than tree times of women, thus
well above the correspondent gender gap of pension earners. Indeed, as noted also in
the previous paragraph, the use of Co.co.pro among retired workers is a phenomenon
mainly concerning male pensioners.

No data are available on other income sources at the household level.

Figure 7. Share of Co.co.pro. having also other labor income sources or pensions
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3.3 Coverage and access by other means

In Italy, insurance and mutual insurance brokering concerns only 15% of the over € 36
billion of private healthcare expenditure. Furthermore, subsidization of work related
health insurances mainly concerns occupational welfare, i.e. the welfare benefits and
services accessible on the basis of a collective bargaining. This form of welfare second
pillar is recently increasing its relevance as a result of the extension of fiscal incentives.
Since this subsidized private welfare is strictly connected to collective bargaining, it is still
mainly devoted to dependent employees. However, although fiscal incentives usually
exclude Co.co.pro workers with the exceptions of managers, some private occupational
funds are emerging (see the case of Ebitemp in Jessoula et al. 2017).

As to private pension plans, COVIP, the official public authority in this field, doesn’t
provide data at sufficiently disaggregated level as to analyze the diffusion of the second
pillar among exclusive collaborators. However the main fiscal incentives set to encourage
complementary pension plans mainly exclude Co.co.pro., since they mostly concern the
use of TFR (Trattamento di Fine Rapporto), which is a specific feature of dependent
workers contract. Also the remaining fiscal incentive are less attractive for Co.co.pro. as
a result of their overall low incomes. Indeed, the incentives not related to TFR take the
form of deduction to income taxes (IRPEF), which have a strong progressive structure, in
particular in the bottom of the income distribution. Thus, for most of Co.co.pro., such
incentives are actually ineffective.

3.4 Options for cross-subsidization

As highlighted in section 1, recent reforms have given Co.co.pro. the same access to
social protection of standard dependent contract in terms of pension schemes, sickness,
maternity cash benefits, accidents at work and occupational injuries benefits. However de
facto gaps in access to welfare still persist due to the different labor market outcome of
these workers which are often characterized by lower remunerations, less yearly working
hours and higher unemployment risk. Since the Italian pension system follows an NDC
approach, such gaps, together with the low former contribution rates involve higher risk
of poverty at retirement and require a resettlement of the minimum pension schemes.
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To this purpose, the Government is considering the adoption of a "guarantee pension"
mechanism consisting in a state tax supplement to fill the gap between the retirement
pension and the guarantee pension for all workers. The supplement would correspond to
the current minimum pension level plus a monthly amount of 30 euro for each year of
actual or figurative contribution, up to a maximum of 1000 euro’.

The cost of this measure would be significant only from 2020 onwards and would be
increasing up to 2040, when the total estimated cost would correspond approximately to
around 1% of overall pensions expenditure (0.16% of GDP)

In the years between 2020 and 2040, the intervention would be much less relevant, but
would particularly affect the workers in Gestione Separata that entered the labor market
from 1996 and which have experienced low-income careers.

7 See S. Patriarca 2017.
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ANNEX

Data from Inps “Osservatorio sul lavoro parasubordintato” used for the figures
and available at www.inps.it

Age distribution of Co.co.pro. in 2015

Age 20-24 | 25-29 | 30-34 | 35-39 | 40-44 | 25-29

Men 1.688 | 16.005 | 23.233 | 23.543 | 20.011 | 19.154

Women | 1.836 | 20.749 | 36.280 | 35.352 | 28.433 | 24.564

Total 3.524 | 36.754 | 59.513 | 58.895 | 48.444 | 43.718

Age 45-49 | 50-54 | 55-59 | 60-64 | 65-69 | 70+

Men 15.640 | 13.257 | 10.193 | 11.421 | 12.268 | 8.360

Women | 19.573 | 14.578 | 8.760 5.884 3.884 2.108

Total 35.213 | 27.835 | 18.953 | 17.305 | 16.152 | 10.468

Co.co.pro with no single Employer in 2015

Total 10,5% 2,2%
Women 11,2% 2,2%
60 y. and over | 11,5% 4,9%
less than 30 v. 13,2% 2,7%
below 5000 € 9,0% 2,0%
above 50000 € | 16,0% 7,0%

Number of months in the last 5 years with Co.co.pro. contracts in 2015:

60 7,0%
48-59 6,7%
36-47 7,0%
24-35 10,4%
13-23 17,1%
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<12 ‘ 51,7% |

Co.co.pro by annual gross income classes in 2015

Income class %

75000- 1,6%

50000-75000 | 1,7%

25000-50000 | 6,3%

10000-25000 | 20,2%

5000-10000 | 20,8%

500-5000 39,7%

0-500 9,8%

Number of co.co.pro. in 2009-2015

Year 2009 2010 2011 2012 2013 2014 2015

Co.co.pro. | 716167 | 730313 | 742414 | 696185 | 545695 | 503313 | 418338

Distribution by sex and age of Co.co.pro. earning indirect pensions in 2015

Men 75,8%
Women 24,2%
up to 55 5,8%

55-59 4,9%

60-64 23,7%
65-69 37,6%
70 and over | 27,7%

Share of Co.co.pro. having also other labor income sources or pensions in 2015

Ind. Dir. Priv. Self Public
Prens. | Pens. Empl. Empl. Profess. | Empl. | Other | Total

Men 4,5% 7,7% 6,5% 3,9% 1,3% 1,9% 0,5% 26,3%
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Women | 1,2% 1,8% 3,6% 1,1% 0,6% 1,1% 0,2% 9,6%

All 2,8% |4,6% |4,9% |2,4% |0,9% |1,5% |0,3% |17,4%
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EXECUTIVE SUMMARY

In this case study, the situation of self-employed persons without employees (SEWE) in
the Netherlands is described with regard to their labour market and socio-economic
position and access to social protection. Also, differences in the Dutch tax regime
between SEWE and salaried workers and the pros and cons of SEWE for the economy are
explored.

In the Netherlands, different from the situation in many other countries, self-employed
workers without employees are seen as entrepreneurs rather than as employees.

According to Eurostat the proportion of SEWE has risen from 12 percent of total
employment in 2006 to 13.8 percent in 2016. Most SEWE are active in professional and
technical activities, health care and construction. Compared to other workers, SEWE are
more often men, highly educated and older. SEWE in the Netherlands generally enter
into self-employment for reasons such as seeking greater autonomy and working time
flexibility rather than ‘negative’ motives such as unemployment or having no alternative.
Only a small proportion (estimated between 3 to 15 percent) can be considered
dependent or ‘necessity-driven’ SEWE.

On average, SEWE earn less than workers in regular paid employment (€33,600 versus
€36,000). However, on the household level SEWE tend to combine different sources of
income. Also, SEWE households are on average wealthier than salaried-employed-
households. The percentage of SEWE that experience income difficulties is similar to that
among regular workers in paid employment.

In some regards, SEWE enjoy the same social protection as salaried workers. This applies
to health care, long-term care and family benefits. In other areas, SEWE are only
partially covered. The maternity benefits for SEWE for instance only go up to minimum
wage. Also, SEWE only receive the state pension and are not covered for the risk of
sickness and invalidity. However, 26 percent of SEWE don’t make additional pension
arrangements and 73 percent don’t have sickness insurance, mainly because they cannot
afford it. This puts them at risk of a loss of income in case of sickness or retirement.
Finally, SEWE are not insured for the risk of unemployment, for which no voluntary
insurance exists.

The Dutch tax regime contains several considerable tax deductions and exemptions for
SEWE, which make self-employment financially attractive compared to salaried
employment. For instance, a hypothetical starting SEWE making a profit of €21,709 may
end up paying zero income tax in 2017.

The rise in SEWE may result in a more resilient, flexible economy and may provide
important labour market prospects for more vulnerable persons in the labour market.
However, there has not been a simultaneous growth in labour productivity and innovation
levels within firms. This poses serious questions to the fiscal stimulation of SEWE in the
Netherlands.
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1. INTRODUCTION

1.1 Introduction: the position of self-employed without employees in the
Netherlands

It has become a common view: a group of (generally young) people, sitting in an office-
style coffee bar or a rented flexible workspace, their laptops in front of them and their
mobile phones within reach. One searches for another in the quest for clients. Essentially,
this image does not differ much from workers’ pictures taken at the beginning of the last
century. In those pictures, day labourers gathered at the gate of a factory, a mine or at a
wharf looking for work. These workers could not find a permanent job and were hired for
only a day or a few days and they went from job to job. Back then, not only the gates of
a factory but also coffee houses were well-known gathering places for day labourers.
Nowadays, these places are trendy coffee shops or flex offices.

So the phenomenon of self-employed people without employees is not new in the
Netherlands. What's new is its rapid growth after many decades of decline in the number
of self-employed persons.

The proportion of self-employed without employees in the labour force is growing all over
Europe. According to the EC in many Member States this group has less access to social
services than regular employees. For the Dutch situation, it is not correct to compare
self-employed without employees to regular employees only. In the Netherlands, self-
employed workers without employees are somewhere in between entrepreneurs and
regular employees.

From a formal point of view, self-employed without employees are entrepreneurs, but in
the public discussion they are often seen as (disguised) employees when access to social
services is concerned, or as competitors of salaried employees. The fact that self-
employment without employees is so popular is undoubtedly due to the fact that the self-
employed worker de facto retains more of his earnings than a regular employee
(assuming the same wage costs or profit). In case the self-employed worker without
employees does not take out insurance for the risks that regular employees are
automatically insured for, the difference in net income between the employee and self-
employed worker is even larger.

A non-negligible fact is that, certainly during the crisis period from 2008 onwards, a large
part of the self-employed without employees had too little income and as a result were
unable to take out relevant insurance policies. Part of the self-employed without
employees population could be classified as hidden unemployed on the basis of their
turnover or acquired income.
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1.2 Definition of self-employed without employees

The definition of self-employed without employees differs among different
sources/institutions.

The official Dutch definition is: ‘a person who works for his/her own account and risk - in
an own company or practice (self-employed entrepreneur), or - as an owner-manager,
or — as another self-employed person (for example in an independent profession), and -
who has no employees.! Also included are self-employed workers who are de facto
dependent on a single client, or in a contractual relationship with a client’.

The definition of Eurostat? is: ‘a self-employed person is the sole or joint owner of the
unincorporated enterprise (one that has not been incorporated i.e. formed into a legal
corporation) in which he/she works, unless they are also in paid employment which is
their main activity (in that case, they are considered to be employees). Self-employed
people also include: unpaid family workers, outworkers (who work outside the usual
workplace, such as at home), workers engaged in production done entirely for their own
final use or own capital formation, either individually or collectively’.

The OECD? uses another definition: ‘those who are self-employed without employees are
people whose primary activity is self-employment and do not employ others. The
incorporated self-employed are only partly or non-included in the counts of self-employed
in several countries’. The World Bank uses the same definitions as the OECD does.

The ILO?* does not use the term ‘self employed person’ but ‘own-account workers’: ‘those
who hold self-employment jobs and do not engage ‘employees’ on a continuous basis’
(contributing family workers who hold self-employment jobs in an establishment
operated by a related person are not included in the category of own account workers);

We note that the constituent parts of the definition are different per source and are not
always explicitly mentioned, as can be seen in the table below.

'Source (Statistics Netherlands/CBS): https://www.cbs.nl/en-gb/our-
services/methods/definitions?tab=s#id=self-employed-without-employees
2 Source: http://ec.europa.eu/eurostat/statistics-explained/index.php/Glossary:Self-employed
3 Source: https://data.oecd.org/entrepreneur/self-employed-without-employees.htm
4 Source: http://www.ilo.org/global/statistics-and-databases/statistics-overview-and-topics/status-in-
employment/current-guidelines/lang--en/index.htm
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Table 1 Definitions of self-employed in statistics

Dutch Eurostat

National

Statistics
Self-employed Yes Yes Yes Yes
Without employees Yes Yes Yes No
Unpaid family workers included 7 Yes ? ?
Also if incorporated Yes No Partly ?
Only if primary activity No Yes Yes ?
Including owner-managers Yes ? ? ?
Including independent Yes ? ? ?

professions

Outworkers included Yes Yes ? ?

Unless stated otherwise, in this report the term ‘self-employed workers’ will refer to self-
employed workers who work for their own account and risk (without employees),
according to the official Dutch definition.>

We point out that in the Netherlands, different from the situation in many other
countries, self-employed workers without employees are seen as entrepreneurs rather
than as employees. They also benefit from employers’ facilities and do not, as a matter
of course, have access to employee schemes. This is reflected in the Dutch term for
SEWE, ‘zelfstandige zonder personeel” (ZZP) which means: entrepeneur without
employees.

® To enhance the readability of this report, we will abbreviate the term ‘self-employed without employees’ to SEWE.
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2. LABOUR MARKET AND SOCIAL SITUATION

In this chapter, the analysis focuses on the main determinants for becoming a self-
employed worker without employees. In the second part, we look at how this target
group of self-employed workers has developed in the Netherlands over the last decades
and we pay attention to its main characteristics. A distinction is made between
individuals who have been ‘pushed’ into self-employment by their employers and self-
employed workers who preferred self-employment themselves. Finally, we will present a
small review regarding the economic viability of the SEWE-group in the Netherlands.

2.1  Origin and drivers

As mentioned before, in the Netherlands the phenomenon of SEWE has increased
substantially in recent decades. Several studies contribute to our knowledge of this kind
of entrepreneurial activity in the Netherlands. Although the rise in self-employment is a
multifaceted phenomenon, previous studies mainly focus on the role of labour market
conditions, fiscal incentives, cultural explanations and the role of technology.

2.1.1 Labour market conditions

The first line of reasoning emphasizes that labour market conditions attract people to
self-employment. Traditionally, own-account workers are most common in traditional
sectors of the economy, such as agriculture, crafts and retail trade (European Foundation
2009). Nevertheless, research suggests that employment shifts between industries result
in a further increase of self-employment. More precisely, the transformation from an
industrial towards a post-industrial structure of the Dutch labour market resulted in a
larger demand for managerial, financial and professional occupations. And these
occupations are performed by SEWE in particular (e.g. Van Es & Van Vuuren 2010).
Furthermore, some argue that the changes in transitioning towards self-employment
increases within countries with more stringent levels of employment protection legislation
(e.g. Hevenstone 2010). However, for self-employment in the Netherlands, there has
been no significant empirical evidence of a relation between the level of employment
protection and the share of self-employment (e.g. Hoekstra et al. 2016).

2.1.2 Fiscal incentives

The large share of working people in self-employment in the Netherlands is partly due to
the Dutch fiscal system. In the Netherlands, there are various fiscal incentives to become
self-employed. For example, there are tax subsidies for start-ups and several tax reliefs
regarding personal income taxes (as will be described in detail in section 4.2). Moreover,
there are opportunities for people receiving unemployment benefits to start up a
business (e.g. OECD 2014). These lower tax rates and fiscal incentives stimulate
employers (seeking wage flexibility) and employees (seeking tax deductions) to opt for
self-employment instead of ‘regular’ employment. Several studies suggest that besides
sectoral employment shifts, the growth in self-employment can be related to fiscal
incentives (e.g. Bosch et al. 2012), although these relationships have not been studied in
close detail.
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2.1.3 Cultural explanations

In addition to the impact of (changes in) industry composition and financial incentives,
some researchers have pointed to socio-cultural explanations. Following this line of
reasoning, people in the 21st century demand more from work than before. The Dutch
labour market is known for its highly skilled labour force, and more highly-educated
workers assess jobs more by their intrinsic job characteristics, such as interesting work,
autonomy, the flexibility to combine work and family as well as learning possibilities (e.g.
Johnson & Elder 2002). As between 2007 and 2015, the Dutch job market shows
decreasing levels of job autonomy and rising levels of job insecurity (e.g. Van den
Bossche & Smulders 2016), self-employed workers (with and without employees) are
more satisfied with their work than employed persons (e.g. Josten et al. 2014). Prior
surveys corroborate this, as they indicate that motives to become self-employed focus on
the prospects of independence and the desire to exercise more control over work (e.g.
Dawson et al. 2009; IBO 2015). Additionally, the decision to become a SEWE may also
depend on some behavioural and personal characteristics. For example, the probability of
entering self-employment may be connected to personality traits, such as the higher
level of risk tolerance than the wage-employed (Ekelund et al. 2005).

2.1.4 Technology

Finally, one could argue that self-employment is associated with technological change.
Technological progress has made it easier to work at home and to match the labour force
with work opportunities in less conventional ways. For example, one of the consequences
of digitisation is the rise of digital intermediaries and the fast development of the so-
called gig economy or on-demand economy. In this gig economy, the internet connects
workers and organisations on a global basis. In particular, new online intermediaries and
digital platforms make it easier for self-employed workers to offer their activities on apps
and platforms whenever they want (ILO 2014). However, while technology may be one of
the drivers behind the growing level of SEWE, this relationship is not well documented in
the empirical literature.

2.2 Level and trends

After describing some of the underlying factors behind SEWE in the Netherlands, we will
present evidence on the level of and trends in self-employment in the Netherlands,
followed by some demographic characteristics in section 2.3. The lion’s share of the
information on SEWE in the Netherlands is collected by Statistics Netherlands (CBS) and
Eurostat. According to Eurostat the proportion of SEWE has risen from 12 percent of total
employment in 2006 to 13.8 percent in 2016 (Figure 1).
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Figure 1 SEWE rates as % of all persons in employment (2006-2016)
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Source: Eurostat

It is interesting that the growth trend remained unchanged during the crisis years since
2008. This indicates that labour market conditions such as a supply surplus do not affect
the growth curve.

In total, 78 percent of all SEWE in the Netherlands offer their own services to clients, for
example as a consultant or in construction, while 22 percent sell their products directly to
consumers (in 2016).

Figure 2 illustrates another interesting development in the Netherlands. More people are
combining paid employment with self-employment. They are self-employed on a part-
time basis. These workers are so-called hybrid workers and represent 251,000 workers in
2016. These workers are in general more highly educated and younger compared to the
group of full-time SEWE. They start working as a self-employed person while still working
in a paid job (Mevissen et al. 2013) or they are seeking the best of both worlds (social
security and autonomy; e.g. Bierings & Kosters, 2017). Furthermore, there are self-
employed workers (with and without employees) with an income from self-employment
who also receive a benefit (53,000 persons) or a pension (137,000 persons) (Mevissen et
al., 2013; Kremer et al. 2017).
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Figure 2 Combination paid employment and self-employment (with and without
employees) in the Netherlands x 1,000 (2005-2016)
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In fact, being a SEWE is often an intermediate phase between other labour market
positions. After five to seven years, 39 percent of all persons who started as self-
employed workers are still active as self-employed workers (Mevissen et al. 2013). Other
studies show survival rates of around 50 percent after six years (CPB 2011). Most
(international) studies find that the self-employed person’s age, educational level and
ethnicity are important determinants of survival (CPB 2011). Statistics Netherlands
(2014) show that most people who stopped as a SEWE became regular employees
(again). In 2008, 64 percent of all former SEWE’s made a transition into regular salaried
employment and 54 percent in 2013. The lower transition rate in 2013 is most likely due
to the effects of macroeconomic conditions. During periods of economic downturn there
are obviously lower possibilities to obtain regular salaried employment positions.

Most SEWE are active in professional and technical activities (17.1 percent), health care
(9.9 percent) and construction (9.7 percent). See figure 3.
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Figure 3 SEWE by industry (2015)
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2.3 Characteristics

The statistics show that most SEWE in the Netherlands are on average older compared to
other workers; moreover, they have a higher education level than regular workers and
there are more men than women among the Dutch SEWE (Figure 4).°

Figure 4 SEWE in the Netherlands: gender, age and education level (2016)
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Interestingly, while the group of solo self-employed workers has some specific
characteristics, self-employment is no longer exclusively reserved for men, higher
educated workers and people within the 35-65 age group. More younger adults, people

6 Non-Western immigrants are relatively less common in the self-employed population than in the working
population. The proportion of people with a (long-term) disability in the self-employed population is
approximately equal to their share in the working population as a whole.
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with lower and medium education levels as well as more women are opting for self-
employment in the Netherlands. In short, self-employment is affecting a wider variety of
people in the Netherlands (e.g. Dekker 2017).

2.4 Voluntary and involuntary motives for self-employment

An important issue within policy debates refers to the notion of dependent, involuntary or
‘bogus’ self-employment. This is related to individuals who have been ‘pushed’ into self-
employment by their employers. It also refers to legal aspects of operating in the large
area between an employment relationship and self-employment (e.g. Kautonen et al.
2010). Empirical research in the Netherlands shows that a relatively small proportion of
the SEWE have taken the step towards self-employment on the basis of ‘negative’
motives, such as unemployment or having no other alternative. The majority seems to
make the move to self-employment for primarily positive reasons, such as seeking
greater autonomy and working time flexibility in their work. In total, 67 percent of all
male SEWE and 71 percent of all female SEWE state that seeking more autonomy is a
prime motive (Conen & Schippers 2017). Others state that motives to become a self-
employed worker have to do with the possibility to develop one’s knowledge and skills
(e.g. Vroonhof et al. 2008). Accordingly, Hoevenagel et al. (2015) calculated that
approximately 12 percent of all the solo self-employed mentioned so-called push-factors
as a reason to start their own business. Other research focuses on alternative
characteristics of dependent self-employment in the Netherlands, such as the level of
integration of the self-employed in the employer’s business and the level of autonomy.
According to research by TNO (2017), 8,4 percent of all SEWE report that 90 to 100
percent of their turnover stems from one big client. Based on these different
characteristics, it can be concluded that 3 to 15 percent of all SEWE can be classified as
dependent or ‘necessity-driven’ SEWE (Zandvliet et al. 2013).

2.5  The economic position of the SEWE group

With regard to earnings of SEWE in the Netherlands, some data sources may provide
information. In general, many self-employed workers are at a greater risk of becoming
(long-term) poor than employees with permanent contracts. According to Josten et al.
(2014), around 15 percent of all self-employed workers without employees is living below
the so-called ‘not much but enough level’ in 2012. This level defines the sum of minimum
expenses necessary for food, clothes, accommodation and social participation as
proposed by the National Institute for Family Finance Information (NIBUD). In 2014, the
average individual income level among SEWE in the Netherlands reached 33,600 euros,
compared to 36,000 among workers in regular paid employment. While the within-group
differences among self-employed are quite significant, the average income level among
the Dutch solo self-employed is lower compared to other groups in the Dutch labour
market (figure 5).”

7 After 2014, unemployment levels in the Netherlands are decreasing and demand-supply frictions are
increasing in several professions and categories of industries. This development in the demand-supply ratio
of labour probably will be reflected in a decreasing gap in the average income level between employees
and self employed.
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Figure 5 Average income levels solo self-employment and employees in regular
employment in the Netherlands x 1000 (2005-2014)
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However, while the income levels of the SEWE are generally lower compared to those in
regular paid employment, statistics regarding wealth distribution suggest that the SEWE
combine different financial resources at the household level. Looking at the household
level, the SEWE group seems to be less exposed to poverty. The reason is the availability
of financial resources from different sources, such as the partner’s income, social security
benefits, pensions, savings, investments and housing (IBO 2015). According to Zwinkels
et al. (2017), the average wealth distribution among Dutch households in 2012 tends to
be much higher among SEWE-households than households that (exclusively) consist of
persons in salaried employment. While there is wealth variation within groups, the
average wealth level among salaried employed-households is €128.441; among SEWE-
households €371.053 and among the combined-households (salaried employment and
SEWE) €284.558 in 2012.% As a result, several Dutch researchers conclude that there are
not that many differences between employees and the SEWE when it comes to the self-
evaluation of their own income situations. Five percent of all SEWE perceive extreme
income difficulties between 2006 and 2012, compared to four percent of all regular
workers in paid employment (Josten et al. 2014).

8 This research analyses wealth accumulation of the Dutch SEWE among people above 35 years. Differences
between households are largely attributable to investments in real estate.
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3. DIFFICULTIES ACQUIRING SOCIAL PROTECTION FZIGHTS9

This chapter describes the social protection entitlements which can be used by SEWE. It
should be noted that the use of some of them, i.e. health care and long-term care, are
independent of employment status, and are thus maintained after transitions in labour
market position from SEWE to employeeship and vice versa.

3.1 Health care

The Dutch health care system is based on a (private) health insurance which is
mandatory for all citizens (Zorgverzekeringswet).'® All residents are required to purchase
a basic health plan covering, among other things, family medicine, maternity care,
pharmaceuticals and hospital care. Individuals may choose any insurance company, and
can opt for supplementary insurance. The nominal premium rate averaged €1,158 per
year in 2016.

The system does not differentiate between different types of workers such as salaried,
non-standard employed or SEWE. The only difference is that many employers offer
access to discounted collective insurance to their employees, up to a legal maximum of
ten percent (Zorgverzekeringswet, art. 18, lid 2). Also, for people with lower incomes!?,
the government provides an income-dependent health insurance allowance
(Zorgtoeslag).'?

3.2 Sickness and invalidity benefits

3.2.1 Sickness benefits

Employees who are sick are entitled to continued payment of at least 70 percent of the
salary for a period of up to two years. After two years of sickness, they can receive a
state benefit on the basis of the Work and Income according to Labour Capacity Act (Wet
werk en inkomen naar arbeidsvermogen, WIA). People who used to work but who no
longer have an employer (such as unemployed and agency workers) are entitled to
protection from the Sickness Benefits Act (Ziektewet, ZW). They receive a benefit of 70
percent of the last earned wage for up to two years. Both the WIA and ZW are financed
through insurance premiums paid for by employers.

SEWE, like employers and entrepreneurs in general, do not receive continued payment
from their clients, and do no receive support based on the WIA and ZW. Since they have
no employer, no insurance premiums are paid for them and thus they are not insured.
They can, however, opt to insure themselves against the risk of sickness, which grants
them a sickness benefit in case of sickness.'*> SEWE can opt for either a public insurance
with the Employee Insurance Agency (Uitvoeringsinstituut Werknemersverzekeringen,
UWV) or for a private insurance.

° Considerable parts of this chapter are based on a thematic report on social protection for SEWE and people

working on non-standard contracts, written by Regioplan in 2017 for the European Social Policy Network.

10 Additionally, costs of health care are financed from income taxation (Bijdrage Zorgverzekeringswet) and
government funding.

1 To qualify for income-dependent health insurance allowance in 2017, a single person’s income has to be
below €27,857, and a couple’s joint income has to be below €35,116. The level of the monthly allowance
depends on the income, and ranges between €6 and €88 for a single person and between €3 and €170 for
a couple.

12
http://www.belastingdienst.nl/wps/wcm/connect/bldcontentnl/belastingdienst/prive/toeslagen/zorgtoeslag/
zorgtoeslag

3 http://www.uwv.nl/particulieren/verzekeren/index.aspx
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e Public insurance (Ziektewet and/or WIA insurance): a medical examination is not
required. However, SEWE are required to insure themselves within 13 weeks after
entering into self-employment. There is a maximum wage ceiling for which SEWE can
insure themselves.'* There are two types of public insurance; Ziektewet insurance
provides an income during the first two years of sickness, and WIA insurance
provides an income after two years of sickness.

e Private insurance (Arbeidsongeschiktheidsverzekering, AOV): a medical examination
is required. Any existing health issues are not covered by the insurance.

When insuring themselves, SEWE have to choose a daily wage level (dagloon) for which

they want to insure themselves. This in turn determines their monthly insurance

premium and the level of the benefit in case of sickness. This applies to both public and
private insurance.

3.2.2 Bread fund

An alternative to an AOV insurance is for SEWE to participate in a ‘bread fund’
(broodfonds). This is a new type of social security for SEWE that is slowly emerging in
the Netherlands. A bread fund is a voluntary collective of 20 to 50 SEWE who provide
each other financial support in case of sickness for up to two years. Each participant
contributes a monthly sum into the account of the bread fund, and when one of the
participants is sick they receive monthly donations from the other participants.*®> Hence,
a bread fund functions as a kind of insurance. Participation in a bread fund is generally
much less expensive than a formal or commercial insurance (arbeidsongeschikt-
heidsverzekering, AOV), with monthly costs generally between 45 and 90 euros (Fink-
Jensen, 2014). As is the case with voluntary AQOV insurance, the level of insurance that is
chosen determines the monthly contribution.

Figure 7 in the annex shows a visual summary of the different types of social protection
against sickness (the first two years) and incapacity to work (after two years of
sickness). These types of social protection generally only provide a percentage of the
income prior to becoming sick.

3.2.3 Costs

The costs of the various types of social protection for SEWE is dependent on several
factors, most importantly the insured wage level. To give an indication of the costs, we
calculated or estimated the monthly premiums for a SEWE with a monthly gross income
of €2,500 in table 2.

4 The maximum wage ceiling that can be insured is €207.60 per working day, which translates to roughly
€4,500 euros when working full-time.
5 There is usually a waiting period of between two and four weeks, during which sickness is not yet covered by
the bread fund (‘ondernemersrisico’) (Fink-Jensen, 2014).
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Table 2 Costs of the various types of social protection for SEWE

Type of insurance Monthly premium Benefit in case of sickness
Ziektewet insurance | €230 70% of wage
(public)'® (€1,750)
WIA insurance €173 75% of wage during two
(public)'’? months
70% of wage from third month
onward
(€1,750)
AOV (private) 18 Estimated average: €250 Unknown
Bread fund'® €78.75 €1,750
3.2.4 Take-up

A recent study conducted every two years shows that 27.2 percent of SEWE have a
sickness insurance (either private or public), versus 72.8 percent who do not
(Lautenbach et al., 2017). The main reasons for SEWE to insure or not insure themselves
are listed in figures 8 and 9 in the annex. In these figures, a distinction is made between
SEWE who only work as SEWE, and those who also participate in salaried work.

As can be seen in the first figure the reasons for SEWE to opt for a private AOV insurance
in general do not differ that much from those of hybrid SEWE (who also work in
employment). This is surprising because SEWE in hybrid employment should be
automatically insured for their hours worked in employment. Thus, for them, part of the
risk of sickness and invalidity is already covered.

As of October 2017, there are 13,200 self-employed people in the Netherlands who
participate in bread funds.

3.2.5 Conclusion

SEWE, like all other Dutch citizens, have a mandatory health insurance, and thus have
equal access to health care.

SEWE are not entitled to social protection rights regarding sickness benefits. They can,
however, opt for voluntary AOV insurance or participation in a bread fund. The most
important barriers for them to do this are (1) the substantial costs of AOV insurance, (2)
existing health issues and (3) having waited an extended period of time (longer than 13
weeks) before insuring themselves.

16 https://www.uwv.nl/werkgevers/werknemer-is-ziek/ziektewet-uitkering/werknemer-is-ziek-ziektewet-uitkering
17

https://www.uwv.nl/particulieren/ziek/ziek-wia-uitkering/tijdens-wia-uitkering/detail/hoe-hoog-is-mijn-wga-uitkering/hoe-

hoog-is-de-loongerelateerde-uitkering-lgu

8The costs of an AOV are dependent on various factors such as age, type of profession, voluntary 'own risk' period. We offer a
rough estimate of the average cost given by a large Dutch insurer:
https://www.centraalbeheer.nl/zakelijk/aov/Paginas/kosten.aspx

19 http://www.broodfonds.nl/hoe_het werkt?wat het kost
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3.3  Maternity leave

SEWE are entitled to 16 weeks of government-paid maternity leave in the case of
pregnancy and delivery (Wet Arbeid en Zorg).?° During this period they receive a benefit
(Zelfstandig en Zwanger-regeling, ZEZ) up to minimum wage level.?* This is paid by the
Employee Insurance Agency (UWV). SEWE who have opted for a voluntary sickness
benefit insurance (either public or private) as described in section 3.2, receive benefits
supplementing the ZEZ benefit up to the insured level. Private insurances generally
require some extra conditions, such as having been insured for at least two years.??

In 2014 there were 289,000 female SEWE. According to the Employee Insurance Agency
approximately 10,000 ZEZ benefits are paid per year.**

3.4  Old-age pensions

The Dutch pension system is a multi-pillar system consisting of three pillars.

3.4.1 First pillar: state pension

The first pillar is a flat-rate state pension (Algemene Ouderdomswet, AOW) that provides
a cash benefit to all persons over 67.°* The monthly benefit equals €1,209.71 (gross) for
single persons and €834.99 per person for married or cohabitating pensioners. All Dutch
citizens who have lived in the Netherlands for 50 years between the ages of 15 and 65
are entitled to receive the full monthly benefit?® (Wolters Kluwer, 2016). Hence, there is
no difference in this pillar between salaried employees and SEWE. The pension age is
currently 65 years and 9 months and is gradually increasing to 67 years in 2021.

3.4.2 Second pillar: occupational pension schemes

The second pillar is formed by occupational pension schemes that are collectively
organised, quasi-mandatory for salaried workers, and solidaristic. These pension
schemes may be organised at the firm, sectoral, or professional®® level. The retirement
age is 68, and the aim is to provide workers a total retirement income (including the first
pillar state pension) of 70 percent of the last earned average wage. For salaried workers,
employers typically pay 2/3 of the pension contribution, and employees pay the rest
which is tax-deductible.

SEWE generally are not covered by second-pillar pension schemes. There are, however,
some ways for them to accumulate second-pillar pension rights:

e Some occupational pension schemes offer people transitioning from salaried
employment to SEWE the option to voluntarily continue their pension scheme for up
to 10 years (vrijwillige voortzetting).?’

e Recently, some pension schemes have been created targeted specifically at SEWE.

e Some occupational groups of self-employed without personnel fall under a
compulsory sectoral or occupational collective pension scheme. This concerns mainly
medical professionals (such as GP’s) but also, for instance, self-employed painters.

20 https://www.juridischloket.nl/werk/zwangerschap-en-werk/zwangerschapsverlof

2 To receive the maximum benefit (equal to minimum wage) the self-employed worker has to have worked for
at least 1,225 hours in self-employment in the calendar year before the pregnancy. Fewer hours worked
lead to a lower benefit.

22 https://www.aovergelijken.nl/arbeidsongeschiktheid-zwangerschap

2 https://www.nrc.nl/nieuws/2016/02/29/verlof-ik-werk-gewoon-door-1589193-a596913

24 The official retirement (AOW) age goes up in the Netherlands to 66 years in 2018 and 67 years by 2021.
From 2022, the AOW age is linked to life expectancy. By 2022 the AOW age is 67 years and 3 months.
Source: https://www.svb.nl/int/nl/aow/wat_is_de_aow/wanneer_aow/

25 people who have lived in the Netherlands for fewer than 50 years between the ages of 15 and 65 receive a
lower benefit. Their benefit is lowered by 2% for each year they have lived outside of the Netherlands.

26 For example, notaries, dentists and other free professions have their own pension schemes.

27 This is the legal maximum. Most pension funds only allow voluntary continuation for up to three years.
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Such compulsory pension schemes are only introduced if there is sufficient support
within the sector or occupational group.

3.4.3 Third pillar: voluntary individual pension savings arrangements

The third pillar covers voluntary individual pension savings arrangements, such as life
insurance or annuities. The first and second pillars are much larger in size when
compared to the third pillar, but the third pillar is used more often by the self-employed.

The most widely used types of third pillar pension arrangements are®®:

e Annuity (lijfrente): is similar to second-pillar pension schemes in the sense that
funds are accumulated throughout the working life, and paid out after retirement
until death. Annuity premiums are also tax-deductible. Annuity is, however, much
more flexible because the moment of retiring and the height of the pension are
flexible.

e Fiscal old-age reserve (Fiscale Oudedagsreserve, FOR): SEWE are allowed to reserve
part of their profits as pension savings. They don’t have to pay taxes on this until the
moment they retire, at which moment they can choose to use the accumulated
savings to purchase a life insurance. There are some conditions for using the FOR,
mainly that the SEWE works at least 1,225 hours per year.

3.4.4 Coverage and barriers for SEWE

As stated, all Dutch citizens residing in the Netherlands between the ages of 15 and the
official retirement age are entitled to the state pension. However, most self-employed
workers are not covered by the second pillar, and participation in the third pillar is
voluntary. Hence, the pension coverage for self-employed workers depends on the
person.

A recent study conducted every two years shows the pension arrangements made by
SEWE, as shown in figure 10 in the annex (Lautenbach et al., 2017). The two most
frequently used forms of pension arrangements are firstly savings and investments, and
secondly home ownership. More formal arrangements such as pension funds and fiscal
old-age reserves or annuities are slightly less frequently used, but are still quite
common. Around a quarter of SEWE have made no pension arrangements at all. Their
main reason for this (in their own words) is that they cannot afford to make pension
arrangements (as shown in figure 11 in the annex).

Pension funds are free to choose whether or not they allow salaried workers who are
transitioning into SEWE to continue their pension scheme, and they can formulate their
own conditions and requirements. A recent study (Bureau Bartels, 2016) commissioned
by the Dutch Ministry of Social Affairs and Employment shows that 85 percent of pension
funds provide the possibility of voluntary continuation of the pension scheme for the self-
employed. However, very little use is made of this by self-employed workers (only
approximately 650 persons nationally). This limited usage does not appear to depend on
the specific requirements or conditions set by the individual pension funds. More
important obstacles are firstly, the legal requirement that the pension has to be
continued immediately after the end of the prior period in employment, and secondly, the
required level of the pension contributions.?® Also, this instrument can only provide a
solution for workers transitioning from an employment contract to self-employment.
Therefore, the State Secretary of Social Affairs concludes that this instrument is not
effective in promoting pension accumulation among the self-employed*°.

28 https://www.rijksoverheid.nl/onderwerpen/zelfstandigen-zonder-personeel-zzp/vraag-en-antwoord/zzp-

pensioen
2 The pension premium for self-employed workers who opt for voluntary continuation of their pension scheme
is equal to the sum of the employee’s contribution and the employer’s contribution.
30 Kamerbrief Klijnsma 11 juli 2016 ‘Vrijwillige voortzetting pensioenfonds voor zzp'ers’.
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The problem of SEWE not making pension arrangements has been identified by the Dutch
government in 2016, which has been reviewing possible ways to increase the pension
coverage for SEWE, for instance by introducing incentives.3! However, the recently
formed government has not mentioned this in their coalition agreement.>?

Derived social protection rights

There are several ways of gaining access to pension arrangements through derived social
protection rights.

e State survivors’ pension: The government provides survivors’ benefits based on
the state pension to people whose partners have died(Algemene nabestaandenwet,
Anw).>® The conditions are that the late partner lived or worked in the Netherlands,
that the beneficiary has not yet reached the AOW pension age, and that the
beneficiary is either looking after a child under 18 or is incapacitated to work for
more than 45 percent. The level of the benefit is 70 percent of minimum wage, which
in 2017 was €1,189.57 (Van Everdingen et al., 2017). The take-up of the state
survivors’ pension has decreased substantially over the last two decades (from
182,800 in 1998 to 36,000 in 2016).3* This is the result of two law changes in 1996
and 2013 respectively which restricted access to the Anw. Around half (56,4%) of
the recipients don’t have any other source of income (Van Everdingen et al., 2017).

e Occupational survivors’ pension: Almost all pension schemes in the Netherlands
offer survivors’ pensions . However, there is a lot of variation in the conditions,
financing and duration of survivors’ pensions between sectors and pension insurers
(Van Everdingen et al., 2017). Generally speaking, survivors’ pensions amount to 70
percent of the accumulated pension entitlements. Also, pension insurers offer
voluntary additional insurance to supplement the state survivors’ pension, although
limited use is made of this (Van Everdingen et al., 2017).

e Life insurance: Another way to provide derived income rights is through life
insurance. This insurance pays out an income to the family members of the insured
person after they are deceased. Life insurances are often taken in combination with
mortgages. A study from 2014 shows that 60 percent of people cohabiting with a
partner between 25 and 65 years of age have a life insurance. Life insurances taken
out in combination with a mortgage on average cover €116,818; other life
insurances average €86,000 (Leenheer, Cuelenaere, Elsen & Mulder, 2014). Because
SEWE often don’t have second pillar pension arrangements, taking out life insurance
is extra important to provide income for their partner in case they pass away.
Research shows that 43.4 percent of SEWE workers don’t have any form of life
insurance, compared to 41,0 percent among salaried workers. Hence, SEWE workers
seem to be relatively slightly underinsured.

3.5  Unemployment benefits and social assistance benefits

Unemployment benefits and social assistance benefits are governed by separate laws:

The Unemployment Insurance Act (Werkloosheidswet, WW) insures employees
against the financial consequences of unemployment by means of a benefit of roughly 70
percent of the last earned income (up to a maximum wage ceiling) for up to two years.
Self-employed persons, however, as they are not employees, are not insured, and cannot
opt for voluntary insurance.

The Participation Act (Participatiewet) offers citizens a benefit as a last safety net if
they are not (or no longer) entitled to any other benefits, such as WW. The benefit is
means-tested, which means that a person has to be below a certain level of income and

31 Kamerbrief Klijnsma 11 juli 2016 “Vrijwillige voortzetting pensioenfonds voor zzp'ers’.
32 Regeerakkoord ‘Vertrouwen in de toekomst 2017 - 2021’

33 https://www.svb.nl/int/en/anw/

34 Source: Statistics Netherlands, 2017.
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savings.>® Both people in unemployment, salaried employment or in SEWE can receive
benefits up to social assistance level (which is below minimum wage). Within the
Participation Act there are two types of benefits aimed specifically at SEWE:

SEWE who are (temporarily) facing financial difficulties can temporarily receive aid in
the form of a temporary benefit to supplement their income (up to 1 year) or an
interest-free loan (Bijstand voor zelfstandigen, Bbz)>¢. Conditions are that the SEWE
has to work at least 1,225 hours per year, that the level of income is below social
assistance level, that no other means of financing is available and that the company
is viable.

Older SEWE (55+) who want to stop their business because it does not provide them
sufficient income can apply for a benefit to supplement their income to social
assistance level (Wet inkomensvoorziening oudere of gedeeltelijk arbeidsongeschikte
gewezen zelfstandigen, 10AZ).>” A condition is that the SEWE does not have
substantial savings.

3.5.1 Take-up rate

As is shown in figure 6, annually about 4,000 people receive Bbz benefits and fewer than
2,000 people receive I0AZ benefits in the Netherlands.

Figure 6: Number of beneficiaries of an IOAZ (blue line) and Bbz (red line) benefit
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Source: Statistics Netherlands

3.6  Long-term care benefits

Long-term care in the Netherlands is governed by three main laws:

1.

Social Support Act (Wet maatschappelijke ondersteuning, Wmo): governs care to
people who are in need of specific assistance in order to be able to remain in their
own homes. This care includes household services and house modifications, personal
counselling/support including support for informal care and sheltered housing, day

35 The participation also has a targeted benefit aimed towards older unemployed people (IOAW) and older self-

employed people with insufficient income from their business (IOAZ) which does not include requirements
regarding savings.

36 https //www.rijksoverheid.nl/onderwerpen/bijstand-voor-zelfstandigen-bbz

https://www.rijksoverheid.nl/onderwerpen/uitkering-oudere-werklozen-ioaw-iow-ioaz/vraag-en-
antwoord/hoe-hoog-is-mijn-ioaz-uitkering
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care and youth care. Municipalities are responsible for this care. They expect people
to be as self-reliant as possible, by depending on informal care from friends or
relatives or by paying for care themselves. The municipality assesses the need for
this care based on its own criteria and provides the care when necessary (either in
kind or through a personal budget). Recipients pay a deductible, which depends on
age, cohabitation, household income and the care provided.

2. Long-term Care Act (Wet langdurige zorg, WIz): governs care for people who need
supervision 24/7 (residential care) and/or will always be in need of care. The care is
given in kind, via a personal budget or full packages at home (similar to residential
care). The law is implemented by the national government, and the needs are
assessed by a national body of needs assessment. All Dutch citizens are insured,
regardless of employment situation.

3. Health Insurance Act (Zorgverzekeringswet, Zvw): governs specific care for people
who are in need of specific assistance in order to be able to remain living in their own
homes. Supplementary to the Social Support Act, this covers personal care,
treatment of sensory-handicapped people, palliative care and intensive child care.
The need is assessed by the district nurse after referral by for instance the GP. Care
is given in kind or via a personal budget.

All Dutch citizens are automatically insured for the Long-term Care Act and are obligated

to have health insurance. The person’s employment situation is not used as a criterion by

municipalities for the provision of care under the Social Support Act. Hence, there are no
differences in the coverage of long-term care between salaried workers and SEWE.

3.7 Family benefits

There are several child-related schemes in the Netherlands:

e The General Child Benefit Act (De Algemene Kinderbijslagwet, AKW): allowance
for the expenses of bringing up and taking care of children (up to the age of 18). The
amount of the benefit depends on the age of the child, whether the child lives with
the parents or not and on income from work earned by the child. It does not depend
in the income of the parents, nor on their employment situation.

e The Child-related Budget Act (Wet op het kindgebonden budget, WKB): an
allowance for the expenses of families earning an income up to a certain level. The
limit of this child-related budget is dependent on the income of the parents, contrary
to the general child benefit which is not income-dependent.

e Child care allowance (Kinderopvangtoeslag): this allowance aims to support
parents’ labour participation. The allowance is dependent on the number of hours
worked by the parent with the least working hours, and the household income.

e Combination tax deduction (Combinatiekorting): Parents with one or more
children under 12, who both work, can apply for an income-dependent tax deduction.
The amount of combination tax deduction they receive depends on the income of the
lowest-earning partner. As he or she earns more, the tax deduction increases.

The eligibility for and level of provision under the schemes mentioned above do not

depend on the type of employment situation. Hence, there are no differences between

salaried workers and SEWE.

3.8  Summary

Table 3 in the annex provides a brief table summary of the various forms of social
protection available to SEWE, and the existing gaps.

25





Case study-Gaps in access to social protection for self-employed without employees in
the Netherlands

4. TAX REGIME AND PROS AND CONS OF SEWE

4.1 Introduction

A substantiated cost-benefit analysis is very complex. This requires researching many
different effects which are extremely difficult to quantify. Therefore, in this chapter
we describe the Dutch tax regime towards the self-employed in close detail, followed
by a concise literature study on the pros and cons of self-employment for the
economy, labour productivity and innovation level.

4.2  Dutch tax regime towards SEWE

4.2.1 Types of taxation for SEWE

Most Dutch SEWE workers are legally registered as sole proprietors (éénmanszaak). This
means that they pay two kinds of taxation:

1. Revenue tax (omzetbelasting): This involves transferring the VAT paid by clients to
the Dutch Tax Administration. It is paid quarterly. VAT in the Netherlands is currently
21 percent on luxury goods and 6 percent® on certain other goods such as food and
certain services.>®

2. Income tax (inkomstenbelasting): This is the taxation on the profit of the SEWE
(revenue - costs) paid once per year.

Being considered self-employed by the Tax Administration

Income taxation is different for SEWE than for employees, because SEWE are given
several considerable tax advantages. However, not all SEWE are considered self-
employed by the Tax Administration. They assess this by looking at several criteria®°:

making substantial profits;

working independently;

having capital;

working a substantial number of hours as SEWE;

having multiple clients;

investing in commercial exposure;

bearing risks associated with entrepreneurship;

being accountable for business debts.

If a SEWE is not seen as self-employed by the Tax Administration, then they still have to
pay income tax, but they do not enjoy the tax advantages of being self-employed.

38 This low tariff will be increased to 9% by the newly formed government.
39

https://www.belastingdienst.nl/wps/wcm/connect/bldcontentnl/belastingdienst/zakelijk/btw/btw berekenen aan uw klant
en/btw berekenen/btw tarief/btw tarief

40
https://www.belastingdienst.nl/wps/wcm/connect/bldcontentnl/belastingdienst/zakelijk/winst/inkomstenbelasting/wanneer
bent u_ondernemer voor de inkomstenbelasting/wanneer bent u ondernemer voor de inkomstenbelasting
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4.2.2 Tax advantages of self-employed

If a SEWE is seen as self-employed by the Tax Administration, they enjoy the following
tax advantages:*!

e Self-employed tax deduction (zelfstandigenaftrek): a tax deduction of €7,280 in
2017. SEWE who made a lower figure in profits can only deduct their profits from
taxes. SEWE who worked fewer than 1,225 hours as SEWE in that year do not
receive the self-employed tax deduction.*?

e Starters tax deduction (startersaftrek): an extra tax deduction for people starting
as self-employed of €2,123 in 2017. This applies if the SEWE, during the previous
five years, was not active as SEWE during at least one year and used their self-
employed tax deduction no more than twice.

e SME profit exemption (MKB-winstvrijstelling): a tax credit on the profits for the
self-employed of 14 percent in the year 2017.

e Investment deduction (investeringsaftrek): investments in assets for the business
over €2,300 in a given year are partially deductible (28%).

e Various additional tax deductions exist for the self-employed who are
incapacitated to work (startersaftrek bij arbeidsongeschiktheid), tax deduction for
research and development (aftrek voor speur- en ontwikkelingswerk) and for the
self-employed whose fiscal partner also works in the business (meewerkaftrek).

After applying these tax advantages for the self-employed, the remaining profit is taxed

using the general income tax rates that apply for all Dutch citizens. The tax advantages

of the self-employed are considerable. For example, a hypothetical starting SEWE who
made a profit of €21,709 in 2017 could end up paying zero taxes in that year.*®

4.3 Pros and cons of SEWE

This section focuses on the role of the SEWE group for the economy. While fiscal policy
promotes self-employment through tax benefits, starting subsidies and other government
policies, one may ask whether the SEWE group contributes to the overall functioning of
the economy and labour market, labour productivity growth and/or innovation levels
within firms.

4.3.1 Functioning of the overall economy and labour market

The SEWE group accounts for approximately 12 percent of the Dutch labour force (see
chapter 2). Self-employed workers may serve different goals on the labour market and
may contribute to the functioning of the economy in general. First, self-employment may
lead to very successful employment careers for individual workers and it offers persons a
lot of autonomy at the workplace. Second, it offers labour flexibility to the economy and
flexibility at the organisational level in order to respond to fluctuations in demand. This
may have contributed to unemployment rates remaining relatively low during the
economic crisis-years. Third, it gives inactive persons and lower-educated persons an
opportunity to collect labour market experience in order to improve their own situation.
For example, the chance to quit self-employment within a period of seven to nine years
after starting a business is not that different for older workers, people with a disability,
unemployed workers and for non-Western migrants compared to the total population of

41

https://www.belastingdienst.nl/wps/wcm/connect/bldcontentnl/belastingdienst/zakelijk/ondernemen/onderneming _starten
/welke regelingen gelden voor u/welke regelingen gelden voor u
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https://www.belastingdienst.nl/wps/wcm/connect/bldcontentnl/belastingdienst/zakelijk/winst/inkomstenbelasting/veranderi
ngen-inkomstenbelasting+2017/ondernemersaftrek 2014/zelfstandigenaftrek 2017

3 Based on updated calculations for 2017 of the following source https://www.ikwordzzper.nl/blogs/geen-inkomstenbelasting-
tot-een-winst-van-21-107
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SEWE (e.g. Mevissen et al. 2013). To summarise, being a self-employed worker may
function as a way to improve one’s position on the labour market and it contributes to
the level of flexibility at the macro and organisational level.

4.3.2 Labour productivity benefits

Self-employment is also encouraged because of the expected positive external impact it
may have on labour productivity growth. While there are different measures indicating
labour productivity growth, the contribution of the SEWE seems to be quite small. While
the SEWE work on their own account and have, by default, an incentive to work as
efficiently as possible, several studies suggest no real differences between employees
and SEWE regarding labour productivity levels (e.g. IBO 2015). However, more research
is needed in order to generate more conclusive labour productivity estimates for the
SEWE.

4.3.3 Innovation benefits

This subsection links the SEWE group to innovation growth at the firm level. According to
several research studies, it seems unlikely that the rise of SEWE has positively affected
innovation levels (e.g. IBO 2015; Kremer et al. 2017). This is the so-called ‘Dutch
Entrepreneurship Paradox’ (e.g. Stam 2013): a rise in self-employment did not lead to a
similar rise in innovation. This is probably due to the large share of non-growth oriented
SEWE. The SEWE seem to be responsible for a more flexible functioning of the economy
and some fast growing SEWE's clearly contribute to the innovative capacity of the Dutch
economy. However, in general, there has not been a simultaneous increase in innovation.
In addition, this may be the result of the lower levels of training among the SEWE,
because of the lack of resources to invest in updating and expanding their skills and
knowledge (e.g. Kremer et al. 2017).

4.3.4 Conclusion

In sum, most researchers believe that the rise of the SEWE has resulted in a more
resilient, flexible economy and also provides important labour market prospects for more
vulnerable persons on the labour market. On the other hand, most studies so far have
provided a rather neutral to negative view regarding the labour productivity growth and
innovation levels within firms. This poses serious questions to the fiscal stimulation of
SEWE in the Netherlands (e.g. Van Vuuren 2012). In the Dutch coalition agreement of
2012 there were some ideas for lowering fiscal stimulation of the self-employed workers.
However, due to a lack of political support these measures have never been
implemented.
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Figure 7: Social protection against sickness and incapacity to work
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Figure 8: Reasons for SEWE to opt for private AOV insurance (multiple answers possible)
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Figure 9: Reasons for SEWE not to opt for private AOV insurance (multiple answers
possible)
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Figure 10: Pension arrangements made by SEWE (multiple answers possible)
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Figure 11: Reasons for SEWE not making any pension arrangements
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Table 3 Forms of social protection available to SEWE, and existing gaps

Oown social

protection rights

Derived social
protection rights

Coverage EN
access by other
I EEL ]

Health care Compulsory No, not necessary Optional additional
insurance providing insurance
universal coverage,
independent of
employment status
Sickness and No coverage Not possible Voluntary insurance
invalidity (public or private) or
participation in bread
fund
Maternity Maternity benefit up Not possible Voluntary  sickness
to minimum wage benefit insurance
provides additional
benefits
Old-age Universal basic state Survivors’ state Voluntary

pension

pension and possibly
survivors’

occupational pension
scheme or individual

occupational pension pension savings
arrangements

Unemployment No unemployment Not possible No insurance
benefits and insurance, coverage possible
social through Participation
assistance Act up to social

assistance level
Long-term Universal coverage, No, not necessary No, not necessary
care independent of

employment status
Family Universal coverage, No, not necessary No, not necessary
benefits independent of

employment status
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EXECUTIVE SUMMARY

The civil law contracts are a special category of atypical contracts used to contract labour
in Poland. There are two main types of civil law contracts: the contract to perform
specified work (umowa o dzieto) and the contract of mandate (umowa zlecenie). The
latter is more popular than the former. The number of workers with civil law contracts in
Poland has increased substantially since the early 2000s. The incidence of other forms of
temporary work - fixed-term employment contracts, temporary agency work — has also
risen, but civil law contracts imply an especially acute form of labour market
segmentation because they’re much less regulated than other temporary contracts. This
applies both to protection against dismissals and worker rights such as paid leave or the
right to join trade unions, and to social security coverage.

Due to lack of data on civil law contracts, it is difficult to assess precisely the number of
people working under civil law contracts. According to the LFS data, in 2016 there were
510,000 people working under civil law contracts (in their main job) which is equivalent
to 3.1% of total employment in Poland. Among them, 429,000 people worked solely
under a contract of mandate, 36,000 people worked solely under a contract to perform
specified work, 22,000 people worked under another type of a civil law contract (such as
a managerial contract), and 22,000 combined various types of civil law contracts. Data
from personal income tax records published by the Ministry of Finance show that in the
last few years approx.1l million people has been earning income only on the basis of civil
law contracts. The tax records also show that the number of such people has doubled
since the early 2000s.

Individuals working under civil law contracts tend to be less educated than individuals
working under employment contracts. The incidence of civil law contracts is the highest
among young workers but it is also noticeable among workers aged over 50. Women
constitute majority of workers under civil law contracts, but once the effect of education,
age and occupation is taken into account, women are not more likely than men to work
under civil law contracts. The highest incidence of civil law employment is found among
low skilled occupations: elementary occupations, and services and sales workers. The
sectors which records the highest incidence of civil law contracts are accommodation and
food services, and business support services which include temporary work agencies. The
prevalence of these contracts is the highest among small firms (with less than nine
workers). Besides employment in call centres, the expansion of civil law employment
cannot be associated with the expansion of digital economy. Workers under contract of
mandate earn less than workers under employment contract. It is due to lower hourly
wage and larger incidence of part time employment. The median hourly wage of
individuals working under contract of mandate is by 25% lower than the median hourly
wage of individuals on employment contract.

Individuals working under contract of mandate can be either exempted from social
security and public health insurance contributions in some circumstances (if they are
students aged up to 26 years), or can pay lower contributions than they would pay if
they earned the same net income under an employment contract. Individuals working
under contract to perform specified work are exempted from all social security and public
health insurance contributions - this group might not be covered at all. However, more
than half of them has probably access thanks to other means, mainly because of an
employed spouse. After a raft of changes which have been introduced since 2015 to
improve access of workers with civil law contracts to unemployment benefits and
maternity benefits. The social security contributions which pertain to civil law contracts
have also been increased, although they are not yet identical to contributions pertaining
to employment contracts. The key challenge related to social security coverage is in
expected low retirement pensions. In the Polish defined-contribution system, low
contributions of workers with civil contracts will translate into low pensions even if these
workers spend only a share of their careers working under civil law contracts. Estimates
show that the pension gap will be about 17%. The recent changes in contribution rules
have closed it only to some extent. Many of these workers will be receive minimum
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pensions which will have to be subsidised from general taxation. Lower contributions paid
by civil law contract workers aggravate the deficit in the pension system. On the other
hand, individuals working under civil law contracts contribute more in the sickness and
accident insurance contributions than they receive in sickness, carer and rehabilitation
benefits, and maternity allowances. In aggregate terms, they cross-subsidise other
groups, in particular the self-employed.

1. INTRODUCTION

The civil law contracts are a special category of atypical contracts which exist in Poland.
The two types of civil law contracts which are used most frequently in Poland are the
contract to perform specified work (umowa o dzieto) and the contract of mandate
(umowa zlecenie). The latter is more popular than the former.

A contract of mandate can be used when the contractor provides a service but there is no
requirement to specify an outcome. A contract to perform specified work must specify a
particular outcome (tangible or intangible) that a contractor is expected to deliver.
However, the interpretation and the enforcement of this rule can be lax. For instance, the
Polish Supreme Court ruling from 18 September 2013 stated that painting a company
office can be contracted as specified work (outcome), even though this task intuitively
seems to represent a service.

Civil law contracts are by definition temporary as the date of completion of a task has to
be specified. They are not based on the labour code, but on the civil law instead. Thus
they don’t offer standard protections against dismissal nor other benefits such as paid
leave. Moreover, the social security rules pertaining to these contracts are different than
the rules pertaining to employment contracts. In general, civil law contracts provide less
coverage - the social security contributions are lower or do not apply at all and the
entitlements to social security are accordingly lower or non-existent.

As the number of people working under the civil law contracts increased in Poland over
the last dozen or so years, these contracts have become an important facet of labour
market segmentation in Poland. Although the number of people working under these
contracts has been lower than the number of people working under fixed-term
employment contracts, the segmentation they have faced has been more acute.

This paper presents main facts on the use of civil law contracts in Poland. The first
section presents the labour market and social situation of people working under civil law
contracts in Poland, and regulatory aspects which drive the use of civil law contracts. The
second section discusses the difficulties for people working under civil law contracts in
Poland of acquiring their own social protection rights. The third section presents how the
social protection gaps can be closed by other means which guarantee coverage and
access to social protection. The fourth section is devoted to the potential public finance
costs of cross-subsidising civil law contracts in Poland and estimated potential benefits of
their use. The fifth section outlines potential benefits resulting from the use of civil law
contracts.

2. LABOUR MARKET AND SOCIAL SITUATION OF PEOPLE WORKING UNDER CIVIL LAW
CONTRACTS IN POLAND

2.1.  The nature and extent of the particular form of employment
2.1.1. Incidence of civil law contracts — level and trends

The civil law contracts cover a significant share of employment in Poland. However, it is
difficult to assess precisely the number of people working under civil law contracts as
estimates based on different sources vary sizeably, from 0.5 million to 4.3 million.
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According to the LFS data, in 2016 there were 429,000 people working solely under a
contract of mandate and 36,000 people who worked solely under a contract to perform
specified work. Additional 22,000 people worked on another type of civil law contract
(such as a managerial contract). Another 22,000 people declared that they worked under
at least two different types of contract. Hence, according to the LFS data, civil law
contract employment amounted to 510,000 people out of 16.2 million of total
employment, equivalent to 3.1%.

The estimates based on the LFS constitute the lower bound of actual civil law
employment since in the LFS the type of contract is surveyed only for worker’s main job.
The regulations encourage to use a contract of mandate in a secondary job: in such case
a contract of mandate is usually exempted from social security contributions. In line with
this, the estimates of a number of workers with civil law contracts based on personal
income tax records show substantially larger numbers.

The Ministry of Finance have also attempted to estimate the number of workers on civil
law using PIT records merged with Social Security data. The preliminary results have
been presented recently (Dudek et al. 2017). The number of people with civil law
contracts was estimated at 4.35 million in 2015. This number includes people who had an
employment contract and a civil law contract in the same year. The number of taxpayers
with contract to perform specified work (including contracts which are undistinguishable
from contract to perform specified work) was 1.9 million people, but only 162,000 people
worked solely under these contracts. The vast majority combined contracts to perform
specified work with other forms of contracts (and income), including standard
employment. This pattern suggests that contracts to perform specified work play an
important role in secondary jobs. The total income declared from contracts to perform
specified work (including undistinguishable contracts) was estimated at 16.2 billion PLN,
which is equivalent to 8 526 PLN per capita a year.

The number of people working under the contract of mandate (in 2012) may be also
identified from the report of the National Health Fund (2013). They indicate that average
monthly number of insurance of people working under the contract of mandate or agency
contract was 1.56 million. Estimates for other years are not available.

The LFS data suggest expansion of civil law employment since the early 2000s. Until
2016, the accurate identification of civil law contracts was impossible. The detailed
question on a type of contract was added to the Polish Labour Force Survey only in 2016.
Previously, civil law contracts were not distinguished from fixed-term employment
contracts: both forms were grouped as temporary contracts. However, a time series on
temporary employment shows strong expansion of temporary employment in Poland in
the last fifteen years. In 2002 the number of temporary workers, including workers under
civil law contracts, was 1.5 million people, whilst in 2015 it was 3.5 million people. At the
same time the total employment rose from 13.8 million to 16.1 million. Hence, over 80%
of the net employment growth was the expansion of temporary employment.

Figure 1. Individuals liable for PIT who earned income solely from civil law

contracts
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Source: own calculation based on data provided by the Ministry of Finance and the CSO.
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The expansion of civil law employment is showed in other data sources. On the basis of
the survey of companies employing at least 9 workers, the Central Statistical Office
reported that the number of persons working under civil law contracts increased from
0.55 million in 2010 to 1.17 million in 2014. Contracts of mandate were more often used
than contracts for a specific work — in 2014, 0.97 million people worked under contracts
of mandate, whereas 0.20 million people worked under contracts for a specific task
(Central Statistical Office, 2012; Central Statistical Office, 2015).

Personal income tax (PIT) records collected by the Ministry of Finance are another source
of information on individuals working under civil law contracts. According to these data
number of taxpayers who settled PIT solely under civil law contracts was 1.04 million in
2015. However, the data do not cover people who worked under an employment contract
and a civil law contract in the same year. The Ministry of Finance data show large
increase in civil law contracts. In 2002 the number of taxpayers with only civil law
contracts was 0.58 million, by 0.46 million less than in 2015 (Figure 1). According to
these estimates civil law workers constituted 4.2% and 6.5% of total employment in
2002 and 2015 respectively.

2.1.2. Characteristics of workers under civil law contracts and firms employing them

The incidence of civil law contracts is especially high among young workers. According to
the LFS data, 11.9% of workers aged 15-24 worked on civil law contracts in 2016. The
incidence of civil law contracts decreases with age and in the age group of 45-54 only
1.7% workers worked under civil law contracts. However, workers aged 65 or more
experience increased risk of working under civil law contracts. In 2016, the share of civil
law contracts workers among all workers aged 65-74 was 8.0% (Figure 2). Hence, the
data clearly suggest an U-shaped relationship between the incidence of civil law
employment and age. It is also confirmed by the results of the logistic regression
presented in Table 1.

Figure 2. The share of workers on civil Figure 3. The share of workers on

law contracts by age, 2016 contract of mandate in age and
gender, 2016
16% -
14% -
10% - 12% -
10% -
8% -
5% - 6% -
4% A
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0% - 0% -
15-24 25-34 35-44 45-54 55-64 65-74 15-24 25-34 35-44 45-54 55-64 65-74
other civil law contract or multiple contract types Hwomen Emen

M contract to perform specified work
H contract of mandate

Source: own calculation based on Polish LFS data. Source: own calculation based on Polish LFS data.

Large incidence of civil law contracts among the young individuals is also visible in the
Ministry of Finance calculations (Figure 4). In 2015, the PIT taxpayers who earned
income under civil law contracts constituted 30% of all individuals aged under 26. The
ratio stabilizes at around 15% among prime-aged people.!

1 A large difference between the incidence of civil law contracts calculated with LFS data and with
the tax records data can be explained, at least partially, by the fact that the tax records cover all
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Civil law contract employment is feminised due to an overrepresentation of women in
contracts of mandate. According to the LFS data, the share of women among workers on
a contract of mandate equals 52.7%. Women constitute a majority of workers under a
contract of mandate in all age groups (Figure 3). The largest gender gap in this respect is
among the youngest workers. The share of women among workers under a contract to
perform specified work is 47.0% which is very close to the share of women among
workers on employment contracts (47.3%). As contracts of mandate make the majority
of civil law contracts in Poland, the feminisation ratio for all civil law employment is
51.4%. However, Table 1 shows that the higher incidence of civil law contracts among
women than among men can be attributed to the fact that women more often work in
occupations and sectors which tend to use these contracts. Once the effect of workplace
characteristics is accounted for, women are not significantly more likely to work under
civil law contracts than men.

Figure 4. The ratio of workers on civil law contracts to total population in
cohort, based on data from tax authorities and Social Security Institutions,
2015

0.35
0.3
0.25
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0.05
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Source: Dudek et al. (2017).

People working under civil law contracts are less educated than workers under
employment contract. In 2016, the share of people with tertiary education among
workers under civil law contracts was 23%, whilst among the workers under employment
contract it was 37%. Table 1 shows that less educated individuals were more likely to
work under civil law contracts even if the impact of other characteristics (e.g. occupation,
age) is accounted for. The education structure differs between the types of civil law
contracts (Figure 5). Workers with contract to perform specified work have education
structure similar to workers on employment contract (36% of them tertiary education).
The workers with contract of mandate are less educated than workers with other types of
contracts. Only 21% of them have tertiary education. In all age groups but the youngest
one (under 25), the share of workers under contract of mandate with tertiary education
is below the respective share for the workers under employment contract.

civil law contracts, including those for secondary jobs which are being omitted in the LFS, and very
short contracts, e.g. one-day contracts, which are very likely missed in the LFS. The Social Security
Institution (ZUS) data, which are also presented at Figure 4, show lower incidence of civil law
contracts than tax records data since ZUS data exclude workers on contract to perform specified
work as well as workers on contract of mandate if they either work on employment contract at the
same time or they are students under 26. The third reason explains sizeable difference between
taxation and ZUS estimates of the ratio for people aged under 26.
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Figure 5. Education structure of workers under different types of contract in age
groups, 2016
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Source: own calculation based on Polish LFS data.

Civil law contracts are relatively prevalent among students. According to the LFS data, in
2016 there were 513,000 individuals who studied and worked at the same time. 15% of
working students worked on a contract of mandate. But in the age group under 26, the
share of students working under a contract of mandate was 22%. Being a student under
26 is positively associated with chances to work under contract of mandate. Regression
results presented in Table 1 show that students under 26 are three times more likely to
work under a contract of mandate than the others. The fact that the share of civil law
contracts is particularly high among students aged up to 26 years can be attributed to
the rules of social security coverage. These individuals are automatically covered by
social security thanks to their student status so no contributions are paid if they work
under a civil law contract. On the other hand, all social security contributions have to be
paid if they work under an employment contract. This creates a strong incentive to
employ students aged up to 26 years under civil law contracts. In subsection 1.4 we
discuss the institutional incentives in more detail.

Workers under civil law contracts work part time more often than workers under
employment contract. According to the LFS 2016 data, 32% of workers under contract of
mandate and 36% of workers under contract to perform specified work were employed
part-time (Figure 6). The share of part time workers among those work under
employment contract was just 5%. The regression analysis (Table 1) shows that part-
time work increases the risk of working under contract of mandate five times in
comparison to people working full-time.

Figure 6. The share of part time workers by type of contract, LFS 2016
40% -~ 36%
35% - 32%
30% -
25% -
20% -
15% -
10% -
5% -
0% - . .

employment contract of  contract to other civil law

contract mandate perform contract or
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19%
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Source: Own calculations using LFS data.
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Figure 7. Firm size and civil law contracts, LFS 2016
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Civil law contracts are relatively popular in small firms. One third of workers under
contract of mandate or contract to perform specified work are work in small firms with no
more than 10 workers (Figure 7). By comparison, the share of employment contract
workers who work in small firms is 18%. The share of workers in large firms, with more
than 100 workers, is reverse: 17% for workers under contract of mandate, 19% for
workers under contract to perform specified work and 34% for workers under
employment contract. These patterns are confirmed by the regression results (Table 1).

Higher incidence of civil law contract employment is found among workers in large cities.
The analysis by the Ministry of Finance (Dudek et al. 2017) shows that the ratio of
taxpayers under civil law contracts to all taxpayers in a county positively correlates with
the urbanisation degree of county. The largest ratio is found in large cities (forming
separate counties) and in counties which embrace suburban areas around large cities.
The lowest ratio is found in predominantly rural counties located far from large cities.
This finding is reflected in the LFS data, both in the descriptive statistics and regression
results (Table 1). The share of workers on civil law contracts in cities with at least
100,000 inhabitants is 4.8%, compared with 2.7% for other cities and towns, and 2.2%
for rural areas.

Unskilled workers are more likely to work under contract of mandate (Figure 8 and Figure
9). Regarding occupations, the largest shares of workers working under contracts of
mandate are found for elementary occupations (8.9%) and service and sales workers
(5.9%). The regression results (Table 1) show that workers in elementary occupations
(ISCO major group 9), and skilled agricultural, forestry and fishery workers (ISCO major
group 6) have about 20 times higher risk of working under a contract of mandate
(instead of employment contract) than managers (ISCO 1). Services and sales workers
(ISCO 5) also had a higher risk of a civil law contract, especially of a contract of
mandate.

Regarding sectors, particularly high shares of civil law contract workers can be found in
accommodation and food services, and real estate, professional and support activities.
Workers in these sectors have high risk of work under civil law contracts also after
controlling for other personal and workplace characteristics (Table 1). When more
disaggregated data are used, private security activities, cleaning activities and activities
of call centres are found among subsectors with the highest incidence of contracts of
mandate.

The presented data suggest that the increase in prevalence of civil law contracts cannot
be attributed to the growth of digital economy. Only high call centres can be associated
with the growth of digital economy, whilst majority of activities with high incidence of
civil law contracts (elementary occupations, services and sales, jobs in accommodation
and food services) is typical for traditional economy, especially non-tradable services.
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Figure 8. The share of workers on civil law contracts by occupational groups,
2016
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Source: own calculation based on Polish LFS data.

Figure 9. The share of workers on civil law contracts by sectors, 2016
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Table 1. Characteristics of workers under civil law contracts (multinomial
logistic regression, relative risk ratios, reference level: employment contract)

relative risk of contract to perform

relative risk of contract of mandate o
specified work over employment

over employment contract

contract
model I II II1 I II III
gender females 1.57| ***| 0.85| ***| 0.92 0.99 0.63| ***| 0.76
education (ref. |[secondary 1.87| ***| 1.36| ***| 1.32| ***| 0.96 2.11 **1.87 *k
tertiary primary + basic voc. 2.46| ***| 1,51| *¥*| 1.36| ***| 1.12 2.86| ***| 2,35 **
age 15-24 5.96| ***| 3,03| ***| 2.69| ***| 3,01| *** 2,04 **| 1,64
(ref. 35-44)  [35.34 1.68| ***| 1,53 kx| 1,39 *¥k*| 1,18 1.17 0.96
45-54 0.89 0.91 0.92 0.67 0.66 0.72
55-64 1.60| ***| 1.27| ***| 1.27| *** 1.32 0.93 1.05
disabled 1.94| ***| 1.05 0.80 *| 1.18 0.64 0.53 *
student under 26 3.03| ***| 3,07| **x* 1.76 1.81
urbanisation cities less than 100k 0.56| ***| 0.61| **x* 0.55| ***| 0.65 *k
frzifr.e;OOk . rural areas 0.48 **¥ 0.55] *** i L 0.51)
region (ref. Kujawsko-Pomorskie 0.75 **10.76 *x 1.00 1.07
Dolnoslaskie)  |Lubelskie 1.21 1.27 * 1.20 1.32
Lubuskie 0.69| ***| 0.71 Hok 1.15 1.22
tbédzkie 1.09 1.05 0.44 0.45
Matopolskie 0.80 0.75 ok 0.90 0.81
Mazowieckie 1.33 ** 1,28 Hok 2.03 **| 1,98 ok
Opolskie 0.74 **0.72 *ok 0.97 0.95
Podkarpackie 0.80 **10.76 ok 0.47 0.48
Podlaskie 0.80 ** 0,82 1.38 1.54
Pomorskie 1.42| ***| 1.36| *** 1.32 1.25
Slaskie 0.84 0.86 0.85 0.86
Swietokrzyskie 1.08 1.07 1.58 1.74
Warminsko-Mazurskie 0.85 0.87 0.72 0.80
Wielkopolskie 0.80 *| 0.79 * 0.79 0.79
Zachodniopomorskie 1.12 1.16 0.70 0.77
part time work 5.68| ***| 5 33| **¥x* 8.75| ***| 7.88| **x*
ISCO (ref. 1) |2 4.65| ***| 4.74| *** 3.11 **|3.80 *ok
3 5.03| ***| 4,83 **x* 1.00 1.02
4 6.89| ***| £,32| **x* 1.11 1.08
5 13.17| **%|12.49| *** 1.13 1.09
6 2261 *~+[18.51 *** 2.96 3.03
7 5.12| *¥%| 547 **x 0.90 0.89
8 5.89| ***| £,18| **x* 0.53 0.44
9 5248 - [2068 221 2.11
NACE (ref. A 1.37 0.92
manufacturing |g 0.93 4.29 *x
) D+E 1.27 0.34
F 1.70| *** 1.75 *
G 0.86 0.68
H+J 1.93| **x* 2.63| **x*
I 1.84| *** 1.47
K 2.10| *k** 0.50
L+M+N 3.34| k** 2.62| k*xx*
(¢} 1.46 * 1.16
P 1.38 *ok 1.08
Q 2.80| *¥** 1.79
R+S 2.26| k** 3.48| **x*
private sector 3.10| **x* 6.72| **x*
firms with more than 10 workers 0.73] *x*x* 0.68 *k

_cons *okk * %k *okk * %k *okk *k ok
R~2 0.06 0.17 0.21 0.06 0.17 0.21

Source: Own estimations based on 2016 LFS data.
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2.1.3. Transition rates to standard employment

Data on labour market flows between civil law contracts and other labour market
statuses are not available. The only flow data available pertain to temporary contracts
which include fixed-term employment contracts and civil law contracts.

The probability of moving from temporary to permanent employment was increasing
between 2004 (15%) and 2007 (22%), but declined from 2009 onwards, and fell to 10%
in 2015 (Figure 10). The probability that a temporary contract worker with a tenure of up
to one year would remain in the same (temporary) job a year later rose from 50% in
2002 to 70% in 2015, whereas the probability that such a worker would move to a
permanent job dropped from 16% in 2002 to 7% in 2015. Among temporary workers
with at least one year of tenure on a temporary contract, the probability of remaining in
the same temporary contract rose from 62% in 2002 to 77% in 2015, whereas the
probability of moving to permanent employment declined from 14% in 2002 to 11% in
2015. At the same time, worker flows from permanent to temporary jobs increased from
1% in 2004 to 2% in 2011, and later declined to 1.4% in 2014. Since 2008, temporary
workers were increasingly likely to remain in temporary jobs and the average spell of
temporary contract has been rising (Lewandowski et al., 2017).

Figure 10. Labour market flows from temporary work, 2002-2014, people aged
15-64 (in %)
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Note: Yearly flows.
Source: Lewandowski and Magda (2017).

2.1.4. Institutional incentives for the use of the particular form of employment

A contract of mandate provides an individual with right to social security and health
insurance. An employer who hires a worker under a contract of mandate is required to
make social security contributions on behalf of the worker. If the contract of mandate is
the worker’s only source of social insurance, all the worker’s social security contributions
have to be paid. However, the parties often try to reduce the total tax wedge. Until 2015,
it was possible thanks to a clause that stipulates that, if the worker has another source of
social insurance — e.g. from an employment contract, from another contract of mandate,
or from being a student aged up to 26 years — then the employer is not obliged to make
any social security contribution in conjunction with the contract in question. Thus, a
worker earning the minimum wage from an employment contract and additional income
from a contract of mandate faced substantially lower tax wedge than a worker earning
the same income from employment contract.

In January 2016, more strict regulations regarding social security contributions required
under contracts of mandate were introduced. Since 2016, if an individual works under
multiple contracts of mandate or contract of mandate coincides with an employment
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contract, it is required that social security contributions are made from earnings up to
minimum wage (social security contributions are always obligatory under an employment
contract). For instance, if an individual has three contracts of mandate with gross
earnings: 1200 PLN, 800 PLN and 700 PLN, an individual must pay social security
contributions from the first two contracts (the minimum wage in Poland is 2000 PLN in
2017), and the third contract is exempted from social security contributions. The contract
of mandate is always levied with personal income tax and health insurance contributions.

An employer who hires a worker under a contract to perform specified work is not
required to make any social security contributions or health insurance contributions on
behalf of the worker. The worker is only required to pay personal income tax. The size of
the tax depends on whether the contract involves a transfer of copyright related to the
outcome.2 In 2015, the income tax effectively ranged from 6.3% to 14.1% of the total
labour cost for gross pay between PLN 1 750 and PLN 15 000 per month. In contrast, for
an employment contract (both open-ended and fixed-term), the total tax wedge,
including social security contributions, was much higher, ranging from 39.3 % to 42.7%
in the same wage bracket.

Moreover, until July 2016, minimum wage did not applied to civil law contracts. Since
July 2016, an hourly minimum wage applies to contracts of mandate. Contracts to
perform specified work remain exempted from minimum wage.

2.1.5. Why people take up the particular form of employment

Civil law contracts are much more often the requirement of an employer than the free
choice of an employee. More than 80% people working under the contract of mandate or
contract to perform specified work declared that they did not have a choice as the
employer offered only such a form of employment (Table 2). The shares are lower (about
40%) in the case of mixed form that means simultaneous concluding different contracts
or other civil law contracts.

Table 2. The reason of working under civil law contract (%)

Employee’s choice Employer’s requirement
Contract of mandate 16 84
Contract to perform specified work 17 83
Mixed form 60 40
Other civil law contract 57 43

Source: Own calculations based on Polish LFS module 2014 1V 'Atypical forms of work’.
2.2.  Incomes of people working under civil law contracts

Individuals working under civil law contracts earn less than workers on employment
contracts.3 However, contracts to perform specified work are associated with higher
hourly wages than contracts of mandate. According to the LFS data, in 2016 the median
hourly wage of individuals working on employment contract amounted to 12.5 PLN, while
the median hourly wage of individuals working solely under contract of mandate was 9.4
PLN, and the median hourly wage associated with contract to perform specified work was
11.3 PLN. The wage distribution for contracts to perform specified work exhibits a thicker

2 Taxation is lower if the author (contractor) transfers copyright to the contractee. Copyright may
apply to a spectrum of creative, intellectual and artistic works.

3 Magda and Potoczna (2014) and Lewandowski et al. (2016) provide empirical evidence for Poland
showing that in general temporary contract workers, including workers on civil law contracts, are
paid less than workers employed under open-ended contracts, even after factoring out the
influence of individual characteristics, such as gender, education level or work tenure.

18





Case study - Gaps in access to social protection for people working under civil law
contracts in Poland

right tail than the distributions for employment contracts and contracts of mandate
(Table 3 and Figure 11). This observation is in line with the fact 1/3 of individuals who
work solely under a contract to perform specified work are specialists (major group 2 in
ISCO classification).

Table 3. Hourly wages and feminisation ratio, 2016

After-tax hourly wages [PLN]
3 Share of women
median 9-decile
Employment contract 12.50 23.43 47.3%
Contract of mandate 9.38 16.67 52.7%
Contract to perform specified work 11.25 41.66 47.0%

Notes: hourly wages are calculated using information on monthly incomes after taxation for the month before
the interview and usual number of hours worked a week.
Source: own calculations based on LFS data.

Figure 11. Distribution of declared hourly wages after tax, PLN, 2016
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Source: own calculation based on Polish LFS data.

According to the taxation data, median annual income from civil law contracts is between
3000-4000 PLN (cf. Figure 12). This is about twice the monthly minimum wage. It
suggests that civil law contract is to large extent casual or part-time.

Figure 12. Distribution of personal income from civil law contracts declared for
taxation, thousand people, PLN, 2015
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Source: Dudek et al. (2017).
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Civil law contracts are concentrated in the bottom of earnings distribution. The Figure 13
presents composition of employment types for different quantiles of earnings from the
main job. In the lowest quantile, the share of civil law contracts is 10.4%, whilst 3.6% in
the second, and around 2% in the third to fifth one. The low position of workers under
civil law contracts, especially individuals who work under contracts of mandate, come
from two sources: low hourly wage and large incidence of part time work. Unfortunately,
there is no information on the position of civil law contract workers in wealth distribution
based on available data.*

Figure 4. Position of workers under civil law contracts in earnings distribution,
quantiles, LFS 2016
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Notes: The results must be treated with reservation. The data on earnings in the Polish Labour Force Survey
have limited reliability. The share of missing responses is as high as 69%. The missing data are not random as
individuals with high earnings are more likely to decline to answer. The self-employed are not covered at all.
The earnings refer to earnings only from the main work. The earnings from additional sources such as second
work, benefits, rental incomes etc., are not included.

Source: Own calculations using LFS data.

The Polish law states that civil law contracts may not be used to employ workers who are
supervised by the employer and who perform work in a location designated by the
employer. The employers can be controlled over the proper use civil law contracts by
officers of Chief Labour Inspectorate (National Workplace Inspection, 2003 and further).
The inspections aimed at controlling the use of civil law contracts were gradually
becoming less frequent. In 2002, violations of this rule affecting 17,400 workers were
detected. By 2008, this number had fallen to 8,000. Since 2013, the Chief Labour
Inspectorate has reported both the number of inspections and the number of violations.
There were 8751 such inspections and 3313 (38%) violations in 2013; 14,028
inspections and 3525 (25%) violations in 2014; 13,043 inspections and 3482 (27%)
violations in 2015; and 3970 inspections and 1495 (37,7%) violations in 2016. Because
of the increase in the total number of these contracts, the probability of inspection
declined from at least 3% in 2002 to around 1% in 2008-2015.

4 In 2014 the National Bank of Poland conducted a study “Household Wealth and Debt in Poland” which is one
of very few sources of information on wealth distribution in Poland. The study reveals that income and wealth
positively correlated. However, no information on wealth of civil law contract workers is provided. We might
intuitively claim that civil law contract workers should be at the low part of wealth distribution as they are
usually younger and less remunerated than employment contract workers. The NBP report can be found here:
https://www.nbp.pl/en/publikacje/inne/bzgd/bzgd_2014_en.pdf.
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3. DIFFICULTIES FOR PEOPLE WORKING UNDER CIVIL LAW CONTRACTS IN POLAND OF
ACQUIRING THEIR OWN SOCIAL PROTECTION RIGHTS

The incentives to use civil law contracts in Poland are largely on the employers’ side.
Unlike the employment contracts, the civil law contracts are not regulated in the Labour
Code and thus do not provide employees with protections or rights guaranteed by the
Labour Code. As a benchmark, workers’ rights associated with an open-ended
employment contract are as follows (Arak et al., 2014):

e Social security contributions paid by employer which includes contributions for:
pension fund, disability pension fund, accident insurance, the Guaranteed
Employee Benefits Fund and the Labour Fund (and workers are obligated to pay
contributions for pension fund, disability pension fund and sickness insurance; as
well as contribution for health insurance in National Health Fund).

e Remuneration paid in specific amount and on specific time. It must be not lower
than the minimum wage established by the government.

e Regulated working time (not more than 8 hours a day on average) and not more
than 40 hours a week on average. The number of overtime hours may not exceed
150 hours per year, however the total number of hours worked in a week may not
exceed 48 hours.

e Paid holiday leave granted to the worker in the amount of 20 working days per
year if the worker has been employed for less than 10 years, and 26 working days
if he/she has been employed for more than 10 years (including years of full-time
education). Additionally, the worker is entitled to unpaid leave.

¢ A woman who gives birth to a baby and, to a certain extent, her partner are
entitled to maternity (parental) leave.

e Occupational health and safety (OHS) and ensuring appropriate working
conditions (lighting, temperature, chair and even subsidy for glasses necessary to
work on computer).

e Reason for dismissal needs to be stated.

e Possibility to file a complaint for unfair dismissal with the Labour Court (and, if the
case is won, reinstatement to work).

e Notice period: 2 weeks if the worker has been employed for less than 6 months, 1
month if the worker has been employed for at least 6 months, 3 months if the
worker has been employed for at least 3 years.

e Severance payment in case of redundancy.

e Membership in a trade union.

Some of the above mentioned rights do not apply to people on civil law contracts, in
particular: working time regulations, holiday leave, occupational health and safety rules,
ensuring appropriate working conditions, possibility to file a complaint with the Labour
Court and severance payment. Other, concerning people under civil law contracts to a
limited extent, are described below and summarised in Table 4.

Under civil law contracts, the minimum wage was not binding until July 2016. Afterwards
it has been binding for contracts of mandate. Likewise, the notice period for the contract
of mandate is not guaranteed (though it can be stated in the agreement). So it can be
terminated, both by employer and employee at any time and with no reason of dismissal
needs to be stated. Furthermore, an individual who is working under a civil contract is
not entitled to obligatory paid leave, sick leave, severance pay or maternity leave (unless
the worker voluntarily made the sickness contributions that are obligatory for workers
under Labour Code contracts). The Civil Code does not restrict the number of civil
contracts a worker can enter into with a given employer, so individuals may be trapped
into signing a series of civil contracts over a long period of time.
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Individuals who work under contract of mandate or contract to perform specified work
are excluded from membership in trade unions. This rule was declared unconstitutional
by the Constitutional Tribunal in 2015. The constitution guarantees the freedom to start
and to operate a trade union (art. 12). However, this right was long interpreted as
applying to employees only. The Constitutional Tribunal ruled that a worker who is
employed under a civil law contract also has the right to join a trade union. The
legislation is about to change and the right to join a trade union will be extended at
workers under civil law contracts, but at the time of writing in October 2017, the law on
trade unions has not yet been changed.

Table 4. Features of the various employment contracts in Poland

) . Employment contracts Civil law contracts
Benefits and rights Permanent Fixed-term Contract to perform
of workers d ) it d
(PC) (FTC) Contract of mandate e
Yes, but can be relatively
Soaal_sec_urlty Yes Yes low or may not_ apply to No
contributions all contracts signed by
an individual
Health insurance Yes Yes Yes No
Paid leave Yes Yes No (upon agreement) No (upon agreement)
Minimum wage coverage Yes Yes Yes, since July 2016 No
Yes, but
: . shorter than
Period of notice Yes in PC until Upon agreement Upon agreement
2016
Ju;tlflgatlon for Yes No No No
terminating contract
Severance pay Yes Yes Upon agreement No

Source: Lewandowski et al. (2017).

A contract of mandate provides an individual with right to social security and health
insurance. An employer who hires a worker under a contract of mandate is required to
make social security contributions on behalf of the worker. If the contract of mandate is
the worker’s only source of social insurance, all the worker’s social security contributions
have to be paid. Until 2015 if the worker had another source of social insurance — e.g.
from an employment contract, from another contract of mandate, or from being a
student aged up to 26 years — then the employer was not obliged to make any social
security contribution in conjunction with the contract in question.

In January 2016, more strict regulations regarding social security contributions required
under contracts of mandate were introduced. Since 2016, if an individual works under
multiple contracts of mandate or contract of mandate coincides with an employment
contract, it is required that social security contributions are made from earnings up to
minimum wage (social security contributions are always obligatory under an employment
contract).

As contract of specified work does not require any social contribution to be paid, workers
working solely under a contract of specified work are excluded from numerous social
protection rights. No pension contributions are made. The contract of specified work does
not cover health care insurance.

Individuals who are not covered with obligatory health insurance or other provisions can
insure themselves voluntarily in National Health Fund (NFZ). However voluntary
insurance in National Health Fund plays a minor role. At the end of 2010 there were only
26,000 people voluntarily insured in NFZ, out of 37.2 million individuals insured in NFZ
(Golinowska, 2012).

Persons who do not meet the conditions for compulsory pension or disability pension
insurance also can insure themselves individually in the Social Insurance Fund. In such a
case the declared amount is used as a contribution basis but it cannot be lower than a
minimum wage. Although there is no available data on the scale of voluntary pension and
disability pension insurances, it does not seem to be significant.
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4. CLOSING SOCIAL PROTECTION GAPS, COVERAGE AND ACCESS BY OTHER MEANS
4.1.  Possibilities of gaining access through derived social protection rights

Access to health care is enshrined in the Polish constitution, but in practice it is possible
that selected groups are non-covered by health insurance. Individuals working only
under contracts to perform specified work and who have no other source of income that
would imply coverage by social security constitute the key group. All other groups of
workers are covered by health insurance, and so are pensioners (coverage by pensions is
almost universal, elderly can also be covered by their children's health insurance),
including disability pensioners, as well as children and students (until they finish
education, but up to the age of 26 years). Also farmers and farmers' families are fully
covered by the public health insurance system.

According to the Ministry of Finance (2017), the upper bound estimate of the number of
individuals working only under contracts to perform specified work is approx. 162,000
workers (in 2015). However, the true number of people who are uncovered is probably
lower as some of these workers may have access by other means. According to the LFS
data, in 2016 36,000 people declared working under contract to perform specified work
in their main job. This number may be underestimated. Contracts to perform specified
work are often of short duration so many of them may be not observed at the time of the
survey. In any case, nearly half of individuals with contract to perform specified work are
supposed not to be covered by social insurance by some other mean (Table 5).

Table 5. People working under civil law contract not covered by health
insurance and with derived rights, 2016

Thousand Percentage of total

All 36 -

Pensioners 6 16%
Disability pensioners 0 1%
Students under 26 years 3 9%
:—Iljas\l:irnagncea spouse covered by 9 259,
Farmers or farmers' family 1 3%
None of above 16 46%

Note: Numbers and percentages for every category which grants access to derived rights are given for
individuals who are not entitled thanks to other means in all rows above.
Source: own calculation based on Polish LFS data.

4.2.  The household situation of people working under civil law contracts in
Poland

About three fourth of people working under civil law contracts live in households where
the main source of income is paid employment (Table 6). In nearly 15% of them the
main source of income comes from retirement pensions.

Table 6. Main source of household incomes for people working on civil law
contracts, 2016 (%)

Contract of mandate Contract to perform specified work

Paid employment 77 75
Work on own agricultural holding 1 2
Self—employment outside private 4 4
agriculture

Retirement pension 13 14
Disability pension 1 2
Pre-retirement benefit 0 0
Other social benefits 2 2
Other non-earned source of 1 1
maintenance

Source: own calculation based on Polish LFS data.
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More than half of people working under civil law contract do not live with partner (Table
7). Among those who live with partner - most frequently the partner works on
employment contract.

Table 7. Labour market status of partner for people working on civil law
contracts, 2016 (%)

Contract of mandate Contract to perform specified
work
No partner in household 56 55
Self-employed 4 7
Employee - Labour Code contract 21 24
Employee - civil law contract 4 1
Unemployed 2 1
Inactive 12 11
Other 1 0

Source: own calculation based on Polish LFS data.

There is a possibility to purchase private health insurance. However, the private health
insurance market is dominated by group insurance policies (paid partially by employee
and partially by employer) so it concerns those with employment contracts. The number
of individual insurance policies was 272,000 in 2015 and 386,000 in 2016. The available
data do not allow to identify how many of them were purchased by people working under
the contract to perform specified work.

5. COSTS OF CROSS-SUBSIDISING CIVIL LAW CONTRACTS IN POLAND

Differences in regulations applied for the various employment contracts in Poland
translate into inequalities in the access to social protection rights. This has an impact on
the financial flows between labour market segments, in particular in one labour market
segment cross-subsidising the social protection benefits of the other segment.

There is a rather small cross-subsidising effect in case of income tax payments. The
income tax rates are equal for employment contracts and civil law contracts. Employees
working on civil law contracts are usually allowed to apply higher deductible costs than
employees on employment contracts, but at the same time the reduction of income tax
base due to social security contributions paid is usually lower in their case.

Certainly, a greater cross-subsidising effect between labour market segments occurs in
social security system. It can be divided into three elements:

e current differences in sickness and accident contributions paid and benefits
received between labour market segments,

e lower expected retirement benefits in civil law contracts segment resulting in
greater minimum pension subsidies, which will have to be covered by
contributions from other segments,

e past and future losses and gains in pension system revenue and expenditure, due
to lower contributions paid by people working under civil law contracts (cross-
subsidising of past and future pension expenditure).

In the next three subsections we separately analyse each of these three effects.
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5.1.  Cross-financing of sickness and accident transfers between labour market
segments

Differences in the obligation to pay social insurance contributions and the range of social
protection rights between labour market segments (as indicated in section 2) also
translate into some current asymmetries in terms of contributions paid to and benefits
received from the social protection system by particular groups. That is the case in
particular in sickness and work accident social insurance, as transfers related to these
categories are paid mostly during working life.

Since 2014, people working under employment contracts contribute virtually the same
total amount of sickness and accident contributions as they receive each year in transfers
from these components of social protection system (Table 8). However, among the self-
employed and individuals working under civil law contracts it is not the case. In
particular, the self-employed receive much more transfers than contributions paid, while
people working under civil law contracts pay more than they receive. In 2016 the
sickness, carer, rehabilitation and maternity allowances or benefits received by the self-
employed were almost 2.5 times higher than the sickness and accident contributions paid
by this group. In absolute terms this translated into a 1.7 billion PLN gap. At the same
time, people working under civil law contracts received in benefits only 77% of the total
amount of contributions paid. This share was even lower in 2011 and 2012 when it
amounted to around 50%.

Table 8. Sickness and accident contributions paid and transfers received by
employees, the self-employed and individuals working under civil law contracts,
2011-2016 (million PLN, current prices)

Segment Category 2011 | 2012 | 2013 | 2014 | 2015 | 2016

sickness and accident contributions 14 589 (15126 [15234 |15473 |16 201 |16 955

sickness, carer and rehabilitation

- 7658 (8235 (8808 (8921 |9801 10 814
benefits/allowances

Employment

maternity allowances 2850 (3392 (3764 |5606 |6110 |6533
contracts
cqntrlbutlons - transfers (monetary 4 081 3498 2662 945 290 392
difference)
contributions - transfers (% difference) |28% 23% 17% 6% 2% -2%
sickness and accident contributions 951 1 041 1132 1121 1137 1199
S|ckne_ss, carer and rehabilitation 860 1014 1277 1 450 1757 1737
benefits/allowances
Self- maternity allowances 149 230 508 1 068 1371 1122
employment
contributions - transfers (monetary 58 204 652 1397 |-1991 |-1661

difference)

contributions - transfers (% difference) [-6% -20% |-58% [-125% (-175% |-138%

sickness and accident contributions 169 191 209 233 261 316

sickness, carer and rehabilitation

- 68 87 104 123 149 179
benefits/allowances
Civil law maternity allowances 11 15 22 42 53 65
contracts
contributions - transfers (monetary 90 90 82 68 59 72

difference)

contributions - transfers (% difference) |[54% 47% 39% 29% 23% 23%

Source: own calculations based on data received from Social Insurance Institution.

The increase in transfers received (in comparison to contributions paid) has been
recorded among all three groups, and it resulted from the decision to extend the
maternity leave from 6 to 12 months (introduced in 2013), and expand the coverage of
maternity leaves to the self-employed, individuals working under civil law contracts (as
well as students and the unemployed). The increase in spending on maternity allowances
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was the largest among employees (2.8 billion PLN between 2012 and 2016), followed by
the self-employed (900 million PLN) and civil law contract workers (90 million PLN). At
the same time, the total contributions paid by the employees rose by 1.8 billion PLN
while contribution paid by the self-employed rose by only 150 million PLN, and
contributions paid by individuals working under civil law contracts rose by 125 million
PLN. As a result, in 2016 the civil law contract workers contributed more than they
received in transfers while the self-employed were cross-subsidised to the largest extent.

5.2.  Cross-subsidising of expected retirement benefits

In the Polish defined-contribution pension system, high incidence of civil law contracts
leads to lower expected retirement benefits. This is the not only the consequence of
lower contributions paid, but also of more irregular employment cycle in the case of civil
law contracts in comparison to employment contracts. This translates into lower numbers
and amounts of contributions paid by workers, and therefore lower retirement benefits in
the future. Moreover, due to indexation and accumulation of interest on the collected
contributions, the earlier in the life cycle work on civil law contract occurs, the higher is
the potential loss.

Previous research (Lewandowski, Stronski and Keister 2016) shows that a career in the
civil law contracts segment significantly affects the level of expected retirement benefit.
It leads to lower the future pension by PLN 538 (in constant prices of 2015) for men and
PLN 428 for women. This translates into a difference amounting 17.7% in the case of
men and 17.2% in the case of women, with respect to the expected retirement benefit in
the segment of employment contracts. In terms of retirement benefit as a percentage of
the last wage before retiring, the difference is 12 pp for men and 9 pp for women,
respectively (Figure 14-15).

Figure 14. Expected retirement benefit Figure 15. Expected retirement benefit

in the employment contract segment in relation to expected last
and the civil law contract segment by remuneration before reaching
sex (in PLN, 2015 prices). retirement age in the employment

contract segment and the civil law
contract segment by sex (in %).

3.621 9
4.000 60% 50%
2.981 3.083 50%
3.000 2.553 0 38% 39%
40% 30%
2.000 30%
20%
1.000
10%
- 0%
Men Women Men Women
memployment contract (constant prices 2015) memployment contract (constant prices 2015)
civil law contract (constant prices 2015) civil law contract (constant prices 2015)

Source: Lewandowski, Stronski and Keister (2016).

The obligation to pay contributions for all contracts of mandate from the minimum wage
level (effective from 1 January 2016) allows closing 1/4 of the pension gap between
labour market segments. The impact of this regulation is slightly greater in the case of
women (it enables bridging 4.5 pp of 17.2% gap) than in the case of men (4.3 pp of
17.7% gap). This is related to lower average pay among women. For the same reason -
lower average pay - the impact is larger on poorly educated persons than on well-
educated persons.

Lower expected retirement benefits means that more individuals in the future will be
covered by the minimum pension guarantee. This translates into higher future cost of
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subsidies to minimum pensions. Therefore high incidence of civil law contracts results in
a cross-subsidising of future retirement benefits - the higher future cost of subsidies to
minimum pensions (caused by current high incidence of civil law contracts) will be
covered by contributions paid by people working in the other labour market segments.

5.3.  Cross-subsidising of past and future pension system expenditure

Widespread use of civil law contracts in Poland has its impact not only on the level of
expected retirement benefits, but also on the financial situation of the whole pension
system. One the one hand, lower numbers and amounts of contributions paid by workers
due to civil law contracts reduce the pension system revenue, but on the other hand in a
defined-contribution pension scheme this translates into lower pension system liabilities.
However, the impact on the pension system revenue and spending is not the same -
both in terms of the magnitude of the effect (i.e. because of minimum pension
regulation) and the moment the effect occurs - therefore it has also consequences for
pension system balance.

Previous research (Lewandowski, Sawulski and Stronski 2016) shows that in the recent
years growing prevalence of civil law contracts had almost no impact on pension
spending, but significant impact on revenue from contributions. The accumulated value of
pension system revenue losses is estimated to have reached PLN 26.2 billion in 2005-
2015, out of which PLN 21.4 billion were revenue losses in the first pillar (PLN 1.9 billion
per year on average) and PLN 4.9 billion were revenue losses second pillar (OPFs)
revenue (PLN 0.4 billion per year on average) (all values expressed in constant 2015
prices). Because of high incidence of civil law contracts revenues from contributions were
by at least 2.2% (in 2009) and by as much as 3.1% (in 2015) lower in comparison to no
civil law contracts scenario (Figure 16).

Figure 5. Loss of pension contributions as a consequence of the use of civil law
contracts in Poland, 2005-2015 (billions of PLN, 2015 prices)
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Source: Lewandowski, Sawulski and Stroriski (2016).

Figure 17. Impact of different labour market scenarios on the pension system
balance, 2020-2050 (billions of PLN, 2015 prices)
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The future impact of labour market segmentation on revenues from pension contributions
will be noticeable, but will gradually decrease. In 2020, the impact of segmentation is
estimated to account for 4.2% of the contribution revenue gap and after 2030 - approx.
3.5%. This results from both the expected decrease in the share of workers employed
under civil law contracts (due to demographic changes and rising share of tertiary
educated workers) and the obligation to pay contributions on at least a minimum wage
basis (from 2016).

However, the obligation to pay social insurance contributions at least on a minimum
wage basis does not offer a sustainable (long-term) solution to the problem. It allows to
close nearly half of the revenue gap resulting from high incidence of civil law contracts
(PLN 2.3 billion out of PLN 5 billion) by 2020, but less than 1/10 of the revenue gap after
2040. The relative impact of this obligation declines over time because the share of least-
educated workers, who are the most likely to be covered by this rule, declines over time.

Contrary to revenues, the longer the projection period, the higher the difference of
pension fund spending between the labour market scenarios. Until 2030, the differences
do not exceed PLN 1 billion (in 2015 prices), but in 2040 they reach PLN 2.1 billion (1.1%
of spending in the benchmark segmentation scenario) and in 2050 - 5.2% (1.9% of
spending). These are the results of both - deferred consequences of the lower
contributions paid in the past and in the years to come, as well as higher percentage of
individuals who will receive the minimum pension in the future. As a result, the labour
market segmentation deteriorates the pension fund balance both in the short- and in the
long-term. According to the estimates, its impact over the entire forecast period amounts
to approximately PLN 5 billion annually (in 2015 prices) (Figure 17).

The deterioration of the pension system balance due to widespread use of civil law
contracts in both - the past and the future - means that people working in other labour
market segments suffer greater burden of maintaining pension system. Thus, the losses
in pension system revenues (not fully compensated by future expenditure reduction)
have to be cross-subsidised by higher contributions imposed on other employment
segments.

6. POTENTIAL BENEFITS RESULTING FROM THE USE OF CIVIL LAW CONTRACTS

It is possible that the availability of less regulated, less costly civil law contracts have
induced some additional labour demand which would not have occurred if these contracts
were not available. Unfortunately, the estimation of a potential employment effect of
temporary contracts in Poland is not possible due to the lack of an appropriate
instrument for measuring these effects. This caveat applies to both civil law contracts
and fixed-term employment contracts, especially that until 2016 both these contract
forms were grouped in the LFS as temporary contracts. The proliferation of temporary
contracts was not preceded by any significant changes in the labour code. The legal
conditions for using temporary contracts were identical for all workers and firms,
regardless of firm size, sector, or occupation. Thus, it is not possible to assess the causal
impact of temporary contracts on employment using a natural or a quasi-natural
experiment approach.

However, Lewandowski et al. (2017) used a stylised labour demand model to quantify
the upper bound of a potential job creation effect due to lower labour costs incurred
through the use of temporary contracts. They accounted for three sources of differences
in the labour costs associated with permanent and temporary contracts in Poland. First,
differences in the indirect costs of more stringent regulations on the termination of an
open-ended contract that result from difficult-to-measure items such as the inability to
lay off workers in case of reduced demand, severance payments, notice periods, the
potential costs of resolving disputes, and the costs related to forgone wages. Second,
differences in the social security contribution levels (particularly for the employer)
required by (some) temporary and open-ended contracts. Third, a wage penalty
associated with temporary jobs.
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Under the assumption that all labour cost savings allowed by less costly temporary
contracts were used by firms to employ more workers, Lewandowski et al. (2017) found
that a potential net employment effect did not exceed 4% of dependent employment in
2015. However, they cannot rule out the possibility that the net employment effect was
zero. If any of the labour costs savings offered by temporary contracts were channelled
into higher firm profits or higher wages for permanent workers, the job creation effect
would have been smaller; and, in the extreme case, close to zero. There are no data to
assess how firms utilised these labour cost savings.
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SUMMARY

Casual work in the form of contractual day-labour has been legally endorsed in Romania
by the Law 52/2011, which followed shortly the revised labour code (Law 40/2011) that
significantly deregulated the labour market and limited trade unionism. In its initial
version, the law represented a sharp departure from the principles of social insurance
and historically established labour rights such as the right to a minimum national gross
wage or collective labour contracts. While the subsequent revisions of the law, especially
in 2014 and 2015, introduced some more responsibilities for the beneficiaries of day
labour, the exemption from the payment of social insurance contributions (pensions,
health care, unemployment, and paid sick and maternity leaves) had been maintained,
and insurance remained voluntary and fully covered by the day-labourers.

The rationale to grant the legal possibility of using day-labour consisted of tackling
undeclared work, especially in the large agricultural sector that extensively employed
seasonal workers. The new law granted the possibility of employment on a daily basis,
with the minimum obligation to pay the flat-rate income tax (16%) and to provide for the
hospitalization/ funeral costs in case of workplace accidents. Minors aged 15 can work as
day-labourers only with the written approval of their parents. A maximum of 90
days/year can be worked as day-labour for the same beneficiary, with the exception of
agriculture, where the threshold was extended to 100 days/year. The domains where
day-labour can be performed were set by the law and the nature of work restricted to
unqualified labour. The leasing of day-labourers for a third party was prohibited.
Economic agents that utilize day-labour should submit monthly a register to the Labour
Inspection, signed by each labourer.

As compared to 2011, when cca. 170.5 thousand day-labourers were registered, by 2016
their number increased 4.7 times, reaching 803.6 thousand persons. Their share in the
total labour force expanded from 1.2% in 2011 to 6.7% in 2016. The number of legal
entities using day-labour also increased from 4.8 thousands in 2011 to 24.1 thousands in
2015. According to the statistics of the Labour Inspection, 80% of day-labour is
performed in agriculture (including vineries, orchards and animal husbandry), forestry
and fisheries. This sector typically employs persons with lower levels of education, who at
times combine seasonal work abroad with casual work in Romania. A smaller share of
day-labour was registered in the case of organizing events or leisure activities, more
frequent in urban areas and typically employing students.

Given that “day-labourer” does not constitute a statistical category for occupied persons
in the reports of the National Institute for Statistics, there is a lack of publicly available
information and reliable micro-data that could allow the demographic profiling of day-
labourers, as well as estimations regarding their uptake of various social protection
benefits and services. However, given the unqualified nature of work, prevalence in the
agricultural sector, and low incomes, most probably they can hardly afford paying
voluntarily all social insurance contributions.

For 2017, the estimated loss of the public social insurance systems due to the replacing
of regular employment contracts at the minimum wage with day-labour is around 1,824
million Ron.

Since 2015 it has become legally possible to cumulate income from day-labour with
social assistance benefits granted under the law on the Guaranteed Minimum Income
(Law 416/2001, GMI), and, as a collateral provision under GMI, to benefit from public
health care insurance covered from the national budget. Consequently, in the particular
case of day-labourers who lack imputable assets that would disqualify them from GMI,
and who are willing to perform the required community work, there is a cross-subsidizing
of labour. The main beneficiaries of this cross-subsidizing are the economic agents from
the agricultural sector, as they employ the largest share of day-labour.
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1. THE LABOUR MARKET AND SOCIAL SITUATION OF CASUAL WORKERS IN
ROMANIA

1.1. Origins and drivers of the Law on Day-Labourers 52/2011

In 2011, Romania adopted significant changes to its Labour Code (Law 53/2003). The
new regulations set by the Law 40/2011 (published in the Official Monitor of 31 March
2011)' lessened the conditions for hiring fixed-term temporary employees, allowed an
indefinite number of trial periods for the same job within a year, and hardened trade
unionism. Less than one month later, Law 52/2011 (published in the Official Monitor of
20 April 2011) regulated “occasional activities carried out by day-labourers.” The law was
unprecedented in the Romanian welfare and labour legislation as it represented a sharp
departure from the principles of social insurance and historically established labour
rights, such as the right to a minimum national gross wage, paid sick and maternity
leave, as well as to collective labour contracts, particularly in economic sectors with
strong trade unions.

The Democrat-Liberal Government of the time® explained the rationale of the law as
offering work opportunities for unemployed persons who could hardly find regular
contractual employment due to their low levels of formal education and professional
qualifications. The new law also aimed at providing the legal framework for “flexible
employment,” understood as the right to work and to hire workers in an irregular,
temporary fashion, without the obligation to pay social insurance contributions. It
intended to tackle undeclared work by offering more simple bureaucratic means for
occasional labour, and also to improve the taxation of earnings from informal work, as
employers of day-labourers were obliged to deduct and transfer to the territorial tax
authorities the 16% flat rate income tax for the day-labour performed.

The terminology of the new law is specified in Art. 1:

“Day-labourer”: an able-to-work person who performs occasional unqualified
labour for a beneficiary;

“Beneficiary”: a legal entity for whose benefit the day-labourers are working;

“Register”: a special register created by the beneficiary in order to keep a clear
daily record of day-labourers, which should be signed by the day-labourers
(including for receiving the payment for their work). The Register ought to be
transmitted monthly to the Territorial Labour Inspection (Inspectoratul Teritorial
de Munca, ITM), a decentralized agency of the national Labour Inspection that
functions under the Ministry of Labour and Social Justice.

Another important driver of the law consisted in the need for cheap labour in the
relatively large Romanian agricultural sector, which traditionally employed seasonal
workers or day-labourers either by signing individual fixed-term labour conventions
(contract de prestari servicii) or by relying on informal verbal agreements outside of the
legal framework. The fact that, especially in rural areas, people regularly participated in
informal seasonal agricultural work was well-known to local and national authorities. This

lSee the text of the revised Labour Code, Law 40/2011:
http://www.dreptonline.ro/legislatie/noul cod al muncii legea 40 2011 modificare codul m
uncii.php (Retrieved: 20 October 2017).

2 The Democrat-Liberal Cabinet was formed around the Democrat-Liberal Party (PDL), with Emil
Boc as Prime Minister. The president of Romania at the time, Traian Basescu, former leader of
PDL, had a strong influence on the government.
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is reflected in the methodological norms of implementation of the law on Guaranteed
Minimum Income (Law 416/2002, GMI) which, until 2014, stated that regardless of the
proven income of GMI applicants or beneficiaries, for the season of agricultural work an
estimated informal income should be imputed based on the local council’s decision. This
requirement was changed by Law 18/2014, which allowed for the cumulating of social
assistance benefits under GMI with income from day-labour.

Since its introduction in 2011, the law went through several changes, most importantly
the revisions of 2013 (Law 277/2013), 2014 (Law 18/2014), and 2015 (Law 154/2015).
In the moment of writing (October 2017), there is a new revision proposal issued by the
Ministry of Labour and Social Justice, which has been already approved by the
government and submitted to the Parliament for debate and vote.

The main modifications introduced by Law 277/2013 concern: the expansion of the
possibility of self-employed entrepreneurs and family businesses to use day-labour; the
permission to hire children aged 15 to 16 as day-labourers with the approval of their
parents, which should be written and signed in the Register (all minors could work only
six hours per day and only at workplaces that do not endanger their healthy
development); further financial sanctions in case that persons hiring day-labourers use
them to benefit a third party. The new law also asserts that the payment can be done not
only daily, but also at the end of the week, insofar as the Register is signed accordingly.
Unlike in the initial law, payments through bank transfer become possible. The range of
economic domains where day-labour can be performed is expanded slightly.

The Law 18/2014 corrects some important gaps in the initial law, most importantly those
concerning safety regulations at work, the obligation of those using day-labour to provide
adequate work equipment, and the obligation to report immediately to ITM any
workplace accidents. However, no medical examination is required for day-labourers,
instead they themselves ought to submit a written declaration that they are able-to-work
for the given task they are about to perform. Importantly, the law introduces the
possibility to cumulate income from day-labour with means-tested social assistance
benefits provided under the GMI scheme. The range of economic activities that can be
performed by day-labourers is further expanded, now including also the collection of
recyclable waste, facilitating sports events, catering services, and research in social
sciences and humanities (e.g., unqualified work on archaeological sites).

Law 254/2015 introduces some exceptions to the more general restriction of public
authorities to hire day-labourers (see Art.1), namely to work for the administration of
communal areas (hired by local councils) or that of parks and botanical gardens
belonging the public universities. Similarly, day-labourers can be hired by academic or
research institutes in the field of agriculture, forestry, archaeology, etc. that need
unqualified labour. The new law also introduced a financial penalty (ranging from 1,000
Ron to 5,000 Ron) for the lack of a written convention between the beneficiary and the
day-labourer concerning the amount and timing of payment (payment can be at the end
of the work day, at the end of a week of day-labour, or the end of a season of day-
labour). In certain domains of economic activity, which heavily rely on seasonal work,
such as agriculture and work in vineries and orchards, the maximum of day-labour
performed for the same beneficiary was increased from 90 days/year to 100 days/year.

The new revision proposal of the law issued by the Ministry of Labour and Social Justice
and approved by the government® in October 2017 would potentially introduce (if voted
by the Parliament) two important changes. First, it establishes mediation agencies that
can connect potential day-labourers and beneficiaries, with the condition that day-

3 See https://legestart.ro/agentiile-de-mediere-intre-cererea-si-oferta-de-munca-ziliera-au-primit-
aprobarea-guvernului-pentru-infiintare/ (Retrieved: 20 October 2017).
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labourers should not be charged by these agencies for the mediation process. Mediation
agencies should be accredited by the County Labour Force Offices, and their main object
of activity should be job mediation. Second, the new proposal extends the maximum of
day-labour performed for the same beneficiary from 90 (100) days/year to 180
days/year in the case of those who contracted day-labourers through the above-
mentioned mediation agencies.

1.2. Level and trends

Since the introduction of the law on day-labourers in 2011, the number of legal entities
using day-labourers increased significantly, yet gradually. Similarly, both the total
amount of day-labour, and the number of registered day-labourers expanded
considerably. In order to understand these trends, one should analyse the size and
composition of the informal sector in Romania.

In a report? issued at the request of the trade unions’ association Blocul National Sindical
[National Trade Unions’ Bloc], Liviu Voinea and Lucian Albu, two leading Romanian
economists, estimate that 2.9 million people worked in the informal economy in the early
spring of 2011 (Voinea and Albu, 2011), before the publication of the Law 52/2011 on
Day-Labourers (April 2011). Informal labour is defined as either working for an
enterprise that was not registered at the National Chamber of Commerce, or working
without a contract for a formally registered enterprise, or both.

Based on a national representative clustered-random sample of 9.6 thousand
households, which was driven from the Labour Force Survey of the National Institute for
Statistics (INS), the report estimates that the number of people working in the informal
sector without a contract was of cca. 104.3 thousand persons, excluding contributing
family members and the self-employed. In addition, 8.6 thousand persons worked for
family businesses of individual households without a contract, and 13.3 thousands for
companies registered at the Chamber of Commerce that nonetheless failed to contract
them legally. This means altogether 126.2 thousand informal workers, i.e. below the
number of registered day-labourers in 2011 of cca.170 thousands (Labour Inspection,
2011). Consequently, day-labourers could have been recruited also from workers who
had some sort of a contract with enterprises or family businesses not registered at the
Chamber of Commerce, or from the categories of self-employed or contributing family
members. In 2011, every one in ten occupied woman had the status of “contributing
family member”, most of them working in agriculture (INS, Tempo on-line dataset,
2017).

According to the same study, in 2011 the largest segment of the informal economy was
composed of family businesses (and among them mostly rural households with incomes
from agriculture): almost 2.2 million people were estimated to work there. Officially not
registered enterprises informally used the labour power of cca. 700 thousand persons,
whereas companies registered at the National Chamber of Commerce “employed”
informally (without a valid contract) cca. 21 thousand persons. Furthermore, the report
estimated that 37% of the labour force in rural areas was working in the informal sector,
as compared to 6.6% in urban areas. Day-labourers represented 10.2% of persons
working in the informal sector, but their share was significantly higher in rural areas,
where one in every five workers in this sector was a day-labourer. More precisely, there

4 Voinea, Liviu and Albu, Lucian (2011). Economia informal si impactul ei asupra pietei muncii [The
informal economy and its impact on the labour market]. Bucharest: Blocul National Sindical. The
study has been carried out within a project of the Blocul National Sindical financed by the European
Social Fund, POSDRU Program 2007-2013. https://www.eurofound.europa.eu/data/tackling-
undeclared-work-in-europe/database/trade-union-study-on-the-informal-economy-romania
(Retrieved 31 October 2017).
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were 21% day-labourers in the informal sector of rural areas as compared to 6.5% in
that of urban areas (Voinea and Albu, 2011: 33).
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Figure 1
The evolution of the cummulative number of legal entities that
acquired the Register for Day-Labourers and submitted it to the
Territorial Labour Inspection (ITM) between 2011 and 2015
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Source: Reports on the Annual Activity of the Labour Inspection according to the ILO reporting
guidelines, 2011-2015. Author’s graph. See also Table Al in the Annex.

As shown in Figure 1, the number of legal entities that submitted their Registers of Day-
Labourers to the national Labour Inspection via ITMs increased five times, i.e., from ca.
5,000 legal entities in 2011 to more than 25,000 legal entities in 2015.

Figure 2

The evolution of the total number of day-labour performed in a given
year, according to the Registers submitted to the Territorial Labour
Inspection (ITM) between 2011 and 2015
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Source: Reports on the Annual Activity of the Labour Inspection according to the ILO reporting
guidelines, 2011-2015. Author’s graph. See also Table A2 in the Annex.

Similarly, the number of days of day-labour, as indicated by the number of positions in
the Registers submitted by beneficiaries (employers of day-labourers), increased sharply
from around 2.3 million positions in 2011 to almost 19 million positions in 2015 (see
Figure 2).
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The Reports of the national Labour Inspection do not indicate, as a rule, the number of
day-labourers included in the Registers, except from the very first report of 2011.
Therefore, in order to estimate the evolution of the number of day-labourers, two
additional sources have been used: the preamble of the Law 277/2013, which revises the
initial Law 52/2011 and offers statistics for 2012 and 2013, and the press release of
Labour Inspection issued in May 2016 that provides the number of day-labourers at that
time.

Figure 3
The evolution of the total number of registered day-
labourers between 2011 and 2016
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Source: For 2011, the Annual Activity of the Labour Inspection according to the ILO reporting
guidelines, 2011. For 2012 (as of 31 December 2012) and 2013 (as of 31 March 2013), the
Preamble to the revision of the law by Law 277/2013. For 2016, the Press Release of ITM.

Author’s graph. See also Table A3 in the Annex.

As compared to 2011, in 2016 the number of persons working as day-labourers
increased 4.7 times, reaching 803,626 persons in 2016 (see Figure 3). Their share in the
total labour force (i.e., persons of active age 16-64 and those aged 65 or above still
working) expanded from 1.2% in 2011 to 6.7% in 2016 (see also Table A7 in the Annex).

1.3. Education, age and gender characteristics of day-labourers

Education, gender, and age-group characteristics of day-labourers are not available in
the Labour Inspection reports.

However, it should be mentioned that gender and age-group distributions could be
relatively easily depicted and analysed based on the Registers of Day-Labourers
submitted to the county-level ITM and centralized by the Labour Inspection in Bucharest.
In Romania there is a system of providing personal identification numbers (cod numeric
personal, CNP), where the first digit corresponds to gender and the next four digits to the
date of birth (yy/mm/dd). Given that the CNP of day-labourers should be included in the
Registers, Labour Inspection and ITM staff could draw some simple statistics on gender
and age-groups distributions.

For the present report, such statistics could not have been obtained from the Labour
Inspection due to the shortage of time and the lack of bureaucratic requirements within
the institution to perform and report such statistical analyses.

The earlier report of Voinea and Albu (2011) on informal labour in Romania concluded
that persons with low educational qualifications were over-represented in the informal
sector: they accounted for 18.7% of the informal labour force, as compared to only 7.2%
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of the formal. The share of day-labourers in the informal sector was higher in the case of
men, i.e. 16.2%, as compared to 2% in the case of women. They also asserted that the
probability of informal labour agreements was higher in the case of the younger age
group (between 18 and 24) and also in the case of those aged 45 or older, as these
categories faced higher risk of unemployment.

1.4. Institutional incentives and disincentives for the use of day-labour

Main incentives for the use of day-labour:

- Contracting is rapid and simple: it only requires a signed written agreement
between parties and the registration of the day-labourer in a Register (an Excel
file) according to a model set by the Labour Inspection and available from the
county-level ITMs;

- Income tax (flat rate 16%) applies to the negotiated gross wage of day labourers,
and it should be transferred by the beneficiary (i.e., employing entity) to the
national finance institution. However, no deductions from the taxable income
apply, in contrast to gross wages that can be subjects of deductions according to
the Fiscal Code, depending on the level of income and the employee’s number of
children or dependent adults in the family. A ceiling of 3,000 lei/month applies for
establishing deductions from the taxable income and a maximum of four
dependent persons is taken into account;

- No compulsory social insurance contributions should be paid either by the
beneficiary or by the day-labourer him/herself. This considerably lowers the costs
of hiring day-labourers as compared to the costs of contracting wage-earner
employees, either full-time or part-time, regardless of the fixed-term or
undetermined-period type of the contract, even if employees are only paid the
minimum gross wage;

- No possibility for day-labourers to form or join a trade union and, by that, to put
pressure on those using their labour;

- It is easier to renounce at the collaboration with day-labourers, as there is no
need to justify the ending of the employment period, even if the latter was
established through informal, verbal agreements beforehand. By definition, day-
labour is only contracted for one day, even if in some cases day-labourers travel
outside of their home localities to perform the given task.

Disincentives:

- For day-labourers: they have to cover their social insurance contributions based
on their regular earnings or (in case that this is not possible) to apply for GMI;

- For the beneficiaries of day-labour: they have no certainty that the day-labourers
working today for him/her would have the time to work for another day.

1.5. Existence of behavioural research on why people take up day-labour

There is no national-level survey or qualitative research that could allow the analysis of
individuals’ motivations to take up casual work. However, there are several structural
constraints emerging from the labour market and the educational system that may partly
explain why contractual day-labour is widespread in Romania. First, the majority of jobs,
but also the majority of subsidized vocational training courses organized by the National
Labour Force Office require at least complete primary education (ISCED-2, i.e., 8 classes
in the Romanian system), while a sizeable segment of the population interrupted
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schooling before®. Second, combining seasonal work abroad with day-labour in their
home localities became a strategy for economic subsistence for the rural families with
low educational qualifications and without market-value assets, among them a sizeable
segment of the Roma ethnic minority. Third, contractual day-labour regulated a long-
term socio-economic practice of informal work, especially in agriculture. Thus, despite of
the fact that the law on day-labour de-regulated wage labour, it was perceived as a form
of regulating the informal sector by imposing some minimum rights for day-labourers,
but also obliging them to pay taxes on their earnings from casual work. Fourth, the
possibility to cumulate income from day-labour with social benefits granted under the
GMI scheme, and to be insured in the public health care system as a collateral social
assistance provision, made day-labour more attractive than it would have been
otherwise.

1.6. Transition rates to standard employment

There is no available data on transition rates to standard employment. The largest shares
of day-labourers work in sectors of seasonal work (agriculture, orchards and vineries,
forestry etc.), which are characterized by heavy reliance on casual manual labour,
therefore transition rates to standard employment are low in this field. Transition rates
are higher in the case of students working as day-labourers in the organization of
conferences or other public events. They can report these as “work experience,” which
may facilitate their access to standard employment, as companies strongly prefer to hire
graduates with some work experience.

1.7. Types of companies using casual labour

The lack of detailed reports on day-labour issued by the Labour Inspection makes it hard
to estimate the shares of different types of companies that use day-labour. However,
these reports allow us to establish the domains of economic activity within which most of
the day-labour is performed.

Figures 4 and 5 reveal considerable consistency in the distribution of day-labourers by
the economic domain of their activity in 2012 (one year after implementation) and in
2014. For both years, the largest shares of total day-labour (positions in the Registers
submitted to ITM) had been performed in agriculture (28% in 2012 and 36% in 2014),
followed by orchards and vineries (17% in 2012 and 21% in 2014), and forestry (13% in
2012 and 21% in 2014). In these domains, the overwhelming majority of enterprises are
small and medium (SMEs): in 2015, 85.7% of all enterprises active in the sector of
agriculture, forestry and fisheries had maximum 9 employees, 13% had between 10 and
49, 1.2% between 50 and 249 and only 0.1% had 250 or more employees. These figures
have only slightly changed since Romania’s EU accession in 2007: the share of SMEs has
somewhat increased, while that of larger companies with 50 or more employees has
decreased from 1.8% in 2008 to 1.4% in 2015 (see Table A8 in the Annexes). The
growth of the number of enterprises in this sector from 13.6 thousands in 2008 to almost
18.4 thousands in 2015 is largely due to the increase of SMEs (see National Institute of
Statistics, 2017). Consequently, it is reasonable to expect that most of the day-labourers
in agriculture (including orchards and vineries, and also animal husbandry), forestry and
fisheries, who actually accounted for 80% of all day-labour activities registered in 2014,
worked for SMEs, and in particular enterprises with less than 10 employees. It is
important to note that, despite the increase in the number of active enterprises, the size

> The rate of school abandonment is still high in Romania. For primary education (ISCED-1 and
ISCED-2), this rate was 1.8% in 2011 and, after small fluctuations, it registered 1.8% in 2015
as well. Concerning the educational levels of the occupied population, in 2011, 0.9% of the
occupied persons with residence in rural areas completed only ISCED-1 (4 classes in the
Romanian system) or less, whereas in urban areas the corresponding share was as high as 9%.
In 2016, for urban areas this share slightly increased at 1.3%, while for rural areas it
decreased at 5.3% (INS, Tempo on-line dataset, 2017).
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of this sector in terms of formally occupied persons (day-labourers excluded) has
considerably shrunken in the very same period: from 2.4 million persons in 2008 to 1.7
million persons in 2016 (see Table A9 in the Annexes).

Based on interviews conducted with the representatives of agro-business in various parts
of Romania, it can be assessed that larger, capital-intensive agricultural companies that
use more advanced technologies of agricultural production prefer to use their own skilled
or semi-skilled employees instead of day-labourers®. However, there are types of
agricultural activities that are labour-intensive and machines cannot efficiently replace
human manual labour: the harvesting of fruits (especially in vineries, strawberry
production, etc.), the harvesting of summer potatoes (easily damaged unless handled
with care and more expensive than regular potatoes), animal husbandry, and
shepherding (especially sheep, cows, and goats). The need for seasonal labour in these
domains led to the pressure from agro-business to extend the legal right to contract day-
labourers for a longer cumulative period than 90 days per year by the same beneficiary
(as set by the initial law in 2011) and to the actual change of the law in 2015 (Law
254/2015), when in certain agricultural activities the maximum period was extended by
10 more days. Furthermore, at the moment of writing (October 2017) there is a
legislative project issued by the Ministry of Labour and Social Justice that has been
already approved by the Government and which proposes to extend the maximum period
of day-labour for the same beneficiary from 90 to 180 days/year, in case that it was
mediated by a state-accredited agency. This means that, instead of signing a regular
labour contract, a potential employer would be able hire the same person as a day-
labourer for 70% of the total number of working days in a year, and in this way
considerably diminishing its personnel costs by avoiding the payment of social insurance
contributions. The project is to be debated in the Parliament later this year.

The other domain of economic activities where day-labour is more frequently used is that
of organizing cultural events, performances and leisure activities: in 2014, 6% of all
registered day-labour belonged to this domain (see Figure 5). Data provided by INS for
2015 shows that 91% of the enterprises in this domain had less than 10 employees,
7.2% had between 10 and 49 employees and only 1.8% had 50 or more employees
(INS, Tempo on-line dataset, 2017). Thus, similarly to the case of agricultural activities,
it is reasonable to expect that the majority of day-labourers in the domain of organizing
cultural events work for SMEs.

A special situation is that of day-labourers working in the selective collection of recyclable
waste on landfills. While the number of day-labourers in this field is most probably low as
compared to the other domains (a precise number cannot be provided as reliable sources
are lacking), their working conditions are severely substandard and contain various
health hazards. Data provided by INS for 2015 reveals that 77% of the enterprises in this
field had less than 10 employees, 16% between 10 and 49 employees and only 6.2% had
50 or more employees. A good illustration for the appalling working conditions in this
domain is served by the case of the Pata Rat landfill at the outskirts of Cluj-Napoca
(North-West Development Region of Romania), where around 150-200 persons work as
day-labourers, including minors under 18 years old, in a highly polluting environment
and with minimal safety at work’.

® See Dobre, Roxana: Cat castiga un zilier in agricultura (How much does a day-labourer in
agriculture earn), Agrointel.ro, 2 July 2015. http://agrointel.ro/35798/cat-castiga-un-zilier-in-
agricultura-angajatii-tocmiti-cu-ziua-au-venituri-lunare-mai-mari-decat-un-profesor-bonus-
masa-casa-si-tigari/ (Retrieved: 22 October 2017).

7 UNDP and UBB (2012): Participatory assessment of the social situation of the Pata Rat and
Cantonului area, Cluj-Napoca. Bucharest: the UNDP. http://patacluj.ro/wp-
content/uploads/2017/02/UBB-Participatory-Assessment-Para-Rat-Cluj.-Research-Report-
UNDP-2012.pdf (Retrieved: 20 October 2017).
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Figure 4

The distribution of day-labour (positions in the Registers) by the
domain of economic activity in 2012
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Source: Annual Activity of the National Labour Inspection according to the ILO reporting
guidelines, 2012. Author’s graph. See also Table A4 in the Annex.

Figure 5

The distribution of day-labour (positions in the Registers) by the
domain of economic activity in 2014
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guidelines, 2014. Author’s graph. See also Table A6 in the Annex.
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To conclude, existing statistical data suggests that day-labour is used most frequently by
SMEs in the field of agriculture (including vineries and orchards), forestry, and animal
husbandry, and this conclusion is also reinforced by interviews with employers’
associations in agriculture. The other economic domain where day-labour is legally
endorsed and registered relatively frequently regards the organization of cultural events
and leisure activities, which displays a similar prevalence of SMEs as compared to larger
enterprises. Day-labour in the collection of recyclable waste is statistically less frequent
and there is not enough evidence to conclude whether SMEs or larger companies use it
more often.

These data are consistent with the earlier findings of the report issued by Voinea and
Albu (2011), who applied a multilinear regression model to predict the risk of informal
labour relations in the spring of 2011, prior to the Law on Day-Labourers 52/2011
(published in April). They concluded that one of the most important predictors was the
size of the company, the odds of informal labour being significantly higher for companies
with less than 10 employees. Importantly, the report also concludes that as many as
three-quarters of those informally “employed” worked at least 40 hours/week and
believed that they were formally employed and insured in the public pensions system
(Voinea and Albu, 2011: 33).

1.8. The position of day-labourers in the income and wealth distribution
of Romania

There are no publicly available sources of micro-data that could allow such estimations
on the national level. The national Labour Force Surveys and the Surveys on Income and
Living Conditions (EU-SILC) could permit such an analysis, but these sources are not
available for the public, not even for academic institutions in Romania.

The reports on these datasets provided by INS do not use the category of “casual
workers” or “day-labourers” as a category of “occupied person” at all. They neither report
on the situation of various household types that could permit the requested estimations.

Consequently, micro-simulations had been used in order to portray the income status of
day-labourers as compared to employees earning the minimum wage and those earning
the average wage in 2011 and 2017. Given that between 2011 (Law 52/2011) and 2014
(Law 18/2014) per hour payment for day-labour was disconnected from the minimum
gross wage (and set between 2 Ron/hour and 10 Ron/hour), in this period the estimated
income-gap could have remained significant. The Law 18/2014 set the minimum per hour
payment for day-labourers equal with the minimum national gross wage per hour, and it
also removed the upper ceiling for the potential payment.

In 2011, it was legally possible to employ a day-labourer for 8 hours/day, 21 days a
month, and pay her/him only 2 lei/hour, which meant that the gross income of the day-
labourer would be only 336 lei, that is, half of the value of the gross minimum national
wage. Given that in 2012 and 2013 the minimum gross wage gradually increased to 700
lei in 2012 and 800 lei by the end of 2013, the gap between the minimum earnings of
someone contracted as a day-labourer and a minimum wage-earner has most probably
widened further. This situation changed in 2014, when the discrepancy between wage-
earners’ and day-labourers’ total incomes no longer consisted of their corresponding per
hour pay, but of their work-related benefits such as food vouchers (a widespread practice
in the private sector in order to avoid wage increase and, consequently, the payment of
higher social contributions), deductions from the taxable income (tax reliefs), and having
their social insurance contributions partly covered by the employers.

Table 1 presents in detail the micro-simulations of incomes for a family of day-labourers
with two dependent children as compared to those of a similar family working for the
minimum wage, and also for one working for the average wage, for 2011 and 2017.

In 2011 the total income of a family with both spouses working as day-labourers for the
minimum legal amount of payment (2 Ron/hour), and also receiving state transfers for

17





Case study - gaps in access to social protection for casual workers in Romania 2017

children, represented only 47.4% of the total earnings of a similar family with both
partners employed for the minimum national wage, and only 22% of the earnings of a
family working for the average wage.

In contrast, in 2017 the family of day-labourers earned approximately 95% of the income
of a similar family working for the minimum wage, and 53% of the income of another
family working for the average wage. However, in case that we deduct from the income
of the day-labourers’ family the social insurance contributions for at least one spouse,
these figures drop, correspondingly, at 84% and 47%.

Table 1.

Micro-simulations for the potential income of day-labourers as compared to
minimum wage earners and average wage earners in 2011 and 2017

1. Both spouses work as day-labourers, for 2 Ron/hour in 2011 and 2011 2017
8.735 Ron/hour in 2017, 8 hours/day, 21 days/month

Gross income from day-labour for two persons 672 2,900
Net income (gross income minus 16% income tax, no tax deductions apply 565 2,436
for the children, but no social insurance contribution are paid either)

Universal child allowance (42 Ron/child/month in 2011 and 84 Ron in 2017) 84 168
Means-tested support allowance for families with children (depends on 80 108
income/family members*)

Total income* * 729 2,712
Share of social transfers in total income (%) 22.5% | 10.2%
Notes:

* According to the Law 277/2010 on means-tested allowance for needy families with children,
entitlement is conditioned by incomes below 530 Ron/ family member/ month. However, I have
included this benefit in the total income, given that it is unclear whether income from day-labour is
imputed or not as income.

** In case that the family does not have a car, land property, valuable farm animals (e.g. two or
more horses), bank deposits or expensive goods, they may qualify for social aid granted under the
Guaranteed Minimum Income Scheme (GMI). In 2017, this benefit would be 442 Ron/month for a
family of four persons. Given that we assumed that both spouses worked 21 days in the given
month, they could not perform the compulsory community work and consequently did not qualify
for GMI. Furthermore, in case that social insurance contributions were paid for at least one spouse
(310 Ron/month, see Section 2.2), the disposable income of the family would drop at 2,402 Ron.

2. Both spouses employed, earning the minimum wage
2011 2017
(670 Ron/month in 2011 and 1,450 Ron/month in 2017)

Gross income from wage for two persons 1,340 2,900

Food vouchers (9 Ron/day in 2011 and 12 Ron/day in 2017) 378 504

Net income (gross income minus 16% income tax for wage and food vouchers,

tax deductions apply for children, social insurance contribution paid) A i

Universal child allowance (42 Ron/child/month in 2011 and 84 Ron in 2017) 84 168

18






Case study - gaps in access to social protection for casual workers in Romania 2017

Means-tested support allowance (depends on income/family members) 66 108
Total income 1,536 2,846
Share of social transfers in total income (%) 9.8% 9.7%
3. Both spouses employed, earning the average gross wage

2011 2017
(2,022 Ron/month in 2011 and 3,290 Ron/month in 2017)
Gross income from wage for two persons 4,044 6,580
Food vouchers (9 Ron/day in 2011 and 12 Ron/day in 2017) 378 504
Net income; (gross income !'ninus 16°/_o ir)come tax for wage and f_ood vouchers, 2 844 4536
tax deductions apply for children, social insurance contribution paid) ’ ’
Universal child allowance (42 Ron/child/month in 2011 and 84 Ron in 2017) 84 84
Means-tested support allowance (depends on income/family members) 0 0
Total income 3,306 5,124
Share of social transfers in total income (%) 2.5% 1.6%

Source: National Institute for Statistics and the Ministry of Labour and Social Justice. Author’s

calculations.
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2. DIFFICULTIES FOR CASUAL WORKERS IN ROMANIA OF ACQUIRING THEIR
OWN SOCIAL PROTECTION RIGHTS

2.1. Legal exclusion from social protection

Neither day-labourers nor the beneficiaries of their work have the obligation to pay social
insurance contributions (see Art. 8.1 and 8.1 of the Law 52/2011). However, voluntarily,
day-labourers can participate in the public social insurance systems (pensions,
unemployment, health care and social insurance). Details on each of these systems are
provided in section 2.2 below.

Law 14/2014 offered the possibility to cumulate income from day-labour with income
from means-tested social assistance benefits, most importantly social aid under the law
on GMI (Law 416/2001) and Means-Tested Support Allowance for Needy Families with
Dependent Children (executive order O.U.G. 105/2003, with its subsequent revisions).
Thus, day-labourers might have a top-up to their earnings via the social assistance
system, as long as they satisfy the eligibility criteria.

Day-labourers are not entitled to paid maternity or sick leave, as these rights are
conferred only to wage-earners.

Given that the right to paid child care leave until the second birthday of the child (or paid
child rearing leave) is conditioned by at least 12 months of earning taxable income (i.e.,
by the payment of income tax for at least 12 months in the last 24 months before
childbirth, without any other condition on the payment of social insurance contributions)
in principle, de jure, day-labourers could qualify for paid child care leave (see Law
66/2016). However, de facto, it is very unlikely that day-labourers manage to have the
requested 12 months of income-tax payment, especially in the case of women day-
labourers, who, as a rule, are less preferred for labour-intensive manual work in
agriculture, orchards and vineries, forestry, animal husbandry, etc. that compose the
domains where the largest shares of day-labourers are employed.

According to the Law 52/2011, the beneficiary of day-labour is obliged to cover the costs
of health care services (including hospitalization) in the case of workplace accidents and
the costs of burial in the tragic situation of death due to workplace accidents. However,
the law does not request those who hire day-labourers to provide longer-time sick-pay or
maternity benefits for them, which would correspond to the right to paid sick leave and
maternity leave that regular employees may benefit from.

2.2. Eligibility criteria to social protection benefits and services

2.2.1. Public pension system

The pension system in post-communist Romania was reformed by Law 19/2000 that
strengthened the principles of earnings-relatedness and compulsory contribution period,
setting a minimum of 15 years of contribution and a standard of 35 years for complete
contribution period in the case of old age pensions. An obligatory private pillar was
introduced in 2007 for those aged below 35 at the time and a minimum social pension in
2009. Neither the minimum social pension, nor the benchmark for the calculation of old-
age pensions are related to the current minimum or average gross national wage. The
legislative framework in place at the moment of writing has been set by Law 263/2010.
Day-labourers can sign a contract with the National Public Pensions Fund (Casa Nationala
pentru Pensii Publice) and pay a monthly contribution that includes both the employers’
and the employees’ contributions. The monthly contribution is computed as 26.3% of the
insured income, which can neither be lower than 35% of the average gross wage used as
a reference for setting the national social insurance budget, nor higher than five times
the average gross wage. For 2016, the above mentioned average gross wage was 2,681
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Ron, thus the minimum insured income was set at 938 Ron/month and the minimum
amount of monthly contribution to the public pensions system 247 Ron/month?,

Although working as day-labourer does not count as regular work-record, the months
when day-labourers pay their contribution to the public pension system count as
contribution periods, i.e., they are taken into account when assessing the length of the
total contribution period for being entitled to old age pension in the public system.

2.2.2. Public health care insurance system

Entitlement to subsidized public health care services (including medicines) is regulated by
the Law 95/2006. We should differentiate between three types of situations:

(a) The day-labourer and his/her family qualify for social assistance benefits under the
GMI scheme (Law 416/2001). Since the Law 14/2014, that revised both the Law 52/2011
and the Law 416/2001, the regulations allow the cumulating of social assistance benefits
and incomes from day-labour. After applying for means-tested social assistance benefits
under GMI and being granted entitlement, day-labourers and their adult family members
gain the right to have their health care contribution paid from the National Budget. Thus,
they no longer need to pay their contributions voluntarily, as their public health care
entitlement is given by their GMI beneficiary status. However, there are some important
details to this.

First, GMI beneficiary status requires that if there is an able-to-work family member,
s/he should perform community work on behalf of the whole family, irrespective of them
working or not as day-labourers. Lone parents with children below 7 years old or persons
taking care of dependent family members, for example elderly persons with activity-
limiting illness or disability, are exempted from this. Families with only one able-to-work
member, who occasionally might be engaged in seasonal day-labour, cannot fulfil the
obligation of community work and consequently the family loses entitlement to GMI in
the given month. Therefore, persons otherwise registered as GMI beneficiaries lose
entitlement to public health care services. In order to regain access to free or subsidized
services in the public health care system, they need to pay on a voluntary basis their
contributions for the months they had been outside of the GMI scheme.

Second, in order to qualify for GMI, day-labourers ought not to possess imputable
resources such as land or livestock, or more expensive goods such as a car.
Consequently, not all day-labourers qualify for the GMI.

(b) In case that the day-labourer and his/her family do not qualify for the GMI program,
and his/her spouse or parents do not hold health insurance either, s/he needs to pay a
monthly contribution computed as 5.5% of the gross minimum wage for the given year.
The contribution should be paid cumulated for three months (once per trimester). In
2016, when the minimum gross was 1,050 lei/month, the amount of contribution for
three months was 173 lei. In terms of rights to public health care there are no
differences between those insured by their employers and the self-insured, among whom
are day-labourers.

(c) The day-labourer and his/her family do not qualify for the GMI program, but either
their spouses or their parents hold valid health insurance in the public system, so that
they could be co-insured. The situation of being co-insured is typical mostly in rural
areas, where men are either self-employed, employees or casual workers (day-
labourers), whereas women often have the status of unpaid, contributing family workers,
which does not provide them any form of social insurance security. These fall under the
derived rights of insured persons in the public health care system.

8 See the declarations of the National Public Pensions Fund spokesperson, Gabriela Cristea, for
Avocatnet.ro http://agrointel.ro/48117/ce-contributii-sociale-poti-sa-platesti-ca-persoana-
fizica-fara-venituri-si-cum-trebuie-sa-procedezi/ (Retrieved: 22 October 2017).
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2.2.3 Unemployment benefits

Voluntary contributions are possible in the public unemployment insurance system as
well, but they are conditioned by being also insured in the public pensions system and
the health care system. However, the insurance is available only for those aged 18 or
above, whereas minors can also perform day-labour. The amount of monthly contribution
of 0.5% should correspond, at least, to the national minimum gross, but it cannot exceed
five times the average national gross wage. The minimum amount of social contribution
to be paid is therefore 7 Ron/month.

To conclude, in case day-labourers decide to be insured in the public social insurance
system of pensions, health care, and unemployment, they ought to pay a minimum
monthly contribution of 247 Ron (pensions), 56 Ron (health), and 7 lei (unemployment),
i.e., 310 lei/month. Given that reportedly the amount of net income per working day that
day-labourers receive is around 60 Ron net/ day®, they ought to work for five days a
month to cover only the social insurance contributions.

3. POSSIBILITIES OF GAINING ACCESS THROUGH DERIVED SOCIAL PROTECTION
RIGHTS

3.1. Derived social protection rights that casual workers could benefit
from

Derived rights exist in the public health care insurance systems, which allow the same
right to a co-insured spouse or parent as for the insured persons themselves.

In the public pensions systems, the rights to follower’s pension for children and young
people still in education (below 26 years old) and widow’s pensions apply.

There are no publicly available data on the effective uptake of these derived entitlements
for day-labourers.

3.2. The household situation of casual workers

As mentioned at 1.8, there are no publicly available sources of micro-data that could
allow such analysis, and the reports of the National Institute for Statistics do not use the
category of day-labourers.

® The amount of 60 lei/day would correspond to eight hours of work paid at the minimum per hour
wage of 8.735 Ron/hour in 2017, taking into account the flat-rate tax of 16%. For 2016, the
average per day pay was around 50 Ron, as reported by mayors and social workers from 21
rural localities from Mures, Harghita, and Covasna counties from Romania, interviewed by the
author in June-October 2016 within the project United Networks: Integrated initiatives for the
social inclusion of marginalized communities, code PEH 100, contract 05/H/SEE/30.04.2015,
with the financial support of the RO10-CORAI Program, financed through the SEE 2009-2014
grants of Norway and administered by the Romanian Fund for Social Development (FRDS). A
similar amount has been also indicated by agro-business representatives, see Dobre, Roxana:
Cat castiga un zilier in agricultura (How much does a day-labourer in agriculture earn),
Agrointel.ro, 2 July 2015. http://agrointel.ro/35798/cat-castiga-un-zilier-in-agricultura-
angajatii-tocmiti-cu-ziua-au-venituri-lunare-mai-mari-decat-un-profesor-bonus-masa-casa-si-
tigari/ (retrieved: 22 October 2017).
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4. COVERAGE AND ACCESS BY OTHER MEANS

4.1. The existence and characteristics of private insurances and effective
uptake of these insurances by casual workers

There are no formal restrictions concerning the participation of day-labourers in private
health insurance systems, however, these insurances do not cover all possible health
problems and costs (e.g., prolonged hospitalizations), and they are rather costly as
compared to the earnings of casual workers. For example, a standard private health
insurance for an adult, which includes also the costs of a potential hospitalization, is
charged at 130 Ron/month. This is considerably higher than the public insurance (56
Ron/ month) and it corresponds to the earnings of at least two days of full-time work.

Similarly, day-labourers can participate in private pension schemes which constitute
the third, optional pillar of the Romanian pension system. The minimum monthly
contribution in these private schemes is 50 lei/month and the maximum is set at 15% of
the monthly gross wage or equivalent income.

There are no reports on the effective uptake of these private insurance schemes among
casual workers, neither publicly available micro-data that could be used in order to
assess this uptake. However, given that the very majority of day-labourers are expected
to be persons with low levels of professional qualifications and low earnings, that only
allow the subsistence of their families, it is unlikely that they would invest in private
insurance schemes. Students working as casual workers have full entitlement in the
public health care system until their 26" birthday; it is unlikely that students who opt for
casual work during their studies would have sufficient financial resources to join private
health insurance schemes.

5. COSTS OF CROSS-SUBSIDISING CASUAL WORKERS IN ROMANIA AND
ESTIMATED POTENTIAL BENEFITS

5.1. The costs of cross-subsidising casual workers

Table 2 provides an estimation of the losses for the public social insurance system due to
the exemption of day-labourers and their employers from paying social insurance
contributions. The estimations have been computed for 2017 and they are based on the
assumption that none of the day-labourers is paying social insurance contributions, and,
in case that they would be fully employed, they and their employers would pay the social
insurance contributions corresponding to the minimum national gross wage (1,450 Ron in
2017). Furthermore, it was assumed that in 2017 the country had the same number of
day-labourers as in 2016, namely 803,626 persons, each of them working for at least
four months, i.e., 84 days out of the maximum 90 days they could work for the same
employer. Under these assumptions, the estimated loss of the public health care system
is 512.7 million Ron, that of the public pensions system is 1,225 million Ron, of the
unemployment benefits system is 46.6 million Ron, of the social insurance for sickness,
workplace accidents, and maternity is 39.6 million Ron. Altogether, the Romanian social
insurance systems lose 1,824 million Ron under the assumption that potential minimum
wage earners are currently employed as day-labourers.
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Table 2.
Monthly social insurance | Employee's | Employer's Total | Estimated
contributions* for the | contribution | contribution | (Ron) | loss**
minimum wage, as of 2017
(million Ron)
Public health care 5.5% 5.2%
80 80 160 512.7
Unemployment 0.5% 0.5%
7 7 15 46.6
Pensions 10.5% 15.8%
152 229 381 1,225.9
Social insurance for sickness, n/a 0.85%
workplace accidents, and
maternity 12 12 39.6
Total social insurance paid 239 316 568 1,824.8

Notes:

*In Romania, social insurance contributions are computed as a percentage of the gross wage,
without taking into account deductions from the taxable income. Tax reliefs only apply for the
income tax (flat rate 16%) for employees earning less than 3,000 Ron/month.

**The estimated loss was computed taking into account a number of 803,626 day-labourers (as it
was registered in 2016), each of them having worked for four months (84 days). It was assumed
that instead of being day-labourers for the given period they could have been employed regularly,
for the minimum wage. According to the Law 18/2014, the payment of day-labourers cannot be
below the corresponding payment (usually per hour) of minimum wage earners.

5.2. Cross-subsidies for the social protection for casual workers

In the particular case of day-labourers who also benefit from the GMI Program, their
contributions to the public health care system are financed from the National Budget,
i.e., funds collected from the general income taxes paid by the population®. This includes
also the income tax that day-labourers themselves pay. Thus, for this particular segment
of day-labourers, their health care insurance is cross-subsidized by the general income
tax-paying population. Similarly, for the same segment, social assistance benefits
granted under the GMI scheme are paid from allocations from the national budget to the
local budgets (without any financial contribution of local budgets since 2009, when the
GMI law changed following World Bank recommendations), i.e., from the income-taxes
collected from population.

10 1n the Romanian public administration system, 65% of the income taxes collected at the level of
a territorial-administrative unit are transferred to the national budget, and only 35% remain in
the local budget of the territorial-administrative unit (cities, town, or rural localities that in
general are composed of several smaller villages without administrative autonomy).
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Thus, it can be said that persons paying income-taxes (including day-labourers
themselves) finance the social assistance benefits under GMI that some of the day-
labourers receive. In other words, there is a cross-subsidizing of the costs of labour
power reproduction for day-labourers (in the language of the political economy) via the
payment of health care insurance contributions and also via social benefits that day-
labourers entitled to GMI receive. This cross-subsidizing diminishes the personnel costs
for those who use the labour power of day-labourers, as opposed to regular wage-
earning employees. Given that the largest share of day-labourer (around 80%) is
performed in agriculture (including orchards, vineries, and also animal husbandry),
forestry and fisheries, it can be concluded that this economic sector is cross-subsidized.
As it is dominated by SMEs, and large companies represent only a minority of the
economic actors in this sector, one may assert that the largest share of cross-subsidies is
in the benefit of SMEs in agriculture, forestry and fisheries. However, one should be
careful to interpret this as a disincentive for capital-intensive agriculture. First, as
discussed in Section 1.7, even in capital-intensive agro-business there is a need for
seasonal manual labour, and being able to cut personnel cost by contracting day-
labourers for this seasonal work constitutes an important competitive advantage for
agricultural entrepreneurs. Alternatively, they can use seasonal agency-workers, but the
costs are higher and, as a rule, lodging and food should be provided for the latter as well.
Second, given the high rates of transnational labour out-migration from Romania,
especially in rural areas, there is a scarcity of qualified manual workers that makes
investment in modern, automatic means of production a necessity.

For the day-labourers who do not benefit from GMI entitlement, there is no cross-
subsidizing. First, they have to pay the full flat-rate income tax (16%); moreover, they
are not entitled to deductions from taxable income (tax-reliefs) that are granted to
employees earning below a certain ceiling (3,000 Ron/month) and computed as a
function of the number of dependent persons in their household (children or adults
without earnings, maximum four dependents). Second, their public social insurances are
paid on a voluntary basis by the day-labourers themselves; they are only entitled to the
derived benefits or minimum social security measures (e.g., emergency health care
services, free medical assistance for giving birth, means-tested compensation for the
payment of the heating bill during the cold season, compensation for the payment of
funerals of family members etc.) that any person, regardless of participation or not in
some form of economically gainful work, could receive in Romania.

5.3. Potential benefits of cross-subsidised casual workers

It is difficult to qualify certain expected outcomes of cross-subsidizing day-labourers in
Romania as “benefits”. In the current legislative framework, the main advantages of
having a subsidized labour force provided by GMI recipients who also work as day-
labourers belong to those who contract day-labourers for longer periods of time. For day
labourers themselves, being regularly employed (even for the minimum gross wage)
would be preferable both in terms of income (see the micro-simulations presented in
Table 1) and of access to social rights. This is reflected by the scarcity of labour force in
agriculture, as potential day-labourers in the local economy often prefer working abroad
in the intensive agriculture, which is much better paid than the local day-labour.
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ANNEX

Table Al. The evolution of the number of legal entities using day-labour

2011 2012 2013 2014 2015
Cumulative number of legal entities | 8,324 14,086 18,649 27,887 31,334
that acquired the Register
Cumulative number of legal entities | 4,868 12,266 14,071 21,134 24,182
that submitted the Register to ITM

Source: Annual Activity of the Labour Inspection according to the ILO reporting guidelines, 2011-

2015.

Table A2. The evolution of the number of day-labour performed (positions in the

Registers)

2011 2012 2013 2014 2015
Number of registered day-
labour (total number of | .., ., | ¢ 406,375 10,874,942 | 19,891,662 | 18,984,693
positions in the submitted
registers)

Source: Annual Activity Report of the Labour Inspection according to the ILO reporting guidelines,

2011-2015.

Table A3. The evolution of the number of registered day-labourers

2011

2012

2013

2016

Number of registered day-
labourers

170,449

341,330

368,764

803,626

Source: For 2011, the Annual Activity Report of the Labour Inspection; for 2012 and 2013, the
Preamble to the Revision of the Law in May 2013; For 2016, the Press Release of the Labour

Inspection.

26






Case study - gaps in access to social protection for casual workers in Romania 2017

Table A4. The distribution of registered day-labour (positions in the Register) according
to the domain of economic activity, 31° of December 2011

Domain of economic activity Number of
registered
day-labour

Agriculture 891,967

Hunting and fisheries 4,942

Forestry (except from forest exploitation) 305,681

Pisciculture (fish farming) and aquaculture 8,776

Orchards and vineries 473,225

Apiculture 4,574

Animal husbandry 59,515

Performances, events 96,847

Commodity handling 94,690

Cleaning and maintenance 132,235

Undefined (other domains) 269,558

Total number of registered day-labour 2,342,010

Source: Annual Activity of the Labour Inspection according to the ILO reporting guidelines, 2011.
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Table A5. The distribution of registered day-labour (positions in the Registers) according
to the domain of economic activity, 31°' of December 2012

Domain of economic activity Number of
registered
day-labour

Agriculture 1,840,391

Hunting and fisheries 24,445

Forestry (except from forest exploitation) 836,671

Pisciculture (fish farming) and aquaculture 18,377

Orchards and vineries 1,109,793

Apiculture 5,367

Animal husbandry 164,504

Performances, events 271,021

Commodity handling 266,195

Cleaning and maintenance 430,832

Undefined (other domains) 1,438,779

Total number of registered day-labour 6,406,375

Source: Annual Activity of the Labour Inspection according to the ILO reporting guidelines, 2012.

Table A6. The distribution of registered day-labour (positions in the Registers) according
to the domain of economic activity, 31° of December 2014

Domain of economic activity Number of
registered
day-labour

Agriculture 4,615,555

Hunting and fisheries 60,191

Forestry (except from forest exploitation) 2,654,123

Pisciculture (fish farming) and aquaculture 40,182

Orchards and vineries 2,641,624

Apiculture 11,623

Animal husbandry 319,272

Performances, events 696,021

Commodity handling 700,564

Cleaning and maintenance 911,892

Total number of registered day-labour 12,651,047

Source: Annual Activity of the Labour Inspection according to the ILO reporting guidelines, 2014.
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Table A7. The share of day-labourers in the total labour force and in the active

population. A comparison between 2011 and 2016

2011 2016
Number of occupied persons 8,528,149 8,448,777
Number of day-labourers 170,449 803,626
Share of day-labourers in the total of occupied persons 2.0% 9.5%
Number of active population 8,826,500 8,735,800
(occupied persons + registered unemployed)
Share of day-labourers in the total of active population 1.9% 9.2%
Labour force (active-age + aged 65 or above, still employed) 14,047,700 12,562,000
Share of day-labourers in the total labour force (those of 1.2% 6.4%
active age + those still employed)

Source: Annual Activity of the Labour Inspection according to the ILO reporting guidelines, 2011
for the number of day-labourers in 2011. The Press Release of Labour Inspection, May 2016, for
the number of day-labourers in 2016. National Institute for Statistics, Tempo On-line dataset for
data on the active population and the labour force in 2011 and 2016.

Table A8. The evolution of the distribution of enterprises active in the domain of
agriculture (including orchards, vineries, and animal husbandry), forestry and fisheries
by their number of employees

2008 2009 2010 2011 2012 2013 2014 2015
Below 9 employees 11,782 | 13,212 | 13,290 12,853 | 13,658 | 14,247 | 14,928 | 15,768
10-49 employees 1,572 1,678 1,722 2,066 2,170 2,267 2,301 2,375
50-249 employees 214 190 201 205 228 218 217 229
250 or more employees 34 32 27 28 24 26 25 24
Total 13,602 | 15,112 | 15,240 | 15,152 | 16,080 | 16,758 | 17,471 | 18,396

Source: National Institute for Statistics, Tempo on-line dataset.

Table A9. The evolution of the number of persons (thousands) working at enterprises
active in the domain of agriculture (including orchards, vineries, and animal husbandry),

forestry and fisheries by their employment status

Number of 2008 2009 2010 | 2011 2012 2013 2014 2015 2016
persons

(thousands)

Wage-earners 103.6 106.2 95 98 | 105.2 108.2 113.8 119.1 124.4
Employers 3.4 2.4 1.3 1.6 1.9 5.4 13.1 11.7 10.6
Self-employed 1204.9 1142 | 1122.7 | 1051.9 1115 | 1072.6 | 1085.8 972.9 846.2
Contributory 1095.5 1160.1 1178.7 | 1290.5 | 1287.9 | 1193.9 1091.4 899.4 745.6
family workers
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Total | 2407.4 | 2410.7| 2397.7| 2442 | 2510 | 2380.1 | 2304.1 | 2003.1 | 1726.8|

Source: National Institute for Statistics, Tempo on-line dataset.
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EXECUTIVE SUMMARY

In Spain, the figure of economically dependent self-employment (trabajador auténomo
econdmicamente dependiente, TRADE) was regulated in 2007 in the Self-employed
Workers' Statute (Ley del Estatuto del Trabajador Auténomo, LETA). The most important
criterion used to establish whether a worker belongs thereto is of an economic nature,
measured as the percentage of income earned from a single client. A self-employed
worker is considered to be economically dependent if the income from a single client
accounts for at least 75% of his/her total income (Article 11, paragraph 1 of the Self-
employed Workers’ Statute). Self-Employed Workers’ Statute conferred TRADE status
higher social protection compared to genuine self-employment.

In 2017 (2nd quarter), there were 10,530 TRADESs registered. The number of registered
TRADE increased significantly in the first years after the LETA was passed. However, after
the initial increase, since 2015, the number of TRADE registered has barely increased and
it accounts for a very low proportion of total self-employed without employees (0.7%).
Overall, social partners, self-employed organisations and experts find that the existing
legal regulation of TRADE has failed to attract self-employed because it does not respond
to the needs of this specific collective nor to the needs of employers.

Difficulties for TRADE in acquiring their own social protection rights

Social protection rights of TRADE are almost identical to those of normal self-employed.
Regarding in-kind benefits associated to healthcare, self-employed, included TRADEs,
are entitled to the same rights as employees. As far as cash benefits are concerned,
TRADESs are obliged to contribute to insurance for most of the contingencies that apply to
employees (pensions, labour accidents, etc.). The most important in-cash benefits from
which TRADE are excluded are unemployment benefits and Wage Insolvency Fund
(Fondo de Garantia Salarial, FOGASA).

The amount of all cash benefits that TRADEs are entitled to are determined by the
contribution base and the monthly contribution. As opposed to employees, self-employed
and TRADE can choose the contributions they want to pay to the Social Security. Most of
them (81% of self-employed and 91% of TRADE in 2017) are selecting the minimum
base in order to pay lower contributions. As social protection is closely linked to the
contribution bases, this leads to lower levels of protection and, especially, lower
pensions, with an associated increased risk of poverty and social exclusion.

Possibilities of gaining access through derived social protection rights

In Spain, the social protection system does not contain many elements which connect the
social protection of an individual to his or her specific family situation. Main social
security derived rights fall under the juridical category of ‘in-cash benefits for dead and
survival’ (prestaciones por muerte y supervivencia). Self-employed and TRADE are
entitled to the same rights as employees, as far as they contribute to the insurance
against temporary incapacity which is mandatory for all self-employed workers.

Coverage and access by other means

Some private funds such as health funds have been incentivised for self-employed
through discounts in their direct income taxes. Regarding pensions and dead insurances,
some studies (UNESPA, 2016) find that the share of self-employed having private
insurances is very close to the share of employees having one.

Cost-benefit of cross-subsiding TRADE

Measures favouring transition from unemployment to TRADE are cost-effective as they
could contribute to save social expenditure related to unemployment benefits. However,
a political strategy favouring these transitions should also consider that there is the facto
a considerable gap in terms social rights (no unemployment benefits and lower
retirement pensions) and a considerable gap in terms of employment rights.





Case study on economically dependent self-employment in Spain

1. LABOUR MARKET AND SOCIAL SITUATION OF ECONOMICALLY
DEPENDENT SELF-EMPLOYMENT IN SPAIN

1.1.  Origin and drivers

In Spain, the figure of economically dependent self-employment (trabajador auténomo
econémicamente dependiente, TRADE) was regulated in the Self-employed Workers’
Statute (Ley del Estatuto del Trabajador Auténomo, LETA). It was approved in 2007 in
response to demands from self-employed workers’ organisations calling for improving
and extending social security rights and drawing from a country expert report elaborated
by an expert committee (Expert Commission Report for the elaboration of a Self-
employed Statute. October 2005).

The institutionalisation of the TRADE figure is justified in the preamble of the Self-
employed Workers’ Statute as a result of the diversity of self-employed existing in Spain.
Bearing this diversity in mind, the LETA stresses, however, that in Spain most of the self-
employed are without employees. According to the law, this group of self-employed,
which represented around 80% in 2006 (1.7 million self-employed), needed a higher
level of social protection, closer to that offered to the employees. The LETA estimates
further that, out of the self-employed without employees, 285,000 worked for a
unique company or client and should thus fall within this new category of TRADE.

The creation of TRADE status has been also described as a response to the legal
uncertainty existing in some relations between self-employed workers and their clients,
covering a regulatory loophole. From this perspective, the main purpose was to qualify
specific work relations that formerly had been solved on a case-by-case by the
jurisprudence, giving rise to court disputes.

Self-Employed Workers’ Statute conferred TRADE status a higher social protection
compared to genuine self-employment in relation to three aspects. Firstly, it established
that TRADE relationships have to be always formalised by means of a written contract.
This contract establishes working rights related to working time, rest periods, extra-work
and interruption of activity (similar to holidays’ rights). Moreover, contract extinction is
also regulated and must be derived from a list of causes established in the Self-Employed
Workers’ Statute. In case the client decides to finish the contract without justified cause,
Self-Employed Workers’ Statute contemplates compensations to be paid to the TRADE.
As opposed to severance payment regulated through labour law (Spanish Workers’
Statute), the LETA does not establish an amount or level of compensations that
employers must observe. Instead, compensation relies on the conditions agreed between
the TRADE and the client in the written contract or in the ‘professional interest
agreements’, a sort of collective agreement (see next paragraph). The Self-Employed
Workers’ Statute only establishes some criteria to be taken into consideration when
setting the compensation, in case it is not specified in the contract with the client. They
are related to the initial foreseen time of the contract, the seriousness of the contract
breach by the client or the investment and expenses anticipated by the TRADE to develop
the work. However, the Labour Court has even considered as legal those contracts that
did not contain any compensation (Pérez Rey, 2016).

Secondly, the law recognised a specific form of collective agreement specially and
exclusively addressed to TRADE, the so-called “professional interest agreements”
which, however, is being barely used. As opposed to collective agreements, professional
interest agreements are not covered by the ‘general efficiency principle’. Thus, they only
cover self-employed affiliated to the TRADE organisations that conclude the agreement.
Also, due to this, self-employed organisations signing the agreement do not have to meet
and prove representativeness criteria, as it applies to social partners. Professional
interest agreements can regulate all the working conditions of TRADE. The only limitation
to this regard is that they have to observe the law.

Thirdly, law regulated that conflicts affecting TRADE are treated by Labour Court
instead of Civil Court, as occurs with genuine Self-employment. An aspect generally
positively assessed by trade unions self-employed organisation, bearing in mind the most
protective character associated to the Labour Court.
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A relevant element of the LETA relates to the distinction between the employees and the
self-employed. The Self-employed Workers’ Statute (Article 1, paragraph 1) applies to
‘any working activity not subject to the authority or organisation of another person,
regardless of whether it involves hiring of staff’. Accordingly, dependence and the fact of
being in the employ of another (so-called ‘ajenidad’ in Spanish) are the most relevant
criteria to distinguish between employees and self-employed. However, the abstract
nature of both criteria has led courts to develop different directions to identify the
dependence and the fact of being in the employ of another (Hernadndez, 2010). These
directions are also used and tested by labour inspectors to determine the existence of
bogus self-employment. As far as the TRADE category is concerned, the most important
criterion used to establish whether a worker belongs thereto is of an economic nature,
measured as the percentage of income earned from a single client. A self-employed
worker is considered to be economically dependent if the income from a single client
accounts for at least 75% of his/her total income (Article 11, paragraph 1 of the
Self-employed Workers’ Statute). In addition, Article 11, paragraph 2 sets out other
conditions that have to be simultaneously fulfilled to qualify workers as TRADE®:

- Prohibition to hire or subcontract part or all the activity to third parties. With
this criterion, the law aims to clearly distinguish TRADE from normal self-
employment that do not have restrictions on this. Recently, Law 31/2015 to
modify regulation on self-employment and foster self-employment, introduced an
exception to this legal impediment, allowing TRADE to hire one worker due to
work-life balance reasons (explained in section 2);

- The worker must not execute the activity in a way that is not different to those
dependent workers. This criterion aims to distinguish TRADE from employees;

- The worker has to dispose the production means and material infrastructure
for carrying out the activity independent of those of the client. This criterion also
applies to the distinction between normal self-employed and employees, being
one of the most relevant elements to discern if a self-employment is bogus, being
de facto in employ of another;

- The worker must implement the activity with his/her own organisational
criteria. This is also a general indication to distinguish genuine self-employment
from direct employment related to the dependence criteria;

- The worker must receive an economic compensation as a result of his/her
activity, in accordance with a contract signed with the client.

1.2. Level and trends

TRADE self-employed are requested to register the contracts signed with their clients
with the Public Employment Service. The number of registered TRADE workers remains
low. In 2017 (second quarter), there were 10,530 TRADEs registered. The
number of registered TRADE increased significantly in the first years after the LETA was
passed, since some companies (Panrico-Bimbo, with around 3,000 dependent self-
employed) and sectors (transport) had already come to similar agreements and adapted
these agreements to the LETA. However, after the initial increase, since 2015, the
number of TRADE registered has barely increased and it accounts for a very low
proportion of total self-employed without self-employed (0.7%).

Data on education, age and gender characteristics are not readily available.

Table 1. Self-employed, Self-employed without employees and TRADE

1 As included in the supplementary provision No. 11 of LETA, in transport sector, only the conditions of 75% dependency and the
prohibition to hire or subcontract part or all the activity to third parties are required for self-employed to be considered TRADE. The
reason behind this less restrictive requirement level is that art.1.g of the Workers’ Statute does not consider as employee workers in the
transport sector subject to administrative authorizations.
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Self- Self-employed without
employed employees
Total Total % in relation to TRADE | % in relation to total self-
total self- employed without
employed employees
2017 1,973,028 | 1,539,803 78 | 10,530 0.7
2016 1.984.268 | 1,549,871 78 | 10,250 0.7
2015 1.977.277 | 1,555,602 79| 9,725 0.6
2014 1.945.572 | 1,531,305 79 8,274 0.5
2013 1.920.387 | 1,509,869 79| 7,153 0.5
2012 1.945.371 | 1,537,022 79| 6,263 0.4
2011 1.978.131 | 1,575,297 80| 4,935 0.3
2010 | 2.011.986 | 1,605,629 80| 3,729 0.2
2009 | 2.076.600 | 1,666,113 80| 2,461 0.1
2008 | 2.221.166 | 1772,700 80| 1,136 0,1

Source: Social Security. Self- Employed Workers ‘RETA scheme. Data 2nd quarter

As detailed in annex 1, sex distribution is characterised by a clear prevalence of male
TRADE (6,912 out of 10,099 in the 3rd quarter of 2017. Self- Employed Workers ‘RETA
scheme’). Only 6% of the TRADE are younger than 25 years of age and most of them are
aged 25-39 and 40-54 (41 and 43%, respectively in the 3rd quarter of 2017. Self-
Employed Workers ‘RETA scheme’). With regard to the nationality of TRADE workers,
89% are Spanish and 7% are from EU Member States (3rd quarter of 2017. Self-
Employed Workers ‘RETA scheme’), with neglectable presence of TRADE coming from
outside the EU. Data on education are not available.

1.3. Institutional incentives and disincentives

Whether existing regulation provides incentives to self-employed to become TRADE and
to companies to recognise the TRADE self-employed working for them is an issue widely
discussed among researchers and social partners. It has to be beard in mind that,
according to art.11bis of LETA, it is the dependent self-employed worker who has to
notify and ask his/her client to be recognised as TRADE, meaning that it is not
compulsory that a de-facto TRADE is recognised as such, i.e. it is not considered a
fraud nor illegal that a de-facto TRADE is considered a normal self-employed. Moreover,
in the first moments (transitional provisions No 2 and 3) after approval of the LETA,
dependent self-employed needed to communicate their clients that they were TRADE and
the client could then cancel the contract without any compensation if s/he did not want
to recognise this situation. The fear that the client could cancel the contract has
undoubtedly refrained potential TRADEs to ask their clients to be recognised as such. At
present, if, after notification, a client refuses to recognise the TRADE worker, s/he can
ask the social jurisdiction to be recognised as such.

Trade unions suggest that the existing legal regulation has failed because it does not
respond to the needs of this specific collective, despite the fact that this regulation was
introduced to protect workers in bogus self-employment. As noted by some authors
(Huertas and Prieto, 2016), TRADE regulation does not provide a consistent set of rights
as those provided in the Workers’ Legal Statute. Representative from Union of
Professionals and Self-employed Workers (UPTA) argues that the failure of this legal
status is caused by employers’ misunderstanding of the regulation. Employers consider
the disadvantages related to severance pay, and they do not take into consideration that
when a self-employed worker asks to be recognised as TRADE, s/he automatically stops
claiming for a direct employment status. Moreover, a representative of the Association
for the Self-employed (ATA) highlights the need for employers to consider the certainty
10
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linked to the conditions included in the contract, as regards, for example, the
compensation in case of cancellation of the contract, as opposed to the uncertainty linked
to a judicially adopted compensation, should the dependent self-employed go to court
after cancelation of his/her contract. In the same vein, the ‘lack of success’ has been
explained as a result of the ‘fear’ and ‘ignorance’ of both the self-employed and
companies (ABC, 2013). Finally, representative from CEOE critically notes that TRADE is
an ‘artificial status’ that fails to attract self-employment because self-employed workers
ideally want to have several clients. If they formalise their status as TRADE, they limit
their capacity to grow. From this perspective, a self-employment is perceived as a
genuine entrepreneur whose main priority is to diversify clients and who therefore does
not obtain any benefits from the additional rights entailed by the TRADE status.

1.4.  Transitions rates to standard employment

Transitions rates to standard employment have not been estimated. Moreover, some
doubts arise on whether economically dependent self-employment jobs are or should be
a stepping-stone towards permanent employment. As opposed to temporary jobs,
transition from economically dependent self-employed to standard employment is not a
political goal in Spain. This figure was regulated to better protect those workers that
combine organisation autonomy with economic dependency regarding their clients, not as
a transition path to standard employment. On the contrary, at present, (dependent) self-
employment is promoted as a way to foster entrepreneurship.

1.5. Sectors

As far as the sectoral distribution is concerned, 89% of TRADE work in the service sector
(see annex 1 for detailed information). The main economic activities where TRADE are
occupied are ‘transport and storage’ (16%), ‘wholesale, retail and repair of motor
vehicles’ (14%), ‘financial and insurance activities’ (11%) and ‘construction’ (8%) (3™
quarter of 2017. Self- Employed Workers ‘RETA scheme’).

The spread of TRADE in the transport sector is highlighted in qualitative studies
(Eurofound, 2017) that inform, based on interviews conducted with social partners and
self-employed organisations, that most of the TRADEs are registered in the transport
sector, mainly as truck drivers. Indeed, the only “professional interest agreements”
concluded in Spain was signed in the multinational bakery product manufacturing
company Panrico-BIMBO, covering the truck drivers. In this sense, representative from
the Union of Professionals and Self-employed Workers (UPTA) as well as the Spanish
Confederation of Employers’ Organisations (CEOE) points out that this figure was mainly
designed to target these workers. The Self-employment Statue included an additional
disposition (11) which established that those transport workers that own commercial
vehicles and develop continued services for one trader, will be considered as TRADE.
Moreover, these group of workers only need to fulfil two criteria to be qualified as
TRADE: 1) to have an income from a single client which accounts for at least 75% of
his/her total income; 2) do not hire or subcontract part or all the activity to third parties.
This favourability principle to transport workers was probably introduced with a
view to compensate the effects of the Law 11/1994 aimed to modify some aspects of the
Workers’ Statute, which excluded transport workers that owned commercial vehicles and
developed continued services for one trader from the scope of this regulation. Thus, they
started to be conceived as self-employed.

1.6. Linkage of expansion with digital economy

The linkage of TRADE with digital economy is currently under discussion in Spain. For
instance, self-employment organisations have noted that Uber drivers should be
classified as employees instead of self-employed. Moreover, labour and social security
inspectorate sanctioned Uber Systems Spain for misclassification of its employees (El
Pais, 13-06-2015). This suggests that TRADE contract could be an alternative for Uber
works. In this sense, it is worth noting that very recently, the platform Deliveroo has
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offered the riders who offer their delivery services through this platform to be hired
within the TRADE figure.

It is also worth noting that the digital economy is an emerging phenomenon in the
crowdworking/freelancer marketplaces sector and that several online platforms
(Lancetalent, Freelancer, Etece to mention some) enable (dependent) self-employed to
find jobs. These marketplaces relate to works in a wide range of economic activities such
as design computers, plumbers, electricians, etc.

Bearing this in mind, it can be argued that there is an existing debate on the extent to
which collaborative economy workers could be covered by new special employment
regulation or by some of the already existing figures such as TRADE. As argued by the
representative of ATA, some of these activities (those related to insurance companies) do
already count with TRADE workers and the increasing need of companies for
reorganisation and flexibility will increase their demand for agreements similar to TRADE
work in the near future.

2. DIFFICULTIES FOR ECONOMICALLY DEPENDENT SELF-EMPLOYED IN
SPAIN IN ACQUIRING THEIR OWN SOCIAL PROTECTION RIGHTS

Regarding social protection rights, social protection rights of TRADE are almost
identical to those of normal self-employed. Self-employed persons (including
TRADE) in Spain are required to register with the Social Security system, where they are
included in the Special Scheme for Self-employed Workers, so-called ‘RETA scheme’
(article 24. Self-employed Workers’ Statute). This scheme, which is mandatory, also
includes professionals, associated workers and cooperative members. All them have
similar access (subject to some specific arrangements) to social protection as those
employees insured under the General Scheme of Social Security (hereafter the ‘General
Scheme’).

According to article 26 of Self-employed Workers’ Statute, self-employed (including
TRADE) are entitled to:

e In-kind benefits associated to healthcare in cases of maternity, common or
occupational disease, and accidents (whether work-related or not).

e Cash benefits linked to: temporary incapacity, and pregnancy, maternity,
paternity, risks linked to pregnancy and breastfeeding, permanent invalidity,
retirement, widowhood, and having dependent children.

2.1.  Main social protection rights (eligibility and exclusion criteria)

Regarding in-kind benefits associated to healthcare, self-employed, included TRADEs, are
entitled to the same rights as employees. In Spain, healthcare rights are universal.
Provision of healthcare services is under the remit of the regional governments
(Comunidades Auténomas). In order to guaranty that Spanish citizenships are entitled to
the same rights in the different regions, the National Health System (Sistema Nacional de
Salud) establishes a set of common services to be provided in all the regions (Cartera de
Servicios Comunes).

As far as cash benefits are concerned, TRADEs are obliged to contribute to insurance for
most of the contingencies that apply to employees (pensions, labour accidents, etc.). The
most important in-cash benefits to which TRADE are excluded are unemployment
benefits and Wage Insolvency Fund (Fondo de Garantia Salarial, FOGASA). Regarding
unemployment benefits, Law 32/2010 regulated a so-called ‘insurance against cessation
of business activity’ (Prestacion de cese de actividad), conceived as an ‘unemployment
benefit’ that protects self-employed workers facing an urgent situation due to the
involuntary stoppage of their economic activity. This is voluntary for all self-employed
workers (including TRADE). However, trade unions and self-employed organisations
criticize the very restrictive application of this benefit, since only around 35% of the
applications for benefits in case of suspension of activity are accepted (Eurofound, 2017).

Main in-cash benefits for self-employed and TRADE are managed by mutual insurance
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organisations that cooperate with the Social Security (Mutuas Colaboradoras con la
Seguridad Social). These are non-profit employer organisations that cooperate with the
Social Security in the management of several in-cash benefits. To this aim, they need to
be authorised by the Ministry of Employment and be registered in the Social Security
register. Currently there are 20 mutual insurances organisations authorised. These
organisations manage for self-employed and TRADE the following in-cash benefits:
insurance against temporary incapacity due to common illness and due to occupational
contingencies; insurance against cessation of business activity; allowances in case of
pregnancy risks and risks linked to breastfeeding.

It is worth noting that the amount of all cash benefits that TRADEs are entitled to are
determined by the contribution base and the monthly contribution. In this sense,
attention should be drawn to the fact that, as opposed to employees, self-employed
and TRADE can choose the contributions they want to pay to the Social Security.
Each self-employed worker determines their contribution base and the monthly
contribution, whose minimum and maximum limits are detailed below in table 2.

Table 2. Minimum and maximum contribution base and monthly contribution
affecting TRADE

Contribution base Monthly Monthly contribution with
contribution voluntary “insurance against
cessation of business activity”

Minimum: €918.90 € 288.36 € 308.59

Maximum: €3,751.20 €1,176 € 1,258.53

Source: General State Budget 2017

Overall, figures on the contribution base chosen by self-employed show that most of
them are selecting the minimum base in order to pay lower contributions. According to
Social Security Statistics on Self-employed (2017, 2nd quarter), 86% of self-employed
workers chose the minimum contribution base. For self-employed with employees, the
percentage of workers choosing the minimum contribution base is only a bit lower
(81%). For TRADE, the percentage of workers choosing the minimum contribution base is
even higher (91% in the 3™ quarter of 2017. Self- Employed Workers ‘RETA scheme’).

As social protection is closely linked to the contribution bases, these lower contributions
paid by self-employed, including TRADE, leads to lower levels of protection and,
especially, lower pensions (see below), with an increased risk of poverty rates.

The specificities of the main social protection cash benefits to which self-employed and
TRADE are entitled within the Self-employed Workers ‘RETA scheme’ follow:

2.1.1. Temporary incapacity and occupational contingencies

In Spain, insurance against temporary incapacity (incapacidad temporal) is
mandatory for all RETA workers. On the contrary, insurance against occupational
contingencies (contingencias profesionales), including temporary incapacity due to
accident at work or occupational disease, is only compulsory for TRADE
workers, being voluntary for the self-employed. It is also worth noting that
accidents ‘in itinere’ are only considered labour accidents for TRADE.

As previously explained, these insurances are managed by mutual insurance
organisations that cooperate with the Social Security.

Temporary incapacity in case of accident at work or occupational disease entitles
TRADE (and self-employed who freely decide to contribute) to a subsidy to
compensate lack of incomes. The maximum period for receiving this subsidy is 12
months, which can be extended for 6 months.
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The amount of the subsidy is equal to 75% of the contribution base paid by the
TRADE the month before that the medical leave is acknowledged. For instance, a
TRADE who is on medical leave paying contribution within the minimum base will
receive €22.95 on a daily basis. If he/she contributes within the maximum base,
the daily amount to be received will be €125. Payment of social security
contributions should continue in situations of temporary incapacity.

2.1.2. Maternity/paternity protection

Regarding maternity protection, self-employed and TRADE women are
entitled to the same maternity benefits as employee women insured under
the General Scheme. Maternity, the leave is available for up to 16 weeks (up to
10 of which may be transferred to the father), and implies an allowance equal to
100% of the corresponding regulatory base (around €900 per month if the self-
employed mother was contributing the minimum base and around 3,700 in case
she was contributing the maximum base). Conditions to be eligible are:

e To be affiliated to the RETA scheme;

e For self-employed older than 26 years: to have contributed to the Social
Security at least 180 days in the last 7 years

e For self-employed between 21 and 26 years: to have contributed to the
Social Security at least 90 days in the last 7 years

e For self-employed younger than 21 years: no need to have contributed

e Mothers and fathers may enjoy also part-time rest periods, but the
maximum reduction for fathers is 50% (there are no limits for mothers).

2.1.3. Pension

Self-employed and TRADE are generally entitled to the same pension rights as
employees. Conditions that determine the access and calculation of the pension
equally apply to employees, self-employed and TRADE. Since the last pension
reform approved by means of the Royal Decree 5/2013, published on 16 March
2013, the following main conditions apply to self-employed, employees and
TRADE:

e Delayed retirement age: The retirement age will be raised to 67, applied
until 2027, increasing one month per year until 2018, and two months per
year from 2019 to 2027.

e Computation period: The number of years of social security contributions
taken to determine the regulatory basis of the pension will rise from 15 to
25 years. This rise will be applied gradually, increasing by one year each
year from 2013 to 2022.

e Scale of calculation to access 100% of the regulatory basis of the pension:
The scale will evolve from 50% of the regulatory basis after 15 years to
100% of the regulatory basis when a person has contributed to social
security for 37 years (previously 35 years). The rise will be applied from
2013 to 2027.

A relevant specificity to understand pension rights of self-employed and TRADE
(which are the same) is related to the limitations to increase the contribution base
and the monthly contribution with the age. Until 2014, it was a common practice
for self-employed to increase contribution base with the age. However, since the
last pension reform there is a limitation. Currently, if a self-employed worker aged
47 years or more has been contributing under a contribution base lower than
€1,926.60, he/she will only be able to increase its contribution base up to
€1,954.80 (the maximum amount is €3,751.2).

According to the Social Security Statistics, in September 2017 self-employed
received an average monthly pension of €711.13 compared to 1,211.57 for
employees under the General Social Security Scheme. Thus, self-employed
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pensioners receive, on average, €500 less than employees. Most of observers
explain this difference due to the voluntary character of the RETA scheme. As self-
employed can choose the amount they want to contribute with, they tend to
choose the minimum contribution base in order to pay lower contributions. The
recent reforms limiting the chances to increase contribution base with the age
may also have negative consequences on pension rights for self-employed,
including TRADE.

Regarding the causes that explain why self-employed chose the minimum
contribution, the study commissioned by the insurance company Vida Caixa and
the University of Barcelona (Guillén and Alemany, 2015) found through a survey
interviewing 1,017 self-employed carried out in the first months of 2015 that 65%
who were contributing the minimum base did so because they could not afford to
increase their contribution base. In addition, 25% justified this decision due to the
lack of trust in the public pension system.

2.1.4. Insurance against cessation of business activity (unemployment)

Law 32/2010 regulated the so-called ‘insurance against cessation of business
activity’, conceived as an ‘unemployment benefit’ that protects self-employed
workers facing an urgent situation due to the involuntary stoppage of their
economic activity. This is voluntary for all self-employed workers, being managed
by private mutual insurance funds. According to Law 32/10 it must be requested
to the same private mutual insurance that manages the insurance against
occupational contingencies. To be eligible, the following conditions must be met:

e To be affiliated to the RETA scheme;

e to have contributed to the insurance at least 12 months in the last 48
months;

e to be in legal situation of ‘cessation of business activity’;

e to sign a ‘commitment of activity’ establishing that the person must
actively seek employment, accept a suitable job and participate in specific
motivational, information, training, reconversion or professional insertion
activities offered by the Public Employment Service in order to increase
their employability.

As stated above, it is worth noting that trade unions and self-employed
organizations have criticized the insurance, noting that only around 35% of the
applications for benefits in case of suspension of activity are accepted by
the mutual insurance associations (Eurofound, 2017).

2.2. Recent reforms with a view to improving self-employed and TRADE social
protection

Recent reforms have been approved with a view to reinforcing or improving social
protection rights of self-employed, some of which are specifically addressed to TRADE.

Law 31/2015 on Self-employed Workers, passed on September 2015, modified and
updated the regulations on self-employment and adopted measures to promote self-
employment and the social economy. It amended the Self-employed Workers’ Statute.
One of its main features is the inclusion of specific measures aimed to promote the
reconciliation of professional and family life, such as the possibility that TRADE
workers can hire a worker in cases of risk during pregnancy and breastfeeding,
maternity or paternity, care of children under seven years or of other family member in a
situation of dependency or disability. This is the only exception made to the requirement
of not employing third parties to be considered a TRADE worker. The reason behind is to
allow the continuity of the activity performed by the TRADE worker and avoid disruption
of the relationship with the client with which s/he holds at least 75% of their activity.
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3. POSSIBILITIES OF GAINING ACCESS THROUGH DERIVED SOCIAL
PROTECTION RIGHTS

In Spain, as opposed to other European social protection system, the social protection
system does not contain many elements which connect the social protection of an
individual to his or her specific family situation. Moreover, derived rights have been
progressively reformed in line with European Commission recommendations that
highlighted that these rights can create disincentives for women to enter the labour
market or take up jobs in the informal economy. For instance, the Law for Work and
Family Life-balance (Law 39/1999) redefined different temporary leave rights that allow
employees to leave their employment temporarily to provide care for someone in need of
full-time care and attention as rights conceived as ‘strictly individual’.

Bearing this in mind, this section will focus on the most relevant existing social rights
which could be understood as derived social rights.

Firstly, the section will address the health insurance rights which, albeit formally
universal since 1994, was reformed in 2012 with a view to reinforcing its linkage with
Social Security affiliation. The extent to which self-employed and TRADE are covered will
be explained.

Secondly, the specific derived social rights existing in Spain, associated to widowhood
and orphan’s allowances, will be explained, detailing how they apply to TRADE and self-
employed compared to employees.

3.1.  Health insurance rights

In Spain, health care rights are generally conceived as universal. Since 1994, National
Health care system is exclusively financed via taxes instead of contributions paid by
employees and employers to the Social Security. Thus, Nacional Health system does not
depend either juridical or economically from the Social Security. Accordingly, health
rights are based on citizenship or residence instead of on employment status or social
security contributions. Nevertheless, The Ombudsman Institution (Defensor del Pueblo
Espafiol) estimated in a letter sent to the government in 2010° that around 276,000
people (0.6% of the Spanish population) lacked health rights. Among those people
uncovered, the main collectives were:

e Self-employed who have ceased their activity, do not receive any in-cash benefit
from the Social Security (unemployment benefit, income benefit, etc.) because
have enough resources (for instance they own a dwell);

e migrants who returned to Spain and still receive any pension from the country
where they were living, workers on unpaid leave of absence for child care, worker
in periods of inactivity between seasonal jobs, etc.

In addition, attention should be drawn to the legislative reform approved within the
austerity government strategy addressed to reduce public deficit. The Royal-decree
16/2012, recently amended in some regions such as Catalonia, decreased to some extent
the universal character of the Spanish health system. According to Royal-decree
16/2012, the following groups are entitled to universal health care rights:

e Workers or self-employed affiliated to the Social Security system;

e situations assimilated to that of affiliation to the Social Security, which include a
great range of situations including, for instance, those unemployed whose fare
benefits are exhausted (provided they are registered in the Public Employment
Service as unemployed), individuals on unpaid leave for child care, workers in
period of inactivity between seasonal jobs, etc.;

e pensioners;

2 https://www.scribd.com/doc/26994677/Carta-Defensor-Pueblo-reconociendo-falta-asistencia-sanitaria-

universal-en-Espana
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e workers entitled to Social Security benefits, including unemployment benefit.

Thus, Royal-decree 16/2012 made health rights dependent on Social Security affiliation.
Accordingly, any foreign individual under an irregular situation is excluded, as well as
Spanish older than 26 years that do not meet any of the four criteria described above. As
far as TRADE or self-employed are concerned, they have the same rights as standard or
regular employees. They could only be excluded if they cease their activity and do not
meet any of the criteria to be entitled to Social Security benefit or been registered within
a so-called ‘situations assimilated to that of affiliation to the Social Security’.

3.2.  Widowhood and orphans derived social rights (‘dead and survival’ benefits)

In Spain, social security derived rights fall under the juridical category of ‘in-cash
benefits for dead and survival’ (prestaciones por muerte y supervivencia).

Self-employed and TRADE are entitled to the same in-cash benefits that
employees. This include the following allowances:

e Statutory funeral benefit of the Social Security (Auxilio por defuncidn): this
allowance aims cover expenses derived from the funeral of a relative;

e widowhood pension (pension de viudedad): this allowance covers economic needs
of a widow who was married, divorced or common-law partner, with a view to
avoid economic deprotection of family in case the person dead was the only or
main income winner of the household;

e orphan pension (pensidon de orfandad): this allowance aims to cover economic
needs of the suns/daughters of an individual dead, in case they are younger of 21
years or aged between 21 and 25 and do not work, are studying or receive an
income lower than the National Minimum Wage;

e allowances in favour of relatives (prestaciones en favor de familiares): this
allowance aims to cover economic needs of brothers/sisters, sons/daughters and
grandchildren who were economically dependent of the person dead, provided
that they are not entitled to a public pension and are studying or receive an
income lower than the National Minimum Wage.

Self-employed are entitled to these derive social rights as far as they contribute to the
insurance against temporary incapacity which, as previously explained, is mandatory for
all RETA worker. Allowances are calculated on the basis of the contribution base to which
the self-employed or TRADE was contributing.

In case of labour accident which leads to dead, self-employed will be entitled to social
security orphan and widowhood rights in case they were contributing to the insurance
against occupational contingencies. As for TRADE, since contribution to this insurance is
mandatory, they are always entitled to these rights.

4. COVERAGE AND ACCESS BY OTHER MEANS

This section analyses the main characteristics of private insurance schemes and available
existence data on effective take up by self-employment.

4.1.  Private insurances against temporary incapacity

As explained in section 3, insurance against temporary incapacity, including due to
accident at work or occupational disease, is compulsory for TRADE workers. Although
these insurances are managed by mutual insurance organisations that cooperate with the
Social Security, they are not conceived as private. TRADEs are obliged to contribute to
this insurance but can choose the contributions they want to pay to the Social Security
(the contribution base).

In this context, coverage by other private means can be a way to complement Social
Security coverage but, due to its mandatory character for TRADE, cannot replace that
coverage.

Bearing this in mind, TRADE can choose to complement their coverage with private
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labour accidents insurances. Many insurance companies offer insurances schemes
addressed to self-employed which cover labour accidents as well as widowhood and
orphans.

There are not figures available on the number of TRADE workers taking up private
insurance on occupational contingencies

4.2.  Maternity/paternity protection

As self-employed and TRADE women are entitled to the same maternity benefits as
women insured under the General Scheme, private insurances on maternity/paternity do
not seem very spread.

4.3.  Private health funds

As previously explained, in Spain health care rights are generally conceived as universal
and self-employed and TRADEs are entitled to the same rights than employees. However,
health private funds have been incentivised for self-employed. As opposed to employees,
self-employed who hire a private health insurance are entitled to discounts in their direct
income taxes (Impuesto de la Renta de las Personas Fisicas, IRPF). Self-employed
covered by a private insurance fund can save up to €500 per year in their direct income
taxes. This amount rises up to €1,500 in case of disabled self-employed.

Due to these fiscal advantages, self-employed are becoming an important target group
for the private insurance companies. Thus, private insurances currently offer several
specialised private health funds addressed to self-employed which, in some cases,
include the possibility to cover additional contingencies such as labour accident or even
unemployment.

4.4.  Private retirement pension funds

As explained in section 2, Self-employed and TRADE are entitled to the same pension
rights as employees. Conditions that determine the access and calculation of the pension
equally apply to employees, self-employed and TRADE. However, self-employed receive
in Spain lower pensions than employees, as a great share of them chose to contribute for
the minimum base. Based on this, the question of whether self-employed and TRADE are
or should be covered by other means is at stake in Spain.

The above mentioned study commissioned by the insurance company Vida Caixa and the
University of Barcelona (Guillén and Alemany, 2015), based on a survey to 1,017 self-
employed, found that 25% of unemployed justified the decision of contribution to the
minimum base on the lack of trust in the public retirement pension system, and that
43% uses any ‘saving instrument’ to complement the public pension.

According to the 2016 Annual Activities Report carried out by the Employers’
Organisation of Insurance Companies (UNESPA, 2016), the share of self-employed
having private retirement pension and dead insurances is very close to the share of
employees having one (40.6% vs. 39.7%). However, the median value of retirement
pensions and life insurance assets owned is higher for self-employed (€13,800, compared
to €8,600 among employees).

45. Private dead and survival insurances

As explained in section 3, self-employed and TRADE are entitled to the same in-cash
benefits that employees in relation to widowhood and orphans allowances. As far as life
insurances are concerned, the UNESPA report found that self-employed account for 6%
of total life insurance clients while employees account for 51% (other categories covered
are employers, managers, farmers, pensioners, etc.).

5. COST-BENEFIT OF CROSS-SUBSIDING TRADE

In Spain TRADE are not cross-subsidised by any particular group. Rather, they have been
entitled to discounts in their Social Security contributions, which have been especially
targeted at young self-employed.
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In March 2013, the Spanish Government launched the so-called Strategy for
Entrepreneurship and Youth Employment, conceived as an initiative to tackle youth
unemployment. A relevant element of this strategy was the promotion of
entrepreneurship and self-employment among young people. To this aim, the
government introduced two relevant measures.

Firstly, a flat rate of social security contributions for young self-employed people was
approved. Young self-employed people registering with the Special Self-Employment
Regime (RETA) are therefore able to pay a minimal contribution for common
contingencies during the first six months equal to 80% reduction in their normal
payments. A self-employed person under the age of 30 may pay an approximate
contribution of €50 during this first period. For the following six months, a further
reduction of 50% is applied to the minimum base rate. One year after registration with
the RETA regime, men under 30 years of age and women under 35 can benefit from
reduced rates and a 30% discount on their contributions over the following 18 months.

Secondly, the Strategy aimed to help the self-employed by allowing them to claim
unemployment benefits while they are starting up their business. To this aim, it was
approved that contributory unemployment benefits are paid for nine months to those
under 30 who are entitled to such benefit (i.e. the person has been previously working as
employee and contributing to the social security during the established period of time)
and who have been registered with RETA. The government gave also young people the
chance of capitalising unemployment benefits to help them start up their new business.
Recipients of unemployment benefit are thus now able to maximise up to 100% of their
benefits (80% before the law) in order to make a capital contribution to any type of
newly-created business. Capitalising unemployment benefits is also available for self-
employed of different ages, under certain conditions. A further strand of the initiative is
the continuation of unemployment benefits payment after a young person has become
self-employed. Those entitled to contributory unemployment benefit before registering as
self-employed may continue to receive it after deregistering with the RETA scheme,
provided that five years have not passed since registration as a self-employed worker.

Law 31/2015 also introduced discounts in Social Security contributions (100% of the
contribution base) to those self-employed and TRADE who are replaced through
subsidized interim contracts of unemployed workers during periods of maternity,
paternity, adoption, foster care, risk during pregnancy and breastfeeding. This is also
applicable to members of cooperative societies who are replaced during the above-
mentioned circumstances (not only by unemployed workers). The recent Law of Urgent
Reform to Self-employment Work (Ley de Reformas Urgentes del Trabajo Auténomo)
passed by the Parliament on 13 October 2017 introduced that the 100% discount can be
applied without the need to replace the self-employed or TRADE.

The recent Law of Urgent Reform to Self-employment Work has also introduced two new
Social Security discounts: 1) discount equal to 100% during one year in the contribution
base to those self-employed and TRADE who take care of children younger than 12 years
and of depended people, provided that they are replaced through subsidized interim
contracts of unemployed workers; 2) flat rate of social security contributions for self-
employed mothers who stopped their business and wish to re-start it.

Finally, it is worth mentioning those discounts in the Social security that apply to disabled
self-employed (with a disability degree equal or higher than 30%). They are entitled to
80% reduction in their normal payments during the first 12 months and to 50% from the
month 13 to the month to the month 60.

All in all, as presented in Table 3 below, according to Social Security economic report on
the 2017 General State Budget, the Social Security did not collect in 2015 (last year for
which information is available) €645,570 due to the effect of these discounts in the Social
Security to self-employed. In addition, regional governments establish economic aids and
subsidies through the budget line ‘economic aids to self-employed, cooperatives and
labour societies’, which amount to EUR 24 million in 2017. Further, the budget allocated
to the capitalisation of unemployment for self-employed amount to EUR 3.1 million in
2017.

Table 3 provides the funds allocated for the three budget lines targeted at self-employed
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and an estimation of the cost that these measures suppose for TRADEs. The estimation is
based on the assumption that the budget is equally distributed among the self-employed
and TRADEs existing in Spain in 2017, thus TRADE would receive 0.7% of these
quantities. Accordingly, it is estimated that the cost of cross-subsidising TRADE in 2017
was €194,030.55. It must be stressed that this is an estimation that must be read
cautiously. On the one hand, figures from budget lines covering two different years
(2015 and 2017) are taken into consideration. On the other hand, the third budget line
considered in the table includes measures addressed to other groups beyond self-
employed such as cooperatives and labour societies. Thus, the cost could be
overestimated.

Table 3. Budget allocated to regional governments to aid self-employed

Budget line Total (in €) Cost estimated for
TRADEs
Social Security discounts (2015, last year 645,570 4,518.9
with info available)
Capitalisation unemployment benefits 3,073,080 21,511.56
(2017)
Economic aids to self-employed, 24,000,000 168,000

cooperatives and labour societies’ (regional
governments) (2017)

Total 27,718,650 194,030.55

Source: Order ESS/621/2017 and Social Security economic report on the 2017 General
State Budget.

Cost-effectiveness of existing measures addressed to TRADE is difficult to assess. A
comparison of the annual expenditure on unemployment related benefits per person
unemployed with an estimation of the annual expenditure on self-employed per TRADE
could illustrate to some extent the cost-effectiveness of favouring transition from
unemployment to TRADE. According to the official statistics on unemployment from the
Ministry of Employment, Spain spent in 2016 (last year available) on unemployment
related benefits (including contributory and assistance incomes) per person €9,272, while
the estimation of the cost spent by TRADE in 2017 is €2,632. Bearing this in mind, it
could be argued that measures favouring transition from unemployment to TRADE are
cost-effective as they could contribute to save social expenditure related to
unemployment benefits. However, this exercise must be, again, read very cautiously.
Moreover, it is worth considering that although TRADE and employees have to some
extent similar Social Security rights, as the report has proved, there is the facto a
considerable gap in terms of social rights (no unemployment benefits and lower
retirement pensions) and a considerable gap in terms of employment rights.

6. FINAL REMARKS

As described throughout this document, the TRADE legal figure is failing to attract self-
employment. Although praised by self-employed organisations as an interesting
instrument to improve social protection of a very vulnerable group of self-employed, a
large share of potential TRADE is not registered as such. Indeed, since 2009, the Spanish
Labour Force Survey has included a question targeted at the self-employed on the extent
to which they ‘exclusively or almost exclusively’ work for a single client. Based on this,
figures from 2016 show that around 250,000 self-employed people fell into this category,
of which 90,000 said they worked exclusively for only one client. Compared to the
current 10,500 TRADE registered, the Labour Force Survey figures suggest that around
additional 240,000 self-employed could be recognised as TRADE.

Moreover, the prospects for such a flexible though with higher social protection legal
figure are interesting, taking into account the increasing demand for companies of
20





Case study on economically dependent self-employment in Spain

flexibility in the organisation of work. According to the representative of ATA, three
measures could be undertaken to promote TRADE: first, information for employers
clarifying that TRADE does not mean a labour relationship and warning against the risk of
not recognising the TRADE nature of their dependent self-employed. Indeed, if these
decide to go to court claiming compensations costs in case of contract cancellation and
the court decides that the worker is indeed a TRADE, in these cases, depending on the
specific situation, the court may decide a high compensation for the TRADE. This
compensation could have been previously negotiated and agreed upon in the contract,
eliminating thus the uncertainty.

Second, TRADEs should unionise and register with self-employment representatives so
that their collective interests can be better protected and more “professional interest
agreements” be signed.

Third, normative changes are needed to make compulsory the recognition by
employers of the TRADE nature of the dependent self-employed, since today it is not a
fraud that a dependent self-employed is not registered as TRADE. Indeed, the labour
inspection has no competences to act if it finds such a case, because it does not involve a
specific fraud in terms of social security contributions paid nor in terms of taxes paid
(both TRADE and normal self-employed pay the same social security contributions and
taxes).
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ANNEX. RAW DATA ON TRADE (2017)

Table 1. Number of TRADE by age

Age Men Women Total
16-24 368 210 578
25-39 2,641 1,506 4,147
40-54 3,074 1,235 4,309
55 or more 829 236 1,065
Total 6,912 3,187 10,099

Source: Social Security. Self- Employed Workers ‘RETA scheme’. Data 3™ quarter 2017

Table 2. Number of TRADE by nationality

Nationality Men Women Total
Spain 6,189 2,795 8,984
EU 420 266 686
Europe (non-EU) 101 51 152
Africa 41 12 53
Central America 7 8 15
North America 14 12 26
South America 129 39 168
Asia 8 4 12
Oceania 1 0 1
Unknown 2 0 2
Total 6,912 3,187 10,099

Source: Social Security. Self- Employed Workers ‘RETA scheme’. Data 3™ quarter 2017

Table 3. Number of TRADE by contribution base

Contribution base Men | Women Total
Minimum base (MB) 6,144 3,022 9,166
Between MB and 1.5 MB 298 92 390
Between 1.5 MB and 2 MB 223 40 263
Between 2 MB and 3 MB 197 22 219
More than 3 times MB 50 11 31
Total 6,912 | 3,187 10,099

Source: Social Security. Self- Employed Workers ‘RETA scheme’. Data 3™ quarter 2017

Table 4. Number of TRADE by sector

Sector Men Women Total
Agriculture 28 7 35
Industry 280 39 319
Construction 735 28 763
Services 5,869 3,113 8,982
Total 6,912 3,187 10,099

Source: Social Security. Self- Employed Workers ‘RETA scheme’. Data 3™ quarter 2017
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Table 5. Number of TRADE by main activity

Sector Men | Women | Total
Agriculture, forestry and fishing 27 7 35
Mining and quarrying 3 0 3
Manufacturing 271 39 310
Electricity, gas, steam and air-conditioning supply 0 0 0
Water supply, sewerage, waste management and 6 0 6
Construction 735 28 763
Wholesale and retail 1041 386 1427
Transportation and storage 1,591 56 1,647
Accommodation and food service activities 6 8 14
Information and communication 380 117 497
Financial and insurance activities 515 617 1,132
Real estate activities 226 211 437
Professional and scientific activities 1,103 804 1,907
Administrative and support service activities 441 295 736
Public administration and defence, compulsory social 3 3 5
Education 98 91 189
Human health services 164 378 542
Arts, entertainment and recreation 118 64 182
Other services 182 82 264
Activities of households as employers 0 0 0
Activities of extra-territorial organisations and bodies 2 1 3
Total 6,912 3,187 | 10,099

Source: Social Security. Self- Employed Workers ‘RETA scheme’. Data 3™ quarter 2017
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