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Executive Summary
National Insurance (NI) is a charge paid by individuals of working-age, and their employers, on
their earnings, which confers entitlement to a range of ‘contributory benefits’ including the State
Pension. It is the third largest source of government revenue in the Isle of Man and via the Manx
National Insurance Fund provides funding for the majority of pensions and benefits on the
island. Additionally, a portion of the NI collected is allocated to the Isle of Man National Health
Service. Having mirrored the UK system since its inception, following reforms to the UK pension
system in 2016, individuals’ NI records are no longer transferable between the UK and the Isle
of Man. This provides potentially greater freedom to reform NI in the Isle of Man.
The NI system appears to retain popular support. The direct link between the money raised on
the one hand and entitlement to the benefits funded on the other appears to resonate strongly
with the public and many other stakeholders. Questions over the NI system are closely bound to
assessments of the funding needed for these services. In this context, Sir Jonathan Michael’s
2019 Review of Health and Social Funding has identified persistent funding gaps facing the
NHS on the island and references NI as a potential source of funds. In addition, the conclusions
of the upcoming Government Actuary’s Department review of the National Insurance Fund will
provide an updated assessment of the sustainability of the Fund. The use of the funds raised via
National Insurance is not within the scope of this report.
The Isle of Man social security system runs relatively similarly to the rest of the crown
dependencies, and when comparing this to a sample of countries around the world, the
contributions are at the lower end of the spectrum. This is reflective of the benefits received
from the state in comparison to countries with higher contribution rates, which in turn, generally
provide higher benefits to individuals. Some countries that have lower benefits have created
incentives to support individuals without government revenue (auto enrolment, social security
deductions for private medical) potentially creating less strain on government expenditure in
future years. There is also a significant difference in approach for self-employed individuals
globally; in most locations contributions are lower but benefits are also lower, but in some
locations contributions are the same as employee contributions, or even higher, as in some
locations self-employed individuals effectively pay both employee and employer contributions.
Reforms to the pension and benefit system have weakened the contributory principle since the
system was introduced in the 1940s. However, reforms to strengthen it or actively shift away are
not considered within scope of this report and would need to be considered carefully in
consultation with the wider public. Purely economic assessments tend to recommend simplifying
NI by aligning with income tax, and there is merit in this proposal. However, as noted above, the
NI system as it stands is a significant contributor to revenues on the island and there is no
evidence of significant support on the Isle of Man for aligning the bases. Reforms on this scale
would need to be considered carefully and there is, similarly, a strong case to keep NI broadly
aligned with other international systems, notably the UK’s.
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On this basis, the report focuses on assessing the consequences of individual reforms. The NI
system differentiates between individuals on the basis of a series of factors including age, legal
status, and the form in which income is received. These differences typically reflect historic
features of the NI system, and it is appropriate to ask if they are still relevant or justified. In
some cases, these differences are reflected in public concern about distortions created by the
NI system. These concerns and the potential distortions are considered in the context of
potential reforms:
●

●

●

●

●

●

Changes to the NI rates: these changes are the main option if significant revenues are
required from the NI system. For example, a one percentage point increase in the main
rate of Employee NI raises around £6.5 million per annum, a one percentage point
increase in the additional rate raises around £2.4 million per annum and a one
percentage point increase in Employer NI raises around £9.3 million per annum. For
context, a one percentage point increase in income tax rates would raise more, although
increases in NI are likely to have less impact on perceptions of the competitiveness of
the island. Given the concern over distortions within the NI system, it may be preferable
to combine rate increases if required with other reforms.
Threshold increases: increases to the Primary Threshold are one of the few ways to
target lower earners with the direct tax system. However, they are expensive (an
increase to align with the personal allowance a year would cost around £25 million per
annum) and many of the benefits go to higher earners. Systems offering NI rebates are
likely to be complex to administer and difficult for taxpayers to understand. As a result, it
may be better to target low earning households via the benefit system instead.
Alignment with the income tax system: one option is to move the basis of NI to align
with income tax by charging NI on an annual basis and culminating income across
employments. This reform would improve the transparency and efficiency of the tax
system but would create significant frictional costs and groups of losers among, for
example, low-paid ‘multi jobbers’ who benefit from the current NI system.
Applying NI to income from savings and dividends: this reform would improve the
neutrality of the overall tax system, but the revenue impacts are highly uncertain, and
consultation suggested significant concerns over the impact on competitiveness.
Reforming Employer NI: there are merits from shifting to a payroll tax - in terms of
overall simplicity and the potential to target groups with the reformed tax. But the
departure from the current alignment with the UK’s system would potentially make the
IoM system harder to understand for inbound companies.
Extending employees NI above State Pension age (SPA): this change would be a
significant departure from the current NI system, and concerns have been raised about
the ‘fairness’ of the proposal in previous consultations. In the context of funding for the
NHS and Social Care, there are arguments that those over SPA should contribute
equally. However, labour market impacts are likely to be higher for these groups.
Revenues are estimated to be £0.3 million per annum for a flat 2% charge on those
over SPA. This has previously been consulted on in the IoM and not taken forward.
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One area of concern with the NI system is around the impact of NI on individuals with different
legal statuses and whether changes in working patterns are making those differences more
significant.
Since the financial crisis, there has been growth in the ‘gig economy’ and in levels of selfemployment across the globe. In the UK, the number of self-employed has grown by more than
14% since 2011, and there is evidence of faster growth in the number of individuals
incorporating to provide services via a company. Evidence in the Isle of Man suggests similar
levels of growth in the numbers of self-employed. It is hard to identify individuals working via a
company in the Isle of Man although the limited evidence available suggests that this might be a
growing area within the Isle of Man.
Technological change is playing a part in driving workers to the gig economy and platform
working across Europe. In addition, tax differentials, largely driven by NI, are potentially playing
a role.
At average wages 1, a self-employed individual pays £460 less in tax and NI than someone
employed, and they pay over £3,600 less if Employer NICs are taken into account. An ownermanager working through a company can pay over £2,700 less than someone in employment
(and over £5,800 if Employer NICs are taken into account).
The historic justification for lower NI payments for the self-employed has in part depended on
differences in benefit provision. This justification is weaker after pension reforms on the island.
There is therefore a reasonable argument for considering increasing NI contributions of the selfemployed, and potentially simplifying the system through amalgamating the current system of
Class 2 and Class 4 NICs.
Options for increasing the tax on those working through companies face the challenge of
robustly defining the target population. A successful definition would need to be complex and
sufficiently broad to be able to withstand attempts to avoid any additional tax charge. Countries
with similar social security systems to the Isle of Man have typically dealt with more structural
solutions which involve tax increases on a broader group.
While concerns have been raised about differences in the level of tax and NI paid as a result of
different legal forms, this issue was balanced by concerns about potentially adverse impacts on
entrepreneurship from any increase in tax and NI. Any reforms would need to be considered
carefully and consulted on widely. This need is increased by the limited information available on
the c 8,000 self-employed individuals in the Isle of Man.
We are grateful to Members of Tynwald and the Isle of Man Chamber of Commerce who
responded to a request for information on their views of the Isle of Man NI system. Responses
received as part of the consultation have been incorporated into the analysis.
1

The median wage on the Isle of Man is equivalent to £30,836 a year, See Isle of Man Earnings Survey Report 2019 https://www.gov.im/media/1369003/2020-02-04-earnings-survey-2019-report.pdf
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1. Introduction
1.1. Overview
National Insurance (NI) is a system based on payments, or contributions, made by working-age
individuals, and their employers, that allow them to accrue entitlements to contributory benefits,
including the State Pension based on their contribution record.
The Isle of Man’s NI system was introduced in 1948 as part of the reciprocal social security
arrangements that existed between the United Kingdom and Isle of Man. The object of the
reform was both the ‘social betterment of the people’ and to allow individuals working in both the
UK and Isle of Man to build up a single contribution record, giving them access to benefits in
both countries. The latter aim was prompted by a concern that the country’s economy ‘would
have great difficulty in obtaining sufficient staff’ given the level of dependence on migratory
labour from England 2.
The origins of both systems lie in 1942’s Beveridge Report 3, which laid the grounds for a system
of unemployment benefits, sickness benefits and retirement pensions based on an individual’s
contribution history and funded from a charge on their earnings while in work. The aim of this
reform, as the UK planned for its post-War settlement, was to ensure ‘freedom from want’ 4.
NI remains strongly associated with the contributory principle - the idea that you must pay
something in to get something out and it continues to be the basis for determining entitlement to
key benefits. With the evolution of the system and its adaptation over time, aspects of the
contributory principle have weakened and an individual’s contribution record has less of an
impact on their benefit and pension entitlement. This is discussed further in Section 3.2.
Until 2016, an individual’s Isle of Man and UK NI records were fully interchangeable, meaning
that ‘credits’ earned in the Isle of Man could be used to access UK pensions and benefits and
vice versa. The Manx NI system largely mirrored the UK in consequence. However, following
the introduction of the New State Pension in the UK in 2016, pension entitlement earned in the
Isle of Man no longer gave entitlement to UK pension and vice versa. As a result, there is
greater freedom for the Isle of Man to pursue distinct reforms (although the reciprocal
arrangements are retained in respect of other contributory benefits and this may limit the scope
for divergence to a degree).

2

House of Keys Deb. (10 February, 1948). The National Insurance Bill—Second Reading. Available at:
https://www.tynwald.org.im/business/hansard/19401960/HK-19480210-v0065.pdf#search=%22national%20insurance%22
(Accessed: 28 October 2020)
3
4

William Beveridge, (1942). Social insurance and allied services
Seely, A. (2019).National Insurance contributions (NICs): an Introduction. House of Commons Library.
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1.1.1. National Insurance’s role in the island’s public finances
NI raises around 20% of total revenues on the Isle of Man making it the 3rd largest revenue
raiser behind VAT and income tax. The share of NI has increased by over 50% in the last 12
years as can be seen in the chart below.

Figure 1: Amounts raised by the main taxes in the Isle of Man over last 12
years

Source: Isle of Man Government, 2007-2020
National Insurance contributions (NICs) are paid into the Manx National Insurance Fund after a
proportion of the contributions (around 19%) are allocated to the Isle of Man National Health
Service. The Fund’s income is then used on a ‘pay-as-you-go’ basis to fund the payment of
Social Security Benefits. The Fund is maintained and managed by the Treasury, with the
balance invested via the National Insurance Fund Investment Account. Income on those
investments is returned to the account. In contrast, in the Great Britain National Insurance Fund
receipts are invested in the Debt Management Account Deposit Facility and, ‘in effect, used to
reduce the national debt’ 5.
According to the 2002 Government Actuary’s Department (GAD) report for the Isle of Man, the
Manx National Insurance Fund should be equal to at least double the annual benefit
5

HM Treasury. (2019). FoI Response: National Insurance Fund. Available at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/777605/FOI2018-22809__pdf_for_disclosure_log.pdf (Accessed 28 October 2020)
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expenditure as a contingency 6. In 2018-19, the balance of the Fund was £832 million 7. This is
around four times annual benefit expenditure. As is discussed below, the longer-term
sustainability of the Fund is currently being reviewed by the GAD.
In 2018-19, £207 million was raised via NICs, and £36 million in investment income. In the same
year, £249 million was paid out of the Fund principally in benefit payments and as a contribution
to the National Health Service (NHS). Benefit payments paid out of the Fund include the State
Pension, Contributory Jobseekers’ Allowance, Bereavement Benefits and Carer’s Allowance.

Figure 2: Manx National Insurance Fund payments 2018-19

Source: Isle of Man Government, 2020
The system retains broad support. In a public consultation in 2015 to seek views on the Isle of
Man social security and NI system, 74% of the respondents were of the opinion that the Isle of
Man should retain its current contributory system 8.

6

Government Actuary’s Department. (2002). Report by the Government Actuary on the Operation of the Social Security Acts in the
Isle of Man for the period 1 April 1997 to 31 March 2002. The report states: ‘In theory, a pay-as you-go scheme only needs a
working balance in the fund in order to ensure the smooth operation of the scheme. However, a small economy, such as the Isle of
Man, is vulnerable to relatively larger statistical fluctuations and so it is generally thought advisable for small countries to maintain a
larger working balance in relation to expenditure. The size of the fund to be aimed at cannot be determined on purely actuarial
criteria but it has been generally considered that a fund equal to at least two years' expenditure should be kept as a contingency
reserve in the Isle of Man.’
7

Isle of Man Government. (2020). Budget 2020: A budget of focus. Available at: https://www.gov.im/media/1368490/pink-book2020-final-website.pdf (Accessed: 28 October 2020)
8

The Treasury. (2015). Proposed changes to the Manx Social Security and National Insurance Systems. Available at:
https://www.gov.im/media/1357622/response-document.pdf (Accessed: 28 October 2020)
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1.2. The structure of National Insurance on the Isle of Man
1.2.1. Classes of National Insurance
NICs are paid by employees, employers and the self-employed. In addition, some people pay NI
voluntarily in order to add to their contribution record. Individuals below the age of 16 or above
State Pension age are exempt from making contributions.
As outlined in Table 1 below, there are four classes of NICs. Individuals may pay NI under more
than one class at the same time.

Table 1: The main classes of National Insurance
Description
Class 1

Employees over the age of 16 pay Class 1 NICs on their employment earnings.
In addition, employers also pay NICs on their employees’ earnings.
Individuals over State Pension age do not pay NICs, however their employers
continue to be liable.

Class 2

Self-employed individuals are required to pay a fixed amount of NICs for each
week that they are self-employed, unless they qualify for a Small Earnings
Exception 9

Class 3

Individuals who do not qualify to pay NI under other classes, can choose to
contribute on a voluntary basis.

Class 4
In addition to Class 2 contributions, self-employed who earn profits above a
certain level are also required to make an annual contribution under this class.

Source: Isle of Man Government, 2015
Class 1 NICs are the main source of NI revenue accounting for around 97% of the total raised.
Class 4 NICs account for around 2% of the total, with the rest shared between Classes 2 and 3.

1.2.2. Employee and Employer National Insurance
Employees pay Class 1 NICs at two rates: the primary and additional rate. Employers pay Class
1 NICs at the secondary rate. Rates for the current year are set out in the table below.

9

In 2020-21, an individual will be classed as having small earnings if their earnings were less than £6,500 for the tax year 20192020 and/or they are expecting their earnings to be less than £7,176 for the tax year 2020-2021. See: Isle of Man Government.
(2020). Self-employed people with small earnings. Available at: https://www.gov.im/media/1369208/2020-2021-cf10-small-earningsexception-from-self-employed-national-insuranc-070520.pdf (Accessed: 28 October 2020)
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Table 2: Employee and Employer National Insurance rates in 2020-21
Rates
Employee’s primary rate

11%

Employee’s additional rate

1%

Employer’s secondary rate

12.8%

Source: Isle of Man Government, 2020
The amount of NICs paid by employees under Class 1 is based on their earnings in a given
‘earnings period’ (essentially their payroll period). The thresholds are adjusted to these periods.
● Earnings below the Lower Earnings limit (LEL) are not subject to NICs
● Between the LEL and the Primary Threshold, earnings confer benefit eligibility on the
employee but attract no NI charge.
● Employees are subject to NICs of 11% (the primary rate) on earnings that fall between
the Primary Threshold and Upper Earnings limit (UEL)
● Earnings above the UEL are subject to NICs of 1% (the additional rate).
Employers pay NICs at 12.8% in respect of any employee’s earnings above the Secondary
Threshold. This is not impacted by earnings reaching UEL. Table 3 provides an overview of the
thresholds for Class 1 NICs.

Table 3: National Insurance Class 1 thresholds in 2020-21
Value per week (£)

Value per month (£)

Value per year (£)

Lower Earnings
Limit

120

520

6,240

Primary Threshold

138

598

7,176

Secondary
Threshold

138

598

7,176

Upper Earnings
Limits

823

3,567

42,796

Source: Isle of Man Government, 2020
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1.2.3. Self-employed National Insurance
The self-employed pay Class 4 NICs on the basis of their earnings at two rates, and Class 2
NICs as a weekly flat-rate. Class 2 NICs provides benefit entitlement.

Table 4: Self-employed National Insurance rates in 2020-21
Class of contribution

Rates

Class 2
Class 2 rate self-employed

£5.40/week

Class 2 rate small earnings exception level

£7,176/year

Class 2 rate for volunteer development workers

£6/week

Class 2 for share fishermen

£6.70/week

Class 4
Class 4 rate between the lower limits and upper limits

8%

Class 4 rate above the upper limit

1%

Source: Isle of Man Government, 2020
Class 4 NICs are charged on self-employed earnings at 8% on all profits between the (annual)
lower profits limit and upper profits limit. Profits above the upper profit limit are charged at 1%.
No Employer NI is due on the self-employed.

Table 5: National Insurance Class 4 thresholds in 2020-2021
Value per year (£)
Lower profits limit

7,176

Upper profits limit

42,796

Source: Isle of Man Government, 2020
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1.2.4. Voluntary National Insurance and National Insurance Credits
Individuals who are not in employment can make voluntary NICs under Class 3. This will qualify
them for State Pension benefits. The weekly rate is set out below.

Table 6: Voluntary National Insurance rates in 2020-21
Class of contribution
Class 3 voluntary contributions

Rates
£15.30/week

Source: Isle of Man Government, 2020
Individuals who are not in any form of employment can be eligible for NI credits. This mainly
includes individuals claiming jobseeker’s allowance, incapacity benefits, maternity allowance,
childcare benefit for a child under the age of 12 and Carer’s Allowance. NI credits allow
individuals to claim benefits without having made any contribution.

1.2.5. Interaction with income tax
The NI system sits alongside income tax. Income tax is charged on all income over the Personal
Allowance. For an individual, the Personal Allowance is £14,250 in 2020-21 10. Income above
the personal allowance is charged at 10% until the Standard rate threshold (in 2020-21, this is
set at £6,500 in excess of the Personal Allowance), with income in excess of this charged at
20%. The Isle of Man operates an income Tax Cap, which can limit the total amount of income
tax an individual pay in a year 11. In 2020-21 the Cap is £200,000 12. Unlike NI, which is paid only
on earnings, income tax is paid on all types of income including pension, interest on savings
and benefits. Income tax is also applied to all individuals irrespective of their age. The chart
below shows the interaction between income tax and NI in terms of the marginal tax rate faced
by individuals on their earnings.

10

The Isle of Man also allows married and civil partners to opt to be taxed ‘jointly and severally’ on their income, with, for example,
a shared Personal Allowance worth twice the value of the individual level. Details of the income tax system in the Isle of Man can be
found at Rates and allowances

11

The tax cap does not apply automatically but rather is available on application and is subject to approval by the local Assessor of
Income Taxes in the Isle of Man. If awarded, the cap applies for a fixed period of 5 years.
12

Isle of Man Government. (2020). Rates and allowances. Available at: https://www.gov.im/categories/tax-vat-and-yourmoney/income-tax-and-national-insurance/individuals/residents/rates-and-allowances/ (Accessed: 28 October 2020)
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Figure 3: Marginal rates of income tax and National Insurance (2020-21)

Source: Isle of Man Government, 2020

1.3. Current issues
1.3.1 The impact of COVID-19
The Manx National Insurance Fund has played a critical role in providing financial support to
businesses and self-employed individuals during the COVID-19 pandemic. The Isle of Man
Government announced a £100 million package including unemployment benefits, a salary
support scheme, grants for self-employed and NI holidays for businesses related to the tourism
industry. Key measures including the salary support scheme and the Manx Earnings
replacement allowance have been funded from the National Insurance Fund. At the same time,
revenue coming into the fund will have been affected by the economic losses caused by the
pandemic. The Treasury has modelled a scenario to understand the impact of COVID-19 on the
National Insurance Fund this year 13. In this scenario contributions fall by just over 15%
compared to the projections made at the start of the year and benefit payments increase by just
under 30%. As a result, the Manx National Insurance Fund balance would fall by £92.6 million
(around 10%).

13

Isle of Man Government. (2020). Budget update 2020. Available at: https://www.gov.im/media/1369811/budget-update-2020purple-book.pdf (Accessed: 28 October 2020)
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1.3.2 Recent pension reforms and the Manx National Insurance Fund
The GAD is currently conducting a review of the Manx National Insurance Fund. It will aim to
determine the extent to which the Fund is at a level sufficient to meet the cost of paying benefits
out of the Fund in the longer term. This analysis was last conducted in 2014 and considered the
operation of the fund for the period 1 April 2007 to 31 March 2012 14.
Similar to other European countries, the Isle of Man faces the challenge of funding an ageing
population and an increase in the dependency ratio (the ratio of the non-working to working
population). The last census (2016) found a five percentage point increase in the proportion of
the population over State Pension age over the last 15 years 15 and that is projected to increase
further. As a result of these trends, the Isle of Man will face an increasing cost to meet its
pension liabilities combined with a relative decline in the amounts raised by NI charged on the
working population. The 2014 GAD Report 16 projected that as a result the Manx National
Insurance Fund would be exhausted within 35 years unless successful reforms could be made.
Since the GAD Report was published, pension reforms in the Isle of Man, including bringing
forward increases in the State Pension age will have changed these projections. They remain
highly sensitive to assumptions about economic growth, demographic changes and migration
and the updated GAD report will provide a more accurate picture of the extent of pressures on
the National Insurance Fund. To the extent that NI remains the key source of funding for
pensions paid on the Isle of Man, any questions about the ‘right’ level of NI to be raised on the
island will need to take into account assessments of the long-term sustainability of the National
Insurance Fund.
The current single-tier Manx pension was introduced in the Isle of Man in April 2019. This
followed the UK’s introduction of a single-tier flat pension in 2016 but aligned with the needs of
the Isle of Man 17. The Treasury Minister Alfred Cannan MHK provided two reasons for
introducing the new Manx State Pension - ‘Firstly to ensure the long-term viability of the Manx
National Insurance Fund, so that we can afford to pay state pensions for at least the next 70
years. And secondly to provide for a simple pension which everyone can understand and can
therefore plan for their retirement with a degree of certainty’ 18.
Prior to the introduction of a single-tier Manx pension, the State Pension in the Isle of Man
comprised three parts: the Basic Pension, the Additional Pension and the Manx Pension
14

Tynwald Court DB. (18 February 2020). Vol. 137, No. 10. Available at:
https://www.tynwald.org.im/business/hansard/20002020/t200218.pdf#search=%22national%20insurance%20%22 (Accessed: 28
October 2020)
15

Isle of Man Government. (2016). 2016 Isle of Man Census Report. Available at: https://www.gov.im/media/1355784/2016-isle-ofman-census-report.pdf (Accessed: 28 October 2020)
16

Isle of Man Government. (2014). Report by the UK Government Actuary on the operation of the Social Security Acts in the Isle of
Man for the period 1 April 2007 to 31 March 2012. Available at: https://www.tynwald.org.im/business/opqp/sittings/20112014/2014GD-0029.pdf (Accessed: 28 October 2020).
17

Isle of Man Government. (2020). Manx National Insurance Fund Account: For the year ended 31 March 2017. Available at:
https://www.gov.im/media/1360834/manx-national-insurance-fund-2016-17.pdf (Accessed: 28 October 2020)

18

Isle of Man Government. (2018). Tynwald gives go ahead to the new Manx State Pension. Available at:
https://www.gov.im/news/2018/mar/21/tynwald-gives-go-ahead-to-new-manx-state-pension/ (Accessed: 28 October 2020)
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Supplement 19. Under the new pension, any individual reaching State Pension age on or after
the 6 April 2019, receives the new single-tier state pension. The amount of State Pension that
an individual is entitled to depends on their total contribution record. Individuals who have made
NICs for 35 years or over are entitled to the full pension. From 6 April 2020, the full amount of
Manx State Pension is £191.35 per week 20. With the introduction of the single-tier Manx
pension, ‘contracting out’ of the additional State Pension will stop 21. The Manx Pension
Supplement (also known as Manx Supplement) will also be phased out over the next 20 years.
The Manx Pension Supplement is a top-up amount added to the Basic State Pension for those
individuals who meet qualifying conditions. From 2019-20, the rate of Supplement payable will
reduce by 5% in each year. However, individuals who reached State Pension age before 6 April
2019, will not be affected by these changes and will continue to receive their pension in
accordance to the rules which applied to them when they reached State Pension age.
Pension reform has significantly affected the pension entitlements of several groups, which has
potential implications for their NI treatment. This is discussed further below.

1.3.3 Proposed National Insurance reforms
Over the last decade a number of reforms to NI have been proposed in the Isle of Man with the
Government developing proposals and holding public consultations. In the two cases set out
below, reforms were not taken forward.
●

●

Reform the NI system for self-employed individuals: As part of the 2015 consultation
on the future of Isle of Man’s National Insurance system, the Treasury explored the
possibility of simplifying the system for self-employed individuals. This included charging
the same rate of NI for both employed and self-employed individuals and merging Class
2 and Class 4 NI. While respondents were in favour of this change, they expressed
concerns on how this will work in practice. Introducing the same NI rate for both
employed and self-employed individuals would be challenging as they pay NI on
different forms of earning. While the self-employed pay NI on their profits, which can
fluctuate considerably, employed individuals pay NI on their earnings which remain fairly
consistent over time 22. Any reform would have to take into account self-employed
individuals’ fluctuating income levels.
Introducing NI for employed and self-employed individuals over State Pension
age: In 2015, the Treasury Minister announced that he supported the recommendation

19

Isle of Man Government. (2020). An Introduction to State Pensions for people reaching State Pension age before 6 April 2019.
Available at: https://www.gov.im/media/1361280/rm2-september-2020.pdf (Accessed: 28 October 2020)

20

Isle of Man Government. (2020).Manx State Pension. Available at: https://www.gov.im/categories/benefits-and-financialsupport/pensions/manx-statepension/#:~:text=The%20full%20amount%20of%20the,amount%20of%20Additional%20State%20Pension (Accessed: 28 October
2020)
21

Prior to the introduction of a single-tier Manx pension, employers and employees had the option of ‘contracting out’ of Additional
State Pension. This was introduced as a number of employers offered occupational pension schemes. In the event that these
occupational pension schemes met certain qualifying criteria, employers and employees could contract out of paying the Additional
State Pension Scheme and pay lower rates of NICs.

22

The Treasury. (2015). Social Security and National Insurance Reform: Treasury Proposals. Available at:
https://www.tynwald.org.im/business/opqp/sittings/Tynwald%2020142016/2015-GD-0036.pdf (Accessed: 30 October 2020)
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that any individual who continues to be in employment or is self-employed after State
Pension age should be liable to pay NI. The Treasury held a public consultation to
understand views on proposed changes and invite any suggestions on how this could be
implemented 23. Public response to these proposed changes was not very positive. 40%
of the respondents were of the opinion that it is not fair to subject individuals over State
Pension age to NI. Following the public consultation, the Treasury concluded that, taking
into consideration the comments received, the economic climate and prevalent practice
in neighbouring jurisdictions, no immediate change would be introduced with regards to
working individuals over State Pension age paying NI 24.
These reforms are discussed further in Section 4 and 5.

1.3.4. Health funding
An independent review of the Isle of Man Health and Social Care System led by Sir Jonathan
Michael concluded in 2019 25. It found that an increase in funding for health and social care
services is needed in order to address persistent overspend in the Isle of Man and to meet
increased demand, which are estimated to lead to a funding gap of over £150m in real terms by
2035/36. A range of funding options such as general taxation, NI and private insurance were
identified as part of the review. In the context of NI, the review suggested the following reforms
among others:
● An increase in rates
● Changes to the existing thresholds; and/or
● An increase in the proportion of NICs allocated to the DHSC.
The review observed that changes to NI would be relatively simple to administer and would
allow for the Government to raise substantial funds without having to make significant changes
to the existing system. In addition, responses gathered from a public survey indicated that this
would be a preferred choice for raising funds as there is a public perception that NI is already
considered to be ‘for health’. At the same time, reliance on NI could have a detrimental impact
on the Manx National Insurance Fund. The report notes that increasing the rates and altering
the thresholds would also impact the desirability of the Isle of Man as a place to live and work.

1.4. Scope and objective of this study
The purpose of this study is to review the Isle of Man’s NI system, with the aim of addressing
the following specific questions:
●

In light of the recent changes to working patterns and the COVID-19 pandemic, is the

23

The Treasury. (2015). A Consultation Document: Proposed Changes to the Manx Social Security and National Insurance
Systems. Available at: https://www.gov.im/media/1357621/consultation-document.pdf (Accessed: 30 October 2020)

24

The Treasury. (2015). A Consultation Response Document: Proposed Changes to the Manx Social Security and National
Insurance Systems. Available at: https://www.gov.im/media/1357626/response-document.pdf (Accessed: 30 October 2020)
25

Michael, J. (2019). Independent Review of the Isle of Man Health and Social Care System. Available at:
https://www.tynwald.org.im/business/opqp/sittings/20182021/2019-GD-0021.pdf (Accessed: 28 October 2020)
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●

current NI system fit for purpose?
What changes can be made to the Isle of Man NI system?

To achieve this, the Isle of Man NI system was reviewed and benchmarked against comparator
countries and potential policy options were assessed. The use of funds raised through NI is not
within scope of the Report.
In addition, views were sought from Members of Tynwald and the Isle of Man Chamber of
Commerce to understand their perceptions of the Isle of Man NI system. Responses received
as part of the consultation have been incorporated into the analysis. We are grateful for their
assistance in completing this project.

1.4.1. Structure of the Report
The remainder of this Report is structured as follows:
●
●
●
●
●

Section 2 provides an overview of the various Social Security models in place across the
world;
Section 3 assesses the principles underlying NI and lays the groundwork for future policy
discussion;
Section 4 discusses the potential impact of introducing various reforms to the existing NI
system in the Isle of Man
Section 5 looks at the impact of changing working patterns on NI and potential policy
options; and
Section 6 considers some conclusions.
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2. International benchmarking
2.1. Social security around the world
A social security contributions system has been adopted by every major economy, and in most
countries they now provide protection from a wide variety of life events. In this section, we
explore a number of broad themes of social security, present a high level comparison of the
social security systems of a selection of countries around the world and finally take a more indepth look at the similarities and differences of several countries with similar systems to the Isle
of Man.
The design of social security contribution systems varies along several parameters, including:
●

●
●

The structure of the contributions system, including whether it is fully publicly operated or
contains some private elements, and who the costs are imposed upon (employee vs
employer);
The contribution rates and thresholds imposed on different categories of workers and/or
employers; and
The link between contributions and the structure of retirement social security payments
(e.g. state pensions) and their interaction with private pensions or provident funds

Structure of contributions
Some countries operate social security systems which directly finance corresponding benefits,
whereas other countries choose to finance statutory welfare benefits with a mix of social
security and general taxation.
For example, in the UK, National Insurance contributions due from employed earners are
deducted at source from the individual’s pay. These contributions are collected by HMRC
through the PAYE system and contribute to the UK Government’s overall revenue from tax.
Germany however has an extensive statutory social security system based on solidarity. If an
individual is subject to social security contributions in Germany, then they will be a member of
the following five statutory organisations:
1. Statutory health insurance fund
2. Statutory long-term care insurance fund
3. Statutory pension insurance fund
4. Statutory accident insurance fund
5. Statutory unemployment insurance fund
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The different insurance funds are self-governing corporations under public law that have joined
to form national associations. The funds take full responsibility for fulfilling the tasks assigned to
them by law.
Contribution rates and thresholds
Different countries generally decide upon radically different rates of social security depending on
how high a proportion of total income they are attempting to raise from the contributions. In
France and Italy, for example, the contribution rates are relatively high, however the rates are
comparable to the benefits workers receive in both countries. Some countries have high
personal income tax rates and lower social security rates and vice versa.
Many countries operate a cap in their social security system, once a maximum level of income
has been subject to social security, no further contributions are due on additional income above
that ceiling.
Retirement systems
Population ageing is a global reality therefore the link between social security and statutory
pensions has never been more important to ensure financial stability. As people of retirement
age generally do not pay social security contributions, an ageing population can result in
reduced levels of contributions to social security systems whilst also increasing expenditure
through greater health care needs and higher statutory pension dependencies.
Most countries have a minimum state pension allowance available to most of their population.
However, the allowance varies from country to country and in some countries the state provision
alone would not generally be perceived as guaranteeing a high standard of living. In some
countries, there is a mandatory obligation for the employer to enrol employees in an
occupational pension. The UK, with a relatively low state pension of £134.25 per week (circa
EUR 650 per month), has rolled out a mandatory workplace pension scheme, ‘automatic
enrolment’ which requires all employers to automatically enrol their employees into a private
pension scheme.
France is at the other end of the spectrum in regards to state pension schemes. France’s
pension system is highly centralized and is made up of three pillars; the French state pension,
compulsory supplementary pensions, and voluntary occupational and personal arrangements.
In France there is also a requirement for employers to legally partake in an occupational
pension scheme. Whilst the minimum state pension, to those who are entitled to the full state
pension whilst have been on low income, is 636.56 EUR per month, the basic retirement
pension can range up to 1,191.57 EUR per month with the additional supplements. In contrast,
this is not possible in the UK as the UK state pension is a fixed amount, regardless of how much
the individual has contributed.
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In both cases outlined above, the state pension schemes are proportionate to the social security
contributions paid.

2.2. High level benchmarking
From a sample of countries across the world, we have sought to look at a wide range of
contribution systems and the similarities and differences between them. The countries
considered are France, Belgium, Romania, Brazil, Cyprus, Malta, Bulgaria, Switzerland, USA,
UK, Netherlands and Ireland
The below graphs provide estimates of employer and employee social security contributions on
the Isle of Man median salary of £30,836 (34,021 EUR) and minimum salary of £16,731 (18,459
EUR) of the selected demographic countries 26.

Figure 4: Estimates of employer and employee social security contributions
(Median Wage)

Source: National Government data, PwC Analysis
26

It is worth noting that these are average figures and high level estimates. The amount paid by any given individual will vary
depending on personal circumstances.
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Figure 5: Estimates of employer and employee social security contributions
(Minimum Wage)

Source: National Government data, PwC Analysis
In some countries, employer social security contribution rates are comparable to employee rates
such as the United States, however in others there are significant differences. In the Romanian
system, the employer only pays a small proportion of an individual’s total social security
contributions. Conversely, in France, while the employee’s social security contributions are still
substantial in comparison to other countries, the employer social security contributions still
make up the majority of the total.
The basis of assessment is broadly similar between countries, with social security calculated on
most remuneration received as cash payments in a similar position to income tax. However,
there are anomalies, which are mainly driven by Government incentives which reduce the social
security bill. For example, in the UK certain contributions to private pensions can reduce the
22

income subject to National Insurance while in Malta, certain overtime is subject to social security
deductions and under Bulgarian legislation, food (meal) vouchers provided by the employer are
also deductible. There are some countries where certain types of non-employment/selfemployment income are also subject to social security contributions. In the Irish social security
system, unearned income for certain individuals is also considered for social security
contributions.
Some countries have capped social security contributions above a certain salary level.
Countries such as Cyprus, Bulgaria and the USA have capped social security contributions
whereas in the UK and Isle of Man, there is no cap, albeit employee contributions are paid at a
reduced rate on earnings above the Upper Earnings Limit. The impact of social security caps
typically becomes more marked with higher earners, as the cap is typically set above the
median wage.
Some countries have chosen higher social security costs due to cultural factors. In Italy, the
contribution rates are relatively high however this is partly justified by the substantial revenues
required for their high state pension, and the fact that very few individuals partake in private
pension schemes, as most individuals rely solely on the Italian state pension for retirement. As
the sole source of most Italian nationals’ retirement funds, any changes to Italian state benefits
is a very emotive topic. Complete dependency on state pensions can be a high risk especially
with ageing populations, which has led some countries to encourage workplace or private
pensions.
When looking at social security rates for self-employed individuals, contributions are generally
based on assessed profits after deduction of allowable expenses. Most social security for selfemployed individuals is therefore unable to be determined until after the assessment period,
usually the tax year, has ended.

Figure 6: Social security for self-employed individuals
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Source: National Government data, PwC Analysis
Adding to the complexities for self-employed social security, various countries have different
tiers of social security rates for different types of self-employed workers, such as in France
where rates applied to craftsmen and shopkeepers are different from those applied to private
professionals. In some countries, authorities charge administration costs as an additional rate,
which can be seen in Switzerland. This accommodates the additional resources required by the
authorities to manage self-employment contributions which they do not encounter for employed
workers who generally settle contributions through mandatory payroll deductions operated by
the employer.
The social security contribution rates vary from country to country. The UK, Isle of Man and
Ireland generally have lower social security contributions for self-employed individuals
compared to employees. This is largely due the fact that the self-employed have historically
been entitled to fewer, and lower levels of benefits, than employees 27. However, in some
countries with higher self-employed contributions, such as Romania, the self-employed enjoy
greater entitlement to additional state benefits, including occupational work-related injuries, and
temporary sickness and unemployment benefits. This rule of thumb cannot be said for all
countries for self-employed individuals.
The recent COVID-19 crisis has highlighted the challenges of how the self-employed are treated
in social security systems around the world. Many governments have found the logistics of
providing fair emergency income support for self-employed individuals not working during
lockdowns more difficult than providing equivalent support to employed individuals. The
27

The gap in benefit entitlement has narrowed in recent years, notably due to changes to the State Pension in both the UK and Isle
of Man. This is discussed further at Section 5.6.1
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complexity has largely been administrative. In order to reach employees, governments have
been able to rely on employers to administer schemes for their employees, and have more
accurate, recent information on employee income on which to base the support. Despite these
administrative difficulties, many governments have provided an equivalent level of support to
both employees and the self-employed. This has given rise to questions of fairness in countries
where self-employed individuals pay lower social security rates. It remains to be seen whether
this alone will lead to wide scale reform of self-employed social security contribution rates and
benefit entitlements around the globe. However, for any country considering reform, the
experience of the COVID-19 crisis response will be a key consideration.

2.3. Comparison with social security systems similar to the
Isle of Man
The section above has illustrated the wide variety of approaches taken around the world; there
is significant variation in both contribution rates and benefits provided, due to historic, political,
economic and other factors in each location. While this may stimulate conversation around
possible longer term, more significant reforms, in the short term it is likely that adjustments to
the Isle of Man’s existing NI system will be more practical.
In this section we look in more detail at those jurisdictions which have contribution systems
broadly similar to the Isle of Man (the UK, Ireland, Jersey and Guernsey), highlighting
differences including in some cases reforms which have aimed to address similar issues to
those facing the Isle of Man.

2.3.1. United Kingdom
NI in the UK raised £143 billion in 2019-20 (23% of total government receipts 28). The NI system
as currently known was introduced in the UK in 1911 and until 5 April 2016 the Isle of Man
system and the UK system were broadly aligned. Since then the systems have diverged, the
key differences being:
Rates and thresholds
Please see the table below which outlines the differences between the UK and Manx schemes
for 2020-21.
●

The UK rates of Class 1 Primary and Secondary and Class 4 contributions are 1%
higher than the Isle of Man, however the thresholds are also higher, meaning that the
amounts payable for an individual may be higher or lower than the Isle of Man
depending on his or her income level. This change occurred prior to 2016; as the UK
rates were increased by 1% from 6 April 2011 while the Isle of Man rates were not.

28

UK Government. (2020). HMRC tax receipts and National Insurance contributions for the UK. Available at:
https://www.gov.uk/government/statistics/hmrc-tax-and-nics-receipts-for-the-uk (Accessed: 12th November 2020)
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●

●

The UK’s Class 2 weekly contribution rate is significantly (44%) lower than the Isle of
Man, although the threshold is lower meaning those on lower incomes may pay more.
These contributions represent a minority of contributions paid by self-employed
individuals in both systems (the majority of self-employed contributions coming from
Class 4 contributions).
Class 3 contribution rates are currently identical.

Table 7: Difference between the UK and Isle of Man National Insurance
system for 2020-21
Class of contribution

UK

Isle of Man

Employee Class 1

12% on weekly earnings between
£183 and £962. 2% thereafter

11% on weekly earnings between
£138 and £823. 1% thereafter

Employer Class 1

13.8% on weekly earnings above
£169

12.8% on weekly earnings above
£138

Class 1A

13.8% paid by employers on all
benefits in kind

N/A

Class 2

£3.05 per week if the small profits
threshold of £6,475 is exceeded.

£5.40 per week if the small
earnings exception level of
£7,176 is exceeded.

Class 3

£15.30 per week

£15.30 per week

Class 4

9% on annual earnings between
£9,500 and £50,000. 2%
thereafter

8% on annual earnings between
£7,176 and £42,796. 1%
thereafter

Source: UK Government and Isle of Man Government
As well as the differences in headline rates and thresholds, there are a number of additional
reliefs which the UK has introduced which aim to support specific categories of workers and
employers:
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●

Relief for young employees and apprentices. For regular employees, Employer NICs
become payable on all earnings over the Secondary Threshold (£8,788 per year in the
2020-21 UK tax year). However, for any employee under the age of 21 or any employee
classified as an apprentice under the age of 25, Employer NICs only become payable on
earnings in excess of the Upper Earnings Limit (£50,000 per year in 2020-21), providing
a maximum saving to the employer of £5,687.26 per year. This is achieved through the
introduction of two new NIC letters (H and M) which employers may apply to the relevant
employees. There is no equivalent for employers in the Isle of Man.

●

The UK has an employment allowance of £4,000 per annum, deductible from an
employer’s Secondary Class 1 NI bill. This is available for businesses with an employer
NI bill under £100,000. There is not an equivalent scheme for the Isle of Man

Alongside these reliefs, the UK has over time introduced specific measures which aim to
increase the revenue raised from NI:
●

UK NI is due on most benefits in kind provided by employers to employees (common
examples include company cars, private healthcare coverage and accommodation).
Class 1A NIC is an employer only contribution at a rate of 13.8%. While the rules for
Class 1A are complex, broadly speaking, Class 1A is levied on benefits in kind which are
subject to UK income tax and are not within the scope of Class 1 NICs. Manx NI is not
due on benefits in kind.

●

The UK has introduced legislation which has attempted to gradually harmonise the
income tax and NI treatment of termination payments and sporting testimonials.
Historically, elements of a termination package or sporting testimonial would be subject
to income tax over a certain allowance but there was no NI liability where the payments
were not contractual. New legislation from 6 April 2020 imposes a Class 1A (employer
only) NIC charge on the taxable portion of the payment. The UK Treasury estimated this
could raise up to £485m in 2020-21 29.

●

The UK also introduced legislation which entered into force from 6 April 2015 which
created a framework for the apportionment of NI arising on Employment Related
Securities earned over a defined period where the individual was only partially subject to
NI.

29

UK Government. (2020). Income Tax and National Insurance contributions: treatment of termination payments. Available at:
https://www.gov.uk/government/publications/income-tax-and-national-insurance-contributions-treatment-of-terminationpayments/income-tax-and-national-insurance-contributions-treatment-of-termination-payments (Accessed: 12 November 2020)

27

The UK has undertaken several consultations aimed at simplifying the National Insurance
system and more closely aligning it with the rules for income tax. However, few of the
recommendations have been implemented:
●

The UK 2015 Summer Budget confirmed the UK Government’s intention to abolish
Class 2 NICs. This would mean that instead of paying two classes of NICs (Class 2 and
Class 4), the self-employed would pay just one (Class 4) in the future. This followed the
recommendations of the Office of Tax Simplification with the aim to simplify the NICs
system for millions of people. The intention was for Class 2 NICs to be abolished from 6
April 2018. In November 2017, the UK government announced a delay to 6 April 2019
due to concerns relating to the impact of the abolition of Class 2 NICs on self-employed
individuals with low profits, as it would lead to a substantial rise in cost for the lowest
earning self-employed individuals to remain in the UK NI system on a voluntary basis.
The government ultimately announced in September 2018 that the planned abolition
would no longer happen during the current parliament, for the same reason.

From a tax perspective, both systems have a tax-free personal allowance, of similar sizes, after
which tax is charged. The threshold at which the UK tax rate increases from basic rate (20%) to
higher rate (40%) occurs at the same point the NI rate drops. The Isle of Man tax rate is 10% on
a relatively narrow band (£6,500 per annum) and 20% thereafter. As a result, when combining
tax and NI together, the marginal combined rate is very similar for those on median wage, but
for higher earners, the increase in UK rates to, first, the 40% higher rate and then the 45%
additional rate results in a sharp differential in marginal rate between the two jurisdictions, with
the UK being much higher, almost exclusively driven by the tax rates rather than NI rates.

2.3.2. Guernsey
Social Insurance in Guernsey raised £184 million in 2019 30. Social Insurance rates and
thresholds are outlined below:

Table 8: Difference between Guernsey and Isle of Man social security
systems for 2020-21
Class of contribution
Employee Class 1

Guernsey

Isle of Man

6.6% of gross earnings, up to a
monthly earnings limit of £12,480
for 2020, provided their earnings
exceed the lower earnings limit of
£624 per month.

11% on monthly earnings
between £598 and £3,567. 1% on
all monthly earnings above
£3,567.

30

States of Guernsey. (2019). Reports and Financial Statements. Available at: https://gov.gg/CHttpHandler.ashx?id=127172&p=0
(Accessed: 12 November 2020).
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Employer Class 1

Equal to employee contributions
above.

12.8% on monthly earnings
above £598.

Class 2

11% of gross earnings, up to a
£5.40 per week if the small
maximum weekly contribution of
earnings exception level of
£7,176 is exceeded.
£316.80 for 2020, if the lower
earnings limit (£7,488 per annum)
is exceeded.

Class 3

£20.52 per month

£15.30 per week

Class 4

N/A

8% on annual earnings between
£7,176 and £42,796. 1%
thereafter

Source: States of Guernsey and Isle of Man Government

Main differences from the Isle of Man NI scheme:
●

Contributions start at a similar income level but are capped. The rate of contributions is
approximately half that of the Isle of Man scheme, but there is no threshold below which
no contributions are payable. Employee contributions to the Isle of Man scheme are paid
at a much lower rate of 1% on income above £42,796 per annum, whereas the
Guernsey system does not have a reduced rate and the cap does not apply until an
employee earns almost £150,000 per annum. The result is that individuals earning
between £50,000 and £150,000 pay significantly more in social security in Guernsey
than the Isle of Man.

●

Historically benefits in kind were not subject to Social Insurance (as is still the case in
the Isle of Man), but since 1 January 2009 some benefits in kind have been subject to
Guernsey Social Insurance at the Employee and Employer Class 1 rates outlined above.
Legislation does not clearly define which benefits would be subject to insurance so this
must be assessed on a case by case basis.

●

There is no equivalent to the Isle of Man NI holiday.

●

The maximum state pension available is £222.58 per week (with an addition of £111.49
for dependents), 16% higher than the Isle of Man State Pension scheme (£191.35 per
week) 31.

31

State of Guernsey. (2020). Benefit Payment & Contribution Rates for 2020. Available at:
https://www.gov.gg/CHttpHandler.ashx?id=102818&p=0 (Accessed: 12 November 2020).
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●

In Guernsey the onus remains on the individual to self-assess whether they are
employed or self-employed. The treatment of this issue in the Isle of Man is discussed in
detail at Section 5.

●

In Guernsey, share dividends paid by a private company or associated company to an
individual are regarded as part of that individual’s earnings when calculating the income
which is liable to Guernsey Social Insurance. This means they are not able to use an
owner-manager structure without paying Social Insurance 32.

2.3.3. Jersey
Social Security in Jersey raised £233 million in 2019 (18% of receipts). Social Security rates and
thresholds compare to the Isle of Man as follows:

Table 9: Difference between Jersey and Isle of Man social security systems
for 2020-21
Class of contribution

Jersey

Isle of Man

Employee Class 1

6% up to a monthly standard
earnings limit of £4,558 for 2020,
provided earnings exceed the
lower standard earnings limit of
£968 per month. The rate has
been temporarily reduced to 4%
for the period 1 October 2020 to
30 June 2021, as part of a
support package announced by
the Jersey government in July as
a result of COVID-19.

11% on monthly earnings
between £598 and £3,567. 1% on
all monthly earnings above
£3,567.

Employer Class 1

6.5% up to a monthly standard
earnings limit of £4,558 for 2020,
provided earnings exceed the

12.8% on monthly earnings
above £598.

32

States of Guernsey. (2019) Contributions: Guide for Employers. Available at:
https://www.gov.gg/CHttpHandler.ashx?id=74777&p=0 (Accessed: 12 November 2020)
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lower standard earnings limit of
£968 per month. 2.5% on
earnings above the monthly
standard earnings limit, up to an
upper earnings limit of £20,800.

Class 2

Individuals who are not employed
are required to contribute at a
rate of 12.5%, up to the monthly
standard earnings limit of £4,558
for 2020, and also 2.5% on their
earnings above this up to the
upper earnings limit of £20,800.
This includes people who are
self-employed, students, looking
after a family, or not working,
however it may be possible to
claim Low Income Contribution
Relief which excuses you from
paying Class 2 contributions.
Contributions are calculated on
income from two years
previously.

£5.40 per week if the small
earnings exception level of
£7,176 is exceeded.

Class 3

N/A

£15.30 per week

Class 4

N/A

8% on annual earnings between
£7,176 and £42,796. 1%
thereafter

Long Term Care (LTC)

Due for Jersey residents at a rate
of 1.5% on gross earnings up to
the upper earning limit for social
security (£20,800 for 2020). The
LTC scheme was implemented in
2014 with contributions being due
from 1 January 2015 in order to
fund the scheme.

N/A

Source: States of Jersey and Isle of Man Government
Main differences from the Isle of Man NI scheme:
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●

Social Security contributions in Jersey are capped for employees, and the rate of
contributions is approximately half that of the Isle of Man scheme, but there is no 0%
band. The cap comes into effect at a similar point as when the Isle of Man employee rate
drops to 1% (£42,796 in the Isle of Man and £54,696 in Jersey). This means higher
earners pay more social security contributions in the Isle of Man than in Jersey, with the
difference becoming more pronounced as earnings increase.

●

Benefits in kind are not subject to National Insurance in the Isle of Man, whereas in
Jersey Social Security is due on some benefits in kind, at the Employee and Employer
Class 1 rates outlined above. Legislation does not clearly define which benefits are
subject to Social Security so this must be assessed on a case by case basis.

●

Jersey has an incentive for new businesses - individuals who have recently begun selfemployment have the option to pay a startup rate. Rather than paying Class 2
contributions on their total income from two years ago, the Startup Plan is designed to
offer a base rate to pay now 33. After two years in business, the amount of base rate paid
is reviewed against the individual’s realized income. For 2020, the rate is £189.92 per
month.

●

The Isle of Man has four classes of contributions. Jersey just has two classes, as the
concept of voluntary contributions does not exist in the same way since all individuals
are liable to Social Security by default. Low income contributions relief is available but
must be actively claimed.

●

The maximum State Pension available is £225.96 per week, which is almost identical to
the maximum available in Guernsey and is higher than the maximum available in the Isle
of Man (£191.35 per week).

●

In Jersey, personal service companies are referred to as Intermediary Service Vehicles
(ISVs). ISV rules were introduced from 1 January 2013, and they apply where a Jersey
resident individual provides services to a client via a company and, were it not for the
company, the individual would be considered an employee of the underlying client. In
this situation, the company will be considered an ISV. The 2013 measures ‘look through’
the ISV corporate structure, and tax the individual as if they were receiving income
directly from the client. The income is referred to as 'attributable earnings' 34. This means
that if individuals were to arrange their remuneration to receive reduced salary and
increased dividend, due to the 2013 measures, the dividend would still be seen as

33

For more information on the Startup Plan, see
https://www.gov.je/Working/Contributions/Payments/Pages/DeferredRateContributions.aspx#anchor-3
https://www.gov.je/TaxesMoney/IncomeTax/Individuals/TypesTaxableIncome/Pages/IntermediaryServiceVehicleIncome.aspx
https://www.gov.je/Working/Contributions/Employers/Pages/SelfEmployed.asp
34

For more information on the Startup Plan, see
https://www.gov.je/Working/Contributions/Payments/Pages/DeferredRateContributions.aspx#anchor-3
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earnings and the same Class 2 Social Security rates would be charged as are charged
on self-employment income. This removes the advantage to this structure from a Social
Security perspective 35.

2.3.4. Ireland
Pay Related Social Insurance (PRSI) in Ireland raised 15.8 billion euros in 2019 (18% of
receipts) 36. PRSI rates and thresholds compare to the Isle of Man as follows 37:

Table 10: Difference between Ireland and Isle of Man social security
systems for 2020-21
Class of contribution

Ireland

Isle of Man

Employee

Class A1: 4%

Class 1: 11% on weekly earnings
between £138 and £823. 1%
thereafter

For gross earnings between EUR
352.01 and EUR 424 per week,
the amount of the PRSI charged
at 4% is reduced by a tapered
weekly PRSI credit.

Employer

Class A1: 11.05%

Class 1: 12.8% on weekly
earnings above £138

A reduced rate of employer PRSI
of 8.8% applies where earnings
are below certain thresholds
(EUR 395 per week from
February onwards).

Self employed

Class S1: - 4% provided income
from all sources exceeds EUR
5,000 per year. Also due for

Class 2: £5.40 per week if the
small earnings exception level of
£7,176 is exceeded.

35

For more information on the Startup Plan, see
https://www.gov.je/Working/Contributions/Payments/Pages/DeferredRateContributions.aspx#anchor-3
36

Government of Ireland. (2020). Government Income and Expenditure. Available at:
https://www.cso.ie/en/releasesandpublications/er/giea/governmentincomeandexpenditurejuly2020/ (Accessed: 12 November 2020)
37

Irish Tax and Customs (2020). Levy on Health Insurers. Available at: https://www.revenue.ie/en/tax-professionals/tdm/stampduty/stamp-duty-manual-replacement/part-09-levies/section-125A-health-insurance-levy.pdf (Accessed: 12 November 2020)

33

proprietary and non-executive
directors not insurable under
Class A1

Class 4: 8% on annual earnings
between £7,176 and £42,796. 1%
thereafter

Voluntary
Contributions

There are three rates; 6.6% of
reckonable income in the
previous tax year; 2.6% of this
figure, or a flat rate of EUR 500.
The rate of voluntary contribution
due is linked to the last PRSI
contribution paid or credited

Class 3: £15.30 per week

Health Insurance levy

Health insurance legislation
provides that each insured
individual, regardless of age,
pays the same net health
insurance premium for the same
product (community rating). This
is implemented via a Health
Insurance Levy. From 1 April
2020, annual rates are:

N/A

Insured person < 18 years with
non-advanced cover: EUR 52
Insured person < 18 years with
advanced cover: EUR 150
Insured person ≥ 18 years with
non-advanced cover: EUR 157
Insured person ≥ 18 years with
advanced cover: EUR 449

Source: Government of Ireland and Isle of Man Government
Main differences from the Isle of Man NI scheme:
●

Contribution rates are significantly lower than Isle of Man rates, with the exception of
higher earners.
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●

Unlike the Isle of Man scheme, benefits in kind are liable to PRSI. Unlike all the other
schemes considered above, PRSI is also due on income from rents, investments and
dividends as well as interest on deposits and savings.

●

The Irish voluntary PRSI scheme is more complex than the Manx scheme (three
different Irish rates vs two different rates applying to employee income on the Isle of
Man). Additionally, Manx voluntary contributions are always a fixed amount whereas two
of the three Irish rates are a percentage of prior income.

●

The Irish state pension qualifying rules are complex. Like the Manx scheme, they
increase with the number of qualifying contributions made, although the highest weekly
pension available is comparable (EUR 248.30 compared to £191.35 in the Isle of Man).
Additionally, the Irish scheme offers an increased payment for a ‘qualified adult’
(cohabiting dependent adult) of up to EUR 222.50 per week which is not offered under
the Manx scheme 38.

2.4. Conclusion
This section has presented a snapshot of different approaches to social security around the
world, placing the Isle of Man’s system in an international context. Employee and employer
contribution rates vary significantly between countries and that these are broadly proportionate
to benefits received.
While most countries assess social security contributions in a similar manner, focusing on
employment income, there are anomalies. Some governments have taken some income out of
the scope of social security to incentivise behaviour, such as by reducing contributions for
employers who employ apprentices and employees who make contributions to private pension
schemes. Conversely, there are some cases in which governments have looked to other forms
of income to increase revenues, for example by applying social security to investment income.
In terms of self-employment, social security contributions are generally lower than for
employees. In many countries however lower contributions are matched by fewer benefits being
available to self-employed individuals. One point to note is that in countries where they have
social security in solidarity, these countries have to address the administrative burden and in
many scenarios they have left the additional costs with the individuals.
Of the Crown dependencies, Guernsey and Jersey have capped their employee social security
contributions unlike the UK and the Isle of Man. However, this only impacts higher earners,
particularly in Jersey where the cap is very high. While the UK and Isle of Man have chosen not
to cap social security contributions however, the higher earnings are only subject to a 1% or 2%
rate.
38

Citizen Information Ireland (2020). State Pension (Contributory). Available at:
https://www.citizensinformation.ie/en/social_welfare/social_welfare_payments/older_and_retired_people/state_pension_contributory
.html#:~:text=To%20qualify%20for%20a%20State,before%20a%20certain%20age%20and (Accessed: 12 November 2020)
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Most social security systems have evolved over long periods of time and for that reason are
often highly complex. Differences in social security systems are underpinned by political,
cultural and economic factors, for example whether individuals normally have a significant
private pension to supplement the state pension, and these factors need to be carefully taken
account of when considering social security reform.
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3. Principles for reform of
National Insurance
3.1. Introduction
This section will examine the role of NI from various perspectives and lay the groundwork for the
future policy discussion. It is arranged in three sections: the contributory principle, the
economics of NI; and the impact of NI on the business environment.

3.2. The contributory principle
The NI system is widely seen as being based on the ‘contributory principle’. William Beveridge
described his Plan for Social Security as: ‘first and foremost a plan of insurance - of giving in
return for contributions benefits up to subsistence levels, as of right and without means test, so
that individuals may build freely upon it’ 39. The NI system in the Isle of Man retains some of this
character with access to several benefits, notably the State Pension and a higher rate of
Jobseeker’s Allowance being contingent on an individual’s contribution record.
As set out in Section 2.1, versions of the contributory principle underpin most social security
systems across the world. Generally, the contributions made are comparable to the benefits
received at the high level, but not the individual level. Countries such as France and Italy have
considerably higher social security rates however this is expected in the general higher social
benefits received, whereas the Isle of Man and UK systems have substantially lower
contribution rates but are also comparable to the overall reduced state benefits received. At the
individual level, contributions are often calculated as a percentage of income, but benefits may
be fixed, such that paying more in does not necessarily equate to a larger benefit. Many
systems (such as the US) have a contributions cap for this reason. On the other hand, reforms
such as a Universal Basic Income are gaining interest while representing a decisive break from
the contributory principle.
In the Isle of Man, the contributory principle is qualified by a range of factors: NI is a compulsory
charge on earnings - there is no choice over whether to contribute; working age benefits are
capped but contributions are not; and the benefit system is supplemented by a range of meanstested benefits or other non-universal benefits.
A series of policy choices to focus support on the most vulnerable have increased the scope of
means-tested benefits in the Isle of Man over the last 70 years. As can be seen in Figure 7

39

Social Insurance and Allied Services, 1942, para 10 Cmd 6404, quoted by Centre for Policy Studies, Ev p 99 para 1.
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below, non-universal and means-tested benefits now make up over half of working age benefits,
with the most significant of these being Income Support and Child Benefit.

Figure 7: Isle of Man benefit payments 2019-20

Source: Isle of Man Government, 2020
In the UK, which has followed a similar trajectory, this has led some to claim, ‘on current
trends... the future for the contributory principle and for the social insurance scheme in the UK
must look bleak’40 or, more starkly, ‘in practice, the link between contributions and entitlements
is now vanishingly weak’41.
One distinction between the Isle of Man and the UK is the substance of the National Insurance
Fund. The Isle of Man system means that benefits are actually paid from the Manx National
Insurance Fund, which is run as a separate account with the surplus (approximately equal to
four times annual benefit expenditure) invested by external investment managers on behalf of
the Treasury. In contrast, the surplus of the Great Britain National Insurance Fund is

40

Professor Ruth Lister quoted in: House of Commons Social Security Committee. (1999). Social Security - Fifth Report (Available
at https://publications.parliament.uk/pa/cm199900/cmselect/cmsocsec/56/5605.htm) [Accessed 27 October 2020]
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James Mirrlees et al. (2011). Mirrlees Review: Tax by Design. Chapter 5 - Integrating personal taxes and benefits. (Available at
https://www.ifs.org.uk/uploads/mirrleesreview/design/ch5.pdf) [Accessed 28 October 2020]
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proportionally smaller at around 30% of annual benefit expenditure 42, and it is, in effect, used to
reduce government borrowing through the Debt Management Account Deposit Facility 43.

Figure 8: National Insurance Fund 2007-08 to 2018-19

Source: Isle of Man Government, 2007-2020
The contributory principle retains a strong resonance with the public. More than 70% of
respondents to a recent consultation 44 supported the retention of the NI contribution system,
and many of the individual replies stressed the link between NI payments made and the benefits
received. The connection to the NHS provides another strong link in the mind of taxpayers 45,
and the association between the payment made and the return in the form of benefits, pensions
and the provision of health services is often cited as the reason why politicians have tended to
favour NI increases over income tax rises over the last three decades.
Reforms to strengthen or decisively break the contributory principle are outside of the scope of
this report. As a relatively popular and well understood system, the case for doing so may not
42

HMRC. (2019). Great Britain National Insurance Fund Account (Available at
https://www.gov.uk/government/publications/national-insurance-fund-accounts) [Accessed 28 October 2020]
43
See House of Commons Library. (2019). National Insurance contributions: an introduction. (Available at
https://commonslibrary.parliament.uk/research-briefings/sn04517/) [Accessed 28 October 2020]
44

The Treasury. (2015). Proposed changes to the Manx Social Security and National Insurance Systems - response document.
(p56) https://www.gov.im/media/1357622/response-document.pdf p56
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A 2017 YouGov poll of respondents in UK found that 53% of people were in favour of a percent increase in NICs to fund the
NHS, while only 42% said they would support the same increase in income tax. See Matthew Smith. (2017). Majority of people
would support raising National Insurance to fund the NHS. https://yougov.co.uk/topics/politics/articles-reports/2017/01/12/majoritypeople-would-support-raising-national-ins
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be strong. However, the weakening of the contributory principle over recent decades suggests it
is not a block on reforms and it is instructive to consider how NI operates as a pure tax.

3.3. National Insurance and the principles of taxation
Despite the enduring nature of the contributory principle, from one perspective NI is simply a
tax. Independent economists, like the authors of 2011’s Mirrlees Review 46 tend to advocate for
its integration with income tax, reforms to address what they see as anomalies caused by the
structure of NI and reforms to sharpen work incentives.
The design of taxes matters. Ill-designed taxes can be more costly or time-consuming to comply
with, they can introduce uncertainty and complexity into taxpayers’ affairs, and they can have a
disproportionate impact on economic activity. Principles of taxation date to at least Adam
Smith’s Wealth of Nations 47 and are designed to avoid, or at least reduce, these disadvantages.
Given the inherent political choices involved in setting the total level of taxation and the target
level of redistribution, these principles tend to focus on other aspects of tax design. For the
purpose of this paper, we have identified four objectives for the tax system which capture key
insights from the debate over the principles.
Negative effects should be minimised
Any tax will, to some extent, discourage activity by driving a wedge between the price paid by
the buyer and the price received by the seller. The responsiveness of the activity to that wedge
is called the elasticity and taxes on activities with lower elasticities will have less distortive
impacts. In the case of NI, that tends to mean that groups who are less responsive to changes
in their post-tax pay can bear a higher charge without as great a distortive effect. There is
evidence to suggest that the ageing population is more likely to respond to tax changes by
leaving the labour market 48. In considering the impact on the labour market, the impact of NI
needs to be considered alongside income tax.
Additionally, taxes can cause negative effects when they incentivise taxpayers to change the
form or substance of their affairs in order to reduce their taxes. A tax system which avoids these
distortions - for example, by taxing income from different sources at the same level - can be
described as neutral. In certain circumstances, non-neutrality is appropriate within the tax
system. Environmental taxes are designed to incentivise behaviour that reduces pollution, taxes
46

James Mirrlees et al. (2011). Mirrlees Review: Tax by Design. The Mirrlees Review was a comprehensive review of the UK tax
system launched in 2010 and headed by Nobel laureate Sir James Mirrlees. While aimed at the UK tax system, it was intended to
have wider relevance for other advanced economies and has informed this section throughout.
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These can be traced back to the four canons of taxation described by Adam Smith in The Wealth of Nations: (i) The subjects of
every state ought to contribute towards the support of the government, as nearly as possible, in proportion to their respective
abilities ... (ii) The tax which the individual is bound to pay ought to be certain and not arbitrary ... (iii) Every tax ought to be levied at
the time, or in the manner, in which it is most likely to be convenient for the contributor to pay it. (iv) Every tax ought to be so
contrived as to take out of the pockets as little as possible, over and above that which it brings into the public treasury of the state.
48
Chartered Institute of Personnel and Development. (2015). Avoiding the demographic crunch: Labour supply and the ageing
workforce. Available at: https://www.cipd.co.uk/Images/avoiding-the-demographic-crunch-labour-supply-and-ageingworkforce_tcm18-10235.pdf (Accessed: 12 November 2020)
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on tobacco are designed to discourage its use and credits can be used to encourage beneficial
activities. However, some non-neutralities are the results of historic accidents rather than being
intended. For example, the exclusion, in the USA, of employer contributions to healthcare
premiums arose during World War II in the context of wage controls, but it has far reaching, and
distortive, consequences and proved hard to reform 49. In general, an optimal tax system will
avoid distortions unless there are clear justifications. In this context, instances where NI treats
activities differently could be reevaluated.
The tax system should be seen as ‘fair’
Aside from pure distributional questions about what individuals should pay, taxes should be
governed by fair processes and the results for individual taxpayers should not be arbitrary. In
general NI as a well-established and understood tax meets these tests. A broader concept of
fairness in relation to taxation is that of horizontal equity: similar people doing similar things
should face similar taxes. The difficulty applying this principle in practice is in determining under
what circumstances people and activities are ‘similar’ and we see this in the case of NI in the
debate around how taxation is affected by the legal status of different workers (see Section 5). .
The cost of complying with the tax system should be low
The administration of taxes imposes costs on taxpayers distinct from the actual tax paid. This
varies by tax and the design of tax. Complication and frequent change can add to the
compliance costs. In this context, NI is often considered alongside income tax, with economists
often concluding that income tax and NI should be integrated, or at least more closely aligned.
This is discussed further in Section 4.4.
Taxes should be transparent
People should be able to understand the tax system. Individuals should be able to plan their
activities with a reasonable expectation of what taxes they will incur. In the case of NI, this tends
to, again, raise questions about alignment with income tax and be closely correlated with views
on the contributory principle.
These principles are frequently in tension
The above analysis leads to a key point: these principles are rarely in complete accord and tax
design necessarily involves trade-offs between them. For example, anti-avoidance measures
which aim to reduce the scope for tax planning can add complexity to the system and increase
compliance costs. Changes to headline rates of well-understood taxes may be more transparent
but by having a greater ‘signaling’ effect on location decisions have greater negative economic
effects.

49

See Furman, J. (2008). The Concept of Neutrality in Tax Policy. Available at: https://www.brookings.edu/wpcontent/uploads/2016/06/0415_tax-_neutrality_furman-1.pdf (Accessed 6 November 2020)
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3.4. National Insurance and competitiveness
Successive governments in the Isle of Man have wanted to ensure the island remains a
competitive place to do business. This has influenced the development of personal and
corporate taxes on the island.
In terms of the impact of competitiveness on National Insurance, multinational companies
transferring individuals temporarily or permanently between countries will typically complete a
cost projection of proposed moves. Social Security, such as National Insurance, can be a
significant proposition of the total costs of the employment/move and so may be a deciding
factor in determining whether a move is viable. The implication is that a high cost social security
jurisdiction may be more prohibitive than a low-cost social security jurisdiction in terms of global
mobility. Likewise, individuals will consider the impact of a move on their net pay, which would
also be impacted by the social security rates.
A significant number of individuals coming to work in the Isle of Man arrive from the UK or via a
UK employment. The interchangeability between the Isle of Man and UK NI systems can be
viewed positively in this respect and has been in the past. Despite the increased divergence of
the systems, some level of commonality has persisted, and so some employers see further
divergence as a negative development as it would increase administrative costs and system
complexity for individuals and employers.
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4. Reforms to National
Insurance
4.1. Introduction
The following sections consider the implications of potential changes to the NI system in the Isle
of Man. First it looks at the impact of changes in the main NI rates before looking at changes to
the NI base including changes to the thresholds, greater alignment with the income tax system
and other reforms.

4.2. Rate changes
The main rates of NI last changed in April 2010, when the employee rates of Class 1 were
increased by one percentage point. Class 1 employer and Class 4 rates have not changed since
April 2003. The table below presents the main NI rates in 2020-21.

Table 8: Main National Insurance rates in 2020-2021
Class of contribution

Rates

Class 1
Employee’s primary rate on earnings between Primary Threshold
and UEL

11%

Employee’s additional rate on earnings above UEL

1%

Employer’s rate on all earnings above Secondary Threshold

12.8%

Class 4
Class 4 rate between the lower limits and upper limits

8%

Class 4 rate above the upper limit

1%

Source: Isle of Man Government, 2020

4.2.1. Changes to Class 1 Employee National Insurance rates
Class 1 NICS paid by employees accounts for almost 40% of total NI collected (£76m in 201819). Increases in the rate are one of the most straightforward ways to raise significant revenues
from NI and the table below presents the indicative cost of changing the main rate charged on
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earnings between the Primary Threshold and the UEL and changing the additional rate charged
above the UEL. Additional information on the estimates can be found in the annex.

Table 9: Revenue impact of changing Employee National Insurance rates
Change to NI rates

2021-22
(£m)

Changes in primary rate
Increase primary rate by 1 percentage point

+6.5

Increase primary rate by 2 percentage points

+12.9

Decrease primary rate by 1 percentage point

-6.5

Changes in additional rate
Increase additional rate by 1 percentage point

+2.4

Increase additional rate by 2 percentage points

+4.8

Decrease primary rate by 1 percentage point (abolish the additional
rate)

-2.4

Source: Isle of Man Government data, PwC Analysis
Increases in rates would directly affect the amount of NI paid by employees on the island. These
impacts for 2021-22 have been estimated below. They have been based on assumed values for
the NI thresholds in that year, and the cash value would depend upon the final uprating values.

Table 10: Impact of changing Class 1 Employee National Insurance rates
Earning scenario

Earnings per
year (£)

Current NICs
per year (£)

NICs at
revised rate
per year (£)

Change in NI
paid per year
(£)

Increase primary rate by 1 percentage point
Minimum wage

16,731

1,035

1,129

+94

Lowest earner

18,980

1,283

1,399

+117

Low earner

23,556

1,786

1,948

Median earner

30,836

2,587

2,822

+235

High earner

44,408

4,004

4,367

+363

+162
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Highest earner

65,000

4,210

4,573

+363

Increase primary rate by 2 percentage point
Minimum wage

16,731

1,035

1,223

+188

Lowest earner

18,980

1,283

1,516

+233

Low earner

23,556

1,786

2,111

+325

Median earner

30,836

2,587

3,057

+470

High earner

44,408

4,004

4,731

+727

Highest earner

65,000

4,210

4,937

+727

Decrease primary rate by 1 percentage point
Minimum wage

16,731

1,035

941

-94

Lowest earner

18,980

1,283

1,166

-117

Low earner

23,556

1,786

1,624

-162

Median earner

30,836

2,587

2,352

-235

High earner

44,408

4,004

3,641

-363

Highest earner

65,000

4,210

3,847

-363

Increase additional rate by 1 percentage point
Minimum wage

16,731

1,035

Lowest earner

18,980

1,283

Low earner

23,556

1,786

Median earner

30,836

2,587

High earner

44,408

4,004

Highest earner

65,000

4,210

1,035
1,283
1,786
2,587
4,012
4,424

+8
+213

Increase additional rate by 2 percentage point
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Minimum wage

16,731

1,035

Lowest earner

18,980

1,283

Low earner

23,556

1,786

Median earner

30,836

2,587

High earner

44,408

4,004

Highest earner

65,000

4,210

1,035
1,283
1,786
2,587
4,019
4,637

+15
+427

Decrease additional rate by 1 percentage point
Minimum wage

16,731

1,035

Lowest earner

18,980

1,283

Low earner

23,556

1,786

Median earner

30,836

2,587

High earner

44,408

4,004

Highest earner

65,000

4,210

1,035

1,283
1,786
2,587
3,997
3,997

-8
-213

Source: Isle of Man Government data, PwC Analysis
As noted earlier, rate changes are one of the most straightforward ways to raise significant
revenues from any tax and can be implemented quickly within the current system.
However, they are also one of the most visible changes that can be made, and by reducing an
individual’s take-home pay, they can disincentive work, employment and/or change other
behaviour in order to reduce the impact on their net pay. The revenue estimates above take
account of this effect (see Annex for more), but the impact will vary depending on the individual
and their susceptibility to labour market incentives.
Increases in income tax rates should be considered as alternative to increases in NI rates. A
one percentage point increase in the main rate of income tax will raise more than an increase in
NI given the wider base that the rate applies to. On the one hand, income tax increases will
have less of an impact on the distortions connected with NI. However on the other hand, an
increase in income tax rates above 20% will affect perceptions of the Isle of Man as a
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competitive jurisdiction and keeping the rate at that level has been a priority of the island over
time.
As increases in NI rates will exacerbate some of the distortions discussed elsewhere in this
Report and, if rate increases were needed, it may be advisable to combine rate increases with
further reforms tackling these.

4.2.2. Changes to Class 1 Employer National Insurance rates
Employer NICs are charged at a flat rate above the Secondary Threshold and in 2018-19,
approximately £115m was collected in Employer NICs on the Isle of Man. The table below
presents the indicative revenue impacts changing the rate of Employer NICs. Additional
information on the estimates of impact on revenues can be found in the Annex.

Table 11: Revenue impact of changing the Employer National Insurance
rate
Change to NI rates

2021-22
(in £m)

Increase rate by 1 percentage point

+9.4

Increase rate by 2 percentage points

+18.8

Decrease rate by 1 percentage point

-9.4

Source: Isle of Man Government data, PwC Analysis
The impact of increases in Employer NI is directly felt by employers, as it directly increases the
cost of employing staff. This will act as a disincentive to hire more staff and may incentivise the
greater use of agency or contract workers to offset costs. The broad consensus is that the
impact of any increase in Employer NI will also ultimately be felt by employees through lower
wages 50. As such, the impacts on individuals would likely be broadly comparable with those of
the employee increase given above, as employers pass on the costs in the form of reduced
wages (although the actual relationship will be complex). Unlike with the employee rates, there
will also be an impact on those over State Pension age.
Employer NICs are also one of the main drivers of the discrepancy between NI paid by
employees on the one hand and the self-employed and those with other working patterns on the
other (see Section 5). As such, increases in Employer NICs will exacerbate those differences
and increase the tax advantages of and incentives to use these other forms of working.

50

See, for example, IFS. (2007). Integrating Income Tax and National Insurance: An interim report. Available at:
https://www.ifs.org.uk/wps/wp2107.pdf (Accessed: 9 November 2020). IFS. (2019). Conservatives’ proposed NICs cut would cost at
least £2 billion a year and mostly benefit middle- and higher-income households. Available at:
https://www.ifs.org.uk/election/2019/article/conservatives-proposed-nics-cut-would-cost-at-least-2-4-billion-a-year-and-mostlybenefit-middle-and-higher-income-households (Accessed: 9 November 2020).
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4.2.3. Changes to National Insurance rates for the self-employed
The self-employed pay both Class 2 and Class 4 NICs. The net impact of these contributions is
lower than the rate charged on employees (and even lower if employer NICs are taken into
account). In total £1.5m in Class 2 and £4.1m in Class 4 were paid in 2019-20 (about 2.5% of
total NICs collected). The table below presents the indicative cost of changing Class 2 and
Class 4 NICs rates. A fuller discussion of NI and the self-employed can be found in Section 5.
Additional information on the estimates can be found in the Annex.

Table 12: Revenue impact of changing Class 2 National Insurance rate
Change to NI rates

2021-22
(in £m)

Increase weekly NICs by £1

+0.3

Increase weekly NICs by £2

+0.6

Double existing Class 2 NICs

+1.5

Abolish existing Class 2 NICs

-1.5

Source: Isle of Man Government data, PwC Analysis

Table 13: Revenue impact of changing Class 4 National Insurance rate
Change to NI rates

2021-22
(in £m)

Changes in primary rate
Increase rate by 1 percentage point

+0.5

Increase rate by 2 percentage points

+1.0

Decrease rate by 1 percentage point

-0.5

Changes in additional rate
Increase rate by 1 percentage point

+0.2

Increase rate by 2 percentage points

+0.4

Decrease rate by 1 percentage point

-0.2

Source: Isle of Man Government data, PwC Analysis
The impact on individuals would follow that for employees set out in Table 10 above and there
will be a broadly similar impact on work-incentives for the self-employed as there is for the
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employed. A further discussion of changes for the self-employed, including abolishing Class 2
and merging with Class 4, is in Section 5.6.

4.2.4. Changes to the rates of Class 3 Voluntary National Insurance
Class 3 NICs are purely voluntary and can be paid by those not in work or receiving NI credits,
or by those who wish to increase their NI contributions record. Payment of Class 3 NICs has
fluctuated over the last five years as pension reforms have been considered on the Isle of Man.
Following the UK Government’s proposal in 2013 to introduce a single-tier State Pension, the
Isle of Man Government started to consider the possibility of amending its reciprocal agreement
with the UK 51. Uncertainty over this and wider pension reform is likely to have depressed
payment levels between 2014-15 and 2015-16 and inflated levels this year as can be seen in
the Chart below.

Figure 9: Level of Class 3 National Insurance Contributions (10-11 -19-20)

Source: Isle of Man Government data, PwC analysis
Class 3 NI rates (£15.30 per week) are currently set to align to the UK contribution rate. The
value of the additional pension entitlement that contributions provide varies depending on the
circumstances of the individual paying, but, in general, for those with an incomplete contribution
51

Isle of Man Government. (2013). What do the UK’s Single Tier Pension proposal mean for the Isle of Man? Available at:
https://www.gov.im/news/2013/feb/15/what-do-the-uks-single-tier-pension-proposals-mean-for-the-isle-of-man/ (Accessed: 4
November 2020).
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record, they will provide more in future pension payments than the current cost to contributors.
As such, there is a case for increasing Class 3 rates; however, more research would be needed
on the groups currently paying Class 3 to assess what the impacts would be.
The estimates below of changes to the Class 3 NI rate are indicative and do not take into
account any increase or decrease in the number of individuals paying Class 3 but are based
solely on the average number of payers in the last three years.

Table 14: Revenue impact of changing Class 3 National Insurance rate
Change to NI rates

2021-22
(in £m)

Double existing Class 3 NICs

+0.5

Abolish existing Class 3 NICs

-0.5

Source: Isle of Man Government data, PwC Analysis
Given the relatively low revenues involved and the benefits of preserving alignment with the UK,
further consideration of changes to the rate of Class 3 paid would be better taken forward
alongside wider pension reform.

4.3. Threshold changes
Having been held more or less constant for seven years, the Primary Threshold, the point at
which employed individuals start paying NI, was increased in both April 2019 and April 2020 at
rates above inflation. The current level of the main NI thresholds are set out in the table below.

Table 15: National Insurance thresholds in 2020-21
Value per week
(£)

Value per month
(£)

Value per year
(£)

Primary/Secondary
Threshold

138

598

7,176

Upper Earnings Limits

823

3,567

42,796

Lower profits limit

na

na

7,176

Upper profits limit

na

na

42,796

Source: Isle of Man Government, 2020
Compared with the personal allowance, which determines when individuals start paying income
tax, the Primary Threshold is much lower so that in 2020-21 an individual will start paying NICs
on an annual salary of £7,176 and income tax on a salary of £14,250. Recent debates in
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Tynwald have raised concerns about the burden of paying NI being primarily felt by low and
middle income employees 52.
A £10 increase in the weekly value of the Primary Threshold (equivalent to an £520 annual
increase) will reduce the annual liability of all NI payers by £57.20. The total cost of this change
would be approximately £1.8 million from Employee NI and £2.1 million from Employer NI
(assuming the Secondary Threshold continues to be aligned with the Primary Threshold).
Increasing the UEL by the same amount would recover some of this amount £0.5 million from
those earning above the UEL. Table 16 provides further estimates. These estimates are
presented on a pre-behavioural basis.

Table 16: Revenue impact of changes in National Insurance thresholds
Change to NI thresholds

2021-22
(in £m)

Changes in Primary Threshold
Align with Personal Allowance

-24.8

Decrease by £10 per week

+1.8

Increase by £10 per week

-1.8

Increase by £20 per week

-3.6

Changes in Secondary Threshold
Align with Personal Allowance

-28.8

Decrease by £10 per week

+2.1

Increase by £10 per week

-2.1

Increase by £20 per week

-4.2

Changes in Upper Earnings Limit
Increase by £10 per week

-0.5

Decrease by £100 per week

-5.7

Source: Isle of Man Government data, PwC Analysis

52

Tynwald Court DB. (10 December 2019). Vol. 137, No. 6. Available at:
https://www.tynwald.org.im/business/hansard/20002020/t191210.pdf (Accessed: 10 November 2020)
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Increases in the NI threshold are one of the few ways of targeting low earners in the direct tax
system and, in the UK, the Conservative’s 2019 Manifesto set out an aim of increasing the
Primary Threshold to £12,500 53. Increases in the threshold can also be a way to mitigate the
impact of rate increases on low earners. However, this approach can be characterised as a
‘blunt instrument’54. The gains are felt by all NI payers and a significant proportion of the cost
will go towards helping higher earners.
In light of the high costs associated with across-the-board increases in thresholds, there was
some support during consultation with Members of Tynwald for a system of targeted rebates.
Under this system, taxable income will be reviewed at the end of the year to identify low earners
who have paid a disproportionate amount of NI. These earners will then be offered a partial NI
rebate.
Providing a rebate based on a disproportionate NI contribution would affect a broad range of
individuals, potentially beyond those who might be the intended beneficiaries. For example it
would benefit low earners in high-income households, those starting work during the year, and
individuals working through a company who pay themselves a low wage while drawing
dividends from their company (see Section 5). In addition, the NI system currently is not set up
to make significant levels of payment (less than £500,000 is refunded through NI each year
compared to around £15 million for income tax 55). Introducing a rebate system would be likely to
require new IT systems, which would involve a cost. Tools exist within the current benefit
system for targeting low earners, such as the Employed Person’s Allowance, which are likely to
provide more effective means of providing additional support to low earning households.

4.4. Alignment with income tax
One of the main reforms advocated for NI is to align or merge the system with income tax.
Employees pay both taxes on their earnings, and bringing the systems together would reduce
complexity, increase transparency, and provide an opportunity to address some of the
anomalies and distortions in the NI system.
Currently, despite taxing largely the same income, NI and income tax are not well aligned. The
principal difference is in setting the basis for the calculation for liability. Income tax is calculated
on an ‘annual, cumulative, aggregated’ basis, meaning that total annual earnings (and other
income) from all sources are taken into account when calculating liability. An end of year
reconciliation is carried out to ensure the correct amount of tax has been paid. In contrast, NI
liabilities are calculated for each earning period in isolation, usually a week or a month, and
each employment is taken separately. The contributions made are final and there is no end of
year reconciliation.
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Conservative Party. (2019). Conservative Manifesto 2019. Available at https://www.conservatives.com/our-priorities/economy
(Accessed 9 November 2020)
54

Institute for Fiscal Studies. (2019). The impact of raising the NICs threshold. Available at:
https://www.ifs.org.uk/publications/14591 (Accessed 3 November 2020)
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For income tax, it does not matter if a taxpayer has one job or many or how their income is
spread over the year. This is not true of NI as will be seen in the examples below, which
illustrate how employees in seasonal work or with multiple, low paid jobs are affected. The same
principle applies to workers whose work increases in a number of periods rather than just one
particular season. This could include groups as diverse as retail workers who might work more
in the run up to Christmas or students who only work outside of term time.

Box 1: National Insurance and seasonal workers
Anna and Mark are Isle of Man residents with income in the 2020-21 tax year. They are both
taxed as individuals and each has a job with a single employer.
Under the current system
Anna works in a local restaurant. She earns £15,000 per year. She is in steady employment
throughout the year and receives a salary of £1,250 per month. Anna’s annual Income tax
liability is £75 and her NICs over the same period are £860.64.
Mark is a tour guide. He makes £15,000 per year. The nature of Mark’s job means that he is
only able to work for six months of the year when there are enough tourists on the island for
his employer to offer tours. Between April and September, he is paid £2,500 a month. Mark’s
annual income tax liability is £75 and his NICs over the same period are £1,255.32.

Box 2: National Insurance and low-paid multiple jobholders 56
Jennifer and Henry are Isle of Man residents with income in the 2020-21 tax year. They are
both taxed as individuals and each is employed by a local hotel.
Under the current system
Jennifer is a receptionist and has a full time position at the hotel. She earns £20,000 per year
and she has no other income. Jennifer’s annual income tax liability is £575 and her NICs over
the same period are £1410.64.
Henry is a cleaner and works part time in the same hotel as Jennifer. Henry has a part time
contract at the hotel and only cleans there on weekends. The hotel pays him £10,000 per
year. During the rest of the week Henry works as a waiter at a local restaurant where he earns
£10,000 per year. His total income from both jobs is £20,000. Henry’s annual income tax
liability is £575 and his NICs over the same period are £621.28.
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It is not only those with multiple, low paid jobs who are affected. Individuals who have multiple, higher paying jobs also face
paying NICs on both employments. However, employees who have multiple jobs and expect to earn more than £823 per week can
apply to defer payment of Class 1 NICs on their other jobs. If the deferral request is accepted, the applicant’s NIC liability will be
calculated at the end of the year and they will pay the additional rate, of 1%, on all earnings above the Earnings Threshold of £138
per week in their deferred jobs.
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As well as this difference in how liability is calculated, there are other key differences between
NI and Income Tax as set out in the table below.

Table 17: Key differences between National Insurance and Income Tax
National Insurance
In
2020-21
employees
contributions at a rate of:
●
●
●

Income tax
pay

NI In 2020-21 income tax is charged at a
rate of:

0% on annual earnings below
£7,176;
11% on annual earnings between
£7,176 and £42,796; and
1% on annual earnings over
£42,796.

●
●
●

0% on annual earnings below
£14,250;
10% on annual earnings between
£14,250 and £20,750; and
20% on annual earnings over
£20,750.

Self-employed
individuals
pay The rate is the same for employees and
contributions at a separate, lower rate. the self-employed and taxpayers can
There is no option to limit liability.
elect to cap their liability at £200,000.
Only payable by people over 16 and Payable regardless of age.
under the State Pension age.
Charged on income from employment or Charged on all forms of income
self employment.
including, for example, dividend income
and benefits in kind.
Different rates apply to the employed and The same income tax rates apply
self employed.
regardless of employment status.
Employers must pay a contribution based Employers do not incur any liability on
on the salary paid to employees, if over a the basis of salary paid to employees.
certain threshold.

4.4.1 Moving National Insurance to an Annual, Cumulative and Aggregated
basis
The focus of this section is the potential to move NI to an annual, cumulative and aggregated
(ACA) basis. This is a reform that has been considered extensively within the UK, most recently
in 2016 by the Office of Tax Simplification (OTS) 57. The OTS has recommended that the UK
move to a system of NICs based on an annual, cumulative and aggregated basis.
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Office of Tax Simplification (2016) Closer alignment of income tax and national insurance. Available at:
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/567491/OTS_report_web_final.pd
f (Accessed: 6 November 2020)
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The result would be a NI system which is more transparent and is more neutral with respect to
differing circumstances. As most employers use software to administer their payroll, any
administrative costs or savings to employers are likely to be negligible. Other benefits are
largely theoretical however, and while strongly advocated by some, they are not clearly
quantifiable on a population wide basis.
If income tax and NICs were aligned in this way, it would change the tax position of individuals
who are currently winning or losing from the current system when compared to those with a
single steady annual income. These impacts would depend on the circumstances of the
individual. In the examples given above, aligning income tax and NICs would reduce the NI paid
by someone with seasonal employment to the level of someone with steady income through the
year (Box 1); and it would increase the NI paid by those with multiple jobs to the level of
someone with a single source of earnings (Box 2).
Calculating NI liability on an annual, cumulative, aggregated basis would reverse the position for
each of these groups - seasonal workers would enjoy a reduction in the amount of NICs they
pay, while those with multiple, low paying jobs would pay more. Crucially, however, in both
cases these changes would see taxpayers with the same income pay the same amount of NI 58.
It is difficult however to quantify the net impact of these changes, and how the new system
might impact taxpayers’ choices about the work they do and the wider labour market.
Government data shows that approximately 16% of employees in the Isle of Man have two or
more jobs. This figure may be overstated, however. The accuracy of the data can be affected
by, for example, instances where an employee has started a new job, but their old employee
has not yet removed them from the payroll system. This employee would be shown in the data
as having two jobs simultaneously when this is not the case. There is anecdotal evidence too
that in seasonal industries, employers keep employees on the payroll in the expectation they will
return for the next season. If the employee does not return however, they could be erroneously
shown as having multiple jobs. Further information on income levels would be needed to assess
what they would pay under a move to an ACA basis.
Aside from the difficulty of quantifying the effect of a move to an ACA basis, there are some
further considerations which should not be overlooked. Perhaps the most significant
consideration is the cost of operating such a system.
While relatively easy to administer from an employers’ perspective, a system where an ACA
basis is used to calculate liability is a significant departure from the current system for the
government. One key difference is that the government would be required to carry out annual
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This section has focused on the effect that a move to an ACA basis would have on employees only. For full enjoyment of the
potential horizontal equity and simplicity benefits offered, the same system would need to apply to all taxpayers and require full
alignment of NI rates and thresholds between employed and self employed taxpayers. Maintaining separate NI systems for
employees and the self-employed would not only be confusing and potentially inequitable - particularly for taxpayers who have both
employment and self employment income. A discussion of NI issues surrounding the self employed is explored in detail in Section
5.6
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reconciliations of taxpayers’ National Insurance Contribution records. These reconciliations
would result in rebates or demands for payment from taxpayers. The current NI infrastructure in
the Isle of Man, while well-resourced to administer the current system, is not set up to carry out
annual reconciliations for potentially thousands of taxpayers. It is difficult too to quantify the cost
of establishing and resourcing the infrastructure to carry it out in future.
Despite promising simplification, the introduction of a new system inevitably introduces
complexities. Although it is expected that the new system could be readily understood by
taxpayers, any change would mean a departure from a system which is broadly well understood
and generally well supported. It would also mark a departure from alignment with the UK in NI
matters. Although less significant following the agreement of the new reciprocal agreement in
2016, a great number of people move to and from the UK the island and the similarities in the
two systems has facilitated this move.
It is important not to overlook the link between NICs and benefits entitlement. Introducing an
annual basis for NICs has a potentially significant impact on benefits tests and taxpayers’
access to benefits. It might be inappropriate to maintain weekly entitlement tests when NICs are
paid on an annual basis. Similarly, it might no longer make sense for voluntary NICs or NI
credits to be operated on a weekly basis as they are now.
Consideration will have to be given to access to benefits too. The current weekly/monthly basis
for Employee NICs payments allows entitlement for the ‘weekly-linked’ benefits to be
established immediately. By contrast, with an annual system, contributions would not be
confirmed until an annual reconciliation has taken place, which is likely to happen some time
after the tax year has ended. Changes to benefit tests and access to benefits are outside the
scope of this report but it is clear that they will need to be carefully considered as part of any
reform in this area.
One further consequence of closer alignment between NI and income tax is that the employer
element of NI will remain anomalous. Any consideration of reforms to employee contributions,
including closer alignment with income tax, needs to include a discussion on employer
contributions. This is discussed at Section 4.6.

4.5. Application to other income
One of the other main differences between NI and income tax is that the former does not apply
to income from savings or dividends and rental income. Income tax charged on these sources is
a significant source of receipts in the Isle of Man. As discussed in Section 5, the lack of NICs on
dividend income is one contributing factor to the tax advantages of those who are able to
operate as owner-managers of a company and take their income via dividends.
To provide an indication of the potential yield from applying NI to other income, we present
simple estimates of the impact of a one percent charge on all unearned income making no
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allowances for non-payers, such as those over State Pension age, those with income below the
Primary Threshold or those who would pay at higher rates 59.

Table 18: Revenue impact of applying NI to other income
Change to NI rates

2021-22
(in £m)

Impose 1%

+3.8

Impose 11%

+41.8

Source: Isle of Man Government data, PwC Analysis
Estimating the impact of applying NI on other income is highly uncertain. A number of
behavioural responses are likely to significantly decrease any potential yield 60. This is because
individuals receiving dividends in particular may have the ability to bring forward their income to
avoid the increase in rates or use other means to reduce their liability. Consultation respondents
also raised concerns on the impact that such a reform would have on the island’s
competitiveness and ability to attract new businesses, potentially leading to diversion of these
income streams to other jurisdictions, and further reducing the yield.
While a static estimate of potential revenue is included above to give an indication of the
materiality of this reform, this estimate would likely be much reduced as a result of behavioural
factors, which are not included within the figure.
In addition to questions about the potential for NI on other income to generate revenue, there
are also concerns about fairness and entitlements. The population receiving other income is
likely to be quite broad, including, for example, pensioners receiving returns on investment or
savings. These earners are not currently captured by other classes of NI, and so further reforms
might be needed to create policy consistency.
Similarly, there would be questions about whether such NI payments would confer benefit
entitlement. Any such entitlement would add complexity to the system, and potentially also
create additional liabilities, which may or may not be offset by the revenues raised

4.6. Reforms to Employer National Insurance
In the Isle of Man, employers must pay a contribution of 12.8% of employees’ earnings over
£138 per week. This is calculated on a per earning period basis. Like the system of employee
59

The estimates assume that NI would be applied only to other non-earnings income which is sourced from within the Isle of Man.
This means that, for example, interest on savings or dividends from investments in the UK would not see NI applied.
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See the discussion in IPPR. (2019). Reforming the taxation of dividends. Available at https://www.ippr.org/files/201911/reforming-the-taxation-of-dividends-nov19.pdf (Accessed 10 November 2020). For a discussion of the extent of forestalling in
light of recent changes to dividend taxation in the UK see OBR. (2017). The effects of dividend forestalling on self-assessment
receipts. Available at https://obr.uk/box/the-effect-of-dividend-forestalling-on-self-assessment-receipts/ (Accessed 10 November
2020)
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contributions, the current system of employer contributions creates a number of potential
distortions. The employer contribution element of NI has the potential to affect hiring decisions.
Employers have an incentive to suppress earnings either through low wages or by offering
fewer hours to individual employees. Some employers might even seek to reduce their
exposure to employer contributions completely by using the services of self-employed people.
Another issue related to employer contributions is that they are ‘invisible’ to employees. Adding
to an already complex system, they are not well understood and, employers may feel, not well
appreciated. For this reason, Employer NI is sometimes viewed as a ‘tax on employers’.
The employer contribution issue is not unique to the Isle of Man. It has been studied extensively
in the UK, notably by the Office of Tax Simplification (OTS), and solutions generally fall into one
of three categories:
1. Retaining the current system
2. Move to an annual system for Employer NI
3. Payroll tax (flat rate with scope for allowances)
Retaining the current system
One option is to simply retain the current system. This option would provide certainty for
employers who could continue to make contributions in a way they are familiar with. It would not
however offer any simplification.
Retaining the current system would not resolve any of the disparities which currently may affect
an employer’s hiring and retention decisions. Additionally, if Employee NI was changed to
operate on an ACA basis, it would be confusing for employers to operate one system for
employees and one for their own contributions.
Moving employer contributions to an annual basis
This option is similar to the method of calculating employee contributions on an ACA basis as
discussed in Section 4.4. In common with that system, it would ensure that employer
contributions for employees with fluctuating incomes are identical to those of employees who
earn an identical income steadily over the same period. The key difference is that the
employer’s contributions would be based on the amount they pay to the employee and be blind
to the employee’s income from other sources.
The system would work by allocating an annual allowance to each employee. This would be
deducted from each employee’s earnings before applying the 12.8% employer charge. Any over
or under payments could be balanced in the next period. The allowance would apply individually
and would not be transferable. It would also be apportioned on a pro-rata basis for employees
who join or leave throughout the year. Reporting and payment could be done in the same way
as it is now.
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While employers would pay the same amount of contribution on all employees’ earnings
regardless of how that income fluctuates, the annual system would still incentivise employers to
hire employees who earn under the threshold annually as employer NICs would still not be
payable for these employees. Employers with large seasonal workforces would see the largest
reduction in NICs, and no employer would lose out.
Payroll tax
A flat rate payroll tax would be simple to both calculate and administer. By disconnecting the
employer’s liability from the earnings of any individual employee, a payroll tax would resolve the
potential distortions in the current system. Specifically, it would end an incentive for employers
to offer limited hours to reduce their employer NICs bill and prevent employers from paying
more contributions for employees who have seasonal work patterns or fluctuating incomes.
The system would work by totaling payments made via the payroll and applying the payroll tax
rate. Reporting and payment could operate as it does now, but with a calculation and balancing
payment at year end. Under a payroll tax system, all employers would pay contributions, no
matter how little their employees earn. This would likely lead to a net increase in payments by
employers and bring a number of employers into the tax base who had been outside of it under
the current rules. The impact could be lessened by introducing a threshold or allowance which
would mitigate the impact on the smallest employers. Box 3 describes the Employment
Allowance scheme introduced by the UK Government.

Box 3 Employment Allowance in the UK
Businesses and charities in the UK can claim an Employment Allowance if their Class 1 NI
liabilities were less than £100,000 in the previous tax year.
The Employment Allowance allows these employers to reduce their Employers’ Class 1 NI by
up to £4,000 each year. The amount paid is reduced every time payroll is run until the £4,000
allowance runs out or the tax year ends.
Since it was introduced, the Employment Allowance has taken 590,000 UK businesses out of
paying NICs entirely. More than 99% of microbusinesses with fewer than 10 employees and
93% of small businesses with fewer than 50 employees will remain eligible for the
employment allowance 61.
A payroll tax system also provides the government with an avenue to pursue other policy goals.
For example, an employment allowance could be used to incentivise employers who hire
apprentices or other groups who struggle to find steady employment.
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HC Deb (2 March 2020). Available at: https://hansard.parliament.uk/Commons/2020-03-02/debates/ed2367a9-bcb2-4b01-ad6f3b2afa7f1578/DraftEmploymentAllowance(ExcludedPersons)Regulations2020 (Accessed: 11 November 2020).
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A payroll tax system would therefore appear to provide significant benefits. It is a simple-tounderstand system which would remove certain distortions present in the current system and
would allow the government to target specific groups for employment. However, there are also
frictional costs which need to be taken into account, in particular the cost of establishing and
resourcing the infrastructure to operate the new system. The impact of departure from close
alignment to the relatively well understood UK system too should be acknowledged. This could
make the Isle of Man system harder to understand and could influence inbound investment.
Employer contributions and the self employed
The options discussed above relate to employers’ relationship with employees. These changes
are distinct from firms’ decisions to procure services of self-employed persons. This issue and
potential options for reform are discussed in detail in Sections 5.6 and 5.7.

4.7. Charging National Insurance over the State Pension
age
In the last decade, the Isle of Man Government has considered charging NI for individuals over
State Pension age in employment. In 2015, the Treasury Minister announced his support for the
recommendation that any individual who continues to be in employment or is self-employed
after reaching the State Pension age should be liable to pay NI. While employers continue to
pay NICs at a flat rate on the earnings of employees over State Pension age, employees no
longer pay NICs once they reach State Pension age. Table 19 below provides an overview of
the impact of charging NI on employees over State Pension age.

Table 19: Revenue impact of charging NI on employees over State Pension
age
Change to NI rates

2021-22
(in £m)

Introducing the following NI rates:
● Below UEL: 2% charge
● Above UEL: 1% charge

+0.3

Introducing the same NI rates across individuals both over and
below State Pension age

+1.4

Source: Isle of Man Government data, PwC Analysis
As can be seen in 2015’s consultation, there is a debate about the fairness of such a move, with
arguments on both sides 62.Those in favour of introducing NI for individuals over State Pension
age were of the opinion that everyone in employment should pay NI ‘regardless of their age’.
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The Treasury. (2015). A Consultation Response Document: Proposed Changes to the Manx Social Security and National
Insurance Systems. Available at: https://www.gov.im/media/1357626/response-document.pdf (Accessed: 30 October 2020)
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Respondents also argued that as individuals over State Pension age have ‘lower expenses’ and
are ‘more likely to benefit from public spending such as the NHS’, it is fair to expect them to
contribute towards NI. In contrast, respondents who were not in favour of this proposal, argued
that individuals over State Pension age often continue to work in order to supplement their
pension due to the rising cost of living and it will therefore be unfair to make them pay NICs.
Additionally, to these debates there is a potentially negative impact on employment among
those over the State Pension age. While this approach has certain merits, the fact that
employees are no longer liable to pay NICs once they cross State Pension age, increases their
financial incentive to be in paid employment 63. Introducing NICs for individuals over State
Pension age will therefore disincentivize them from remaining in employment. Not only will this
result in the loss of experience that these individuals bring to the workforce 64, but can also have
a negative impact on other sources of Government revenue such as income tax.
An alternative approach could be to charge NI for specific benefits such as use of NHS.
Respondents to the 2015 consultation argued that individuals beyond State Pension age are
more likely to benefit from the NHS. In light of this and in order to ensure that NICs are directly
associated with a specific benefit, there may be grounds for charging NICs for individuals over
State Pension in employment solely for funding NHS.
More broadly, increases in NI could be hypothecated for increasing funding for NHS and this is
addressed in Sir Jonathan Michael’s Review of Isle of Man Health and Social Care System 65.
As an example, the total yield of a one percentage point increase to NICs paid by employers,
employees and self-employed, analogous to the UK’s approach following the Wanless Review,
is just under £19 million. (See Tables 9, 11 and 13 for further details on the yield.
In general, evidence suggests the public prefers funding NHS through an increase in NICs as
opposed to an increase in other taxes such as income tax for the same reason. Figure 10 below
demonstrates how the UK public responded to proposed changes in NICs and income tax for
the purpose of raising public funding 66. Similar findings to these were also observed in Sir
Jonathan Michael’s review 67.

Figure 10: Public preferences for increasing income tax and National
Insurance
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See, for example, Institute for Fiscal Studies. (2014). Incentives, shocks or signals: labour supply effects of increasing the female
State Pension age in the UK. Available at: https://www.ifs.org.uk/wps/wp1303.pdf (Accessed: 4 November 2020)

64

The Treasury. (2015). A Consultation Response Document: Proposed Changes to the Manx Social Security and National
Insurance Systems. Available at: https://www.gov.im/media/1357626/response-document.pdf (Accessed: 30 October 2020)
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Michael, J. (2019). Independent Review of the Isle of Man Health and Social Care System. Available at:
https://www.tynwald.org.im/business/opqp/sittings/20182021/2019-GD-0021.pdf (Accessed: 28 October 2020)
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Institute for Fiscal Studies. (2018). Securing the future: funding health and social care to the 2030s. Available at:
https://www.ifs.org.uk/uploads/R143_Chapter4.pdf (Accessed: 4 November 2020)
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Michael, J. (2019). Independent Review of the Isle of Man Health and Social Care System, p. 46. Available at:
https://www.tynwald.org.im/business/opqp/sittings/20182021/2019-GD-0021.pdf (Accessed: 28 October 2020)
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Source: Institute of Fiscal Studies, 2018
While there may be potentially more public support for changes linked to health funding, any
increases would need to be considered in light of the impacts discussed above, as well as other
calls on NI revenues.
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5. National Insurance and
changing working patterns
5.1. Introduction
This section considers the implications of changes in working patterns in the Isle of Man for the
National Insurance system and discusses the impact of differentials in the amount of tax and NI
paid by those working through different legal forms. It concludes with a discussion of the
potential policy options in this area.

5.2. National Insurance and legal status
The legal status of a worker has a large bearing on the amount of tax and NI paid, both by them
and the person they are hired by. Individuals receiving the same level of income pay
significantly different amounts of tax depending on whether they are employed or, selfemployed. Additionally, in some cases, individuals will offer their services via a company of
which they are the owner-manager. In these cases, it is possible for the company’s income to
be extracted by the manager- in full or in part - via dividend payments, which are exempt from
NICs. Figure 11 illustrates the amount of income tax and NI paid by and in relation to individuals
in 2020-21 who earn the Isle of Man median wage (£30,836) and who are employed, selfemployed or are a company owner-manager (and assuming they pay themselves a low base
salary but extract the bulk of their income in dividends) 68.
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The Isle of Man Earnings Survey 2019 found that the median wage was £593 per week, equivalent to £30,836 annually. The
Earnings Survey is available at https://www.gov.im/media/1369003/2020-02-04-earnings-survey-2019-report.pdf (Accessed: 28
October 2020)
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Figure 11: Annual National Insurance and income tax paid by employees,
the self-employed and company owner-managers on median wages

Source: Isle of Man Government data, PwC Analysis
In the Isle of Man, the income tax due in each case is the same, with the differences in total
payment driven by NI. Differences in NI paid are driven by a number of factors. Firstly, an
employed individual pays NI at a higher rate than someone who is self-employed (11%
compared with 8%). Additionally, their employer must pay NI at 12.8%; there is no equivalent
charge for the self-employed. Finally, an owner-manager can pay themselves at a level below
the Primary Threshold, avoiding any NI liability on their salary (while, if over the Lower Earnings
Limit, still gaining NI credits), and extract the remainder of their remuneration in dividend
payments from the company. As dividend payments attract income tax but not NICs, they will
pay no NI at all, and, as corporate income is not taxed, individuals do not attract any additional
income tax burden from using a corporate structure 69. There are also further potential benefits
of using a corporate form, such as the ability to draw earnings over an extended period of time.
The above analysis was performed for earners at the median income, but the NI advantages of
individuals operating through self-employment or through an owner-managed company largely
persist at higher income levels. As salaries increase the relative disadvantage of employment
diminishes somewhat (as employees pay only 1% NI on earnings above the UEL instead of
11%) however Employer NI must be paid at 12.8% on all additional income.
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For completeness it should be noted that some corporate income is taxed in the Isle of Man. A 10% rate applies to income from a
banking business carried on in the Isle of Man on the basis of a deposit taking licence issued by the Isle of Man Financial
Supervision Commission, and retail activities (i.e. the sale of goods to consumers through retail premises) carried on in the Isle of
Man, but only if that income exceeds 500,000 Isle of Man pounds (IMP) in the year. Additionally, a 20% rate applies to income
derived from real estate situated in the Isle of Man. However, these activities could not be carried out by an employee, so they are
not relevant to the comparisons of legal status being made here.
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5.3. Changing working patterns
In this section we will consider the impact of changing working patterns. Across the world,
working patterns have changed significantly over the past decade. Perhaps most of all, the past
decade has been defined by the rise of the ‘gig economy’. The gig economy is not perfectly
defined but the concept is based on how musicians have traditionally made money. It usually
refers to individuals who operate small businesses in a self-employed capacity and perform
work on a per task, or ‘gig’ basis.
Gig workers typically provide services such as transportation, delivery and courier services,
accommodation, food delivery, care services and business services. There are many globally
famous ‘platforms’ with substantial gig elements. They are typically based on apps that connect
workers with customers and take a commission from the fare paid. Often the work is something
which only a matter of years ago would have been almost exclusively performed by employees.
The rise of the global gig economy has been driven by the rapid adoption of the internet and
smartphone usage. This is not only because most engagements are provided by an online
intermediary. In addition, the digital revolution has made the process of managing self-employed
tax compliance and operating via a company more accessible.
A second factor driving a move to gig-based work across the world is economic: in particular the
impact of the Global Financial Crisis in 2008 and changes in various countries’ labour markets.
The 2008 economic shock led to a large number of job losses and, as a result, many people
turned to self-employment to earn a living. The past decade has also seen an increase in ‘zero
hours’ contracts which, depending on your point of view, has given employees either the
freedom or necessity to seek additional income 70.
A third factor driving the adoption of gig working is that by changing the relationship from
employer/employee to engager/worker it removes statutory requirements facing employers such
as for holiday pay, sick pay and workplace pensions 71.
The broad definition of the gig economy means that it is hard to accurately quantify its size. In
the US, some research has estimated that as many as 36% of the working population find work
in the gig economy 72. In Europe the gig economy is more modest. A 2017 study by the
European Commission’s Joint Research Centre (JRC) found that gig work served as the main
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‘Zero hours contract’ is a term used to describe many different types of casual agreements between an employer and an
individual. Under zero hours contract the employer does not guarantee the individual any hours of work. The employer offers the
individual work when it arises, and the individual can either accept the work offered, or decide not to take up the offer of work on that
occasion.
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For a discussion of this issue, see Taylor, Matthew, Greg Marsh, Diane Nicol, and Paul Broadbent. (2017) Good Work: The
Taylor Review of Modern Working Practices Available at
.https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/627671/good-work-taylor-reviewmodern-working-practices-rg.pdf (Accessed: 29 October 2020)
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Gallup. (2018). Gallup’s Perspective on The Gig Economy and Alternative Work Arrangements. Available at:
https://www.gallup.com/workplace/240878/gig-economy-paper-2018.aspx (Accessed: 3 November 2020)
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source of income for around 2% of the working population in the 14 Member States surveyed 73.
The incidence of gig work is highest in the United Kingdom where 10% of the active population
performs occasional gig work and 4% of the active population uses it for their main source of
income.

Figure 12: Estimates of online platform use in 14 EU Member States

Source: Pesole et al, Platform Workers in Europe

5.3.1. Changing working patterns in the UK
Given the size of the impact, and proximity to the Isle of Man, we look in more detail at the
impact on the UK. As well as a faster adoption of the gig economy than elsewhere in Europe,
the UK has seen the number of self-employed grow by more than 14% between 2011 and 2019,
while numbers of self-employed workers in the EU have remained stable unchanged over the
same period 74.
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Pesole et al (2018), Platform Workers in Europe, Publications Office of the European Union, Luxembourg
https://publications.jrc.ec.europa.eu/repository/bitstream/JRC112157/jrc112157_pubsy_platform_workers_in_europe_science_for_p
olicy.pdf (Accessed: 4 November 2020)
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Eurofound (2017), Exploring self-employment in the European Union, Publications Office of the European Union, Luxembourg.
https://www.eurofound.europa.eu/sites/default/files/ef_publication/field_ef_document/ef1718en.pdf (Accessed: 3 November 2020)
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Figure 13: Number of self-employed individuals in the UK (000’s), 2011 2019

Source: ONS, PwC Analysis
The characteristics of the UK’s self-employed population have changed over this period, with
the growth in the self-employed in the UK being concentrated in those working without other
employees. Over the same time period, as shown by Figure 14, the gross median income of a
full time self-employed individual has grown from £15,100 in 2010-11 to £16,500 in 2018-19 but
still lags the median income of employees by more than £4,000 annually.
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Figure 14: Median income of full and part-time employees and selfemployed, 2010-11 to 2018-19

Source: Family Resources Survey (DWP), PwC Analysis
In addition to these changes, the UK has seen significant growth in the numbers of individuals
working through companies. The annual number of incorporations has risen steadily and there
were 665,495 company incorporations between April 2019 and March 2020. Among registered
companies, there has been significant growth in single director companies. The 2006
Companies Act abolished the legal requirement for companies to have at least two directors,
and by 2014, single director companies made up 37% of total incorporations by 2014 and had
accounted for all growth in registrations since 2007 75. In 2017, the UK’s Office for Budget
Responsibility (OBR) estimated that growth in incorporations would reduce total receipts by
around £3.5 billion by 2021-22 76, with the OBR continuing to forecast increased costs from the
growth in incorporations 77.
A 2019 study by the IFS reviewed company data from 2005 to 2015 found that there were
1,093,340 companies in the UK with fewer than three directors and fewer than three
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The Office for Budget Responsibility. (2017). The effects of incorporations on tax receipts. Available at https://obr.uk/box/theeffect-of-incorporations-on-tax-receipts/ (Accessed 12 November 2020)
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Ibid
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The Office for Budget Responsibility. (2020). Economic and Fiscal Outlook. Available at https://obr.uk/efo/economic-and-fiscaloutlook-march-2020/. (Accessed 12 November 2020)
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shareholders 78. The IFS study revealed some of the characteristics of the owner-manager
population. The average age of owner-managers is 49. This is relevant as owner-managers who
are closer to retirement may choose to retain profit within the company until they retire. Ownermanagers operate in every industry and carry on diverse activities. The mean employment
wage is £14,400 while the median wage is £8,400 which suggests a clustering around the
Lower Earnings Limit, while the mean dividend payment was £21,300.
The median total personal income of a company owner-manager was found to be £34,000. This
is £7,000, or 20%, higher than the median income for a full-time employee in the UK in 2014.
Although adjustment would need to be made for the higher median income wage in the Isle of
Man, it appears to be a reasonable assumption that given the broad similarities between the Isle
of Man and the UK these figures are descriptive of the owner-manager population in the Isle of
Man. It is also likely that dividend payment would be higher due to the zero rate for companies
of income tax.
Alongside fiscal concerns, the gig economy has led to questions about the welfare of individuals
working in this way, particularly in relation to the level of support that would be provided if they
worked via an employment contract. In 2017, the UK government announced the Taylor Review
of Modern Working Practices 79, which looked at the gig economy and other emerging forms of
work.
The Taylor Review found evidence that changing working patterns are having a profound impact
in the UK and are challenging established norms and the suitability of the current legislative
framework. It proposed several changes, including the development of ‘dependent contractor’
status with additional protections and that, ‘over the long term ... the taxation of labour [should
be] more consistent across employment forms’.

5.4. Changing working patterns on the Isle of Man
Changes in working patterns are harder to discern in the Isle of Man given the size of the island
and the availability of data. To date, there seems to be less of an impact from the ‘gig economy’
with fewer of the principal gig firms operating on the island compared to the UK. The gig
economy has been typically associated with urban centres (although to an extent agricultural
work has shared some of its characteristics for some time 80). The size of the island is potentially
a break on the size of the ‘gig economy’, but as a rapid and evolving trend it is likely that there
will be growing impacts in coming years.
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Institute for Fiscal Studies. (2019) Intertemporal income shifting and the taxation of owner managed businesses Available at
https://www.ifs.org.uk/uploads/WP201925-Intertemporal-income-shifting-and-the-taxation-of-owner-managed-businesses.pdf
(Accessed: 11 November 2020)
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Taylor, Matthew, Greg Marsh, Diane Nicol, and Paul Broadbent. (2017) Good Work: The Taylor Review of Modern Working
Practices
Available
at
.https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/627671/good-work-taylor-reviewmodern-working-practices-rg.pdf (Accessed: 29 October 2020)
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RSA. (2019) The Future of work in the countryside. Available at https://medium.com/rsa-journal/the-future-of-work-in-thecountryside-b821640748ed. (Accessed 12 November 2020).
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There are some indications of changes in the Isle of Man labour market in recent years. The
number of self-employed individuals has been volatile but grew by 9% between 2011 and 2019.
As shown by Chart 15, there were 7,471 self-employed individuals in the Isle of Man, rising to
8,164 by the end of December 2019 81. Self-employed individuals now make up 19% of the
workforce, up from 17% in 2011.

Figure 15: Number of self-employed individuals in the Isle of Man, 2011 2019

Source: Isle of Man Government data, PwC Analysis
Isolating the ‘owner-manager’ population is harder. As can be seen in the UK papers referenced
above, estimates have been made on the basis of a range of sources (not all of which are
available in the Isle of Man). If the estimates made in the UK were scaled to the size of the Isle
of Man working population, this would suggest that around 1,000-1,250 individuals are working
as owner managers in the Isle of Man 82.
Income Tax Instalment Payments (ITIP) records suggest that there are approximately 1,400
companies in the Isle of Man operating with a single active employee in 2019-20, up from 2015-
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Isle of Man Government. (2020). Isle of Man in Numbers. Available at: https://www.gov.im/media/1366025/isle-of-man-innumbers-2020-open-data.xlsx (Accessed: 10 November 2020)
82
Estimates from the Office for Budget Responsibility. (2017). The effects of incorporations on tax receipts, suggested that in 2014,
approximately one in thirty of the UK workforce was engaged in an owner manager company. Scaling that to the Isle of Man
workforce, and allowing for growth over the last six years produces this estimate.
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16 when there were around 840 83. While comparable with the UK figure relative to population,
this number does not fully capture the full owner-manager population in the Isle of Man as it
excludes owner-managers who run companies that have other employees. It is likely that a
significant proportion of companies with employees will be run by owner-managers.
During the same period, the total number of employed and self-employed workers has remained
broadly unchanged while the number of jobs has increased significantly. Figure 16 illustrates
this effect. The growing gap between the size of the workforce and the number of jobs points to
a growing trend of people working two or more jobs.
Government data shows that approximately 16% of employees in the Isle of Man have two or
more jobs. This figure may be overstated, however. The data relies on the diligence of
employers to update their payroll records. Instances where an employee leaves but is not
removed from their old employer’s payroll before they begin their new employment would be
interpreted as the employee having two jobs simultaneously when this is not the case.
Additionally, there is anecdotal evidence to suggest that in seasonal industries, employer
maintain employees on the payroll in the expectation they will continue to return season after
season. There may come a time however when the employee does not return, having taken on
other work instead, but their continued presence on the payroll would make it appear that they
have multiple jobs.

Figure 16: Number of jobs and size of workforce in the Isle of Man

83

Companies are considered to have an active employee if the total remuneration recorded in the ITIP system is greater than 0.

71

Source: Isle of Man Government data, PwC Analysis

5.5. Possible policy response
While discerning trends in the levels of self-employment and owner-managed companies is
challenging in an economy the size of the Isle of Man’s, there is some evidence of concern
among stakeholders that the NI system is unfair as it treats self-employed and owner managed
companies differently to those in employment.
The next few sections discuss some of the potential policy responses and their implications to
inform future debate. First options for the self-employed are considered before in Section 5.7
looking at the treatment of owner-managers. Before doing so we consider international
comparisons for the taxation of the self-employed.

5.5.1. International Comparisons
As discussed already in Section 2.1, countries have decided upon substantially different rates of
social security depending on how high a proportion of total income they are attempting to raise
from the contributions. Some countries have high personal income tax rates and lower social
security rates and vice versa.
Most countries operate slightly different systems for employed and self-employed individuals
and there is again a range of approaches. In some cases, the self-employed pay more than
employed individuals, for example in the US they are required to meet the equivalent of both the
employee and the employer contributions. However, in the majority of countries reviewed, selfemployed contributions are lower than those for employees.
Historically, higher rates for the employed have been justified based partly on the extra
protections given to employees in employment law, for example, the right to a notice period,
redundancy pay etc. However, in some locations there have also been differences in benefits
paid out. As previously mentioned, COVID-19 has seen governments providing substantial relief
to both types of worker which has raised questions over the fairness of the self-employed
continuing to enjoy lower social security rates.

5.6. Self-employed policy responses
As is seen above, the lower NI rates, and absence of Employer NICs, is one of the main drivers
of the tax differentials between the self-employed and employees. Options regarding the selfemployed are considered below. Historically, the differential NI treatment has been justified with
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reference to lower benefit entitlements for the self-employed 84. This issue is discussed in the
context of the Isle of Man below.
One justification sometimes given for lower NI rates is the lower employment protection
received by the self-employed and the absence of some of the benefits received by employees,
like holiday pay. Commentators, such as the IFS, tend to cast doubt on this argument and argue
that in a well-functioning labour market, employees would receive lower compensation to offset
the increase in employment rights 85. A related argument is that lower rates are justified by the
inherent risk involved in self-employment. Self-employed individuals do face greater risks than
employees and entrepreneurial behaviour and risk taking does bring benefits to the wider
economy. Changes to incentives that encourage entrepreneurial behaviour need to be
considered carefully and in light of the potential economic response.

5.6.1. Self-employed benefits on the Isle of Man
The class of NICs paid has always had an impact on the benefits a person is entitled to. As a
result the employed have traditionally enjoyed a greater number of, and often more valuable,
benefits than their self-employed counterparts. However, recent policy reforms have brought the
entitlements of employed and self-employed persons closer than ever before. Table 20 shows
how the classes of NICs paid currently affect eligibility for certain contributory benefits.

Table 20: Entitlement to contributory benefits based on National Insurance
class
Class 1

Class 2

Benefit

Yes

No

Jobseeker's Allowance (Contribution-based)

Yes

Yes

Incapacity Benefit

Yes

Yes

Maternity Allowance

Yes

Yes

Bereavement Payment

Yes

Yes

Widowed Parent's Allowance

Yes

Yes

Bereavement Allowance

Yes

Yes

New Manx Pension

Source: PwC Analysis
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HM Treasury. (2017). National Insurance and the self-employed. Available at
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/597485/NICs_fact_sheet_final_w
eb.pdf. (Accessed 12 November 2020)
85
See IFS. (2017). Tax, Legal Form and the Gig Economy. (p13) Available at
https://www.ifs.org.uk/uploads/publications/comms/R124_Green%20Budget_7.%20Tax%2C%20legal%20form%20and%20gig%20e
conomy.pdf. (Accessed 13 November 2020)
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The greatest recent shift in the benefit entitlement for the self-employed relates to their pension,
thanks to the introduction of the new Manx State Pension which can be claimed by people who
reached State Pension age after 6 April 2019. Under this new scheme, and in contrast to the old
scheme, the self-employed have access to the same State Pension as employees. Under the
old rules, which apply to those who reached State Pension age before 6 April 2019, someone
who was self-employed and had paid sufficient Class 2 contributions would be entitled to only
the basic State Pension of £134.25 and would not be able to earn any entitlement to the
‘Additional Pension’.
With the introduction of the Manx State Pension for persons reaching State Pension age after 6
April 2019, the self-employed can earn the full amount of Manx State Pension, currently
£191.35 per week. The self-employed remain eligible for the Pension Supplement too, which
provides a top-up of the State Pension for Isle of Man residents who meet the eligibility criteria,
and which depends on their NI record. This benefit is worth as much as £53.08 per week for
people reaching the State Pension age after 6 April 2019. It will be gradually phased out
between 6 April 2019 and 5 January 2039. Therefore, the later individuals reach State Pension
age, the less Manx Pension Supplement they will get 86.
With pension entitlements now aligned, the only difference in contributory benefit eligibility
between the self-employed and employed is contribution-based Jobseeker’s Allowance. Their
entitlement to other contributory benefits is identical to an employed person’s entitlement. This
is in addition to the non-contributory means-tested benefits available.
It is notable too that both employed and self-employed persons have been supported by the Isle
of Man government throughout the COVID-19 pandemic, including through schemes funded via
the Manx National Insurance Fund 87.

5.6.2. Aligning Class 4 with Class 1 rates
In light of these changes, there is a case for considering increases in Class 4 NICs (charged at
8% on earnings between the LPL and the UPL) to align with Class 1 NICs (charged at 11%
between the PT and LEL), and even potentially further, to take account the further difference
generated by Employer NICs. The likely revenues raised from such changes are set out in the
table below.
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See Isle of Man Government (2019). A guide to the new Manx State Pension. (Available at
https://www.gov.im/media/1365128/msp5-your-state-pension-explained-apr-2019.pdf) [Accessed 20 November 2020]
87

Information on the funding and support available can be found at https://covid19.gov.im/business-guidance.
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Table 21: Revenue impact of aligning Class 4 with Class 1 NI rates
Change to NI rates

2021-22
(in £m)

Increase rate by 1 percentage point

+0.2

Increase rate by 2 percentage points

+0.4

Increase rate by 3 percentage points (aligning with Employee Rate)

+1.4

Increase by 8 percentage points (Illustration of the impact of
offsetting a proportion of the Employer charge)

+3.8

Source: Isle of Man Government data, PwC analysis
Given the size of the self-employed population on the Isle of Man, these increases would be
significant. For example, an increase in the NI rate for the self-employed of three percentage
points would increase charges by on average over £180 a year for each self-employed worker
on the Isle of Man. In light of likely economic challenges in recovering from the impact of
COVID-19, any change would need to be considered carefully. In particular, respondents to the
2015 public consultation expressed the concern that increasing the rate at which self-employed
pay NICs will disincentivise small businesses and entrepreneurs in the Isle of Man 88.
Self-employed individuals make a notable contribution to the economy and also create
employment opportunities that would be negatively impacted should entrepreneurial activity
decline in the Isle of Man. A similar theme also emerged in the responses received from the
Chamber of Commerce. A number of respondents argued that the lower rate of NI paid by selfemployed individuals reflects the fact that they take more risk than those in secure employment
and also contribute to society through increased economic activity and employment
opportunities.
A particular difficulty facing the Isle of Man specifically, is uncertainty over the Isle of Man
population. The self-employed cover a wide distribution of incomes and operate across a wide
range of sectors. The effect of such a broad range is that the impact of any increase in NICs
could manifest itself in a number of forms and is hard to accurately quantify. For example, for
those individuals who are engaged in sectors, such as retail and tourism, which are already
badly affected by the COVID-19 crisis, an increase in NICs could make their business unviable.
A significant reduction in entrepreneurial activity on the island could have negative economic
implications which outweigh any revenue raised.
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The Treasury. (2015). Consultation Response Document: Proposed Changes to the Manx Social Security and National
Insurance Systems. Available at: https://www.gov.im/media/1357626/response-document.pdf (Accessed: 30 October 2020)
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A further challenge is that increasing NICs from the self-employed will increase the incentive to
adopt a corporate form. This could lead to a significant decrease in revenue as company ownermanagers effectively have the ability to choose how much NI they want to pay. This topic is
discussed in detail at Section 5.7.
Determining how best to proceed with reform in this area therefore requires a greater level of
data on the self-employed and must be carefully balanced and, in particular, be sensitive to the
needs of businesses looking for support in the current environment.

5.6.3. Merging Class 2 and Class 4
A further difference between the NI treatment of the employed and the self-employed is that the
self-employed are liable for two classes of NICs - Class 2 and Class 4. There is a case to be
made for simplifying the self-employed NI regime by merging Class 2 and Class 4 NICs, and
this reform has been considered previously.
For the self-employed, Class 2 NICs determine benefit entitlement, Class 4 NICs do not 89.
Although Class 2 NICs are mandatory when a self-employed individual’s earnings exceed the
Small Earnings Exception (£7,176 in 2020-21), they can be paid voluntarily by self-employed
individuals with earnings below the Small Earnings Exception too. This ensures that selfemployed individuals who are low earners have the ability to earn benefit entitlement through
Class 2.
The result of any merger between Class 2 and Class 4 NICs would therefore need to
incorporate a benefits test and ensure that self-employed low earners are not disproportionately
affected.
Reform in this area has been attempted in the UK, where the system of Class 2 and Class 4
NICs works similarly to the Isle of Man. In 2015, the UK Government announced its intention to
simplify self-employed NICs by abolishing Class 2 NICs completely and introducing a benefit
test into Class 4 NICs 90. The UK Government’s proposed structure was to create a nil rate band
between the Small Profits Threshold and the Lower Profits Limit. Below the Small Profits
Threshold, no NICs would be payable, and above the Lower Profits Limit Class 4 NICs would be
due.
Despite promising simplification, the reform drew concern from low earners and groups
representing their interests. The Low Incomes Tax Reform Group expressed support for the
simplification abolishing Class 2 NICs could bring but highlighted how certain workers could lose
out 91. Under the proposed structure, self-employed individuals who earned less than the Small
89

Table 20 shows the benefits which payment of Class 2 NICs earns entitlement to.
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UK Government. (2015). Budget 2015. Available at https://www.gov.uk/government/topical-events/budget-2015 (Accessed: 30
October 2020)
91
Low Incomes Tax Reform Group, 2018. Class 2 National Insurance (NI) abolition: simplification is welcome, but certain low-paid
workers will lose out. https://www.litrg.org.uk/latest-news/submissions/160224-class-2-national-insurance-ni-abolition-simplificationwelcome (Accessed 12 November 2020)
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Profits Threshold would not be liable for Class 4 NICs. This meant that, in the absence of the
abolished Class 2 NICs, the only way for a low earner to ensure their entitlement to benefits was
by paying voluntary Class 3 NICs. However, Class 3 NICs in the UK are around five times more
expensive than the Class 2 weekly rate, meaning a much larger NI bill for low earners.
This issue led to the delay of legislation to abolish Class 2 NICs and in September 2018, the UK
Government announced that it would not proceed with the abolition of Class 2 NICs but that it
would keep the matter under review 92.
The experience of the UK highlights the difficulty of reforming the NI system and, if similar
reforms were attempted in the Isle of Man, some of the same issues would apply. Data from the
Isle of Man suggests that almost half of those with self-employed taxable profits have profits
below the LPL and around a quarter of these, or just under 1,000 people, will be opting to pay
Class 2 NICs in order to access benefit entitlement 93. It has not been possible to determine the
number of those who have profits below the LPL and do not pay Class 2 NICs but are currently
receiving NI credits through other routes. However, the proportion paying voluntarily alone
suggests this issue may affect a significant number in the Isle of Man and would need careful
public consultation.
Since 2016-17 the Small Earnings Exception level and the Class 4 LPL have been identical.
This means that, in contrast to the UK, in the Isle of Man there is no group of self-employed
individuals who pay only Class 2 NICs compulsorily. If Class 2 were abolished and only Class 4
NICs retained, benefit entitlements could be based on Class 4 NICs and the current LPL.
There are also challenges around how NICs are linked to benefit entitlement. If benefit
entitlement was to be based on Class 4 NICs, a potential problem could arise because the
payment of Class 4 NICs is due after the entitlement to contributory benefits is calculated. For
example, if the individual’s entitlement to benefits arose on 1 January 2021, their entitlement
would be based on contributions to 5 April 2020. As the 2019-20 liability would not be payable
until 6 January 2021 the individual may not receive his full entitlement. It is likely that a
workaround could be arrived at to solve this issue. However, there is an added complexity in
that the reciprocal agreement with the UK still covers short-term benefits. Any change would
therefore need to consider the impact on the reciprocal provision of benefits.

5.7. Policy options for owner-managed population
One of the areas of concern in the consultation with Tynwald was about the ability of small
owner-managed company directors to pay little or no NICs. Respondents argued that there was
a strong case for charging NI on dividends in order to ensure that employees who also act as
shareholders of small owner-managed companies do not shy away from paying NI by taking a
92

The Exchequer Secretary to the Treasury, Robert Jenrick gave details of the government’s decision to cancel the planned
abolishment of Class 2 NICs in a written statement in the House (HC Deb 6 September 2018 HCWS944). Available at
https://questions-statements.parliament.uk/written-statements/detail/2018-09-06/HCWS944 (Accessed: 30 October 2020)
93

Isle of Man Government

77

‘small salary’, but ‘large dividends’. As discussed in 5.2, there are significant tax and NI
advantages from this approach.
Beyond the tax advantage it confers, there are many valid reasons why individuals choose to
set up and work through a limited company. For example, limited liability restricts potential
losses, and operating as a company can boost credibility with potential clients. Furthermore, the
owner-manager population is diverse and some will elect to pay a higher salary despite the NI
charge it will incur.
As discussed in Section 5.4, estimating the size of this population in the Isle of Man is
challenging, although indications are that the number of single employee companies is
increasing. There were around 840 companies with a single active employee in 2015-16,
compared to more than 1,400 in 2019-20. As discussed above, this will undercount the ownermanager population as a significant number will be running companies with other employees.
ITIP records suggest that, of the companies with a single employee, around 10% pay an
amount between the LEL and Primary Threshold, with about a third more than this paying two
employees a total amount between twice the LEL and Primary Threshold. This is significant
because it is common for owner-managers to add a spouse (or child) as a director or
shareholder in their company.
Data from the Isle of Man Treasury shows the total numbers of employees on the island that
receive earnings greater than the LEL but less than the Primary Threshold (see Figure 17). This
broader group will capture both low earning employees who are not owner-managers and
owner-managers of companies with more than one employee who pay themselves a wage
between the LEL and Primary Threshold.
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Figure 17: Number of individuals with earnings above the Lower Earnings
Limit but below the Primary Threshold 2011 - 2019

Sourc
e: Isle
of
Man
Gover
nment

This
chart
sugge
sts a
signifi
cant
fall in
the
numbers of employees in this income bracket around 2015. This may be linked to the Isle of
Man’s Deemed Employment rules that were introduced in 2014.
Owner-managed companies and ‘deemed employment’
When exploring the policy options for addressing the NI differentials, we look first at the
boundary between owner-managed companies and employment. Some owner-managers use a
company structure to offer their own labour services, carrying out effectively the same role as an
employee. The use of the company structure creates an artificial barrier between the employer
and the service provider and provides the scope to significantly reduce their tax liability. These
are commonly referred to as personal service companies (PSCs).
This has been an area of considerable policy concern in the UK and led to introduction of offpayroll working rules, often referred to as ‘IR35’. The rules, which have evolved over the past
two decades, target ‘disguised employment’. They aim to ensure that workers, who would have
been an employee if they were providing their services directly to their client, pay broadly the
same tax and NI contributions as employees.
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In the Isle of Man, the Government passed the Income Tax (Amendment) Act 2014 to introduce
‘Deemed Employment’ provisions 94. These aimed to tackle the use of PSCs where they are
used to reduce or defer the payment of income tax and NICs.
The ‘Deemed Employment’ provisions in the legislation seek to ensure that if a client employs a
worker the amount paid for their services will be treated as remuneration and therefore subject
to income tax and NICs, regardless of whether or not the services are provided through a
company. This stops people working via PSCs and the chart above suggests they may have
had an impact on overall numbers being paid at the level of the Primary Threshold.
Other options for owner-managers
While the Deemed Employment provisions have apparently had success in reducing the extent
of use of PSCs, there remain wider concerns about the use of limited company structure to
make a significant saving on NICs compared to the self-employed. This section considers
potential options to address this.
In order to avoid affecting the wider population in receipt of dividends, one would need to find a
means of defining the target population. Options put forward include focusing on those receiving
dividend and employment income from the same source, on single-director companies, or
providing a new tailored entity for freelancers 95.
In order to form the basis for a sustainable new tax charge, the definition would need to be
robust and hard to manipulate through simple restructuring 96. This is likely to require a degree of
complexity and drawing the boundary relatively broadly to avoid situations in which individuals
can sidestep the definition by, for example, taking their full reward in dividends, where they can
afford it by retaining profits in the company or adding close family to the directors of the
company. The Institute for Fiscal Studies describe 97 these approaches as ‘the policy equivalent
of “whack-a-mole”: one particular problem is fixed, but at the expense of another one popping
up elsewhere in the system.’
Additionally, there are some groups who will currently receive income in the form of dividends
where there is not an analogue with those in self-employment who may find themselves caught
by such a definition. For example, a passive owner of a family business. This is quite different
from the activity of someone who is self-employed.
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Guidance on the operation of the legislation can be accessed at https://www.gov.im/media/1077754/gn50_final.pdf
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Independent Professionals and the Self-Employed, (2015) The Freelance Limited Company: A tailored entity for freelancers.
Available at: https://www.ipse.co.uk/static/43cea20b-c776-4ba9-9df41cc91dd1261b/freelance-company-limited.pdf (Accessed: 12
November 2020)
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Unlike in the Deemed Employment provisions, which depend upon facts about the relationship between the engager (employer)
and the engaged (employee), there is no ‘self-employment’ relationship that can be used to identify the cases where higher NI
should be charged.
97
IFS. (2017). Tax, Legal Form and the Gig Economy. Available at
https://www.ifs.org.uk/uploads/publications/comms/R124_Green%20Budget_7.%20Tax%2C%20legal%20form%20and%20gig%20e
conomy.pdf. (Accessed 12 November 2020)
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Despite these issues, there would be merit in continuing to assess options that would be
effective in the Isle of Man context, particularly if there was continued evidence of a growing
threat to receipts on the island. Any developments in the UK, should of course be monitored.
To date, the UK’s policy response has largely focused on broader policy measures, such as
increases in the small companies’ rate of corporation tax in the late 2000s and the increases in
dividend taxation rates made in July 2015.
The impact of a broader application of NI to dividend income is discussed in Section 4.5. As
discussed there, it would have negative effects on perceptions of competitiveness and affect the
income of a range of groups. If the intention was to address concerns about the disparities in
NICs treatment between the self-employed and those in receipt of dividends, significant
increases would be needed that would exacerbate these concerns. In the context of concern
about fairness, these wider impacts would need to be considered carefully.
There are two alternative solutions to address this issue which would require more substantial
reforms in the Isle of Man. First, implementing a system similar to the USA’s whereby in
essence someone is almost always deemed to be liable to employee and employer social
security contributions, if there is no obvious employer, the amounts fall wholly on the individual
(however we must note that the rates in the USA are significantly lower than the Isle of Man and
are capped, so the impact of a similar reform could be much greater in the Isle of Man). Second,
reforming the system to fully separate the charging basis of individual and employer National
Insurance, so that the former is charged on an individual’s taxable income regardless of source
and the latter is charged to the company on all staffing expenditure, whether formal employees
or contractors. Clearly such drastic reforms would require the most careful consideration of
potential loopholes and the economic effects.
One final option which has been suggested is to introduce an ‘engager’s tax’. This would be
implemented as a charge on companies that use freelance workers who work through a limited
company without triggering an employment relationship under the deeming rules. This would
effectively introduce Employer NI on some of those working through a company and has tended
to be advocated in the context of the growing gig economy or concerns about PSCs.
Similar to the challenges described above, the success of an engagement tax would hinge on
definitions and determining when the ‘engager’ should pay a charge. Finding standards that
work across industries is likely to be challenging. For example, an engagement in the
construction industry might look very different to an engagement in the media but both would
need to be accounted for by the engager's tax. In light of the relatively limited evidence of a
significant gig economy on the island, and the apparent success of the deeming rules, this is
less likely to be needed in the Isle of Man.
The limited evidence on the size of the owner-managed company population who draw a small
salary and large dividends in the Isle of Man means that it is difficult to quantify the extent of
either lost revenue, or the revenue that reforms in this area would bring. Indeed, it may be that
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the public’s perception of unfairness is of greater detriment than the cost of company ownermanagers acquiring benefits for free. These concerns about fairness need to be balanced
against the consequences which reform in this area might have on both the Isle of Man’s
competitiveness and innovation.

5.8. Remote working
Businesses are grappling with the evolving day-to-day challenges of COVID-19, but many have
proven remarkably resilient and adaptable, staying open by switching to virtual working. Some
companies have experienced unanticipated benefits of this model and now are considering
extending virtual working even as restrictions are lifted.
Some of the potential business advantages of enabling virtual work could include increased
productivity, lower overheads, larger and more diverse talent pools, lower staff turnover, and
reduced time lost to ill health.
There are three important categories of future international remote workers (outside of existing
formal assignment structures):
●
●
●

Permanent home workers: Employees who will permanently work remotely in another
country;
Global nomads: Employees who will relocate to another country to work remotely on a
short-term basis (they may do this multiple times during their career); and
Global commuters: Employees who will relocate to another country and commute
between their home there and their 'base' country (i.e. the country in which they are
formally employed) on a regular basis

For the Isle of Man, we would anticipate the majority of home workers to be inbound; i.e.
employed elsewhere and choosing to live on the island and work remotely. Some key
considerations are as follows:
●

●

Compliance - It may also be challenging to identify this population in order to ensure NI
and income tax withholding compliance, as they will not have a connection to a Manx
employer, will be working from home and so will not be visible, and may only be living on
the island short term.
As virtual working becomes more popular, it may be easier for employees to choose
where they live. Employee and Employer NI rates (particularly in comparison to other
similar locations) may therefore have an impact on the number of individuals employed
off the island who choose to live in the Isle of Man rather than elsewhere.

It is difficult to anticipate the scale or the timing of an increase in remote working; although it
does seem certain that we will see an increase, and NI rates on the island may play a part in the
extent of the popularity of the Isle of Man as a destination for remote workers.
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Although this population is likely to be a negligible minority, it still seems worth considering
when looking into the medium and longer-term, it is not inconceivable that remote working could
grow in popularity to the point that the authorities in popular locations would need to implement
a specific regime to capture these individuals from a tax and social security compliance
perspective.
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6. Conclusions
The NI system plays a significant role in the Isle of Man, funding its system of pensions and
benefits and contributing to the funding of the health service. It retains broad support and is
similar in structure to other social security systems across the world (although there is
substantial variation in the approaches seen). Weakening of the contributory principle over time
may provide a basis for reform, but given the advantages of a well-understood system, broadly
aligned with the UK and with little public clamour for wholesale reform, there would need to be a
strong case made before any fundamental reshaping of the NI system.
But there are distortions in the tax system that are due to structural features of how NI is
charged, most notably in relation to the differences in the liabilities of individuals working
through different legal forms. There is interest from Tynwald and elsewhere in the impact of
these features, and the fairness of the results from them, particularly when taking into account
benefit entitlements. From the available evidence, the extent of any problems in the Isle of Man
is not clear, but there are some indications of growth in both numbers of the self-employed and
those working through companies, although this would need to be monitored carefully. Reform
in this area is not straightforward and there will be trade-offs between fairness, economic
impact, competitiveness and how well targeted measures are. Any reforms would need to be
considered carefully and consulted on widely. This need is increased by the limited information
available on the c 8,000 self-employed individuals in the Isle of Man and the smaller population
working through companies.
As an alternative to changes to the NI system, there are a series of other reforms which could
be pursued. All would need careful consideration, especially in relation to the impact on losers
from reforms, the use of any revenue raised and the economic impacts. In some cases, it may
be preferable to combine reforms, as complementary measures could serve to alleviate effects
that might arise if reforms were implemented in isolation.
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Annex: Note on revenue estimates
This annex sets out the assumptions and methodologies used to produce the revenue estimates
used in the Report.

Changes in the rates of Employee and Employer National Insurance
Estimates of the impact of changes in the rate of employee and employer NICs, including in
relation to those over State Pension age, were produced on the basis of NI data provided by the
Isle of Man Treasury. The data included information on the level of earnings subject to Class 1
NICs and also total NI paid. As the data covered the 2018-19 tax year, an adjustment had to be
made to take into account the ending of contracting out in April 2019.
The estimates include an adjustment intended to capture, in aggregate, a series of behavioural
effects whose impact is to reduce the overall tax base in a response to an increase in tax rates
(and conversely increase the tax base in response to a decrease in tax rates). Examples of
such behavioural effects include individuals working less in response to higher levels of
taxation, greater avoidance of tax or relocation choices. They were modelled using an estimate
of the taxable income elasticity, which describes how much an individual will increase their
gross income in response to a 1% increase in their net of tax share of income 98. The literature
provides a broad range of possible elasticities, often studied in the context of increases in
taxation for higher earners at the margin. A value at the lower end was chosen (0.3) to reflect
the fact that the changes modelled in this report affected individuals with lower incomes, who
are generally thought to have lower income elasticity than those on the highest incomes 99. The
income tax effects of these behavioural effects were also modelled.
The final estimates were adjusted to account for expected in growth in NI receipts to provide an
estimate for the revenue impacts in 2020-21.

Changes in the rates of Self Employed National Insurance
As less data was available on self-employed profits on the Isle of Man, estimates of the impact
of changes in Class 4 NICs were produced on the basis of data provided by the Isle of Man
Treasury on the total level of Class 4 payments. An assumption was made on the distribution of
profits to allow changes in the main and additional rates of Class 4 to be modelled. This was
98

For a discussion of taxable income elasticities see, for instance, IFS. (2017). Estimating the responsiveness of top incomes to
tax: a summary of three new papers. (Available at: https://www.ifs.org.uk/uploads/publications/bns/BN214.pdf)
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See for example the discussion in Gruber and Saez. (2002). The elasticity of taxable income: evidence and implications.
(Available at: https://www.sciencedirect.com/science/article/abs/pii/S0047272701000858)
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tested against data on the distribution of self-employed profits provided by the Isle of Man
Treasury.
The methodology for the estimates followed that described for the employed population above.
Estimates of the impact of changing Class 2 NI were produced on the basis of information on
the total level of Class 2 paid on the island. No behavioural adjustments were made in these
estimates.

Changes in the rate of Voluntary National Insurance
Estimates of the impact of changing Class 3 NI were produced on the basis of information on
the total level of Class 3 paid on the island. Given the volatility of Class 3 payments, an average
of the payments made across the last three years was used to generate the estimates. No
behavioural adjustments were made in these estimates.

Changes in National Insurance Thresholds
The impact of changing employee NI thresholds was modelled using information from the
annual Isle of Man Earnings Survey provided by the Isle of Man Treasury. This was used to
derive estimates of the total NI paid in different income brackets, which were then used to
generate estimates of the impacts of changing thresholds. Limitations in the data mean that
there is a higher level of uncertainty around these estimates. No behavioural adjustments were
made in these estimates.

Applying National Insurance to other income
These were based on data provided by the Isle of Man Treasury on the level of dividend,
interest and rental income received by residents of the Isle of Man. It was assumed that the NI
charge would apply to Isle of Man sourced income and given volatility in the underlying data an
average of income over the last three years was used as the basis for the estimates. No
behavioural adjustments were made in these estimates. There is a significant uncertainty
around these estimates and as discussed in the paper, there would be likely to be a behavioural
response which reduced the revenue received.
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