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2 Introduction 

1

2

1   See for example Standing (2011) and Srnicek and Williams (2016) 
2   See BIS (2016) and Dellot and Reed (2015). 
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3 Insecure work in the UK over the 

last decade 
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Table 1. Insecure work in the UK, 2006 and 2016 

 2006 2016 Change 

Group Number % workforce Number % 

workforce 

Number  % 

workforce 

Self-

employment 

(all, not just 

low-paid) 

3.8m 13.1 4.8m 15.1 1m 2.0 

Insecure 

temporary 

work (agency, 

casual, 

seasonal, 

other) 

770,000 2.7 730,000 2.3 -40,000 -0.4 

Zero-hours 

contract 

employees 

(excluding ZH 

workers 

describing 

themselves as 

self-employed) 

70,000 0.2 810,000 2.6 740,000 2.4 

Total insecure 

+ ZHC 

employees 

840,000 2.9 1,540,000 4.9 700,000 2.0 

Total insecure 

workers, all self 

employed + 

employees 

4.6m 16.0 6.3m 20.0 1.7m 4.0 

3

3   It is possible that the apparent fall in the number of agency, casual and seasonal workers 

reflects responses to LFS interview questions; it is likely that interviewees were substantially 

more likely to classify themselves as on zero-hours contracts in 2016 than in 2006 as the 

phrase ‘zero hours contracts’ was much better known by 2016 than it was in 2006. See TUC 

(2016), pp15-20. 
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4 The earnings penalty for self-

employment and zero-hours 

contracts 

 

The earnings penalty for self-employment 

Earnings not controlling for other factors  

4

4   Note that the Labour Force Survey data, while more timely than the FRS, does not contain 

information on incomes for self-employed people, and so cannot be used here. 
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Table 2.1. Weekly employee earnings and self-employment income for 

people in work in the UK Family Resources Survey, 2014-15 

Percentile Employee 

earnings 

(£/week) 

Self-employed 

income 

(£/week) 

Difference in self-employed income 

vs employee earnings  

   £/week percentage 

5th 86 0 -86 -100% 

10th  125 26 -99 -79% 

20th 205 100 -105 -51% 

30th  273 153 -120 -44% 

40th  333 200 -133 -40% 

Median 400 253 -147 -37% 

60th 476 343 -133 -28% 

70th  575 433 -142 -25% 

80th  703 552 -151 -21% 

90th  959 863 -96 -10% 

95th  1,312 1,276 -36 -3% 

5

 

5   At the 99th percentile self-employed income is actually around £300 per week higher than 

employee earnings but this statistic has not been presented in Table 2.1 as the data for the 

very high-paid in the FRS are not very reliable due to low response rates to the FRS 

questionnaire among those with very high incomes. 
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Controlling for other factors 

6

 

 

 

 

 

 

 

 

6   Note that job tenure was not included as a control variable in the regressions because job 

tenure in self-employment compared to employee jobs may be endogenous to the choice of 

employment type, rather than a determining factor of earnings. The same may be true of zero-

hours contracts compared to other employee contracts. 
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Figure 2.1. Raw and regression-adjusted penalty for self-employed weekly 

incomes vs employee earnings at different points in the distribution 
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The earnings penalty to zero-hours contracts 

7

7   Note that each individual in the LFS is interviewed for 5 consecutive quarters, but wage data 

are only collected for the 1st and 5th waves of the survey. Thus in each quarterly LFS wave, the 

sample of wage data is approximately 40% of the size of the whole sample of employees. 
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Table 2.2. Earnings for employees on zero-hours contracts compared to 

other employees in the UK Labour Force Survey, Summer 2016 

Percentile Weekly earnings (£) Difference in ZHC earnings  

vs other employees 

 Zero hours 

contract 

workers 

Other 

employees 

£/week percentage 

5th 32 88 -56 -64% 

10th  45 135 -90 -67% 

20th 67 213 -146 -69% 

30th  98 288 -190 -66% 

40th  138 346 -208 -60% 

Median 162 415 -253 -61% 

60th 207 485 -278 -57% 

70th  255 577 -322 -56% 

80th  308 712 -404 -57% 

90th  381 923 -542 -59% 

95th  462 1,225 -763 -62% 
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Figure 2.2. Raw and regression-adjusted weekly earnings penalty for ZHC 

employees compared to other employees at different points in the 

distribution 

Comparing the regression-adjusted earnings penalty for self-employed 

and ZHC employees 
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Figure 2.3. Regression adjusted earnings penalty across the gross earnings 

distribution for self-employed workers and ZHC employees compared 
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earnings in the tax and National Insurance systems 
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5 Differences in the treatment of self-

employment income and employee 

earnings in the tax and National 

Insurance systems 

Income tax system 

 

 

 

 

 

8

8   Company forms involving a small number of directors (but more than one, such as a Limited 

Legal Partnership (LLP), raise similar issues to self-employed owner-directors. 
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9

National Insurance system 

 

10

 

 

9 Prior to 2015-16 dividend payments were eligible for a tax credit which reduced effective tax 

rates on dividends to 0% (basic rate), 25% (higher rate) and 30.6% (additional rate). The 

dividends tax regime introduced for 2016-17 is less generous, and is projected by the OBR to 

raise around £2bn per year by 2019-20 (HMT 2015, Table 2.1) 
10   Note that workers above State Pension Age do not pay Employee NICs (but their 

employers do pay Employer NICs on their salaries). 
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Illustrative differences between tax payments for employees and self-

employed 

 

 

 

11

11   A common strategy for self-employed people incorporated as companies is to pay enough 

income as earnings to preserve eligibility for the State Pension (by paying at or just above the 

Lower Earnings Limit of £112 per week) but to pay less than the Primary and Secondary 

Thresholds (£155 and £156 per week respectively in 2016-17) to avoid attracting a NICs 

liability. Note that self-incorporated people are treated as employee directors by the tax 

system and liable to Class 1 rather than Class 4 NICs (if their earnings are high enough to incur 

a NICs liability). 
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Figure 3.1. Combined income tax and NICs paid by employee, sole trader 

and self-incorporated person for gross incomes from £0 to £200,000/year 

 

 

 



Differences in the treatment of self-employment income and employee 

earnings in the tax and National Insurance systems 

Trades Union Congress The impact of increased self-employment and insecure work on the public finances 26 

Table 3.1. Total income tax and NICs paid by employee, sole trader and 

incorporated owner-director for various gross annual earnings/profits 

Annual Gross 

earnings/profits 

(£) 

Employee Sole trader owner-director 

 Total tax & 

NICs paid (£) 

Total Tax 

& NICs 

paid (£)  

Reduction 

relative to 

employee 

(%) 

Total Tax 

& NICs 

paid (£)  

Reduction 

relative  to 

employee 

(%) 

0 0 0  0  

10,000 493 320 35.1% 0 100.0% 

20,000 4,873 3,020 38.0% 1,800 63.1% 

30,000 9,453 5,920 37.4% 3,800 59.8% 

40,000 14,033 8,820 37.1% 5,800 58.7% 

50,000 19,314 12,630 34.6% 9,200 52.4% 

60,000 24,894 16,830 32.4% 13,200 47.0% 

70,000 30,474 21,030 31.0% 17,200 43.6% 

80,000 36,054 25,230 30.0% 21,200 41.2% 

90,000 41,634 29,430 29.3% 25,200 39.5% 

100,000 47,214 33,630 28.8% 29,200 38.2% 
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6  Methodology for estimating the 

size of the 'fiscal gap' 

 

 

Accounting for the income and earnings levels of the additional self-

employed and zero-hours contract workers over the last decade 
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Figure 4.1. Incidence of self-employment across the distribution of weekly 

incomes from work: estimates for 2006 and 2016 (FRS data adjusted using 

LFS self-employment estimates) 
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Figure 4.2. Incidence of ZHC employees across the distribution of weekly 

earnings: 2006 and 2016 

Modelling the impact of increased self-employment 
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12

 

 

 

 

 

12   Note that for self-employed people in the lowest decile of weekly earnings, regression 

coefficients for weekly earnings in levels, rather than percentage impacts, are used; this is 

because many self-employed people in the lowest decile have negative or zero earnings and 

so altering their incomes by multiplication won't work properly, so an additive approach has to 

be used instead. 
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13

Modelling the impact of increased ZHC working 

13   OBR (2016) Economic and Fiscal Outlook, March 2016 
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Estimating the proportion of the fiscal impact due to the tax system 
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14

Estimating the fiscal impacts by quintile of weekly earnings 

14   The Landman Economics tax-benefit model does not attempt to model Corporation Tax 

payments because there is insufficient information in the Family Resources Survey data to be 

able to model corporate taxes accurately. 
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7 Results 

Size of the 'fiscal gap' if all the additional self-employed workers are 

sole traders 

Table 5.1. Fiscal impact of increased self-employment and ZHC working: 

lower bound estimate assuming the increase in self-employed workers 

between 2006 and 2016 is all sole traders paying Class 4 NICs (£bn/year) 

Source Self-employed ZHC employees  total  

Income tax -1.09 -0.62 -1.71  

NICs -1.58 -0.81 -2.39  

Tax credits and benefits -0.77 -0.44 -1.21  

Total -3.44 -1.87 -5.31  
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Table 5.2. Decomposition of fiscal impact from Table 5.1 due to increased 

self-employment into impact due to tax system and impact due to lower 

gross incomes 

Size of the 'fiscal gap' if all the additional self-employed workers are 

owner-directors 

15

Table 5.3. Fiscal impact of increased self-employment and ZHC working: 

upper bound estimate assuming the increase in self-employed workers 

between 2006 and 2016 is all incorporated small companies paying no 

NICs (£bn/year) 

15   See Adam et al, 2017 
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Table 5.4. Decomposition of fiscal impact from Table 5.3 due to increased 

self-employment into impact due to tax system and impact due to lower 

gross incomes 

Fiscal impacts by quintile of weekly earnings 
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Table 5.5 Fiscal impacts by quintile of weekly earnings, £bn 
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8 Conclusion 
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