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I. INTRODUCTION

The problem of changing work patterns and social security was already
brought up in 1999 by Professor Danny Pieters and the European Institute of
Social Security (EISS) at its annual conference held in Limassol in Cyprus.
There were several important issues raised: the real extent of the atypical
work phenomenon, the difficulties in assessing income of the self-employed,
the problem of farmers’ social protection, and the shortcomings of exist-
ing social security systems vis-a-vis self~employed and part-time workers
(Pieters, 2000). After more than two decades the topic has been discussed
again at the 2021 EISS annual conference in Zagreb titled Tackling New
Forms of Work in Social Security (EISS 2021), hence pointing to the fact that
the number and variety of new forms of work in practice has augmented,
that the problem is still contemporary and that, unfortunately, at the policy
and legislative level the problem has not been fully satisfactory solved yet.

Nevertheless, in these two decades there has been some progress on
the topic. At EU level two important soft law mechanisms were adopted.
The first is the European Pillar of Social Rights of 2017 with relevant pro-
visions in principle no. 5 on secure and adaptable employment, and princi-
ple no. 12 on social protection. Namely, principle no. 5 under (a) provides
that ‘Regardless of the type and duration of the employment relationship,
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workers have the right to (...) access to social protection (...)", while un-
der (c) it is stated: ‘Innovative forms of work that ensure quality working
conditions shall be fostered. Entrepreneurship and self~employment shall
be encouraged. Occupational mobility shall be facilitated.” Furthermore,
item (d) calls for prohibition of precarious working conditions and abuse
of atypical contracts, although as shown in many studies most innovative
forms of work (e.g. on-demand work and crowdwork as a type of platform
work) are often connected with insecurity of income and discontinuity of
work records. Principle no. 12 prescribes that ‘Regardless of the type and
duration of their employment relationship, workers, and, under comparable
conditions, the self~employed, have the right to adequate social protection’.
Hence, these provisions served as the basis for the adoption of the Council
Recommendation of 8 November 2019 on access to social protection for
workers and the self~-employed by focusing on four aspects of accessibility
of coverage: it should be formal, effective, adequate and transparent (for
detailed elaboration see Schoukens and Bruynseraede 2021). These ini-
tiatives were corroborated by the growing literature and research on the
topic, especially after Eurofound’s (2015, 2018) and ILO (2018) studies.
Namely, parallel to labour law issues, researchers have started investigating
the problem of inadequate social security coverage for persons engaged in
non-standard forms of employment and the self~employed (e.g. Slavina et
al. 2017; Strban et al. 2018, ILO/ OECD 2018; ESIP 2019), some with a
special focus on platform workers (e.g. Schoukens, Barrio and Montebovi
2018; Schoukens 2020; Vukorepa 2019, 128-131; Vukorepa 2020; Barrio
2021) as it is the most prominent example of an atypical, new form of work
enabled by digitalisation as the flagship of the fourth industrial revolution.

Since the main function of pension systems is income replacement
and poverty alleviation in old age, the main question 1s basically how we
should proceed and what we need to change in order to have financing
sustainability and pension benefit adequacy in this changed world of work.
[ am of the opinion that as the second industrial revolution urged the cre-
ation of social security systems, the fourth industrial revolution provokes
us to bring it to the next level. Namely, since its function is income re-
placement, I am of the opinion that income itself and not the work-type
should be the main element upon which social security systems, especially
old-age pension systems, should be financed from and rely upon. My hy-
pothesis is that it is necessary to make a shift from ‘work-type-related’ to
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‘income-related’ pension systems if we want to bridge the gap between
current incomes stemming in reality from various sources (physical work,
intellectual property, financial capital, and other movable and immovable
property) and future pension benefits. Although this idea has been indicated
in some previous publications (Vukorepa 2018, 2021; Vukorepa 2019, 132;
Vukorepa, Tomic and Stubbs 2017, 15-16; Grgurev and Vukorepa 2018,
259; Vukorepa, Jorens and Strban 2019, 332; Schoukens 2020, 449), the
aim of this paper is to elaborate on it further. I will do it in two steps. The
next (second) chapter briefly mentions the main types and features of new
working arrangements and identifies thereto related current deficiencies in
pension systems, while the third, concluding chapter, provides an outlook
on the needed shift to ‘income-related’ systems.

2. NEW FORMS OF WORK AND THERETO RELATED
DEFICIENCIES IN PENSION SYSTEMS

The contemporary market pressure environment (in the form of global
competition, investors’ pressures for increased returns and uncertainty in
demands due to economic crisis and the COVID-19 pandemic) coupled
with technological advancements (automatisation, digitalisation, and cy-
berspace platformisation) have been a driving force for business restruc-
turing and employment-related changes, urging entrepreneurs, on the one
hand, to improve efficiency and increase profits, and on the other hand, to
reduce costs, including also labour costs by changing human labour with
robots and software wherever possible and by changing ‘standard’ work-
ers (those with full-time open-ended employment) with ‘non-standard’
workers, i.e. workers working in employment arrangements that deviate
from standard employment. In the comparative literature other umbrella
terms can be found as well, such as ‘atypical work’ (Schoukens and Barrio
2017), ‘flexible work arrangements’ (Grgurev and Vukorepa 2018), or ‘new
forms of work’ (Eurfound 2015). Importantly, these new working forms
are growing in number and modalities. Some of them are already well-
known and regulated by law (such as temporary or short-term contracts,
part-time work, agency work, domestic work, apprentices and student
work), while some are newer and even more atypical such as on-demand

work, intermittent contracts, casual work (including zero-hour contracts),

322




IVANA VUKOREPA

voucher-based work, platform work, portfolio work, interim management
work, owner-managers together with bogus self-employment and depend-
ent self-employment (Eurofound 2015, 2018; ILO 2016).

There are several features linked to most of these atypical working
arrangements. The first is labour and income instability (e.g. due to flexible
or shorter working hours linked to ad hoc work demands, followed by lower
and/or instable remuneration). The second is the lack of a bilateral employ-
ment relationship, especially in platform work, agency work and vouch-
er-based work (Schoukens and Barrio 2017). The third is diversification and
possible aggregation of employment (e.g. combining a full-time job with an
additional job as a platform worker in the delivery or transport sector). The
fourth is less subordination to the employer (due to the fact that platform
providers or service users stimulate engagement of self~employed persons)
and more subordination to the customer ratings and reputation systems.
The fifth 1s the problem of limited or no access to social security schemes.

More specifically regarding pension systems, the main problem con-
nected with most of these alternative working arrangements is that they
provide weaker pension protection. Firstly, this is linked to the intermit-
tent periods with no work and no or lesser income. Furthermore, based
on some previous research (Spasova et al. 2017, 35-37; ILO/OECD 2018;
ESIP 2019, 13; Vukorepa, Jorens and Strban 2019, 328-333; Schoukens
and Bruynseraede 2021, 50, 58-60) it can be concluded that in contributo-
ry-based work-related systems (be it public or occupational) lesser pension
protection is usually connected with participation obstacles, which may in
practice take various forms, such as: 1) limited personal scope (excluding
some groups, e.g. self~employed or students working on a student contract),
2) qualifying periods in the form of insurance or work records, also waiting
and vesting periods, and 3) various participation thresholds (time-relat-
ed thresholds in the form of minimum hours worked, or income-related
thresholds). Participation obstacles for atypical workers and self-employed
affect their accrual of pension benefits, hence future pension benefit ade-
quacy, but they also create labour market distortions by making such work
cheaper than work performed in standard employment. On the contrary,
residence-based schemes predominantly financed by taxes and providing a
fixed amount of pensions are generally not perceived as problematic from
the participation point of view, since they cover all residents, including all
types of workers and self-employed.
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However, apart from participation obstacles and the problem of indi-
vidual pension benefit adequacy, another problem undermining standard
labour and sustainable financing of all pension systems is caused by dif-
ferences in taxation rules (relevant especially for non-contributory tax-fi-
nanced pension schemes) and by differences in pension contributions (rele-
vant for all contributory pay-as-you-go and funded schemes) when applied
to atypical workers and self-employed. This is especially so in the case of
applying lower taxes or tax relief for certain types of atypical work or up to
a certain income threshold, or when prescribing lower contribution bases
(especially if fixed in amount and in practice lower than the real income) or
lower contribution rates than for ‘standard’ workers. These more favourable
measures in taxation and social security contribution collection represent
implicit state subsidies for atypical work, which not only undermines stand-
ard labour, but also undermines the financing of pension systems, and hence

its sustainability and future pension benefit adequacy.

3. OUTLOOK ON NEEDED CHANGE FOR LONG-TERM
SUSTAINABILITY AND BENEFIT ADEQUACY: SHIFT
TO INCOME-RELATED PENSION SYSTEMS

Taking into account all of the above, there are several important improve-
ments that need to be made if we want to ensure stable financing and
pension benefit adequacy.

The first and easiest self~imposing conclusion is that countries should
consider providing for full integration of emerging new forms of em-
ployment and self-employment within the scope of pension protection by
eliminating all participation obstacles.

Secondly, if we want to have a stable long-term financing of all pen-
sion systems, we need a stable source of its financing. In my opinion, this
source is income, from whatever type of income (regardless whether from
dependent work, self-employment or other gainful activities) or source
of income (be it physical or intellectual work, artistic performance, profit
from selling products or services, investment return, income from any other
movable or immovable property such as renting yachts, housing, apart-
ments, land, etc.). I think that we need a complete shift from ‘work-type-re-
lated’ taxation and contribution collection to ‘income-amount-related’
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pension systems. Only in that way can we have enough resources to finance
adequate pension benefits, also those with a redistributive character in
the form of minimum pensions for those with low income records. This
shift to income-related pension systems can be justified by the following
assumptions and expectations. Firstly, payment of social security contri-
butions and taxes on all types and amounts of income equally would be
fairer. Secondly, it would probably result in a bigger density of contribution
and tax payments. Thirdly, there would be a larger circle of persons paying
contributions (i.e. larger solidarity circle in insurance-based systems), or
taxes in general residence-based systems, leading to increased revenues of
pension systems, therefore also enabling higher replacement incomes in
retirement. It might also allow for lowering pension contribution rates.
However, at first sight it seems that the system would be easier to imple-
ment in defined contribution schemes (that are usually funded, and where
the future benefit depends mainly on the accrued value of saved contri-
butions and investment returns) than in defined benefit schemes (where
the benefit depends mainly on years of service, i.e. insurance record and
salary). Therefore, in defined benefit schemes the main problem would be
how to transform income into insurance periods when there is no stable
employment contract. One possible option would be to divide a person’s
yearly income by the minimum wage or average monthly income. If the
result would be lower than 12 (meaning lower than 12 months) the person
would get the resulting number of insurance periods in months. However,
if the result would be higher than 12 then it seems to me that there are two
options: 1) to limit the insurance period in one year to 12 months, or 2) to
have no limitation to 12 months as to enable coverage for previous or future
periods with no income or lesser income. This second option seems to me
more flexible and just taking into account the new approach. In pension
benefit formulas instead of salary, the total personal income on the basis of
which contributions have been paid would become relevant, which would
then need to be put in correlation with the average income in a specific
year of pension contribution payment. This all requires further reflections
and research so that financing from total income could satisty both defined
benefit and defined contribution systems.

Finally, it must be mentioned that for income-related systems it would
be advisable to simplify administrative procedures and provide for automatic
collection of contributions and taxes whenever an income has been realised.
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This could be easier to effectuate in the case of online payments. However,
in the case of other on-demand casual work that is usually paid in cash and
often represents undeclared income, payment through vouchers could be
a good solution, since these would guarantee automatic payment also of
taxes and social security contributions. However, in order to stimulate the
use of vouchers, countries would have to think of effective ways, probably
in the form of tax deductions for persons paying services with vouchers.
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