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SOCIO-ECONOMIC REVIEW 2014

1
INTRODUCTION

Having exited the bailout in December 2013 and seen some improvement on a
number of economic indicators in subsequent months many seem to believe that
all is now well with Ireland. Some even predict a mini-boom and a quick ‘return to
normal’ with employment growing, house prices rising and interest rates on Irish
Government debt remaining at relatively low levels.

Irish and European policy-makers point to Ireland as a vindication of their policy
approach and a model to be copied and emulated. A few years ago at the height of
the Celtic Tiger, policy-makers in Ireland and the EU (most of them the same then
as now) were trumpeting Ireland’s prosperity as a vindication of their policy
approach at that time and a model to be emulated. Sadly we now know their claims
were wrong. Surely we should be sceptical about their assertions now.

There is an extraordinary reluctance to address the question of Ireland’s future, in a
comprehensive and inclusive way, to be specific about the kind of society to be built
from the wreckage of recent years. While Government focuses almost exclusively
on its oft-repeated mantra of building “the best small country in the world in which
to do business”, and most policy developments are justified on the basis of that
target, there is little or no discussion of what Ireland should look like ten years from
now, of how the common good and the well-being of this and future generations
are to be promoted and attained in a fair and sustainable manner. Yet these are
critical issues.

While there might be general agreement on eliminating poverty, unemployment
and waiting lists (for housing or healthcare) there is little or no discussion on the
steps to be taken if these and many other desirable outcomes are to be achieved.
Being a good place in which to do business is of course a means towards these
desirable ends. However, Ireland needs a great deal more than that; in particular it
needs a robust public debate, involving all its people, to address these issues.
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There are four key steps for such a debate to be worthwhile. It should:

Set out a detailed analysis and critique of the present situation;

2. Agree a vision for Ireland’s future - clarifying where Ireland should be in 10 to
15 years’ time;

3. Setoutacomprehensive policy framework to address the challenges of moving
towards this future; and

4. Identify a range of specific policy initiatives to be taken within this framework.

Failure to promote and engage in such a debate has cost Ireland dearly in recent
decades. By failing to address such questions Ireland, in recent years has, for
example, allowed the single biggest transfer of resources from low and middle
income people to the rich and powerful in its history and accepted the false
justifications that enabled this to happen. The main beneficiaries of this transfer
have been parts of the corporate sector especially the bondholders and financial
institutions who took little or no ’hit’ for their gambling in Ireland’s private banking
sector. Other large corporates also benefitted as their privileged tax position
continues to be protected and they are not asked to make any contribution towards
Ireland’s rescue and ongoing recovery and development.

At the same time, poverty rose, unemployment reached record levels, emigration
escalated dramatically, waiting lists for social housing rose, child poverty, long-term
unemployment and the numbers of working poor people all became entrenched
parts of Ireland’s reality. Public services were reduced significantly. Charges were
introduced for many services while charges were increased in areas where they had
previously existed. Funding for the community and voluntary sector was cut
disproportionately at the very moment when the demand for their services was
increasing. The fact that the poorest 10% of the population had seen the biggest
proportionate fall in their income was more or less ignored.

Interestingly enough the situation across the EU is not much better. The European
Commission’s Social Protection Report for 2013 (published March 2014) shows the
social situation worsening across the Union. It states:

The latest figures on living and income conditions in the EU show that the EU
is not making any progress towards achieving its Europe 2020 poverty and social
exclusion target of lifting at least 20 million people from poverty and social
exclusion by 2020. There are 6.7 million more people living in poverty or social
exclusion since 2008, a total of 124.2 million people for the EU28 or close to 1
in 4 Europeans in 2012. Poverty and social exclusion has increased in more than
1/3 of the Member States in both 2011 and 2012. (European Commission Social
Report, 2014: 7)
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Ireland is one of those countries as we show in chapters 3 and S of this Review.

Social Justice Ireland fully acknowledges Ireland’s difficult fiscal position in recent
times. We also accept that Ireland must pay its way. However, we believe strongly
that there were alternatives to the approach the Irish Government followed,
alternatives that would have led to fewer job losses and greater protection of the
vulnerable while rescuing the economy and moving Ireland towards a desirable and
sustainable future.

The following chapters in this Socio-Economic Review address these issues. They set
out

e Our detailed analysis and critique of the current situation;
e Qur vision of Ireland’s future;

* A policy framework within which Ireland could move towards a desirable and
sustainable future;

* Arange of specific policy proposals in the wide range of areas addressed.

Social Justice Ireland has long advocated a new guiding vision for Irish society; one
based on the values of human dignity, equality, human rights, solidarity,
sustainability and the pursuit of the common good. These values are at the core of
the vision for a nation in which all men, women and children have what they
require to live life with dignity and to fulfil their potential: including sufficient
income; access to the services they need; and active inclusion in a genuinely
participatory society.

These values matter. They are not minority views as is sometimes stated, but reflect
the aspirations of the majority of Irish citizens. Indeed, in February 2014, 85% of
the members of the Convention on the Constitution convened by the government
voted to afford greater constitutional protection to Economic, Social and Cultural
(ESC) rights. This included a recommendation to include explicit mention of rights
to housing, social security, essential healthcare, the rights of people with disabilities,
linguistic and cultural rights in the Irish Constitution. These are rights that Social
Justice Ireland has argued for over many years.

To achieve our vision we have set out a policy framework that identifies five key
policy areas for reform.!

The authors have presented an earlier version of this framework in Healy et al. (2013).
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The first is macroeconomic stability, which requires a stabilisation of Ireland’s
debt levels, fiscal and financial stability and sustainable economic growth, and
an immediate boost to investment, which has collapsed during the crisis. (Dealt
with in chapters 2 and 4)

The second is the need for a just taxation system, which would require an
increase in the overall tax-take to the European average; such an increase must
be implemented equitably and in a way that reduces income inequality. (These
issues are dealt with in much greater detail in chapter 4).

The third area is social protection, the strengthening of social services and
social infrastructure, the prioritisation of employment, and a commitment to
quantitative targets to reduce poverty. (Chapters 3 - on income distribution; 4
- taxation; S - work, unemployment and job creation; 6 - public services; 7 -
housing and accommodation; 8 - healthcare; and 9 - education and educational
disadvantage).

The fourth area is that of the governance of our country, which requires new
criteria in policy evaluation, the development of a rights-based approach, and
the promotion of deliberative democracy. (Chapter 10).

Fifth, policies must be adopted that create a sustainable future, through the
introduction of measures to slow down climate change and protect the
environment, the promotion of balanced regional development, and promotion
of new economic and social indicators to measure performance alongside
traditional national accounting measures such as GNP, GDP and GNI. (Chapters
11 - sustainability; 12 - rural development; and 13 -the global south).

Itis time that Ireland started to think long-term, setting out the kind of sustainable,
equitable and democratic society it wishes to build and how it proposes to reach that
destination. All Irish people should be engaged in this process in a real and
meaningful way, focused on building a world where people care for each other and
for the natural world, with a commitment to building a compassionate society and
a better future.

Social Justice Ireland offers this analysis and critique, this vision of the future and
policy framework, together with its detailed proposals, as a contribution to the
public debate that is urgently needed on the central question of what steps need to
be taken if we are to move towards a fairer future.

10

Socio-Economic Review 2014



SOCIO-ECONOMIC REVIEW 2014

2

FROM CRISIS TO VIABLE
FUTURE PATHWAY

This Socio-Economic Review is published at a time when many Irish and European
policymakers are holding up Ireland as a success story, as the first, and thus far, only
country to emerge from the Troika’s structural adjustment programme. The
Presidents of both the German Bundesbank and the European Commission, and
the Taoiseach, have all hailed Ireland’s performance during, and exit from, the
Troika financing programme as an example to be emulated.? To those who have
advocated fiscal consolidation focused on reducing government expenditure as a
response to the Eurozone crisis, and as a mechanism to reduce bond yields on
government debt, the Irish exit seems a vindication. It is likely that the mantra used
to justify this approach, the simple slogan of ‘there is no alternative’, will be used
again to justify continued reductions in vital public expenditure and to continue a
neo-liberal approach to economic and social policymaking (see Box 2.1), while
repeating many of the mistakes made in the years leading up to the crisis.

Social Justice Ireland does not accept many of the assumptions that have informed
much of the commentary in public and policy-making arenas in recent times. We
believe that there are alternatives, and that it is now more important than ever that
there be robust public debate about the policy choices facing Ireland in the years
ahead, and the values upon which these choices are based. This requires the
articulation of a new vision based on an understanding of the common good, and
a renewed commitment to vindicate economic, cultural and social rights for all, so
that every citizen, whatever their social or economic status, might be able to fulfil
their potential in a flourishing society. Such an approach will demand a progressive
change in the distribution of wealth, power and income in Irish society. Achieving
this vision requires a radically different set of policies than those pursued during
the 2008-2014 period.

2 http://www.bundesbank.de/Redaktion/EN/Interviews/2014_01_24_weidmann_
irishtimes.html
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In this chapter we will chart the broad outlines of an economic and social policy
framework which guides the contributions to specific policy areas outlined in the
Socio-Economic Review. We will first provide a brief history and context, Irish and
European, to the continuing economic and social crisis in Ireland, and examine the
new European and international institutional framework that will shape Irish
economic policy in the coming years. Finally, we will present our own alternative
policy framework, which proposes positive policy alternatives that can be pursued
over the coming years.

2.1 The Irish Economic Crisis, 2008-2014

Ireland has experienced a prolonged recession since 2009, one of the deepest in the
European Union in the present crisis. This has caused a rapid rise in unemployment,
and the re-emergence of significant levels of emigration. This section will briefly
provide our analysis of how and why the crisis emerged, and then explore the policy
response to the crisis, and its effects.?

2.1.1 The Emergence of the Crisis, 1990s-2008

The Irish Context

During the 1990s, Ireland rapidly converged with EU-15 levels of GDP per capita and
by the 2000s was surpassing the EU-15 average (see Chart 2.1). Rapid economic
expansion facilitated budget surpluses for the first time since the 1960s, and both
phenomena led to the rapid reduction of Ireland’s real debt burden. Migration fell
while both total employment and the size of the labour force grew rapidly, driven
by increased demand and on the supply side by a demographically young
population and the entry of women into the labour force (see Chart 2.2). In some
areas of policymaking, Ireland adapted influential neo-liberal nostrums: capital and
income taxes were rapidly reduced, particularly after 1997; public enterprises
previously considered of strategic importance were privatised; housing provision
became reliant on the debt-driven private sector; financial regulation was placed on
a ‘light-touch’ model; industrial policy was based on attracting foreign direct
investment through low corporate tax rates; and the International Financial Services
Centre (IFSC) was created to take advantage of global financial liberalisation.

However, policy was also influenced by other factors, such as the need to maintain
industrial peace and retain social cohesion. Social Partnership provided a framework
in which otherwise excluded groups gained an input into public policy. Industrial
peace was secured through national pay agreements. In the early 2000s, policymakers
believed they could distribute the proceeds of growth through tax reductions and

3 For a much more detailed outline of our understanding of how and why the crisis
emerged cf. Healy et al (2013), Ireland - A Narrative, which is available on our website
at www.socialjustice.ie
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increases in social security payments. Ireland was hailed internationally as proof that
a country could develop using neo-liberal economic policies and investment in
education and training while retaining a social safety net.*

Chart 2.1 -GDP per capita at current Chart 2.2 - Rate of Unemployment

market prices per head of population (Left Axis) and Employment Rate
(EU-15=100), Ireland 1992-2012. (Right Axis), Ireland 1992-2012.
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The years leading up to the crisis were characterised by a credit-led, asset-price
bubble in residential and commercial property. This was encouraged by ineffective
planning regulations, a lack of resources for social and voluntary housing, and the
failure of the National Spatial Strategy, which was designed to assure balanced
regional development. Ireland’s entry to the Eurozone also provided an impetus for
credit expansion, as currency risk evaporated and the European Central Bank’s
(ECB) main refinancing rate was kept at a level - particularly between 2000 and 2005
- conducive to low-growth, low-inflation Germany and France. Irish policymakers
did not appreciate the need to use fiscal, micro-prudential, housing and zoning
policies as tools to address housing need, property-price bubbles, and to compensate
for the loss of monetary policy upon entry to the Eurozone.

Credit outstanding advanced for home loans nearly trebled between March 2003
and September 2008, while credit advanced for construction and real estate
expanded nearly fivefold in the same period (see Graph 2.4). To finance this lending
the six domestic Irish banks dramatically expanded and altered their balance sheets,
taking advantage of interbank lending provided by Eurozone and international
banks, and by issuing debt securities (bonds). Debt securities rose from 0.1% (€71m)
of Irish banking liabilities in December 1999 to 8.5% (€43.5bn) in May 2008, while
deposits from non-Irish credit institutions rose from nearly 20% of liabilities to 30%

4 http://www.nytimes.com/2005/06/29/opinion/29friedman.html?_r=0
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(O’Connor et. al., 2012: 69). The combined balance sheet of the Irish banks rose
nearly fivefold to over €500bn by September 2008.

Graph 2.3 - Index of GDP per capita at Graph 2.4 - Credit Outstanding to Irish
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Source: AMECO (2014). Source: Central Bank of Ireland (2014).

Irish policymakers were initially slow to realise the consequences of the liquidity
problems that emerged in global financial markets in August 2007. Despite
preparation following the bank run on Northern Rock in the UK, senior
policymakers were taken by surprise in September 2008 when informed by the
domestic Irish banks about large cash outflows, and the possible failure to meet
maturing liabilities, given an inability to raise cash on the wholesale market. The
Irish authorities - believing that Irish banks were solvent and requiring only
liquidity support - issued a blanket guarantee which covered nearly 80% of the
banks’ existing liabilities, amounting to €400bn, owed by the Irish banks.®

This precipitous and unwise decision to socialise the banking debt accumulated
throughout the bubble years surprised many of Ireland’s European partners.
Although the ‘no bondholder left behind’ approach was later affirmed as a Euro area
policy by the European Central Bank, it was the failures of the Irish regulatory
authorities that led to the banking crisis itself. The initial bank guarantee was a
wholly Irish decision.

5 The six domestic Irish banks were Allied Irish Banks, Bank of Ireland, Anglo Irish Bank,
Irish Life and Permanent, Irish Nationwide Building Society and the Educational
Building Society. There remains considerable confusion about the events leading up
to and immediately after the bank guarantee was issued on the night of the 29th
September. No definitive account of the events has yet emerged.
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Box 2.1: Neoliberalism — what’s in a word?

The term ‘neo-liberalism’ has become more widely used in popular debate since the
economic crisis began. A speech by President Higgins which used the term attracted
some opposition as it was interpreted as a political insult by some (O’Brien, 2013).
Initially the term was used by a small group of radical economic thinkers such as
Friedrich van Hayek and Milton Friedman to describe their own distinctive
economic and social philosophy (Friedman, 1951; Stedman Jones, 2012). However,
the term is increasingly used as a helpful analytic category used to describe a specific
theory of government - not a theory of economics as is commonly imagined - and
an associated economic and social policy agenda, and institutional framework.
Indeed, President Higgins (2013) made this explicitly clear, distinguishing neoliberal
doctrine from classical and neo-classical economics.

Finlayson (2013) has provided a useful précis of neo-liberalism as a governing
philosophy which is based first on an ‘economic’ theory of human nature - that s,
that human beings are rational and utility-maximising, and second, on the liberal
principle that people should be left to do what they want, and how they want.
Following these principles, price is seen as the key mechanism in transmitting
information, allowing rational individuals make decisions and allocate resources;
and following this, effective competition and competitive exchange is required for
prices to be accurate. Finally, Finlayson argues that, due to these principals, neo-
liberals do not hold a concept of the ‘common good’ in politics as they fear that
government will act on a set of principles dictated by the common good, which will
in turn make rational individual decision-making difficult.

Such a perspective is not necessarily anti-state, as is often implied. Rather, neoliberals
advocate an enhanced role for market processes in many areas of social and
economic life, which can often result in the rule of the state actually expanding as
it takes up additional regulatory powers to ensure market competition and
enforcement of rules. Associated with this is the widespread outsourcing and
privatisation of government services, which doesn’t actually reduce the scope of the
government, but theoretically increases competition and thus more accurate - but
not necessarily lower - pricing.

On a wider institutional but less precise basis, the term ‘neoliberal’ is used to describe
the thrust of policy development from the 1970s on. This larger shift involved the
liberalisation of capital flows, deregulation of finance and the concomitant growth
of international capital flows and the power of international financial institutions
and actors. In the Irish context, neo-liberal ideas in areas such as the role of finance
and low levels of taxation were often simply accepted as ‘common sense’ rather than
explicitly identified with a specific philosopher. It is hopefully clearer now that
underlying policy approaches to areas such as banking regulation were neo-liberal
beliefs in the superiority of the price mechanism and competition in leading to
beneficial outcomes.

2. From Crisis to Viable Future Pathway 15



What are the reasons for the emergence of the crisis? Kelly (2010) consistently - years
before the crisis itself - identified the proximate cause of a future recession: the
misallocation of investment towards property created by a massive expansion of
credit, and the subsequent collapse in property prices, and in turn, the value of the
banking systems assets, which led to the insolvency of the banking institutions. In
terms of the severity of the fiscal crisis, official reports highlighted the pro-cyclical
structure of the Irish taxation system; for example, the report by the Governor of
the Central Bank estimated that cyclical taxes (Corporation Tax, Stamp Duty and
Capital Gains Tax) rose from accounting for 7% of the total tax take in 1987 to 30%
in 2006 (Honohan, 2010: 29; Commission of Investigation into the Banking Sector
in Ireland, 2011: 70; Regling & Watson, 2010: 27). These reports also highlighted the
failures in financial regulation, under-capacity in key state institutions, and the
collective behaviour of senior banking executives and boards, which allowed the
massive expansion of credit.

Graph 2.5 - Public Social Expenditure as a % of GDP, 2007
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Excessive Government expenditure on social transfers has also been blamed for the
emergence of the fiscal crisis. However, Irish social expenditure leading up to the
crisis was below the OECD average (Graph 2.5), and the government was running
budget surpluses and allowing the national debt to fall (Graph 2.7). On the tax and
social contributions side Ireland maintained a relatively low tax-take of unstable
composition, particularly in terms of the reliance on transactional taxes such as
stamp duty and capital gains tax. Ireland also operated a range of tax reliefs which
facilitated significant reductions in individuals’ tax liabilities, particularly those on
higher incomes (Collins & Walsh, 2011).
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Indeed, Ireland’s tax take as a percentage of GDP has remained one of the lowest in
the European Union over the last fifteen years (see Graph 2.6). The dangerous mix
of a relatively low-tax take and pro-cyclical composition was revealed when the
property bubble burst, as the tax take from stamp duty and capital gains collapsed:
in 2007, Capital Gains Tax (CGT) yielded €3,105m and Stamp Duty yielded €3,185m
but by 2010 Capital Gains Tax yielded only €347m while Stamp Duty yielded only
€960m. Government, and many commentators, had come to believe that Ireland
could combine a low-tax model with increasing levels of social security provision.

Graph 2.6 - Receipts from Tax and Graph 2.7 - Government Net

Social Contributions as a % of GDP, Deficit/Surplus (left axis) and Gross

Ireland, Denmark and EU-27 1995-2012 public debt (right axis) as a % of GDP,
Germany and Ireland, 1995-2008
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Overall, Ireland’s policy-making during this lead-up to the crisis was underpinned
by a series of false assumptions and conclusions. These included:

i) Economic growth was good in itself and the higher the rate of economic growth
the better it would be for Ireland.

ii) Everyone would enjoy the benefits of economic growth, which would trickle
down automatically.

iii) Infrastructure and social services at an EU-average level could be delivered with
one of the lowest total tax-takes in the EU.

iv) The growing inequality and the widening gaps between those on higher
incomes and those on lower incomes that followed from this approach to policy-
development were not important because ‘a rising tide lifts all boats’.

v) Reducing taxes was far better than investing that money in developing and
improving infrastructure and services; the sum of individual decisions would

2. From Crisis to Viable Future Pathway 17



produce greater and more lasting prosperity than the collective decisions of the
Irish people.

Arising from this series of false policy conclusions and false assumptions, there were
many resulting policy failures. Among these were:

i) Failure to take action to broaden the tax base by, for example:
a. introducing a site-value tax.

b. removing existing tax exemptions which have no demonstrated cost-benefit
advantage.

ii) Failure to overcome infrastructure deficiencies, such as in broadband, public
transport, primary health care, water, energy, social housing and waste.

iii) Failure to create a universal health service based on need.
iv) Failure to address income inequality.

v) Failure to appropriately regulate the banking, financial and professional services
sector.

vi) Failure to control the property bubble by providing affordable, quality housing
for all.

The European Context

Rising defaults on subprime loans in the United States were the triggers for the
Global Financial Crisis (GFC). Crotty (2009) has pointed to a fundamental cause in
the underlying structural and theoretical weaknesses of a post-1980s ‘New Financial
Architecture’ - created through financial deregulation - which accentuated asset
price bubbles, concentrated risk and created incentives for financial institutions to
become extremely leveraged. While deregulated global finance has often been
stereotyped as an ‘Anglo-Saxon’ phenomenon, within the EU the liberalisation of
the financial sector had also been pursued as good in itself and cross-border
European financial flows were viewed as a benign result of monetary integration
and capital liberalisation.

Blankenburg, King, Konzelmann and Wilkinson (2013) have described the way in
which the GFC revealed the structural distinctions between the core and the
periphery that had emerged within the Eurozone. The common currency removed
exchange rate risks and led to a convergence of interest rates and yields on
government debt. From this balance-of-payments view - of which Martin Wolf of
the Financial Times is the most influential exponent - of the origins of the Eurozone
crisis, current account deficits within the Eurozone were financed in Ireland and
Spain by large private sector deficits mitigated by smaller public sector surpluses,
while in Greece and Portugal a combination of private and public sector deficits
emerged (Blankenburg, King, Konzelmann & Wilkinson, 2013: 464).

18 Socio-Economic Review 2014



Graph 2.8 - Current Account as a % of GDP for selected Eurozone member-states,
2001-2008
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Liberalised capital and financial markets facilitated lending by financial institutions
within the core to financial institutions and states in the ‘periphery’- sometimes
through intermediaries - and in this way allowed the perpetuation of trade
imbalances within the Eurozone, with the associated distinction between a current
account surplus ‘core’ and a current account deficit ‘periphery’ (see Graph 2.8).

The European Commission (2012: 11) has recognised the emergence of current
account imbalances within the Eurozone - and indeed the European Union - as a
feature of the 2000s, noting that France, Britain and, to a lesser extent, Germany
played an important role in intermediating financial flows, sometimes from non-
EU countries, towards the deficit countries, contributing to ‘credit-driven booms,
reductions in savings and excessive investment in non-productive activities in the
periphery, and excessive risk concentration in the financial systems of the core
countries’.

The architects of the political economy of European Monetary Union (EMU) were
focused on what they saw as the dangers of public debt and deficits: the European
treaties prohibit bailouts (hence the structure of the financing given the programme
countries), prohibit the ECB purchasing government debt in the primary market
(i.e monetising debt) while the Stability and Growth Pact (SGP) was established to
provide a framework to control public debt and deficits levels.

The ECB’s sole mandate is to maintain price stability, rather than achieve full
employment. The structure of the EMU created by the European treaties closely

2. From Crisis to Viable Future Pathway 19



resembles the German tradition of ordoliberalism (or Freiburg School tradition): the
creation of a strong rules-based legal and regulatory framework within which the
free market is permitted to function, combined with an independent, technocratic
central bank strongly committed to sound money. This model initially masked the
distributional conflicts that could erupt within the EMU, both between capital and
labour, and between nation-states. It also ignored the rapid rise in private debt that
occurred in the periphery of the Eurozone, particularly Ireland and Spain.

Chart 2.9 — Public Debt as a % of GDP, Chart 2.10 - Private debt in % of GDP,
selected Eurozone countries, 2001-2010 selected Eurozone countries, 2001-2010
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During the early 1990s some commentators - particularly economist historians -
expressed doubts about the viability of creating a common currency union along
the model of the Eurozone (cf. Krugman, 1994: 182-187; von Hagen and
Eichengreen, 1996; de Grauwe, 1992; Godley, 1992). Some economists argued that
the Euro area was not, and is still not, an ‘optimal currency union’ (OCU). In
practice, language and cultural barriers still restrict labour mobility - indeed, massive
labour migrations would be extremely disruptive - and each member-state still
retains distinctive economic institutions (see Mundell, 1961 for the original
concept). Therefore, while economic recessions may remain local phenomena,
countries are deprived of monetary policy tools, such as devaluation, which have
traditionally been used to combat such recessions. Without those tools, the burden
of adjustment would fall on wages and prices within a Eurozone member rather
than on their currency, in a process sometimes called an ‘internal devaluation’.

De Grauwe (1998) perceptively warned that ‘excessive debt accumulation by the
private sector can be equally, if not more, risky [than public sector debt]... this has
escaped the attention of the founders of EMU, concerned as they were by the
dangers of too much government debt’. By the end of 2008, the Eurozone was
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confronted by a banking sector whose underlying assets - for example, lending into
the property sector in Ireland or Spain, or derivatives purchased from investment
banks - were worth, or would be worth, far less than their face value. While many
banks in the European ‘core’ were effectively bailed-out by the US government
through its extensive nationalisations of European banks’ counter-parties, and were
heavily supported by the US Federal Reserve through its asset purchase programmes,
they were still exposed to banks in the periphery.

2.1.2 The Response to the Crisis: Socialising debt, austerity
and structural reform, 2008-2014

The European Response

Initially, in November 2008, EU member-states participated in expansionary fiscal
policies in an attempt to mitigate the crisis. The Commission played a role in co-
ordinating measures through a European Economic Recovery Plan, which played
an important role in preventing the European economy contracting more than it
would, arguably heading off another Great Depression. Germany, for example,
produced a spending programme equal to nearly 3.3% of GDP spread over two years.

European governments reluctantly nationalised some of their more egregiously
exposed financial institutions in September and October 2008. However, many
governments, particularly in France and Germany, refused to acknowledge the
solvency crisis their banking sectors faced. Lacking a European policy and legal
framework on banking resolution, which would have provided for the winding up
of a collapsed financial institution, the ECB argued that no bank should be allowed
to default. The structure of inter-European lending - with ‘core’ banks and financial
institutions holding bonds issued by, and deposits at, ‘peripheral’ banks, particularly
Spanish ones, and ‘peripheral’ governments - meant that peripheral governments
and citizens were required to re-capitalise domestic banks in the interest of
protecting the position of foreign bondholders.

The ECB feared a ‘contagion’ resulting from a defaulting bank could collapse the
European financial system. However, a concomitant commitment from ‘core’
countries to buttress their own financial institutions was not required. This ‘no
bondholder left behind’ policy was a massive socialisation of the debt, which would
fall on the citizens of the ‘peripheral’ countries, and potentially upon the citizens
of the ‘core’ countries if they were required to offer assistance.

The Greek fiscal crisis emerged in 2009 when it became clear that the Greek state
had falsified its level of national debt with the aid of US investment banks and
others. When the true debt and deficit levels became known, Greek bond yields rose
precipitously. European policymakers viewed the crisis as entirely a result of Greek
profligacy and Greece, unable to finance itself through the government bond
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market, became the first country to enter an IMF/EU/ECB ‘troika’ financial aid
programme. In return, the Troika demanded that Greece embark on an austerity
programme, entailing fiscal consolidation and ‘structural reforms’ of the Greek
state. Some of these were understandable, such as reform of the statistics agency.
But others, such as labour market reform, merely increased job insecurity and
unemployment. Two key characteristics of Greece’s institutional problems were
ignored: the high level of tax evasion amongst the country’s elite and its high level
of economic inequality, which is the greatest in the EU.

Despite repeated warnings from some prominent economists that the austerity
programme would precipitate a deep depression and a profound social crisis,
European policymakers and the IMF forged ahead. However, the latter at least
recognised the impossibility of Greek recovery given the size of its debt burden.
Eventually in February 2012, the ECB and German government came to an
agreement and private sector involvement in a write-down of Greek public sector
debt was secured. One of the results of this is that Greek government debt is now
held entirely by international organisations, while future funding will likely rely on
the official sector to roll over its existing government debt - that is, the European
Union - until Greece regains access to something like market funding. The IMF
(2013) offered some limited criticisms of the Greek programme, pointing at the
lateness of other elements of the Troika in accepting the need for debt write-downs,
and admitted that it underestimated the effects of fiscal consolidation on Greece.

Table 2.1 - Selected Timeline for Euro-crisis
Date

NOV-08 | European Recovery Plan (1.5% of EU GDP) announced. MAY-10 IMF/EU
€110bn Programme for Greece, Finance Ministers announce creation of
the EFSF. SEP-10 EU Commission presents ‘six-pack’ rules to prevent
excessive macroeconomic imbalances and deficits. OCT-10 Agreement
to establish a permanent crisis mechanism (the ESM). NOV-10 IMF/EU
€85bn Programme for Ireland. MAR-11 Euro area leaders agree to lower
interest rates on Greek loans and increase maturity of loans. MAY-11
IMF/EU €78bn Programme for Portugal. JUL-11 Second Greek
Programme of €109bn (later €130bn) proposed, lowered interest rates on
assistance loans and lengthened maturities. AUG-11 ECB begins
purchasing Italian and Spanish bonds in the secondary market. SEP-11
European Council, Parliament and Commission agree final ‘six-pack’
legislation.

OCT-11 | Mario Draghi begins term as President of the ECB, European Council
Agreement on Greek PSI, agreement on the adoption of increased
budgetary surveillance and fiscal compact, Greek PM announces
referendum on debt deal
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NOV-11 | Greek PM cancels referendum, resigns and Greek coalition formed under
pressure from EU leaders, Italian PM resigns and replaced by technocratic
administration, European Commission proposes the ‘two-pack’,
strengthening budgetary surveillance and monitoring. DEC-11 25 EU
countries agree to new treaty on fiscal compact, sanctions for those who
breach rules/ ECB extends range of collateral it accepts, trebles
refinancing operations to 36 months to extend liquidity, €500bn take up
of these Long-Term Refinancing Operations (LTRO). FEB-12 New ESM
treaty signed which ties ESM treaty to fiscal compact, final agreement on
second rescue programme for Greece and higher level of write-downs for
private investors. MAR-12 Fiscal Compact treaty signed, ESM ceiling
extended to €700bn. JUN-12 Spain requests assistance from ESM to
recapitalise banking sector. Euro area endorses banking union and
possible retroactive recapitalisations and future recapitalisations by ESM.
JUL-12 President of ECB says ECB will ‘do whatever it takes’.

AUG-12 | ECB announces Outright Monetary Transactions (OMT), which involves
possible interventions into short-term secondary government debt
markets.

SEP-12 | Finance Ministers of Germany, the Netherlands and Finland seem to rule
out retroactive direct recapitalisations despite July 2012 agreement.

OCT-12 | IMF admits fiscal multipliers have been under-estimated - implying fiscal
consolidation had much greater contractionary effect than previously
appreciated

FEB-12 | Irish agreement with ECB on Anglo-Irish Promissory Notes

MAR-13 | Cyprus announced deposit levy at behest of EU/IMF, introduces capital
controls

DEC-13 | Ireland exits the EU/IMF Programme

The nature of the Greek crisis has led to a common conception that the problems
arising throughout the Eurozone have been fundamentally problems of public debt.
However, this is misleading, as Ireland and Spain ran low deficits, and even
surpluses, throughout early 2000s, as was noted above. The current large budget
deficits are a result of the economic collapse in the peripheral countries, which is
related to the overhang of private debt, and the interest payments on the bank debt
taken on by governments. Efforts to address rising public debt through tax rises and
expenditure cuts have not just failed; they have exacerbated the fall-out from private
debt crises in the periphery. The creation of the European Financial Stability Facility
(EESF), which was used to fund the Greek, Irish and Portuguese programmes, and
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the European Stability Mechanism (ESM), a new permanent facility, were designed
to facilitate public lending to the distressed EU members. However, these funds did
not contain a provision of joint liability. Rather, each country’s contribution to the
EFSF and ESM is based on their GDP, and each country guarantees that portion of
the subscription it provides.

Box 2.2: The ‘Six Pack’, ‘Two Pack’ and the Fiscal Compact

One of the results of the diagnosis of the financial crisis as a public finance crisis was
the strengthening of the framework - the Stability and Growth Pack (SGP) - which
governs member-states fiscal rules, increasing the surveillance and disciplining role
of the European Commission. Additionally, the Commission was tasked with
identifying and preventing macroeconomic imbalances, such as the persistent
current account imbalances which built up during the early and mid-2000s. Despite
opposition from the centre-left and left in the European Parliament, and the
concerns expressed by French President Hollande, this framework will likely remain
in place for some time and shape Irish fiscal policy over the next decade.

The legal framework is contained in the ‘six pack’ of five regulations and a directive,
applying to the EU-28, the ‘two pack’ which applies to the Euro area member-states
and increases monitoring by the European Commission - including submission of
national budgets no later than 15 October - and the ‘Fiscal Compact’, an
intergovernmental treaty (Britain and the Czech Republic did not sign it) which
requires the direct transposition of the SGP measures into national law. The SGP
rules state that government deficits must be 3% or less; government debt to GDP
ratio must be 60% or less; and that Government structural deficits must be 0.5% or
less. The structural deficit may be up to 1% if debt to GDP is significantly below 60%,
and requires a 1/20" reduction in debt per year if a country has a debt to GDP ratio
above 60%. The requirements of the Fiscal Compact have been given effect in Irish
law in the Fiscal Responsibility Act 2012.

Ireland is currently in the Excessive Deficit Procedure (EDP) which requires the
reduction of the General Government Deficit to under 3% of GDP by 2015. The
1/20%™ rule applying to the path of debt reduction will begin to fully apply in 2019.
Between 2015 and 2019 Ecofin and the European Commission will determine
whether the pace of debt reduction is adequate (Department of Finance, 2013a: §).
Following 2015, Ireland must attempt to attain its medium-term budget objective
(MTO), a medium-term budgetary position which must be achieved with reference
to structural measures (that is, taking account of the difference between potential
and actual GDP). Ireland’s current MTO is balanced budget in structural terms
(Department of Finance, 2013b: 48).

Public spending is governed by an ‘Expenditure benchmark’, which limits growth
in government expenditure. When a member-state has not achieved its MTO, a
reference rate for growth in government expenditure is calculated based on potential
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growth estimates and a convergence rate of expenditure is provided which must be
followed to achieve the MTO. In Ireland’s case, the reference rate is 0.6% of GDP and
the convergence rate is 1.4%, leading to rounded figure of -0.7% of GDP for real
expenditure growth - in practice a reduction - between 2014 and 2016 (European
Commission, 2013: 30).

We opposed the Compact and wider EU fiscal rules on a number of bases: that it
does not address what is essentially a balance of payments crisis created by persistent
and excessive private credit creation; that there is considerable debate and confusion
about the measure of ‘potential’ output severely affects the view of structural output;
and that it is undemocratic, removing decisions about resource allocation and tax
and spending from parliaments. However, it is likely that these rules will remain in
place and will have to be adhered to. Given the operation of the ‘Expenditure
benchmark’, any increase in expenditure above the benchmark will require
discretionary revenue increases. Given this, there should be a serious debate about
the level of revenue required to finance public expenditure over the coming years.

The ESM was accompanied by the Fiscal Compact, which requires the writing of
fiscal rules into the law of member-states, a price extracted by Germany for the
creation of the ESM. Additionally, the Directorate-General for Economic and
Financial Affairs, the most hawkish element of the European Commission, has been
given additional powers to monitor both countries fiscal and wider macro-economic
policies, including excessive current account surpluses through the ‘six-pack’ and
‘two-pack’. The latter is a belated recognition within the Commission that Germany
should engage in a more expansionary fiscal policy.

In June 2012 the Euro Area Group and European Council agreed to recapitalise banks
directly through the ESM. They also agreed that the link between bank debt and
national debt should be broken, raising the possibility of relief for Spain and Ireland.
However, this was seemingly quashed by the finance ministers of Germany, the
Netherlands and Finland months later.

The ECB has become increasingly interventionist, willing to play the role of lender of
last resort to the banking sector and perhaps even governments through extending
liquidity,. From May 2010 the ECB had carried out a Securities Market Programme
(SMP), purchasing government debt in the secondary market in an attempt to stabilise
yields. Of more significance was the ECB announcement in August 2012 of plans for
unlimited purchases in secondary bond markets of selected short-term government
bonds in the event of yields rising above a certain level through the Outright
Monetary Transactions (OMT) mechanism. This announcement has produced a
reduction in the bond yields of both programme and non-programme peripheral
countries. However, the ECBs commitment to purchasing government debt on
secondary markets through the OMT has yet to be tested.
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Chart 2.11 Comparison of 10-year Government Bond yields (Maastricht Criteria),
2005-2011
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Source: Eurostat (2013).

The current European strategy involves a series of measures:

* reducing deficits throughout the EU through fiscal consolidation;

* lending to distressed countries and requiring they undertake structural
adjustment programmes in return;

e promoting ‘re-balancing’ through ‘internal devaluation’ in those countries with
current account deficits to increase ‘competitiveness’;

e creating a banking union to centralise regulation of European banks and provide
a banking resolution scheme;

e creating supervisory structures for the European Commission and other
member- states to monitor member-state’s budgets and macroeconomic
indicators; and the writing of a fiscal rule into the law of each member state.

Between 2010 and 2012 there were proposals by member-states, and even the
Commission, for the creation of a genuine ‘economic union’ with common debt
issuance, and eventually, a common fiscal policy. However, the current approach,
agreed in December 2013, is to effectively suspend the June 2012 agreement until the
creation of a common banking union with shared supervision by the ECB, a common
resolution scheme and a deposit insurance scheme. A mutualised funding scheme to
resolve - or wind down - bankrupt financial institutions won’t be in place for ten years,
though under French pressure this could be introduced faster. The focus on the
banking union has been used to avoid Europe’s and the Eurozone’s real social and
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economic challenges; the erosion of European social security systems, often under
the pressure of the European Commission and Troika, the contraction in growth
occasioned by the turn to austerity, the growth in European unemployment, growing
income inequality and the need to adapt to climate change.

Box 2.3: Democratic Legitimacy

Decisions made during the economic crisis have raised serious questions as to
democratic legitimacy of the processes by which these decisions are made, both
in Ireland and in Europe. In Ireland, decisions allocating vast resources to the fi-
nancial sector were made by a few senior politicians and officials, sometimes with-
out a meeting of the full Cabinet, and without a full debate. The establishment of
NAMA is a prime example; NAMA was established rapidly, and its operations were
initially extremely opaque. In its disposals of assets, NAMA makes decisions affect-
ing communities throughout Ireland, but those communities have little power to
influence NAMA.

At the European level, the structural adjustment programmes have been overseen
by the IMF, European Commission and the European Central Bank, none of which
have a directly elected component. The Troika are involved in making major deci-
sions about resources and economic policy areas which were traditionally the pre-
serve of democratically accountable national governments. Often represented as
mere technocrats, Troika members actually have differing and very political views
on the role of government in society, the functioning of the labour market, and
appropriate level of the social security. For example, the President of the ECB,
Mario Draghi, informed the Wall Street Journal in February 2012 that ‘The
European social model has already gone’.

The stricter European fiscal rules were adopted with relatively little national public
debate, and their implications - particularly the increased supervisory powers of
the Commission - have not been fully absorbed, except perhaps when the German
Bundestag sees elements of the Irish budget before the Dail does. Streek (2011) has
noted that these increased powers may lead to citizens in the EU - particularly in
the Programme countries - viewing their governments as nothing but the agents
of the Commission, ECB or the IMF.

The current strategy of placing the burden of economic adjustment on prices, wages
and government spending throughout the EU is leading to rapid reduction in
inflation, and even raising the possibility of deflation. Deflation would raise the real
debt burden facing both private and public debtors in Europe, potentially extending
a ‘balance-sheet’ recession. A set of policies - structural adjustment and austerity -
intended to reduce debt burdens will actually perpetuate them. This approach is
clearly unsustainable. It is also unsustainable that such decisions are taken without
consulting European citizens. Ireland needs a public debate about the trajectory of
the European Union, and such a debate must reach beyond even the immediate and
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pressing concerns surrounding the link between Ireland’s private bank debt and
national debt and instead focus on what type of European Union Irish citizens seek
for the future.

When challenged about the role of the ECB and the dangers of monetary union in
the early 1990s, Jacques Delors used to reply that ‘social Europe is coming’.
Unfortunately, the response to the crisis has ignored ‘social Europe’; indeed, the
European response has been to dismantle many of the social protections that Delors
considered, and considers, as constituting the pinnacle of European achievement.
The role of a ‘social Europe’ in the coming debate on Ireland’s place in Europe must
be central. This will require Irish politicians to take a hard look at their own role in
promoting or dismantling ‘social Europe’ in the last twenty years.

The Irish Response

The dangers of attempting an austerity policy in the face of a ‘balance-sheet’
recession - characterised by private firms and households holding debts larger than
the value of the underlying assets - have been highlighted by many economic
commentators, and the effects of Irish austerity have borne them out. Output has
contracted rapidly, partly under the pressure of austerity, reducing government’s
tax revenue, while the severity of unemployment has led to increases in the social
protection budget, even as most rates of social protection payments have fallen. This
has led to remarkably little reduction in Ireland’s deficit to GDP figures, due to a
combination of successive bank bailouts, leading to a potentially onerous future
interest schedule, and the contraction of GDP, partly due to austerity measures.

Between 2008 and 2010 the policy of austerity failed to increase market and investor
confidence and the continuing insolvency of Ireland’s banks - despite extensive
recapitalisations (see Table 2.2) - led to increasing doubts about the future solvency
of the Irish state, as reflected by steadily rising bond yields on Irish government debt.
In late 2009, the government sought to achieve a back-door recapitalisation by
establishing the National Asset Management Agency (NAMA), which was designed
to purchase loans related to commercial property developments at a price above
their market value (but below their face value of €74bn) and hold the assets until
such return as was possible could be made on the loans. However, the market value
(ultimately €32bn) of the loans NAMA sought to acquire was far lower than
policymakers initially assumed, requiring extensive recapitalisation of the banking
sector in 2010. Attempts were made to enforce some kind of burden sharing on those
who held bonds issued by Irish private banks. However, the European Central Bank
insisted that there could be no write-downs on any Euro area bank debt, even as
unemployment rose rapidly in Ireland and the country came under severe pressure
on international debt markets.

28 Socio-Economic Review 2014



Table 2.2 - Total Cost of Irish Banking Rescue by Source of Funding and Year (€bn)

2009 2010 | 2011 2012 Total
NPRF 7 3.7 10 20.7
Promissory Notes 30.7 30.7
Exchequer 4 0.9 6.5 1.3 12.7
Total 11 35.3 16.5 1.3 64

Source: http://debates.oireachtas.ie/dail/2012/04/18/00157.asp; Healy (2013).

Though the Irish state had raised significant cash reserves, in September and
November 2010 European leaders placed considerable pressure on Irish leaders to
be placed in an IMF/EU programme. European policymakers feared that high bond
yields on Irish government debt would have a contagion effect on other vulnerable
Euro area economies. Ireland’s IMF/EU programme required fiscal consolidation to
bring the general government deficit (GGD) to GDP ratio below the 3% prescribed
in the Growth and Stability Pact by 2015, and a considerable recapitalisation and
downsizing of the Irish banking sector. This has brought the total adjustment
between 2008 and 2015 to €32.3bn, equivalent to 18% of 2015 forecasted GDP (see
Table 2.3). In addition, a structural adjustment programme comprising reforms to
social security and the labour market, and privatisation of public utilities, was agreed
as part of the programme.

Table 2.3 - Budgetary Adjustments 2008-2015 (€m)

Adjustment Description Taxation | Expenditure Total| Running
'y ¥ Total
Adjustment July 2008 €1,000| €1,000 €1,000
Budget 2009 €1,215 €747 €1,962 €2,962
Adjustments Feb/March 2009 €2,090 €2,090| €5,052
Supplementary Budget 2009 €3,621 €1,941| €5,562| €10,614
Budget 2010 €23 €4,051| €4,074| €14,688
Budget 2011 €1,409 €4,590| €5,999| €20,687
Budget 2012 €1,600 €2,200| €3,800| €24,487
Budget 2013 €1,432 €1,940| €3,372| €27,859
Budget 2014 €880 €2,000| €2,480| €30,339
Budget 2015* €700 €1,300| €2,000| €32,339
Total of Adjustments €10,880 €21,459
% Division of Adjustments 33.6% 66.4%

Notes: *Projected
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2.1.3 The Troika Programme, 2010-2013

The Troika Programme - a financing package of €85bn, of which €67.5bn was
provided by the EU, IMF, Sweden, Denmark, Britain and €22.5bn by the Irish
National Pension Reserve Fund (NPRF) and Irish Exchequer cash balances - was
designed to return Ireland to market funding by December 2013, through a radical
reorganisation and downsizing of the Irish banking sector - correctly viewed as the
source of Ireland’s crisis - and a reduction of Ireland’s deficit to below 3% of GDP
by 2015. Though the IMF and Irish authorities belatedly recognised the damage
caused by the policy of austerity, the dominant belief was that a rapid fiscal
consolidation would increase confidence in Irish government debt, facilitating
Ireland’s ability to return to self-financing. Relatively short shrift was given to the
idea of pushing out the period of adjustment, which would have reduced the impact
on the Irish economy and society. Indeed, the former IMF mission chief to Ireland
has argued that a less sharp fiscal contraction combined with a write-down of
banking debt was not just possible, but desirable (The Irish Times, 2013).

Table 2.4 — Components of changes in Real GDP, 2008-2014

2008 | 2009 | 2010| 2011| 2012| 2013| 2014
Real GDP 2.2 6.4 -1.1 2.2 0.2 0.6 1.8
Final Domestic Demand -2.2 9.7 5 -3 -1.1 0 0.3

-Private Consumption 0.1 -5.1 09| -16/ -03| -03 0.5

-Public Consumption 06| -34| -69| -28| -3.7| -0.6| -2.8

-Gross fixed investment| -9.6| -26.9| -22.6| -9.5| -0.1 2 4
Net Exports 1.5 4.6 3 5.7 1.6 0.6 1.5
-Exports 11| -3.8 6.4 5.4 1.6 1.1 2.9
-Imports -3 9.8 3.6 -0.4 0 0.6 1.9

Source: International Monetary Fund (2013: 34)

The initial assumptions of Ireland’s economic performance under the
EU/Programme were extremely optimistic - even in the IMF's programme
assumptions - particularly in relation to domestic demand (see Table 2.5). This was
reflected in the greater confidence in the policy of austerity, particularly in the
European institutions. However, as a result of weaker growth the nominal amount
of cuts required to achieve the deficit targets under the Programme were
correspondingly higher. As with other EU/IMF programmes, the Troika did not
adopt a uniform perspective on Ireland’s economy. The IMF were more worried

30 Socio-Economic Review 2014



about the impact of the rapid pace of fiscal consolidation on Ireland’s economy than
other members of the Troika, and were supportive of Ireland’s efforts to gain relief
on legacy banking debt, particularly given the IMF’s general fear that IMF financing
was being used to delay reforms to the Euro area’s banking system.

Table 2.5 — Compatrison of IMF Programme Assumptions in 2010 and 2013

December 2010 IMF December 2013 IMF Deficit
Target/Deficit
Out-turn
Real  Real Fiscal | Real  Real Fiscal
GDP GNP Consolidation | GDP GNP Consolidation
(€bn)** (€bn)
2011 | 0.9 -1.5 6| 2.2 -1.6 6 -13.1%
2012 | 1.9 0.8 3.6| 0.2 1.8 3.8 -8.2%
2013 | 2.4 1.4 31| 0.3 0.2 3.4 -7.3%
2014 3 2.3 n/a| 1.7 1.3 2.5* -4.8%
2015 | 3.4 3.4 n/a| 2.5 2.1 Ak -2.9%

Source: Department of Finance (2010; 2013a); International Monetary Fund (2010; 2013).
Notes: *Budget 2014 was composed of €2.5bn in permanent measures and €0.6bn in once-
off measures.

**Budgetary adjustments agreed in second review.

***IMF Staff assume €2.4bn adjustment is required to reach deficit target (IMF, 2013: 15).

Despite considerable latitude in the division of cuts to tax increases, successive
governments pursued a fiscal consolidation consisting of two-thirds expenditure
cuts to one-third tax increases. Some Troika officials, citing the ESRI, have stated
that the overall fiscal adjustment in budgets between 2009 and 2014 has been
progressive (Szélsky & Floridan, 2013). However, the progressivity is affected by the
€9.6bn of measures - included public sector pay cuts - announced in 2009, 50% of
which were tax cuts. The ESRI has shown that budgets introduced between 2010 and
2014, including the three budgets introduced under the ministrations of the Troika,
were in fact regressive, taking more as a percentage of income from those on lower
incomes (Callan et. al., 2013; Callan, 2013). Moreover, measures of the distributional
impact of successive budgets do not capture the effects of reductions in expenditures
on service provision - such as, for example, health, education or services for the
homeless - upon which those on lower incomes, or in vulnerable positions, are more
likely to rely.
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Table 2.6 — Poverty and Deprivation Rates, 2008-2011

2008 2009 2010 2011
At risk of poverty rate (%) 14.4 14.1 14.7 16
Deprivation Rate (%) 13.8 17.1 22.6 24.5
Consistent poverty rate (%) 4.2 5.5 6.3 6.9

Source: CSO (2013: 1).

Leading up to the crisis, the percentage of the population at risk of poverty, in
consistent poverty and the deprivation rate all declined following a sustained
commitment of government to increase social security payments to the most
vulnerable during the period between 2004 and 2008. This progress has been
partially reversed during the recession, as wages and social welfare payments have
fallen (see Table 2.5). This has particularly affected extremely vulnerable groups; in
2011 56% of children in lone parent households suffered two or more types of
enforced deprivation, up from 44.1% in 2009. The quintile share ratio - measuring
the difference between the average equivalised income of the top 20% of households
from the bottom 20% - in 2011 was 4.9, up from 4.3 in 2009. Given the regressive
nature of budgets since 2010, it is likely that both relative and absolute poverty have
increased since 2011.

The exit from the EU/IMF Programme occurred at the end of 2013. Though hailed
as a success, the return to market financing has been largely underpinned - as have
bond yields throughout the European periphery - by the ECB’s commitment to
OMT, a commitment that has yet to be tested. ‘Success’ in certain areas is the result
of wider failures: reductions in expenditure growth in social protection have been
partly a result of mass emigration since 2009. The IMF (2012: 5) estimated in
December 2012 that without the shrinking labour force - a shrinkage fuelled by
emigration - since 2009, unemployment would stand at 20%. However, there have
been some positive signs since the middle of 2013, with the decline in numbers in
employment finally turning around, and a reduction in unemployment to 12.1%,
following a high of 15.1% in the third quarter of 2011 (CSO, 2014).

Additionally, the government has identified the need to raise the investment rate,
and has transferred the remainder of the NPRF, some €6.4bn, to the Ireland Strategic
Investment Fund (ISIF). The NPRF has already been used to provide the bulk of
capital for funds that will supply investment to small and medium sized enterprises
(SMEs). The ISIF has been established to focus on commercial and strategic
investments. This is too narrow a remit, and before the ISIF is established on a
statutory basis government should take a broader view of economic activity, and
commit to invest some of the ISIF in the broader social economy. This would involve
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more investment than currently envisaged in the period immediately ahead in areas
such as social housing, primary care facilities, energy efficiency and school facilities.

2.2 The Choices Ahead

Even within the confines of the EU/IMF programme there were real choices; these
choices have become even more important as government can no longer attribute its
choices to the Troika. We now face stark choices about the amount of resources that
our health service and our welfare state should receive, about the distribution of
wealth and power in our society, and about the level of taxation required to furnish
the resources necessary for a compassionate and civilised society. It is time to have a
real debate about our economic and social priorities in the years ahead; whether, for
example, it is time to reduce taxes for higher-rate taxpayers, or whether it is time to
invest in our social services and infrastructure and strengthen our social security
system; whether we want to return to a privately-financed system of housing provision
that leads to vacant homes, broken banks and record numbers on the social housing
list, or whether we wish to create a society that guarantees quality accommodation
for all; whether we wish the standard of healthcare to depend on the contents of our
wallets, or the common demands of our humanity. Whether, in a word, we wish to
collectively pursue the public purpose, or return to the petty politics of private greed.
We had hoped these issues would be addressed in the Government’s Medium Term
Economic Strategy (MTES) published in December 2013. That document, however,
contains very little substantial information and goes into very little detail on the
future that Government wishes to build.

Social Justice Ireland has long advocated a new guiding vision for Irish society; one
based on the values of human dignity, equality, human rights, solidarity,
sustainability and the pursuit of the common good. These values are at the core of
the vision for a nation in which all men, women and children have what they
require to live life with dignity and to fulfil their potential: including sufficient
income; access to the services they need; and active inclusion in a genuinely
participatory society. These are not minority views as is sometimes stated, but reflect
the aspirations of the majority of Irish citizens. Indeed, in February 2014, 85% of
the members of the Convention on the Constitution convened by the government
voted to afford greater constitutional protection to Economic, Social and Cultural
(ESC) rights. This included a recommendation to include explicit mention of rights
to housing, social security, essential healthcare, the rights of people with disabilities,
and linguistic and cultural rights, in the Irish Constitution.

Policy will be heavily constrained in future years, not least by the requirement under

the ‘six-pack’ that additional discretionary expenditure must be funded by
additional discretionary revenue. The current trajectory of government policy is for
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a reduction in total expenditure (including interest rates) and a reduction in total
revenue (of which tax revenue is by far the largest component) to 2015. The
Department of Finance’s April 2013 Stability Programme Update contained an
indicative projection of revenue and expenditure to 2019, assuming expenditure
growth of 1% per annum and a growth in total revenue equal to potential growth
in GDP.® Though these figures are purely indicative they do show one possible
scenario, where total revenue falls to 33.9% of GDP and total expenditure falls to
33.1% of GDP, which would take place if additional taxation was not levied. For
comparison, the EU-27 is estimated to have a total revenue of 45.2% of GDP and
total expenditure of 47.9% of GDP in 2015 (AMECO, 2014).

Graph 2.12 - Total Revenue and Total Expenditure as a% of GDP, 2005-20197
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Source: AMECO (2014), Department of Finance (2013a; 2013b).
Notes: *Figures to 2012 are taken from the AMECO database.
**The cost of recapitalisation of banking institutions has been removed.

5 Given the more optimistic outlook for the interest costs published by the Department
and possibility of the Commission changing its understanding of Ireland’s output gap
the 2016 and 2019 figures could change.

7 Total expenditure takes account of all government expenditure, including interest
payments, which in the April 2013 Stability Programme Update account for some
4.8% of GDP per annum between 2016 and 2018 and 4.7% of GDP annum in 2019. It
is likely that these figures will be more optimistic upon completion of the April 2014
Stability Programme Update.
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***Figures from 2013 to 2015 are taken from Budget 2014 figures and outlined projections.

Can we provide high-quality public services to all while allowing total expenditure
to fall as a percentage of GDP? And if there is an improvement in various indicators
should any additional revenue be used to reduce taxes or increase expenditure. We
believe a new policy framework is required; one that recognises the need to increase
taxes towards the European average in order to fund the public services that we need,
while implementing new criteria for policy evaluation.

2.3 A Policy Framework for a New Ireland

To achieve our vision we have established a policy framework that identifies five key
policy areas for reform.8

The first is macroeconomic stability, which requires a stabilisation of Ireland’s
debt levels, fiscal and financial stability and sustainable economic growth, and
an immediate boost to investment, which has collapsed during the crisis. (Dealt
with here and in chapter 4)

The second is the need for a just taxation system, which would require an
increase in the overall tax-take to the European average; such an increase must
be implemented equitably and in a way that reduces income inequality. (These
issues are dealt with in much greater detail in chapter 4).

The third area is social protection, the strengthening of social services and social
infrastructure, the prioritisation of employment, and a commitment to
quantitative targets to reduce poverty. (Chapters 3,4, 5, 6,7, 8 and 9).

The fourth area is that of the governance of our country, which requires new
criteria in policy evaluation, the development of a rights-based approach, and
the promotion of deliberative democracy. (Chapter 10).

Fifth, policies must be adopted that create a sustainable future, through the
introduction of measures to slow down climate change and protect the
environment, the promotion of balanced regional development, and promotion
of new economic and social indicators to measure performance, alongside
traditional national accounting measures such as GNP, GDP and GNI. (Chapters
11, 12 and 13).

8

The authors have presented an earlier version of this framework in Healy et al. (2013).
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Table 2.7 - A policy framework for a New Ireland

Ensuring Towards a Enhancing Reforming Creating a
macroeconomic | just taxation social governance sustainable
stability system protection Future
Debt Bring Taxes to |Protect services| Reform policy |Combat climate
sustainability European and the social evaluation change and
average infrastructure protect the
environment
Fiscal and Increase taxes Combat A Rights-based Balanced
financial equitably  |unemployment| approach regional
stability and development
sustainable
economic
growth
Investment |Reduce income Reduce Deliberative | New indicators
programme inequality Poverty democracy

i) Ensuring macroeconomic stability

Ensuring macroeconomic stability requires a reduction in Ireland’s debt burden, the
launching of an investment programme and a restoration of fiscal and financial
stability. All of these measures are connected. An investment programme will
contribute to growth which would in turn lower Ireland’s deficit and real debt
burden. A reduction of, or commitment to reduce, Ireland’s debt burden will
increase confidence in the capacity of Ireland’s economy to expand and for the
country to fully exit the EU/IMF programme without the requirement of additional
credit facilities or the activation of the Outright Monetary Transactions (OMT)
programme, thus reducing yields on Irish government debt.

As we have noted, Ireland’s macroeconomic policy will be severely constrained.
Since Economic and Monetary Union (EMU), monetary policy has rested with the
European Central Bank, and the single currency has prevented the kind of currency
devaluation engaged in by Ireland during the late 1980s (Kinsella, 2013). Following
the introduction of the fiscal rules, Ireland’s fiscal policy will also be constrained as
noted in Box 2.2.

a) Debt Sustainability

In October 2013, the Department of Finance has estimated that the debt-to-GDP
ratio will peak in 2014 at 124.1%, somewhat higher than the 121.4% estimated in
2012 and the 123% estimated in April 2013 (Department of Finance, 2013a: C19).
The estimated peak of the debt-to-GDP ratio has tended to rise due to overly
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optimistic expectations of economic growth. By 2016, the Department expects that
14.3% of general government revenues will be devoted to servicing Ireland’s debt
(Department of Finance, 2013a: C20). Some improvements to the debt sustainability
position have been made in 2013 with the extension of the maturities of the €22.4bn
of European Financial Stabilisation Mechanism (EFSM) loans agreed by the
European Council in June 2013 (see Chart 2.13). The Department of Finance
estimates that Ireland will turn a primary surplus - the budget deficit less interest
payments - in 2014. However, a return to debt sustainability is dependent on
economic growth, and the ability to issue debt in private capital markets at
sustainable rates. In terms of the former, the government and Troika have tended
to over-estimate Ireland’s capacity to expand through an austerity induced
recession. In terms of the latter, the continuing weakness of the Irish banking sector,
and doubts about the separation of sovereign and banking debt could pose
significant challenges to debt sustainability.

There has yet to be a full recognition by European partners that a large proportion
of Ireland’s debt was accumulated in the course of rescuing the Irish banking sector,
and ensuring that there was relatively lower burden-sharing than would have been
expected in any other enterprise. In addition, the loss of confidence in Ireland
during 2009-2010 was a direct result of fixed-asset analysts and other observers of
the government bond market viewing Ireland’s assumption of banking debt as
unsustainable with a corresponding change in the pricing of Irish government debt.
The total cost of the banking rescue has been €64bn, of which €12.6bn has come
directly from the Exchequer, €30.7bn through promissory notes and €20.7bn from
the National Pension Reserve Fund (NPRF).? Of the €192bn in gross government
debtin 2012, over 20% was accounted for directly by the bank recapitalisation alone.

This part of Ireland’s debt represents a direct subsidy by the Irish public of
international bondholders and the European banking system. In June 2012 the
Eurogroup appeared to recognise this, holding out the possibility that the European
Stability Mechanism (ESM) would retroactively recapitalise the Irish banking sector
by purchasing the Irish government’s bank equities. However, differences have since
emerged between the leading nation-states in the Eurozone, with considerable
uncertainty now surrounding the question of additional bank recapitalisations, let
alone retroactive recapitalisations. This has re-opened the question of the
connection between sovereign and banking debt. Given the upcoming capital
adequacy tests, Irish banks may be judged to require additional capital to account
for losses on their mortgage and commercial loan books. It is recognised by Irish
policymakers that the Irish banking sector is, and has been, unprepared for
recognising widespread losses on distressed mortgages (e.g Honohan, 2013).

?  Parliamentary Question 18719/12.
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Chart 2.13 - Maturity Dates of Irish Government Debt, 2014-2053
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Notes: *Official Sector Includes Bilateral, IMF, EFSF, and EFSM.

**Floating Rate Bonds were issued as part of the restructuring of the IRBC promissory
notes.

If there are no additional liabilities arising from the banking sector and no further
economic shocks, Ireland’s debt may be sustainable, assuming continuing low
government debt yields and economic growth. However, deflation in the Eurozone
and in Ireland could increase Ireland’s real debt burden if it continues. To increase
debt sustainability, European authorities should also consider further changes to
the status of the government bonds which were issued to replace the promissory
notes including further extending the maturity and considering a lower interest
rate. Such measures could also be further applied to the loans received under the
EU/IMF Programme, in a similar manner to the EFSF loans.

b) Fiscal and financial stability and sustainable economic growth

The connection between fiscal policy, output and employment has been at the heart
of the austerity debate in Ireland and Europe. Reducing government expenditure
and/or increasing tax revenues are not the same thing as reducing the deficit, and
meeting deficit reduction targets requires rapid underlying growth. Ireland should
make the case for a European-wide approach to growth, one that takes account of
the spill-over effects of combined fiscal consolidation. Unfortunately the fiscal rules
introduced mitigate against a European-wide fiscal expansion, though breaching
the rules is allowed in ‘extraordinary circumstances’.
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Sustainable employment growth can be underpinned by an investment programme
that invests in both economic and social infrastructure. Kelly and McQuinn (2013)
have noted that, given the relationship between government’s fiscal accounts and
the balance sheets of the banking sector, austerity could have a deeper impact than
thought by policymakers given the concomitant increase in mortgage arrears and
business loan defaults on banking balance sheets, which necessitate greater levels
of recapitalisation. This was not appreciated by policymakers during the crisis as
austerity led to bank bailouts which led to further austerity.

Financial stability is also a pre-requisite for a stable supply of credit to households
and firms. The Programme for Government promised the creation of a Strategic
Investment Bank to carry out lending to SMEs; this seems unlikely to be
implemented. A pre-requisite for financial stability is a regulated financial system
with a plurality of ownership. For that reason we argue that consideration should
be given to the proposal that Permanent TSB be re-mutualised, while government
should continue holding a stake in both of the two pillar banks, which should
continue to provide universal banking services. The case for a Strategic Investment
Bank - similar to the German state-owned KfW remains strong.

¢) An Investment Programme

Ireland’s GNP, measured at constant market prices, remains 10% under its peak in
2007. GDP remains over 7% under its peak, and domestic demand remains 18%
under its 2008 level (CSO, 2013). Investment as% of GDP in Ireland in 2013 was 10%,
the lowest in the European Union (Eurostat 2013). Both the Troika and Department
of Finance have acknowledged that consumption and domestic demand have
remained stagnant, and they have previously relied on growing exports to boost
growth in their projections. There is some disagreement about the growth in
investment in 2013 and 2014 (see Table 2.8).

Table 2.8 - Projected Growth in Investment, 2013-2014*

Department of European

Finance ESRI IMF Commission

2013 4.9 2.1 2.9 2.9
2014 6.8 4.5 4.4 4.4

Source: Department of Finance (2013), Dufty et. al. (2013), IMF (2013), European
Commission (2013).

Notes: *The Department of Finance projections were published in October 2013;
December 2013 for all others.
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These figures are from an extremely low base. Domestic economic investment is
sorely needed to provide employment and provide much-needed infrastructure; this
would reduce short-term unemployment and increase the long-run productivity of
the Irish economy. The government has created a new investment fund - the Ireland
Strategic Investment Fund (ISIF) - using the NPRF’s €6.4bn discretionary investment
portfolio. However, the fund is orientated towards commercial investment
opportunities such as energy, broadband and water.

The authors believe that there must be an off-balance sheet investment programme
between 2014 and 2016 of €7bn, as we proposed in our briefing document, Investing
for Growth, Jobs & Recovery (Social Justice Ireland, 2013). This would directly create
employment and also enhance growth, which would contribute to reducing the
deficit by reducing unemployment and increasing tax returns. We propose that the
investment programme target both economic and social infrastructure, including
the construction of social housing units, investment in water infrastructure, and
investment in primary care facilities.

ii) Towards a Just Taxation System

The American jurist Oliver Wendell Holmes once said that ‘taxes are the price we
pay for a civilized society’. We have long argued that Ireland’s total tax-take is simply
too low to pay for the services and social welfare provision that is necessary to ensure
human dignity for all. We believe that the incidence of taxation falls too much on
the shoulders of those on middle and low incomes. Therefore, the overall tax take
must rise in such a way that the burden falls of those most able to bear it.

a) Bring Taxes towards the European average

Ireland’s tax-take in 2010 was 28.2% of GDP, some 7.4% below the European average.
The Department of Finance believes that the total tax-take as a% of GDP will rise to
31.5% of GDP by 2016. Table 2.9 indicates the difference in the projected additional
tax yield if Ireland’s tax burden moved closer to the European average than that
indicated by the Department of Finance in the April 2013 Stability Programme
Update. There has been some debate on the appropriate measures of Ireland’s fiscal
capacity in recent years, given the difference between Ireland’s GNP and GDP. The
Irish Fiscal Advisory Council (IFAC) has suggested a hybrid measure in the form: [H
= GNP+0.4 (GDP-GNP)] (IFAC, 2012: 53). Social Justice Ireland has argued that the
tax-take should be increased to 34.9% of GDP, below the Eurostat threshold defining
a low-tax country. An equivalent figure under the IFAC would be to increase taxes
to a level that fluctuates around 39.5% of H.
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Table 2.9 - Potential Irish Total Tax Revenues, 2011-2016 (€bn)

Year Tax as% GDP Tax as% of H Total Tax The Tax Gap

Receipts (GDP)
2012 30.3% 34.2% 49,569 7,525
2013 31.0% 35.1% 52,049 6,548
2014 31.7% 36.0% 55,245 5,577
2015 31.9% 36.3% 57,914 5,446
2016 31.5% 36.0% 59,574 6,430

Source: Department of Finance (2013: 49-50).
Notes: *The Tax Gap is calculated as the difference between the projected tax take and
that which would be collected if total tax receipts were equal to 34.9% of GDP.

As we noted before, the reliance on relatively low level of taxation to fund vital
public services certainly contributed to the scale of the crisis in the public finances.
Ireland can never hope to address its longer-term deficits in infrastructure and social
provision if we continue to collect substantially less tax income than that required
by other European countries (cf chapter 4 for a more detailed discussion of this
issue). There should also be a public debate on the appropriate level of taxation
required over the next twenty years to fund our public services and social security
system. Future policy development will likely involve increasing public spending
and tax levels as well as changes in how services are delivered. These questions
should be openly debated instead of avoided by policymakers.

b) Increase Taxes equitably

If Ireland is to increase its total tax-take, it must do so in a fair and equitable manner.
Social Justice Ireland believes that the necessary tax reforms should be partly attained
by increasing income taxes for those on highest incomes, and by reforming the tax
code and broadening the tax base. This will involve shifting taxation towards
wealth, ensuring those who benefit the most from Ireland’s economic system
contribute the most, in the most efficient manner.

In its Policy Briefing on Budget Choices, Social Justice Ireland proposed that the
Universal Social Charge apply at a rate of 10% for all those earning over €100,000,
rather than the current rate of 7 per cent. We also advocate a minimum effective tax
rate of 6 per cent for corporation tax, reform of reliefs accruing to those paying the
marginal tax rate, and the introduction of a Financial Transactions Tax (FTT) in line
with proposals outlined by the European Commission and accepted by leading
member-states.
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A key part of Ireland’s industrial strategy has been to attract foreign domestic
investment through the use of a low headline corporation tax rate. However, this
has recently caused reputational damage due to the utilisation of the Irish tax regime
by multinational corporations to avoid taxes on their corporate profits. In practice,
this policy has delivered some short-term gains in terms of foreign direct
investment. In the medium-term, the main beneficiaries of Ireland’s tax regime may
well be multinational corporations and Irish professional services companies
providing tax and legal services.

A key medium-term priority must be the reconceptualization of the role of the Irish
corporation tax regime. Under international pressure from the G20 and OECD,
controversial loopholes have been closed but a serious discussion must take place
about the role of corporation tax in Ireland’s industrial strategy, and the role of
‘brass-plate’ companies headquartered in Dublin for tax purposes.!® We advocate
Ireland change its stance towards the corporation tax debate in Europe and
negotiate a Europe-wide minimum headline corporation tax of 17.5%.

¢) Reduce income inequality

Income inequality, gender inequality and inequality of opportunity, are problems
in Irish society. They produce a range of negative outcomes for those who are poor
and/or excluded. Growing inequality exacerbates the negative effects on people who
are poor and/or excluded. Pickett and Wilkinson (2011) have pointed to the negative
consequences of inequality for all sections of society, pointing to better outcomes
in everything from subjective well-being to lower crime in more equal societies.
Stigliz (2013) has warned of the wider effects of inequality on the political economy
of a nation, as wealthier citizens gain an outsize influence in policy formulation,
reducing opportunities for the majority through their choices of policy. In Ireland,
increases in social protection payments, particularly between 2004 and 2007, played
an important role in reducing inequality. This has reversed since 2010, as successive
government prioritised cuts in expenditure over increases in taxation, raising serious
questions for Irish society.

While budgets in 2008 were progressive, changes in taxation and expenditure since
2010 have been regressive, with the increase in VAT impacting particularly
significantly on those with the lowest incomes (Callan et. al., 2012, 2013). This does
not take into account cuts to public services, which have a greater impact on those
who rely on services; the sick, poor and vulnerable. The Gini coefficient, a measure
of income inequality, has risen from a low in 2009 of 29.3 to 31.1 in 2011 (CSO, 2013).
Reducing inequality must be a core objective of Government policy. Though the

10 See Department of Finance (2013) for recent adjustments to Ireland’s corporation tax
policy.
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promotion of pre-distribution income equality is important, redistribution through
tax and spending decisions should be used to achieve greater equality in Ireland.

iii) Enhancing social protection

There have been significant cuts to social services and payments since 2008. Social
Justice Ireland believes many of these cuts have been socially destructive and counter-
productive. Many cuts have been capricious and were implemented without an
adequate examination of their impact. Moreover, in reducing the deficit the balance
between expenditure reductions and taxes has been weighted too much towards
cuts. Investment in social infrastructure is required now to ensure that it is not
eroded further which could potentially have significant future costs. Gross capital
expenditure has fallen from €9bn in 2008 to €3.3bn in 2013, and a social
infrastructure deficit will inevitably emerge in a climate of underinvestment as the
population continues to grow. Finally, the goal of universal provision for all must
remain, particularly in the area of health, where inequalities persist between the
insured and uninsured population, as well as within the uninsured population.
These inequalities will grow as user charges are introduced, and medical cards
removed. As we have noted before, given the widespread aspiration in Irish society
for these services, the issue of taxation must be addressed.

a) Protect services and the social infrastructure

Since 2008 the government has cut spending by €20,159m while increasing taxes
by €10,180m: a ratio of €2 in spending cuts for €1 in tax rates. By the projected end
of the EU/IMF programme in 2015 taxation will have contributed €10,880m and
spending cuts €21,459m to the total budgetary adjustments: the ratio of tax cuts to
spending cuts will remain unaltered (Department of Finance, 2013b). Measures
were, and are, required to reduce the deficit, but they should not fall
disproportionately upon the most vulnerable in society.

Cuts to services and social protection payments ensure that they do. Social Justice
Ireland believes that the ratio of spending cuts to tax increases should have been
reversed. Future tax and spending policy should prioritise the building of Ireland’s
social infrastructure, including as a priority social housing, primary and mental
health facilities, and early education facilities. Adequate social infrastructure and
services are necessary to achieve sufficient dignity and equality for all citizens, from
children to older people, particularly in the context of an increased total fertility
rate and gradually ageing population.

b) Combat Unemployment
Unemployment has risen rapidly since 2008 but has recently begun to fall, and by
the fourth quarter of 2013 stood at 253,200 or 12.1% of the labour force (CSO, 2014).
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Employment has finally begun to rise, with an increase of 61,100 in employment
between the fourth quarter of 2012 and fourth quarter of 2013. Long-term
unemployment was at 7.2% of the labour force as of the second quarter of 2013,
accounting for 61.4% of those who are unemployed. The International Monetary
Fund (2013: 12) estimates that unemployment will still be 11.7% in 2015, while the
department of Finance believes it will stand at 11.8% in 2015 and 11.4% in 2016
(Department of Finance, 2013a). The Government’s Medium-Term Economic Strategy
estimates unemployment will fall to 8.1% by 2020 (2013).

Government currently operates a number of schemes such as the Community
Employment Programme, Tus, and Rural Social Scheme which support part-time
work. However, government has also introduced schemes such as JobBridge, an
unpaid internship programme which provides an additional €50 a week for working
between 30 and 40 hours, and the proposed Local Government Social Employment
Scheme, which provides an additional €20 a week for working 19.5 hours a week for
a local authority, with the potential for sanctions if the person refuses. There are
dangers in the latter schemes, such as labour market displacement, exploitation,
demoralisation, and the erosion of the principle of a ‘fair day’s wage for a fair day’s
work’. They can also ignore the underlying lack of employment opportunities in the
economy.

The Nevin Economic Research Institute (2013: 33) has pointed to the fact that there
is currently 1 vacancy for every 32.3 jobseekers. Combining the rate of
underemployment - those involuntarily working part-time and seeking full-time
work - with the rate of unemployment shows that some 396,500 people, or 18.3%
of the labour force, are seeking more work. Without a restoration of domestic
demand and investment, it is simply not conceivable that employment will grow in
the non-traded sector. Policy discussions on ‘labour market activation’ often do not
take this reality into account, and political rthetoric can verge on the demonization
of the unemployed.

With regard to increasing demand and investment in the economy to increase
employment, our proposal for an investment programme would have an impact in
reducing unemployment.

¢) Reduce Poverty

There is a real danger that Irish society will permit those on the lowest incomes, and
in particular those dependent on social welfare, to fall behind once again, as it did
in the late 1990s. From 2006, Ireland’s poverty levels had been slowly falling, driven
by increases in social welfare payments delivered in the Budgets of 2005-2007. These
increases compensated only partly for the extent to which social welfare rates had
fallen behind other incomes in society over the preceding two decades. However,
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these advances have been reversed since 2009 with the at risk-of-poverty-rate rising
from a low of 14.1% in 2009 to 16% in 2011, consistent poverty has risen from a low
of 4.2% in 2008 to 6.9% in 2011 while the deprivation rate has risen from a low of
11.8% in 2007 to 24.5% in 2011 (CSO, 2013c:1). In 2011, the single largest
demographic group at-risk-of-poverty was children; nearly one in five was at risk of
poverty (CSO, 2013).

It would be a great mistake for Ireland, and Irish policy makers, to repeat the
experience of the late 1990s. At that time, economic growth benefited only those
who were employed while others, such as those dependent on pensions and other
social welfare payments slipped further and further behind. We believe that policy
in the future should provide equity in social welfare rates across genders, adequate
payments for children, and higher payments for those with disabilities.

iv) Reforming Governance

It has been widely recognised that Ireland’s governance was poor in certain areas
prior to the economic crisis, particularly in relation to financial regulation.
Moreover, the economic crisis has led to government making rash and hasty
decisions without consultation, whether in relation to financial or budgetary policy,
which have been recognised as damaging or - in the case of the bank guarantee -
catastrophic. Reforming governance and widening participation are a necessity;
below are three immediate priorities required to achieve this.

a) Reform Policy Evaluation

Policy evaluation has been extremely poor in some cases throughout the crisis. Social
Justice Ireland welcomes the steps taken by Government to increase their research
and evaluative capacity. However, we believe that Government should also take steps
to increase the transparency of budgetary and other important decisions, which are
often opaque. Government should publish their analysis of the distributional
impact of budgetary measures, and engage in public debate in light of that analysis.
The government previously published Poverty Impact Assessment Guidelines
provided by the Office of Social Inclusion (2008) in the budgetary documentation
using the ESRI’s SWITCH tax-benefit model which captures the distributional
impact of changes in most taxes and benefits, but this practice was discontinued
from Budget 2010. Government should begin this practice again and also adopt a
gender inequality analysis and apply it to each budgetary measure. This should be
a statutory responsibility for Government.

b) A Rights-based approach
Social Justice Ireland believes strongly in the importance of developing a rights-based
approach to social, economic and cultural issues. The need to develop these rights
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is becoming ever more urgent for Ireland in the context of achieving recovery. Such
an approach would go along way towards addressing the growing inequality Ireland
has been experiencing. Social, economic and cultural rights should be
acknowledged and recognised, just as civil and political rights have been. We believe
seven basic rights that are of fundamental concern to people who are socially
excluded and/or living in poverty should be acknowledged and recognised. These
are the rights to sufficient income to live life with dignity: meaningful work;
appropriate accommodation; relevant education; essential healthcare; cultural
respect; and real participation in society. To be vindicated, these rights will require
greater public expenditure and provision of services.

¢) Democratic Deliberation

Decisions taken by government must be openly debated both inside and outside the
Oireachtas. Since 2008, austerity measures have been implemented in a haphazard
manner, with little public debate and often a lack of explanation and justification
for the measures by Government. Instead of reasoned debate with citizen and civil
society participation, decisions have been taken at an elite level. For example,
Government has provided a high-level forum called the IFSC Clearing House Group
for the financial industry, and 23 changes in the Finance Act 2012 were made to
accommodate this group (McGee, 2012). We have already examined the lack of
democratic accountability and legitimacy in many of the actions taken during the
crisis.

Social Justice Ireland believes that a new social model for Ireland must be founded on
the idea of deliberative democracy, in which decisions about what kind of society
and economy Ireland needs are founded upon reasoned and enlightened debate,
and in which decisions taken by government are justified and accessible to the
general public.” A deliberative decision making process is one where all stakeholders
are involved, but the power differentials are removed (Healy and Reynolds, 2011).
In such a process stakeholders are involved in the framing, implementing and
evaluating of policies and measures that impact on them. Each citizen should have
arole and voice in how our society is governed. This should not be confined to five-
yearly general elections, particularly when election debates do not provide
substantive discussions on our country’s future. The proposed Public Participation
Networks to be introduced in Local Authorities as part of the reform of local
government will provide an opportunity for real engagement between local people
and the local authorities across the country (for further information on this cf.
chapter 10).

" See Gutmann & Thompson (2004) and Healy and Reynolds (2011) for more on the
concept of deliberative democracy.
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v) Creating a Sustainable Future

Sustainable development is development which meets the needs of the present
while not compromising the needs of the future. In this regard financial,
environmental, economic and social sustainability are all key objectives. In light of
this, new indicators must be compiled measuring both well-being and sustainability
in society, and used as an objective beside the traditional measures of GDP and GNP.

a) Combat climate change and protect the environment

Climate change remains the largest long-term challenge facing Ireland today. The
challenge of reducing Ireland’s fossil fuel emissions should not be postponed in the
face of the current recession. We believe that Ireland should adopt ambitious
statutory targets regarding the limitation of fossil fuel emissions, and introduce
taxation measures necessary to compensate for the full costs of resource extraction
and pollution. While the publication of the General Scheme of a Climate Action and
Low Carbon Development Bill 2013 was welcome, it only committed to already
existing EU2020 and Kyoto Protocol targets. Additionally, there are not adequate
sectoral targets or quantitative measures against which individual stakeholders can
measure their progress.

The economic crisis has, for obvious reasons, focused attention on economic growth
and financial stability. This should not come at the expense of the physical
environment, as the failure to tackle climate change now will have significant
impacts into the future, including on food production, regional and global
ecosystems, and on flood-prone countries.

b) Balanced Regional Development

A sustained recovery requires balanced regional development. The boom years saw
an attempt to redress growing regional imbalances in socio-economic development
through National Spatial Strategy (2002-2020), though it failed to do so, partly
because of Government’s own initiatives such as the decentralisation programme
for public servants (Meredith and van Egeraat, 2013).

During the recession, particular regions of Ireland have suffered more than others.
The unemployment rate in Dublin is the lowest in the country at 12% while the
South-East remains the hardest hit with an unemployment rate of 18.3% (CSO,
2013: 22). Rural areas have been severely impacted by cuts in services. The authors
believe that policy must ensure balanced regional development through the
provision of public services - including cultural, economic and social services - and
through capital spending projects, and the adoption of a new National Spatial
Strategy, which could be formulated through a deliberative national debate.

2. From Crisis to Viable Future Pathway 47



¢) New Indicators

Creating a sustainable Ireland requires the adoption of new indicators to measure
progress. GDP alone as a measure of progress is unsatisfactory, as it only describes
the monetary value of gross output, income and expenditure in an economy. The
Report by the Commission on the Measurement of Economic Performance and Social
Progress, led by Nobel prize winning economists Amartya Sen and Joseph Stiglitz
and established by President Sarkozy, argued that new indicators measuring
environmental, financial sustainability, well-being, and happiness are required.

The National Economic and Social Council (2009) has published the Well-Being
Matters report, which suggested that measures of well-being could be constructed
that capture data on six domains of people’s lives that contribute to well-being
including: economic resources; work and participation; relationships and care;
community and environment; health; and democracy and values. We believe that
a new social model should deploy such indicators alongside national accounting
measures. The OECD Global Project on Measuring the Progress of Society has
recommended a use of such indicators to inform evidence-based policies (Marrone,
2009: 23). They would serve as an alternate benchmark for success.

2.4 Conclusion

So, having set out our understanding of the economic crisis and the context within
which it developed, reflected on the responses to the crisis and its human and
economic cost, set out a policy framework for a new Ireland and provided some
details of the policy initiatives required under each of its five pillars we now move
on to look in much greater detail at key aspects of these five pillars.

We provide a fuller analysis of both the first pillar, macroeconomic stability, and
the second pillar, a just taxation system, in chapter 4 where we also set out a more
detailed set of policy proposals.

We address the third pillar, social protection, in chapters 3 - on income
distribution; 4 - taxation; 5 - work, unemployment and job creation; 6 - public
services; 7 - housing and accommodation; 8 - healthcare; and 9 - education and
educational disadvantage). On each of these we provide an analysis and critique of
the present situation, set out a vision for a fairer future and make a detailed set of
policy proposals aimed at moving in that direction.

The fourth pillar, governance is addressed in chapter 10, where we again provide
analysis and critique together with concrete policy proposals.

The fifth pillar, sustainability, is addressed in chapters 11 - sustainability; 12 - rural
development; and 13 - the global south following the same approach.
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3.
INCOME DISTRIBUTION

CORE POLICY OBJECTIVE: INCOME DISTRIBUTION

To provide all with sufficient income to live life with dignity. This would require enough
income to provide a minimum floor of social and economic resources in such a way
as to ensure that no person in Ireland falls below the threshold of social provision
necessary to enable him or her to participate in activities that are considered the
norm for society generally.

The persistence of high rates of poverty and income inequality in Ireland requires
greater attention than they currently receive. Tackling these problems effectively is
a multifaceted task. It requires action on many fronts, ranging from healthcare and
education to accommodation and employment. However, the most important
requirement in tackling poverty is the provision of sufficient income to enable
people to live life with dignity. No anti-poverty strategy can possibly be successful
without an effective approach to addressing low incomes.

This chapter addresses the issue of income in four parts. The first (section 3.1)
examines the extent and nature of poverty in Ireland today while the second
(section 3.2) profiles our income distribution. The final two sections address
potential remedies to these problems by outlining the issues and arguments
surrounding achieving and maintaining an adequate social welfare income (section
3.3) and the introduction of a basic income (section 3.4). All address issues related
to the achievement of one pillar of Social Justice Ireland’s Core Policy Framework (see
Chapter 2), ‘Enhancing Social Protection’.

3.1 Poverty

While there is still considerable poverty in Ireland, there has been much progress on
thisissue over recent years. Driven by increases in social welfare payments, particularly
payments to the unemployed, the elderly and people with disabilities, the rate of
poverty significantly declined between 2001 and 2009. However, the most recent data,
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analysed in this section, indicates that poverty has once again begun to increase. It
climbed from a record low level in 2009 to a higher level in 2010 and 2011, driven by
recent budgetary policy which reversed earlier social welfare increases. !

Data on Ireland’s income and poverty levels are now provided by the annual SILC
survey (Survey on Income and Living Conditions). This survey replaced the European
Household Panel Survey and the Living in Ireland Survey which had run throughout
the 1990s. Since 2003 the SILC / EU-SILC survey has collected detailed information
on income and living conditions from up to 120 households in Ireland each week;
giving a total sample of between 4,000 and 6,000 households each year.

Social Justice Ireland welcomes this survey and in particular the accessibility of the
data produced.® Because this survey is conducted simultaneously across all of the
EU states, the results are an important contribution to the ongoing discussion on
relative income and poverty levels across the EU. It also provides the basis for
informed analysis of the relative position of the citizens of member states. In
particular, this analysis is informed by a set of agreed indicators of social exclusion
which the EU Heads of Government adopted at Laeken in 2001. These indicators
(known as the updated-Laeken indicators) are calculated from the survey results and
cover four dimensions of social exclusion: financial poverty, employment, health
and education. They form the basis of the EU Open Method of Co-ordination for
social protection and social inclusion and the Europe 2020 poverty and social
exclusion targets.™

What is poverty?

The National Anti-Poverty Strategy (NAPS) published by government in 1997
adopted the following definition of poverty:

People are living in poverty if their income and resources (material, cultural and social)
are so inadequate as to preclude them from having a standard of living that is regarded
as acceptable by Irish society generally. As a result of inadequate income and resources
people may be excluded and marginalised from participating in activities that are
considered the norm for other people in society.

12 Trish household income data has been collected since 1973 and all surveys up to the
period 2008-2010 recorded poverty levels above 15 per cent.

3 However, we note the delay in publishing the 2012 results, the second such delay in
recent years. At a time when income and living standards data are central to much
public policy analysis and formation, it is crucial that the SILC data, from the 2013
survey onwards, returns to being published in a timely way.

4 For more information on these indicators see Nolan (2006:171-190).
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This definition was reiterated in the 2007 National Action Plan for Social Inclusion
2007-2016 (NAPinclusion).

Where is the poverty line?

How many people are poor? On what basis are they classified as poor? These and
related questions are constantly asked when poverty is discussed or analysed.

In trying to measure the extent of poverty, the most common approach has been to
identify a poverty line (or lines) based on people’s disposable income (earned
income after taxes and including all benefits). The European Commission and the
UN, among others, use a poverty line located at 60 per cent of median income. The
median disposable income is the income of the middle person in society’s income
distribution. This poverty line is the one adopted in the SILC survey. While the 60
per cent median income line has been adopted as the primary poverty line,
alternatives set at 50 per cent and 70 per cent of median income are also used to
clarify and lend robustness to assessments of poverty.

The most up-to-date data available on poverty in Ireland comes from the 2011 SILC
survey, conducted by the CSO." In that year the CSO gathered data from a
statistically representative sample of more than 4,300 households containing 11,005
individuals. The data gathered by the CSO is very detailed. It incorporates income
from work, welfare, pensions, rental income, dividends, capital gains and other
regular transfers. This data was subsequently verified anonymously using PPS
numbers.

According to the CSO, the median disposable income per adult in Ireland during
2011 was €18,148 per annum or €348.05 per week. Consequently, the income
poverty lines for a single adult derived from this are:

50 per cent line €174.03 a week
60 per cent line €208.84 a week
70 per cent line €243.65 a week

Updating the 60 per cent median income poverty line to 2014 levels, using published
CSO data on the growth in average earnings in 2012 (+0.5 per cent) and ESRI
projections for 2013 (+1.0 per cent) and 2014 (+1.4 per cent) produces a relative
income poverty line of €214.95 for a single person. In 2014, any adult below this

15 The CSO has delayed the release of the 2012 data (originally scheduled for late 2013).
This is due to be published before the end of April 2014 and once available will form
the basis of a Social Justice Ireland Policy Briefing on this topic.
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weekly income level will be counted as being at risk of poverty (CSO, 2013:6; Dufty,
FitzGerald, Timoney and Byrne, 2013:iii).

Table 3.1 shows what income corresponds to the poverty line for a number of
household types. The figure of €214.95 is an income per adult equivalent figure. It
is the minimum weekly disposable income (after taxes and including all benefits)
that one adult needs to be above the poverty line. For each additional adult in the
household this minimum income figure is increased by €141.87 (66 per cent of the
poverty line figure) and for each child in the household the minimum income figure
is increased by €70.93 (33 per cent of the poverty line). These adjustments reflect
the fact that as households increase in size they require more income to meet the
basic standard of living implied by the poverty line. In all cases a household below
the corresponding weekly disposable income figure is classified as living at risk of
poverty. For clarity, corresponding annual figures are also included.

Table 3.1: The Minimum Weekly Disposable Income Required to Avoid Poverty in
2014, by Household Types

Household containing: Weekly poverty line Annual poverty line
1 adult €214.95 €11,208
1 adult + 1 child €285.89 €14,907
1 adult + 2 children €356.82 €18,606
1 adult + 3 children €427.76 €22,304
2 adults €356.82 €18,606
2 adults + 1 child €427.76 €22,304
2 adults + 2 children €498.69 €26,003
2 adults + 3 children €569.62 €29,702
3 adults €498.69 €26,003

One immediate implication of this analysis is that most weekly social assistance rates
paid to single people are almost €27 below the poverty line.

16~ For example the poverty line for a household with 2 adults and 1 child would be
calculated as €214.95 + €141.87 + €70.93 = €427.76.
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How many have incomes below the poverty line?

Table 3.2 outlines the findings of various poverty studies since detailed poverty studies
commenced in 1994. Using the EU poverty line set at 60 per cent of median income,
the findings reveal that 16 out of every 100 people in Ireland were living in poverty in
2011. The table shows that the rates of poverty decreased significantly after 2001,
reaching a record low in 2009. These decreases in poverty levels were welcome. They
were directly related to the increases in social welfare payments delivered over the
Budgets spanning these years.” However poverty increased again in 2010 and 2011 as
the effect of budgetary changes to welfare and taxes, as well as wage reductions and
unemployment, drove more low income households into poverty.

Table 3.2: Percentage of population below various relative income poverty lines,

1994-2011
1994 1998 | 2001 | 2005 2007 | 2009 | 2010 2011
50% line 6.0 9.9 12.9 10.8 8.6 6.9 7.6 8.5

60% line| 15.6 19.8 21.9 18.5 16.5 | 14.1 14.7 16.0
70% line | 26.7 26.9 29.3 28.2 26.8 | 24.5 24.7 241

Source: CSO (2013:12) and Whelan et al (2003:12), using national equivalence scale.
Note: All poverty lines calculated as a percentage of median income.

Because it is sometimes easy to overlook the scale of Ireland’s poverty problem, it is
useful to translate the poverty percentages into numbers of people. Using the
percentages for the 60 per cent median income poverty line and population statistics
from CSO population estimates, we can calculate the numbers of people in Ireland
who have been in poverty for a number of years between 1994 and 2011. These
calculations are presented in table 3.3. The results give a better picture of just how
significant this problem really is in Ireland today.

17 See table 3.8 below for further analysis of this point.
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Table 3.3: The numbers of people below relative income poverty lines in Ireland,

1994-2011

% of persons Population Numbers

in poverty of Ireland in poverty

1994 15.6 3,585,900 559,400
1998 19.8 3,703,100 733,214
2001 21.9 3,847,200 842,537
2003 19.7 3,978,900 783,843
2004 19.4 4,045,200 784,769
2005 18.5 4,133,800 764,753
2006 17.0 4,232,900 719,593
2007 16.5 4,375,800 722,007
2008 14.4 4,485,100 645,854
2009 14.1 4,533,400 639,209
2010 14.7 4,554,800 669,556
2011 16.0 4,574,900 731,984

Source: Calculated using CSO on-line database population estimates, Whelan et al
(2003:12) and CSO SILC results for various years.
Note: Population estimates are for April of each year.

The table’s figures are telling. Compared to 10 years ago, 2004, there are over 50,000
less people in poverty; even accounting for the recent increases. Notably, over the
period from 2004-2008, the period corresponding with consistent Budget increases
in social welfare payments, almost 140,000 people left poverty. Despite this, since the
onset of the recession and its associated implications for incomes (earnings and
welfare), the number in poverty has increased once again, rising by 90,000 since 2009.

Furthermore, the fact that there are more than 730,000 people in Ireland living life
on a level of income that is this low remains a major concern. As shown above (see
table 3.1) these levels of income are low and those below them clearly face
difficulties in achieving what the NAPS described as “a standard of living that is
regarded as acceptable by Irish society generally”.

Annex 3 provides a more detailed profile of those groups in Ireland than are living
in poverty.
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The incidence of poverty

Figures detailing the incidence of poverty reveal the proportion of all those in
poverty that belong to particular groups in Irish society. Tables 3.4 and 3.5 report
all those below the 60 per cent of median income poverty line, classifying them by
their principal economic status. The first table examines the population as a whole,
including children, while the second table focuses exclusively on adults (using the
ILO definition of an adult as a person aged 16 years and above).

Table 3.4 shows that in 2011, the largest group of the population who are poor,
accounting for 25.8 per cent of the total, were children. The second largest group
were those working in the home (17.5 per cent). Of all those who are poor, 30.8 per
cent were in the labour force and the remainder (64.4 per cent) were outside the
labour market."

Table 3.4: Incidence of persons below 60% of median income by principal economic
status, 2003-2011

2003 2005| 2006 | 2007*| 2010 2011
At work 16.0 15.7 16.1 16.8 13.5 14.2
Unemployed 7.6 7.5 8.3 9.2 15.1 16.6
Students/school 8.6 13.4 15.0 14.1 12.3 14.7
On home duties 22.5 19.7 18.4 18.7 17.3 17.5
Retired 9.0 7.5 5.8 71 4.4 4.3
111/disabled 9.1 7.9 8.0 7.4 5.4 4.8
Children (under 16 years) 25.4 26.8 26.6 25.9 29.2 25.8
Other 1.9 1.6 1.8 0.8 2.8 21
Total 100.0| 100.0| 100.0| 100.0| 100.0| 100.0

Source: Collins (2006:141), CSO SILC Reports (2007:19; 2009:48; 2013:15).
Note: * Data for 2007 not excluding SSIA effect as not published by CSO.

8 This does not include the ill and people with a disability, some of whom will be active
in the labour force. The SILC data does not distinguish between those temporally
unable to work due to illness and those permanently outside the labour market due
to illness or disability.
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Table 3.5 looks at adults only and provides a more informed assessment of the nature
of poverty. This is an important perspective as children depend on adults for their
upbringing and support. Irrespective of how policy interventions are structured, it
is through adults that any attempts to reduce the number of children in poverty
must be directed. The table shows that in 2011 almost one-fifth of Ireland’s adults
with an income below the poverty line were employed. Overall, 41.5 per cent of
adults at risk of poverty in Ireland were associated with the labour market.

The incidence of being at risk of poverty amongst those in employment is
particularly alarming. Many people in this group do not benefit from Budget
changes in welfare or tax. They would be the main beneficiaries of any move to make
tax credits refundable, a topic addressed in Chapter 4.

Table 3.5: Incidence of adults (16yrs+) below 60% of median income by principal
economic status, 2003-2010

2003 | 2005| 2006 2007*| 2010 2011
Atwork 21.4 21.4 21.9 22.7 19.1 19.1
Unemployed 10.2 10.2 11.3 12.4 21.3 22.4
Students/school 11.5 18.3 20.4 19.0 17.4 19.8
On home duties 30.1 26.9 25.1 25.2 24.4 23.6
Retired 12.0 10.2 7.9 9.6 6.2 5.8
[1l/disability 12.2 10.8 10.9 10.0 7.6 6.5
Other 2.5 2.2 2.5 1.1 4.0 2.8
Total 100.0 100.0| 100.0| 100.0| 100.0 100.0

Source: Calculated from Collins (2006:141), CSO SILC Reports (2007:19; 2009:48;
2013:15).
Note: * Data for 2007 not excluding SSIA effect as not published by CSO.

Finally, table 3.6 examines the composition of poverty by household type. Given
that households are taken to be the ‘income receiving units’ (income flows into
households who then collectively live off that income) there is a value in assessing
poverty by household type. Social Justice Ireland welcomes the fact that the CSO has,
at our suggestion, begun to publish the SILC poverty data broken down by
household category, even though this data has yet to be released for the 2010 and
2011 SILC. From a policy making perspective this information is crucial as anti-
poverty policy is generally focused on households (households with children,
pensioner households, single person households etc.). The 2009 data shows that
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22.8 per cent of households which were at risk of poverty were headed by somebody
who was employed. Almost 44 per cent of households at risk of poverty were found
to be headed by a person outside the labour force."

Table 3.6: Households below 60% of median income classified by principal
economic status of head of household, 2004-2009

2004 2006 2007* 2008* 2009
At work 29.8 29.5 31.3 39.6 22.8
Unemployed 12.0 14.7 12.3 11.5 26.0
Students/school 2.8 4.6 5.1 41 5.4
On home duties 28.0 30.7 28.7 25.7 26.7
Retired 13.5 8.5 10.9 7.9 6.6
111/disabled 12.0 11.5 11.2 10.1 10.9
Other 1.9 0.7 0.4 1.1 1.6
Total 100.0 100.0 100.0 100.0 100.0

Source: CSO SILC Reports (2007:39; 2008:36; 2009:49; 2010:49)
Note: * Data for 2007 and 2008 not excluding SSIA effect as not published by CSO.

The Scale of Poverty - Numbers of People

As the three tables in the last section deal only in percentages it is useful to transform
these proportions into numbers of people. Table 3.3 revealed that 731,984 people
were living below the 60 per cent of median income poverty line in 2011. Using this
figure, table 3.7 presents the number of people in poverty in that year within various
categories. Comparable figures are also presented for 2005, 2009 and 2010.

The data in table 3.7 is particularly useful in the context of framing anti-poverty
policy. Groups such as the retired and the ill/disabled, although carrying a high risk
of poverty, involve much smaller numbers of people than groups such as adults who
are employed (the working poor), people on home duties and children/students.
The primary drivers of the 2005-09 poverty reductions were increasing incomes
among those who are on home duties, those who are classified as ill/disabled, the
retired and children. Between 2005 and 2009 the numbers of workers in poverty
declined while the numbers of unemployed people in poverty notably increased.

9 Those on home duties, students and school attendees, retired plus a proportion of the
ill and disabled.
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This reflected the rise in unemployment in the labour market as a whole during
those years. As the table shows, the increase in poverty between 2009 and 2011 can
be principally explained by the increase in poverty among people with jobs, people
who are unemployed and children.

Table 3.7: Poverty Levels Expressed in Numbers of People, 2005-2011

2005 2009 2010 2011
Overall 764,753 639,209 669,556 731,984
Adults
On home duties 150,656 115,058 115,833 128,097
Unemployed 57,356 82,458 101,103 121,509
Students/school 102,477 93,325 82,355 107,602
At work 120,066 91,407 90,390 103,942
1ll/disabled 60,415 40,909 36,156 35,135
Retired 57,356 30,043 29,460 31,475
Other 12,236 9,588 18,748 15,372
Children
Children (under 16 yrs) 204,954 176,422 195,510 188,852
Children (under 18 yrs) n/a 223,084 226,979 232,039

Source: Calculated using CSO SILC Reports (2013:15; 2006:13) and data from table 3.3.

Poverty and social welfare recipients

Social Justice Ireland believes in the very important role that social welfare plays in
addressing poverty. As part of the SILC results the CSO has provided an interesting
insight into the role that social welfare payments play in tackling Ireland’s poverty
levels. It has calculated the levels of poverty before and after the payment of social
welfare benefits.

Table 3.8 shows that without the social welfare system almost 51 per cent of the Irish
population would have been living in poverty in 2011. Such an underlying poverty
rate suggests a deeply unequal distribution of direct income - an issue we address
further in the income distribution section of this chapter. In 2011, the actual poverty
figure of 16 per cent reflects the fact that social welfare payments reduced poverty
by almost 35 percentage points.
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Looking at the impact of these payments on poverty over time, it is clear that the
increases in social welfare over the period 2005-2007 yielded noticeable reductions
in poverty levels. The small increases in social welfare payments in 2001 are reflected
in the smaller effects achieved in that year. Conversely, the larger increases, and
therefore higher levels of social welfare payments, in subsequent years delivered
greater reductions. This has occurred even as poverty levels before social welfare
increased. A recent report by Watson and Maitre (2013) examined these effects in
greater detail and noted the effectiveness of social welfare payments, with child
benefit and the growth in the value of social welfare payments, playing a key role in
reducing poverty levels up until 2009.

Table 3.8: The role of social welfare (SW) payments in addressing poverty

2001 2005 2007 | 2009 2010 2011

Poverty pre SW 35.6 40.1 41.0 46.2 50.2 50.7
Poverty post SW 21.9 18.5 16.5 14.1 14.7 16.0
The role of SW -13.7 -21.6| -24.5| -321| -35.5 -34.7

Source: CSO SILC Reports (2006:7; 2013:12) using national equivalence scale.

As social welfare payments do not flow to everybody in the population, it is interesting
to examine the impact they have on alleviating poverty among certain groups, such
as older people, for example. Using data from SILC 2009, the CSO found that without
any social welfare payments 88 per cent of all those aged over 65 years would have
been living in poverty. Benefit entitlements reduce the poverty level among this group
to 9.6 per cent in 2009. Similarly, social welfare payments (including child benefit)
reduce poverty among those under 18 years of age from 47.3 per cent to 18.6 per cent
- a 60 per cent reduction in poverty risk (CSO, 2010:47).2° These findings, combined
with the social welfare impact data in table 3.8, underscore the importance of social
transfer payments in addressing poverty; a point that needs to be borne in mind as
Government continues to address Ireland’s ongoing crisis.

Analysis in Annex 3 (see table A3.1 and the subsequent analysis) shows that many
of the groups in Irish society which experienced increases in poverty levels over the
last decade have been dependent on social welfare payments. These include
pensioners, the unemployed, lone parents and those who are ill or have a disability.
Table 3.9 presents the results of an analysis of five key welfare recipient groups
performed by the ESRI using poverty data for five of the years between 1994 and

20 This data has not been updated in the SILC publication for 2011 or the CSO revision
of SILC for 2010.
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2001. These are the years that the Irish economy grew fastest and the core years of
the famed ‘Celtic Tiger’ boom. Between 1994 and 2001 all categories experienced
large growth in their poverty risk. For example, in 1994 only five out of every 100
old age pension recipients were in poverty. In 2001 this had increased ten-fold to
almost 50 out of every 100. The experience of widow’s pension recipients is similar.

Table 3.9: Percentage of persons in receipt of welfare benefits/assistance who
were below the 60 per cent median income poverty line,
1994/1997,/1998,/2000/2001

1994 1997 1998 2000 2001
Old age pension 5.3 19.2 30.7 42.9 49.0
Unemployment
benefit/assistance 23.9 30.6 44.8 40.5 43.1
Illness/disability 10.4 25.4 38.5 48.4 49.4
Lone Parents
allowance 25.8 38.4 36.9 42.7 39.7
Widow’s pension 5.5 38.0 49.4 42.4 421

Source: Whelan et al (2003: 31)

Table 3.9 highlights the importance of adequate social welfare payments to prevent
people becoming at risk of poverty. Over the period covered by these studies, groups
similar to Social Justice Ireland repeatedly pointed out that these payments had failed
to rise in proportion to earnings elsewhere in society. The primary consequence of
this was that recipients slipped further and further back and as a consequence more
and more fell into poverty. It is clear that adequate levels of social welfare need to
be maintained to ensure that the mistakes of the past are not repeated. We outline
our proposals for this later in this chapter.

The poverty gap

As part of the 2001 Laeken indicators, the EU asked all member countries to begin
measuring their relative “at risk of poverty gap”. This indicator assesses how far
below the poverty line the income of the median (middle) person in poverty is. The
size of that difference is calculated as a percentage of the poverty line and therefore
represents the gap between the income of the middle person in poverty and the
poverty line. The higher the percentage figure, the greater the poverty gap and the
further people are falling beneath the poverty line. As there is a considerable
difference between being 2 per cent and 20 per cent below the poverty line this
approach is significant
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Table 3.10: The Poverty Gap, 2003-2011
2003| 2004 2005 2006 | 2007*| 2009 2011
Poverty gap size 21.5 19.8 20.6 17.5 17.4 16.2 19.6

Source: CSO SILC reports (2008:16; 2013:12)
Note: * Data for 2007 not excluding SSIA effect as not published by CSO.

The SILC results for 2011 show that the poverty gap was 19.6 per cent, compared to
17.7 per cent in 2010 (not in table) and 16.2 per cent in 2009. Over time, the gap had
decreased from a figure of 21.5 per cent in 2003. The 2011 poverty gap figure implies
that 50 per cent of those in poverty had an equivalised income below 80.4 per cent
of the poverty line. Watson and Maitre (2013:39) compared the size of the market
income poverty gap over the years 2004, 2007 and 2011. Adjusting for changes in
prices, they found that in 2011 terms the gap was €261 for households below the
poverty line, an increase from a figure of €214 in 2004. They also found that after
social transfers, those remaining below the poverty line were further from that
threshold in 2011 than in 2004.

As the depth of poverty is an important issue, we will monitor closely the movement
of this indicator in future editions of the SILC. It is crucial that, as part of Ireland’s
approach to addressing poverty, this figure declines in the future. It is of concern
that recent figures once again record increases.

Poverty and deprivation

Income alone does not tell the whole story concerning living standards and
command over resources. As we have seen in the NAPS definition of poverty, it is
necessary to look more broadly at exclusion from society because of a lack of
resources. This requires looking at other areas where ‘as a result of inadequate
income and resources people may be excluded and marginalised from participating
in activities that are considered the norm for other people in society’ (NAPS, 1997).
Although income is the principal indicator used to assess wellbeing and ability to
participate in society, there are other measures. In particular, these measures assess
the standards of living people achieve by assessing deprivation through use of
different indicators. To date, assessments of deprivation in Ireland have been limited
and confined to a small number of items. While this is regrettable, the information
gathered is worth considering.
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Table 3.11: Levels of deprivation for eleven items among the population and those
in poverty, 2011 (%)

Total Those in
Pop Poverty*

Without heating at some stage in the past year 12.2 21.7
Unable to afford a morning, afternoon or evening

out in the last fortnight 21.1 35.8
Unable to afford two pairs of strong shoes 3.1 5.2
Unable to afford a roast once a week 6.7 9.3
Unable to afford a meal with meat, chicken or fish

every second day 2.8 5.8
Unable to afford new (not second-hand) clothes 7.3 16.3
Unable to afford a warm waterproof coat 2.2 4.6
Unable to afford to keep the home adequately warm 6.8 11.9
Unable to replace any worn out furniture 21.7 34.3

Unable to afford to have family or friends for a
drink or meal once a month 14.8 26.5

Unable to afford to buy presents for family or
friends at least once a year 5.8 13.3

Source: CSO (2013:14)
Note: * Poverty as measured using the 60 per cent median income poverty line.

Deprivation in the SILC survey

Since 2007 the CSO has presented 11 measures of deprivation in the SILC survey,
compared to just eight before that. While this increase is welcome, Social Justice
Ireland and others have expressed serious reservations about the overall range of
measures employed. We believe that a whole new approach to measuring
deprivation should be developed. Continuing to collect information on a limited
number of static indicators is problematic in itself and does not present a true picture
of the dynamic nature of Irish society.

The details presented in table 3.11, therefore, should be seen in the context of the
above reservation. The table shows that in 2011 the rates of deprivation recorded
across the set of 11 items varied between 2 and 21 per cent of the Irish population.
Overall 59.8 per cent of the population were not deprived of any item, while 15.7
per cent were deprived of one item, 9.2 per cent were without two items and 15.4
per cent were without three or more items. It is of interest that from 2007 onwards,
as the economic crisis unfolded, the proportion of the population which
experienced no deprivation has fallen steadily from 75.6 per cent in 2007 to 63.9
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per cent in 2010 and 59.8 per cent in 2011. Simultaneously, the proportion of the
population experiencing deprivation of two or more items has more than doubled,
increasing from 11.8 per cent in 2007 to 24.5 per cent in 2011 (CSO, 2013:13).

Deprivation and poverty combined: consistent poverty

‘Consistent poverty’ combines deprivation and poverty into a single indicator. It
does this by calculating the proportion of the population simultaneously
experiencing poverty and registering as deprived of two or more of the items in table
3.11. As such, it captures a sub-group of the poor.

The 2007 SILC data marked an important change for this indicator. Coupled with
the expanded list of deprivation items, the definition of consistent poverty was
changed. From 2007 onwards, to be counted as experiencing consistent poverty
individuals must be both below the poverty line and experiencing deprivation of at
least two items. Up to 2007 the criteria was below the poverty line and deprivation
of at least one item. The National Action Plan for Social Inclusion 2007-2016
(NAPinclusion) published in early 2007 set its overall poverty goal using this earlier
consistent poverty measure. One of its aims was to reduce the number of people
experiencing consistent poverty to between 2 per cent and 4 per cent of the total
population by 2012, with a further aim of totally eliminating consistent poverty by
2016. A revision to this target was published as part of the Government’s National
Reform Programme 2012 Update for Ireland (2012). The revised poverty target is to
reduce the numbers experiencing consistent poverty to 4 per cent by 2016 and to 2
per cent or less by 2020. Social Justice Ireland participated in the consultation process
on the revision of this and other poverty targets. While we agree with the revised
2020 consistent poverty target (it is not possible to measure below this 2 per cent
level using survey data) we have proposed that this target should be accompanied
by other targets focused on the overall population and vulnerable groups.?! These
are outlined at the end of this chapter.

Using these new indicators and definition, the 2011 SILC data indicates that 6.9 per
cent of the population experience consistent poverty, an increase from 4.2 per cent
in 2008 and 5.5 per cent in 2009 (CSO, 2013:12). In terms of the population, the
2011 figures indicate that just over 315,000 people live in consistent poverty. Over
time, the reality of the current recession and its austerity measures are pushing
Ireland further away from these targets.

Annex 3 also examines the experience of people who are in food poverty, fuel
poverty alongside an assessment of the research on minimum incomes standards
in Ireland.

2l See also Leahy et al (2012:61).

3. Income Distribution 63



Moving to Persistent Poverty

Social Justice Ireland is committed to using the best and most up-to-date data in its
ongoing socio-economic analysis of Ireland. We believe that to do so is crucial to
the emergence of accurate evidence-based policy formation. It also assists in
establishing appropriate and justifiable targeting of state resources.

Among the EU Laeken indicators mentioned earlier is an indicator of persistent
poverty. This indicator measures the proportion of those living below the 60 per cent
of median income poverty line in the current year and for two of the three preceding
years. Persistent poverty, therefore, identifies those who have experienced sustained
exposure to poverty which is seen to harm their quality of life seriously and to increase
their levels of deprivation. To date the Irish SILC survey has not produced any detailed
results and breakdowns for this measure. We regret the unavailability of this data and
note that there remain some sampling and technical issues impeding its annual
publication. Social Justice Ireland believes that this data should be used as the primary
basis for setting poverty targets and monitoring changes in poverty status. Existing
measures of relative and consistent poverty should be maintained as secondary
indicators. As the persistent poverty indicator will identify the long-term poor, we
believe that the CSO should produce comprehensive breakdowns of those in
persistent poverty, similar to the approach it currently takes with relative income
poverty. Presently, if there are impediments to the annual production of this indicator,
they should be addressed and the SILC sample augmented if required. A measure of
persistent poverty is long overdue and a crucial missing piece in societies knowledge
of households and individuals on low income.

Poverty: a European perspective

It is helpful to compare Irish measures of poverty with those elsewhere in Europe.
Eurostat, the European Statistics Agency, produces comparable ‘at risk of poverty’
figures (proportions of the population living below the poverty line) for each EU
member state. The data is calculated using the 60 per cent of median income poverty
line in each country. Comparable EU-wide definitions of income and equivalence
scale are used.?? The latest data available is for the year 2012 for all member states
except Ireland.

As table 3.12 shows, Irish people experience a below average risk of poverty when
compared to all other EU member states. Eurostat’s 2008 figures marked the first
time Ireland’s poverty levels fell below average EU levels. This phenomenon was
driven, as outlined earlier in this review, by sustained increases in welfare payments

22 Differences in definitions of income and equivalence scales result in slight differences
in the poverty rates reported for Ireland when compared to those reported earlier
which have been calculated by the CSO using national definitions of income and the
Irish equivalence scale.

64 Socio-Economic Review 2014



in the years prior to 2008. Ireland’s poverty levels remained below average EU levels
since then to 2011, although over that time poverty rates increased. In 2012, across
the EU, the highest poverty levels were found in the recent accession countries of
Bulgaria and Romania and the two countries caught up in the EU-wide economic
crash - Spain and Greece. The lowest levels were in Denmark, the Netherlands and
the Czech Republic.

Table 3.12: The risk of poverty in the European Union in 2012

Country Poverty Risk | Country Poverty Risk
Greece 23.1 | Luxembourg 15.1
Romania 22.6 | Belgium 14.8
Spain 22.2 | Cyprus 14.7
Bulgaria 21.2 | Austria 14.4
Croatia 20.5 | Sweden 14.1
Italy 19.4 | France 14.1
Latvia 19.2 | Hungary 14.0
Lithuania 18.6 | Slovenia 13.5
Portugal 17.9 | Slovakia 13.2
Estonia 17.5 | Finland 13.2
Poland 17.1 | Denmark 13.1
UK 16.2 | Netherlands 10.1
Germany 16.1 | Czech Rep 9.6
IRELAND 15.2 | EU-27 average 16.9
Malta 15.1 | EU-28 average 16.9

Source: Eurostat online database
Note: Table uses the most up-to-date comparable data available for countries and
corresponds to the year 2012 for all countries except Ireland where the value is for 2011.

The average risk of poverty in the EU-28 for 2012 was 16.9 per cent. Chart 3.1 further
develops the findings of table 3.12 and shows the difference between national
poverty risk levels and the EU-28 average.

While there have been some reductions in poverty in recent years across the EU, the
data does suggest that poverty remains a large and ongoing EU-wide problem. In
2012 the average EU-28 level implied that 84.9 million people are in poverty across
the EU.
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Chart 3.1: Percentage difference in National Poverty risk from EU-28 average
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Source: Eurostat online database
Note: Chart uses the most up-to-date comparable data available for countries and
corresponds to the year 2012 for all countries except Ireland where the value is for 2011.
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Europe 2020 Strategy - Risk of Poverty or Social Exclusion

As part of the Europe 2020 Strategy, European governments have begun to adopt
policies to target these poverty levels and are using as their main benchmark the
proportion of the population at risk of poverty or social exclusion. This indicator
has been defined by the European Council on the basis of three indicators: the
aforementioned ‘at risk of poverty’ rate after social transfers; an index of material
deprivation;* and the percentage of people living in households with very low work
intensity.24 It is calculated as the sum of persons relative to the national population
who are at risk of poverty or severely materially deprived or living in households
with very low work intensity, where a person is only counted once even if recorded
in more than one indicator. 2°

Table 3.13: People at risk of poverty or social exclusion,
Ireland and the EU 2007-2012

2007 2009 2011 2012
Ireland % Population 231 25.7 29.4 n/a
Ireland 000s people 1,005 1,150 1,319 n/a
EU % Population* 24.4 23.2 24.3 24.8
EU 000s people* 119,360 114,328 121,543 124,229

Source: Eurostat online database

Notes: 2012 data for Ireland has yet to be submitted by the CSO to Eurostat.
EU data for 2007 and 2009 is for the EU-27, 2011 and 2012 data are for the EU-28
(including Croatia)

Table 3.13 summarises the latest data on this indicator for Europe and chart 3.2
summarises the latest Irish data (which is for 2011). While Social Justice Ireland regrets
that the Europe 2020 process shifted its indicator focus away from an exclusive
concentration on the ‘at risk of poverty’ rate, we welcome the added attention at a
European level to issues regarding poverty, deprivation and joblessness. Together with
Caritas Europa, we have initiated a process to monitor progress on this strategy over

23 Material deprivation covers indicators relating to economic strain and durables.

Severely materially deprived persons have living conditions severely constrained by a
lack of resources. They experience at least 4 out of 9 listed deprivations items.
(Eurostat, 2012)

People living in households with very low work intensity are those aged 0-59 living
in households where the adults (aged 18-59) work less than 20% of their total work
potential during the past year (Eurostat, 2012)

See European Commission (2011) for a more detailed explanation of this indicator.

24

25
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the years to come (Mallon and Healy, 2012 and Leahy et al, 2012). However, it is clear
already that the austerity measures which are being pursued in many EU countries
will result in the erosion of social services and lead to the further exclusion of people
who already find themselves on the margins of society. This is in direct contradiction
to the inclusive growth focus of the Europe 2020 Strategy. It is reflected in the figures
in table 3.13 which show an increase in risk levels in 2011 and 2012.

Chart 3.2: Population at risk of poverty or social exclusion, Ireland 2011
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Source: Compiled from Eurostat online database
Note: 2012 data for Ireland has yet to be submitted by the CSO to Eurostat.

3.2 Income Distribution

As previously outlined, despite some improvements poverty remains a significant
problem. The purpose of economic development should be to improve the living
standards of all of the population. A further loss of social cohesion will mean that
large numbers of people continue to experience deprivation and the gap between
them and the better-off will widen. This has implications for all of society, not just
those who are poor, a reality that has begun to receive welcome attention recently.

Analysis of the annual income and expenditure accounts yields information on trends
in the distribution of national income. However, the limitations of this accounting
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system need to be acknowledged. Measures of income are far from perfect gauges of a
society. They ignore many relevant non-market features, such as volunteerism, caring
and environmental protection. Many environmental factors, such as the depletion
of natural resources, are registered as income but not seen as a cost. Pollution is not
registered as a cost but cleaning up after pollution is seen as income. Increased
spending on prisons and security, which are a response to crime, are seen as increasing
national income but not registered as reducing human well-being.

The point is that national accounts do not include items that cannot easily be
assigned a monetary value. But progress cannot be measured by economic growth
alone. Many other factors are required, as we highlight elsewhere in this review.?¢
However, when judging economic performance and making judgements about how
well Ireland is really doing, it is important to look at the distribution of national
income as well as its absolute amount.?”

Ireland’s income distribution: latest data

The most recent data on Ireland’s income distribution, from the 2011 SILC survey,
is summarised in chart 3.3. It examines the income distribution by household
deciles, starting with the 10 per cent of households with the lowest income (the
bottom decile) up to the 10 per cent of households with the highestincome (the top
decile). The data presented is for disposable income. This is the amount of money
households have in their pocket to spend after they have received any
employment/pension income, paid all their income taxes and received any welfare
entitlements.

26 We return to critique National Income statistics in chapter 11. There, we also propose
some alternatives.
27 We examine the issue of the world’s income and wealth distribution in chapter 13.

3. Income Distribution 69



Chart 3.3: Ireland’s Income Distribution by 10% (decile) group, 2011
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Source: Collins (2013)

In 2011, the top 10 per cent of Irish households received 24.85 per cent of the total
disposable income while the bottom decile received 2.05 per cent. Collectively, the
poorest 50 per cent of households received a very similar share (25.04 per cent) to
the top 10 per cent. Overall the share of the top 10 per cent is more than 12 times
the share of the bottom 10 per cent. Table 3.14 outlines the cash values of these
income shares in 2011. It shows that the top 10 per cent of households receive an
average weekly disposable income (after all taxes and having received all benefits)
of just under €2,000 while the bottom decile receives €165 per week. In 2011, the
average household disposable income was €801 a week / €41,798 per annum (CSO,
2012: 10). While the nominal value of these shares has declined in recent years, the
spread of income reflected in the table has become more unequal according to the
CSOs 2011 SILC report. An examination of income distribution over the period 1987-
2011 is provided in annex 3.
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Table 3.14: Amounts of disposable income, by decile in 2011

Decile Weekly disposable income | Annual disposable income
Bottom €164.70 €8,588
2nd €292.15 €15,234
3rd €412.27 €21,497
4th €512.24 €26,710
Sth €626.51 €32,668
6™h €735.99 €38,377
7th €889.89 €46,401
8th €1,067.94 €55,685
9th €1,322.30 €68,949
Top €1,992.14 €103,876

Source: Calculated from Collins (2013:4).
Note: Annual figures are rounded to the nearest Euro to ease interpretation.

Direct income distribution

It is noteworthy that Ireland’s disposable income distribution (after redistribution
through taxes and transfers) has been largely static despite improvements in welfare
payments which reduced poverty, as highlighted in table 3.8. The implication of
this is that simultaneous with improvements in welfare payments and redistributive
taxes, the underlying distribution of direct or market income has become more
unequal. Collins and Kavanagh (2006: 155, 162) highlighted the ‘marked increase
in the level of direct income inequality’ over the period from 1973 to 2004.

Table 3.15 suggests that the level of direct income inequality has continued to widen.
Over the period from 1987 to 2011 the direct income shares of all deciles except the
top two have declined. Compared to the situation in 1987, the gap between the
bottom and top deciles has dramatically widened. By 2011 the share of the top 10
per cent was more than four and a half times that of the bottom 50 per cent. While
the role of the redistribution system is to intervene and address this inequality via
taxation and welfare payments, the fact that the underlying income inequality
continues to worsen suggests that the challenges faced by the redistribution system
have become much greater over time.
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Table 3.15: The distribution of household direct income, 1987-2011 (%)

Decile 1987 2004 2011
Bottom 0.38 0.19 0.33
2nd 1.00 0.48 0.46
3rd 1.40 1.05 1.13
4th 3.30 2.64 2.33
Sth 6.10 5.70 3.83
6t 8.70 8.65 6.66
7th 11.60 11.49 10.23
8t 15.09 14.96 15.00
9th 20.08 19.54 21.84
Top 32.46 35.31 38.17
Total 100.00 100.00 100.00
Bottom 20% 1.38 0.67 0.79
Bottom 50% 12.08 10.06 8.05
Top 10:Bot 10 85 times 185 times 116 times

Source: Collins and Kavanagh (2006:155) and Collins (2013:2)
Note: Data for 1987 is from the Household Budget Survey, 2004 and 2011 data from SILC.

Income distribution: a European perspective

Another of the indicators adopted by the EU at Laeken assesses the income
distribution of member states by comparing the ratio of equivalised disposable
income received by the bottom quintile (20 per cent) to that of the top quintile. This
indicator reveals how far away from each other the shares of these two groups are -
the higher the ratio, the greater the income difference. Table 3.16 presents the most
up-to-date results of this indicator for the 28 EU states. The data indicate that the
Irish figure increased to 4.6 from a ratio of 4.2 in 2009, reflecting the already noted
increase in income inequality in 2011. Ireland now has a ratio just below the EU
average and, given recent economic and budgetary policy, this looks likely to persist
and may even worsen. Overall, the greatest differences in the shares of those at the
top and bottom of income distribution are found in many of the newer and poorer
member states. However, some EU-15 members, including the Spain, Greece,
Portugal, Italy and the UK also record large differences.
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Table 3.16: Ratio of Disposable Income received by bottom quintile to that of the
top quintile in the EU-28

Country Ratio | Country Ratio
Spain 7.2 | France 4.5
Greece 6.6 | Germany 4.3
Latvia 6.5 | Austria 4.2
Romania 6.3 | Luxembourg 4.1
Bulgaria 6.1 | Hungary 4.0
Portugal 5.8 | Belgium 3.9
Italy 5.5 | Malta 3.9
Estonia 5.4 | Slovakia 3.7
Croatia 5.4 | Finland 3.7
United Kingdom 5.4 | Sweden 3.7
Lithuania 5.3 | Netherlands 3.6
Poland 4.9 | Czech Republic 3.5
Cyprus 4.7 | Slovenia 3.4
IRELAND 4.6 | EU-27 average 5.1
Denmark 4.5 | EU-28 average 5.1

Source: Eurostat online database
Note: Chart uses the most up-to-date comparable data available for countries and
corresponds to the year 2012 for all countries except Ireland where the value is for 2011.

A further measure of income inequality is the Gini coefficient, which ranges from
0 to 100 and summarises the degree of inequality across the entire income
distribution (rather than just at the top and bottom).?® The higher the Gini
coefficient score the greater the degree of income inequality in a society. As table
3.17 shows, over time income inequality has been reasonably static in the EU as a
whole, although within the EU there are notable differences. Countries such as
Ireland cluster around or just above the average EU score and differ from other high-
income EU member states which record lower levels of inequality. As the table
shows, the degree of inequality is at a notably lower scale in countries like Finland,
Sweden and the Netherlands. For Ireland, the key point is that despite the
aforementioned role of the social transfer system, the underlying degree of direct
income inequality dictates that our income distribution remains much more
unequal than in many of the EU countries we wish to emulate in term of economic
and social development.

28 See Collins and Kavanagh (2006: 159-160) who provide a more detailed explanation
of this measure.
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Table 3.17: Gini coefficient measure of income inequality for selected EU states,

2005-2011

2005 2007| 2008 2009 2011 2012
EU-27/28 30.6 30.6 30.9 30.5 30.8 30.6
IRELAND 31.9 31.3 29.9 28.8 29.8 n/a
UK 34.6 32.6 33.9 32.4 33.0 32.8
France 27.7 26.6 29.8 29.9 30.8 30.5
Germany 26.1 30.4 30.2 29.1 29.0 28.3
Sweden 23.4 23.4 24.0 24.8 24.4 24.8
Finland 26.0 26.2 26.3 25.9 25.8 25.9
Netherlands 26.9 27.6 27.6 272 25.8 25.4

Source: Eurostat online database
Notes: The Gini coefficient ranges from 0-100 with a higher score indicating a higher level
of inequality.

The table uses the most up-to-date comparable data available for countries and
corresponds to the year 2012 for all countries except Ireland, where the value is for
2011.

EU data for 2005-2009 is for the EU-27, 2011 and 2012 data are for the EU-28
(including Croatia)

3.3 Maintaining an Adequate Level of Social Welfare

From 2005 onwards, there was major progress on benchmarking social welfare
payments. Budget 2007 benchmarked the minimum social welfare rate at 30 per
cent of Gross Average Industrial Earnings (GAIE). This was a key achievement and
one that we correctly predicted would lead to reductions in poverty rates,
complementing those already achieved and detailed earlier. Annex 3 outlines how
this significant development occurred.

Setting a Benchmark: 2011 onwards

In late 2007 the CSO discontinued its Industrial Earnings and Hours Worked dataset
and replaced it with a more comprehensive set of income statistics for a broader set
of Irish employment sectors. The end of that dataset also saw the demise of the GAIE
figure from Irish official statistics. It has been replaced with a series of measures,
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including a new indicator measuring average earnings across all the employment
sectors now covered. While the improvement to data sources is welcome, the end
of the GAIE figure poses problems for continuing to calculate the social welfare
benchmark. To this end, Social Justice Ireland commissioned a report in late 2010 to
establish an appropriate way of continuing to calculate this benchmark.

A report entitled ‘Establishing a Benchmark for Ireland’s Social Welfare Payments’
(Collins, 2011) is available on Social Justice Ireland’s website. It established that 30
per cent of GAIE is equivalent to 27.5 per cent of the new average earnings data being
collected by the CSO. A figure of 27.5 per cent of average earnings is therefore the
appropriate benchmark for minimum social welfare payments and reflects a
continuation of the previous benchmark using the new CSO earnings dataset.

Table 3.18 applies this benchmark using CSO data for the third quarter of 2013
(published February 2014). The data is updated using ESRI projections for wage
growth in 2014 (1.4 per cent); an update for 2015 won’t be available until later in
2014 when the ESRI publish wage growth projections for 2015. Between 2012 and
2013 average earnings declined, from €691.93 to €677.13, driven by public sector pay
reductions (Haddington Road Agreement).

In 2014 27.5 per cent of average weekly earnings equals €188.82, marginally more
than the current minimum social welfare rate of €188. The figure is likely to increase
further for 2015 implying that the appropriate budgetary policy in Budget 2015
(October 2014) would be to increase minimum social welfare rates to ensure
equivalence with 27.5 per cent of average weekly earnings. This would address some
of the losses in buying power over recent years and maintain the benchmark. We
will develop this proposal further in our pre-Budget submission in mid-2014.

Table 3.18: Benchmarking Social Welfare Payments for 2014 (€) Year

Average Weekly 27.5% of Average
Earnings Weekly Earnings

2012* 691.93 190.28
2013* 677.13 186.21
2014** 686.61 188.82

Notes: * actual data from CSO average earnings Q3 of each year
** simulated value based on CSO data and ESRI QEC wage growth projections
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Individualising social welfare payments

The issue of individualising payments so that all recipients receive their own social
welfare payments has been on the policy agenda in Ireland and across the EU for
several years. Social Justice Ireland welcomed the report of the Working Group,
Examining the Treatment of Married, Cohabiting and One-Parent Families under the Tax
and Social Welfare Codes, which addressed some of these individualisation issues.

At present the welfare system provides a basic payment for a claimant, whether that
be, for example, for a pension, a disability payment or a job-seeker’s payment. It then
adds an additional payment of about two-thirds of the basic payment for the second
person. For example, following Budget 2014, a couple on the lowest social welfare
rate receives a payment of €312.80 per week. This amount is approximately 1.66
times the payment for a single person (€188). Were these two people living
separately they would receive €188 each; giving a total of €376. Thus by living as a
household unit such a couple receive a lower income than they would were they to
live apart.

Social Justice Ireland believes that this system is unfair and inequitable. We also
believe that the system as currently structured is not compatible with the Equal
Status Acts. People, more often than not, women, are disadvantaged by living as part
of a household unit because they receive a lower income. We believe that where a
couple is in receipt of welfare payments, the payment to the second person should
be increased to equal that of the first. Such a change would remove the current
inequity and bring the current social welfare system in line with the terms of the
Equal Status Acts (2000-2004). An effective way of doing this would be to introduce
a basic income system which is far more appropriate for the world of the 21st
century.

3.4 Basic Income

Over the past 12 years major progress has been achieved in building the case for the
introduction of a basic income in Ireland. This includes the publication of a Green
Paper on Basic Income by the Government in September 2002 and the publication of
a book by Clark entitled The Basic Income Guarantee (2002). A major international
conference on basic income was held in Dublin during Summer 2008 at which more
than 70 papers from 30 countries were presented. These are available on Social Justice
Ireland’s website. More recently, Healy et al (2012) have provided an initial set of
costing for a basic income and new European and Irish Basic Income networks have
emerged.?

¥ These networks are the European Citizens’ Initiative for Unconditional Basic Income
and Basic Income Ireland.
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The case for a basic income

Social Justice Ireland has consistently argued that the present tax and social welfare
systems should be integrated and reformed to make them more appropriate to the
changing world of the 21st century. To this end we have sought the introduction of
a basic income system. This proposal is especially relevant at the present moment
of economic upheaval.

A basic income is an income that is unconditionally granted to every person on an
individual basis, without any means test or work requirement. In a basic income
system every person receives a weekly tax-free payment from the Exchequer while
all other personal income is taxed, usually at a single rate. The basic-income
payment would replace income from social welfare for a person who is unemployed
and replace tax credits for a person who is employed.

e Basic income is a form of minimum income guarantee that avoids many of the
negative side-effects inherent in social welfare payments. A basic income differs
from other forms of income support in that:

e [tispaid to individuals rather than households;
» Itis paid irrespective of any income from other sources;

e It is paid without conditions; it does not require the performance of any work
or the willingness to accept a job if offered one; and

e Itisalways tax free.

There is real danger that the plight of large numbers of people excluded from the
benefits of the modern economy will be ignored. Images of rising tides lifting all
boats are often offered as government’s policy makers and commentators assure
society that prosperity for all is just around the corner. Likewise, the claim is often
made that a job is the best poverty fighter and consequently priority must be given
to securing a paid job for everyone. These images and claims are no substitute for
concrete policies to ensure that all members of society are included. Twenty-first
century society needs a radical approach to ensure the inclusion of all people in the
benefits of present economic growth and development. Basic income is such an
approach.

As we are proposing it, a basic income system would replace social welfare and
income tax credits. It would guarantee an income above the poverty line for
everyone. It would not be means tested. There would be no ‘signing on’ and no
restrictions or conditions. In practice, a basic income recognises the right of every
person to a share of the resources of society.

The Basic Income system ensures that looking for a paid job and earning an income,
or increasing one’s income while in employment, is always worth pursuing, because
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for every euro earned the person will retain a large part. It thus removes poverty traps
and unemployment traps in the present system. Furthermore, women and men
would receive equal payments in a basic income system. Consequently the basic
income system promotes gender equality because it treats every person equally.

Itis a system that is altogether more guaranteed, rewarding, simple and transparent
than the present tax and welfare systems. It is far more employment friendly than
the present system. It also respects other forms of work besides paid employment.
This is crucial in a world where these benefits need to be recognised and respected.
Itis also very important in a world where paid employment cannot be permanently
guaranteed for everyone seeking it. There is growing pressure and need in Irish
society to ensure recognition and monetary reward for such work. Basic income is a
transparent, efficient and affordable mechanism for ensuring such recognition and
reward.

Basic income also lifts people out of poverty and the dependency mode of survival.
In doing this, it also restores self-esteem and broadens horizons. Poor people,
however, are not the only ones who should welcome a basic income system.
Employers, for example, should welcome it because its introduction would mean
they would not be in competition with the social welfare system. Since employees
would not lose their basic income when taking a job, there would always be an
incentive to take up employment.

Costing a basic income

During 2012 Healy et al presented an estimate for the cost of a basic income for
Ireland. Using administrative data from the Census, social protection system and
taxation system, the paper estimated a cost where payments were aligned to the
existing social welfare payments (children = €32.30 per week; adults of working age
=£€188.00 per week; older people aged 66-80 = €230.30 per week; and older people
aged 80+ = €240.30 per week). The paper estimated a total cost of €39.2 billion per
annum for a basicincome and outlined a requirement to collect a total of €41 billion
in revenue to fund this. It is proposed that the revenue should be raised via a flat 45
per cent personal income tax and the continuance of the existing employers PRSI
system (renamed a ‘social solidarity fund’). It is important to remember that nobody
would have an effective tax rate of 45 per cent in this system as they would always
receive their full basic income and it would always be tax-free. Healy et al also
outlined further directions for research in this area in the future and are likely to
contribute future inputs into the evolving Irish and European basic income
networks.
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Ten reasons to introduce basic income

It is work and employment friendly.
It eliminates poverty traps and unemployment traps.

It promotes equity and ensures that everyone receives at least the poverty
threshold level of income.

It spreads the burden of taxation more equitably.
It treats men and women equally.

It is simple and transparent.

It is efficient in labour-market terms.

It rewards types of work in the social economy that the market economy often
ignores, e.g. home duties, caring, etc.

It facilitates further education and training in the labour force.
It faces up to the changes in the global economy.

Key policy priorities on income distribution

If poverty rates are to fall in the years ahead, Social Justice Ireland believes that
the following are required:

- benchmarking of social welfare payments.
- equity of social welfare rates.

- adequate payments for children.

- refundable tax credits.

- auniversal state pension.

- acost of disability payment.

Social Justice Ireland believes that in the period ahead Government and policy-makers
generally should:

Acknowledge that Ireland has an on-going poverty problem.

Adopt targets aimed at reducing poverty among particular vulnerable groups such
as children, lone parents, jobless households and those in social rented housing.

Examine and support viable, alternative policy options aimed at giving priority
to protecting vulnerable sectors of society.

Carry out in-depth social impact assessments prior to implementing proposed
policy initiatives that impact on the income and public services that many low
income households depend on. This should include the poverty-proofing of all
public policy initiatives.
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Provide substantial new measures to address long-term unemployment. This
should include programmes aimed at re-training and re-skilling those at highest
risk.

Recognise the problem of the ‘working poor’. Make tax credits refundable to
address the situation of households in poverty which are headed by a person
with a job.

Introduce a cost of disability allowance to address poverty and social exclusion
of people with a disability.

Recognise the reality of poverty among migrants and adopt policies to assist this
group. In addressing this issue also reform and increase the ‘direct provision’
allowances paid to asylum seekers.

Accept that persistent poverty should be used as the primary indicator of poverty
measurement and assist the CSO in allocating sufficient resources to collect this
data.

Move towards introducing a basic income system. No other approach has the
capacity to ensure all members of society have sufficient income to live life with
dignity.
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4.
TAXATION

CORE POLICY OBJECTIVE: TAXATION

To collect sufficient taxes to ensure full participation in society for all, through a fair
tax system in which those who have more, pay more, while those who have less, pay
less.

The fiscal adjustments of recent years highlight the centrality of taxation in budget
deliberations and to policy development at both macro and micro level. Taxation
plays a key role in shaping Irish society through funding public services, supporting
economic activity and redistributing resources to enhance the fairness of society.
Consequently, it is crucial that clarity exist with regard to both the objectives and
instruments aimed at achieving these goals. To ensure the creation of a fairer and
more equitable tax system, policy development in this area should adhere to our
core policy objective outlined above. In that regard, Social Justice Ireland is committed
to increasing the level of detailed analysis and debate addressing this area.°

This chapter first considers Ireland’s present taxation position and outlines the
anticipated future taxation needs of the country. Given this, we outline approaches
to reforming and broadening the tax base and proposals for building a fairer tax
system. The issues addressed in this chapter include a number of the elements of
Social Justice Ireland’s Core Policy Framework (see Chapter 2) including: ‘Ensure
Macroeconomic Stability’, ‘Move Towards Just Taxation’ and ‘Enhance Social
Protection’.

30" We present our analysis in this chapter and in the accompanying annex 4.
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Table 4.1: The changing nature of Ireland’s tax revenue (€m)

2007 2008 2009 2011 2012
Taxes on income and wealth
Income tax 13563 13148| 11801 14009 15201
Corporation tax 6393 5071 3889 3751 4216
Motor tax - households* 526 583 582 556 580
Other taxes 5 6 201 184 189
Fees - Petroleum & Minerals 5 10 2 4 4
Various Levies on income 411 414 373 317 300
Social Insurance 9053 9259 8924 7532 6786
Total taxes on income and
wealth 29957 28491| 25771 26353 27276
Taxes on capital
Capital gains tax 3097 1424 545 416 414
Capital acquisitions tax 391 343 256 244 283
Pension Fund Levy 0 0 0 463 475
Total taxes on capital 3488 1767 801 1123 1172
Taxes on expenditure
Custom duties 30 21 11 18 35
Excise duties including VRT 5993 5547 4909 4904 4809
Value added tax 14057 12842 10175 9588| 10029
Rates 1267 1353 1471 1499 1435
Motor tax- businesses** 431 477 476 455 475
Stamps (excluding fee stamps) 3244 1763 1003 936 954
Other fees and levies 194 242 231 282 296
Total taxes on expenditure 25216 22246| 18275 17682 18032
EU Taxes 519 484 359 416 417
Total Taxation*** 59180 52988| 45207 45574| 46897
Total Taxation as% GDP* 31.2 29.4 279 28.0 28.6

Source: CSO on-line database tables N1222:T22 and N1202: TO2.

Notes: *Motor tax is an estimate of the portion paid by households.

*Motor tax is an estimate of the portion paid by business.

*** Total taxation is the sum of the rows in bold.

# Total taxation expressed as a % of published CSO GDP at current prices values.
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Ireland’s total tax-take: current and future needs

The need for a wider tax base is a lesson painfully learnt by Ireland during the past
number of years. A disastrous combination of a naive housing policy, a failed
regulatory system and foolish fiscal policy and economic planning caused a collapse
in exchequer revenues. It is only through a determined effort to reform Ireland’s
taxation system that these mistakes can be addressed and avoided in the future. The
narrowness of the Irish tax base resulted in almost 25 per cent of tax revenues
disappearing, plunging the exchequer and the country into a series of fiscal policy
crises. As shown in table 4.1, tax revenues collapsed from over €59 billion in 2007
to €45 billion in 2009; it has since increased to almost €47 billion in 2011.

While a proportion of this decline in overall taxation revenue is related to the
recession, a large part is structural and requires policy reform. As detailed in chapter
2, Social Justice Ireland believes that over the next few years policy should focus on
increasing Ireland’s tax-take to 34.9 per cent of GDP, a figure defined by Eurostat as
‘low-tax’ (Eurostat, 2008:5). Such increases are certainly feasible and are unlikely to
have any significant negative impact on the economy in the long term. As a policy
objective, Ireland should remain a low-tax economy, but not one incapable of
adequately supporting the economic, social and infrastructural requirements
necessary to support our society and complete our convergence with the rest of Europe.

Table 4.2: Projected current tax revenues, 2013-2016

2013 2014 2015 2016

€m €m €m €m
Customs 250 255
Excise Duties* 4,720 4,815
Capital Gains Tax 390 400
Capital Acquis. Tax 405 380
Stamp Duties 1,310 1,475
Income Tax ** 15,730 17,045
Corporation Tax 4,355 4,380
Value Added Tax 10,365 10,740
Property / Local Tax 300 550

Total* 37,825 40,040 42,285 43,985

Source: Department of Finance, Budget 2014: C15, C18.

Notes: * Excise duties include carbon tax and motor tax revenues.
**Including USC.
#These figures do not incorporate other tax sources including revenues to the
social insurance fund and local government charges. These are incorporated
into the totals reported in table 4.3 below.
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Looking to the years immediately ahead, Budget 2014 provided some insight into
the expected future shape of Ireland’s current taxation revenues and this is shown
in table 4.2. The Budget provided a detailed breakdown of current taxes for 2013 and
2014 and overall projections for 2015-2016. Over the next three years, assuming
these policies are followed, overall current revenue will climb to almost €44 billion.

The Governments April 2013 Stability Programme Update also set out projections for
the overall scale of the national tax-take (as a proportion of GDP).The document
initially looked out to 2016 and then modelled a ‘medium-term budgetary objective’
out to 2019. These figures are reproduced in table 4.3 and have been used to calculate
the cash value of the overall levels of tax revenue expected to be collected. While
the estimates in the table are based on the tax-take figures from the Stability
Programme Update and the national income projections in it, the documents
provided limited details on the nature and composition of these figures.

It should be borne in mind that over recent years the Department’s projections for
the overall taxation burden have continually undershot the end-of-year outcomes.
However, even taking the Department’s projections as the likely outcome, Chart 4.1
highlights just how far below average EU levels (assuming these remain at a near
record low of 35.7 per cent of GDP) and the Social Justice Ireland target (34.9 per cent
of GDP) these taxation revenue figures are. Table 4.3’s Tax Gap, the difference
between the 34.9% benchmark and Government’s planned level of taxation, stands
at €5.5 billion in 2014 and averages at €6.7 billion per annum over the next six years.

Table 4.3: Ireland’s projected total tax take and the tax gap, 2012-2019

Year Tax as% GDP Total Tax Receipts The Tax Gap
2012 30.3% 49,569 7 925
2013 31.0% 52,049 6,548
2014 31.7% 55,245 5,577
2015 31.9% 57,914 5,446
2016 31.5% 59,574 6,430
2017 31.3% 61,442 7,067
2018 31.2% 63,882 7,576
2019 30.9% 66,304 8,583

Source: Calculated from Department of Finance SPU (2013: 49, 50, 53).

Notes: * Total tax take = current taxes (see table 4.1 and 4.2) + Social Insurance Fund
income + charges by local government.
**The Tax Gap is calculated as the difference between the projected tax take and
that which would be collected if total tax receipts were equal to 34.9% of GDP.
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Chart 4.1: Ireland’s Projected Taxation Levels to 2015 and comparisons with EU-27
averages and Social Justice Ireland target
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Source: Calculated from Eurostat (2013: 172) and Department of Finance SPU (2013: 49,
50, 53).
Note: The EU-27 average was 35.7% of GDP in 2011 and this value is used for all years.

Future taxation needs

Government decisions to raise or reduce overall taxation revenue needs to be linked
to the demands on its resources. These demands depend on what Government is
required to address or decides to pursue. The effects of the current economic crisis,
and the way it has been handled, carry significant implications for our future
taxation needs. The rapid increase in our national debt, driven by the need to
borrow both to replace disappearing taxation revenues and to fund emergency
‘investments’ in the failing commercial banks, has increased the on-going annual
costs associated with servicing the national debt.

National debt has increased from a level of 25 per cent of GDP in 2007 - low by
international standards - to 124 per cent of GDP in 2013, a figure which the
Department of Finance expects will represent it peak (2013: C19). Despite favourable
lending rates and payback terms, there remains a recurring cost to service this large
national debt - costs which have to be financed by current taxation revenues.
Furthermore, the erosion of the National Pension Reserve Fund (NPRF) through
using it to fund various bank rescues (over €20 billion) has transferred the liability
for future public sector pensions onto future exchequer expenditure. Although there

4. Taxation 85



may be some return from a number of the rescued banks, it will be small relative to
the funds committed and therefore will require additional taxation resources.

These new future taxation needs are in addition to those that already exist for
funding local government, repairing and modernising our water infrastructure,
paying for the health and pension needs of an ageing population, paying EU
contributions and funding any pollution reducing environmental initiatives that
are required by European and International agreements. Collectively, they mean
that Ireland’s overall level of taxation will have to rise significantly in the years to
come - a reality Irish society and the political system need to begin to seriously
address.

As an organisation that has highlighted the obvious implications of these long-
terms trends for some time, Social Justice Ireland welcomes the development over the
past year where the Government published a section of the April 2013 SPU focused
on the ‘long-term sustainability of public finances’.

Research by Bennett et al (2003), the OECD (2008) and the ESRI (2010) have all
provided some insight into future exchequer demands associated with healthcare
and pensions in Ireland in the decades to come. The Department of Finance drew
on the recent European Commission publication entitled ‘The 2012 Ageing Report:
Economic and budgetary projections for the EU27 Member States (2010-2060)’. Table 4.4
summarises some of its baseline projections for Ireland. Over that period the report
anticipates an increase in the elderly population (65 years +) from 11.5 per cent of
the population in 2010 to 21.9 per cent in 2060. Over the same period, the
proportion of those of working age will decline as a percentage of the population
and the old-age dependency ratio will increase from approximately six people of
working age for every elderly person today to three for every elderly person in 2060
(EU Commission, 2012: 399-401; Department of Finance, 2013:42).

While these increases imply a range of necessary policy initiatives in the decades to

come, there is an inevitability that an overall higher level of taxation will have to be
collected.
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Table 4.4: Projected Age Related Expenditure, as % GDP 2010-2060

Expenditure areas 2010 2020| 2030| 2040| 2050 2060
Total pensions 9.3 11.5 11.4 12.5 14.3 15.0
of which:
Social security pensions 7.5 9.0 9.0 10.0 11.4 11.7
Old-age /early pensions 5.6 7.0 7.0 7.9 9.4 9.7
Other pensions 1.9 1.9 1.9 2.0 2.0 2.0
Public Service pensions 1.8 2.5 2.4 2.5 2.9 3.3
Health care 7.3 7.2 7.7 8.1 8.2 8.3
Long-term care 11 1.3 1.5 1.9 2.3 2.6
Education 6.3 71 6.5 6.0 6.5 6.4
Other age-related (JA etc) 2.6 3.1 2.0 1.5 1.4 1.3
Total age-related spending 26.6| 30.2| 29.1 30.0 32.7 33.6

Source: Department of Finance (2013:43) and European Commission (2012:400)

Is a higher tax-take problematic?

Suggesting that any country’s tax take should increase normally produces negative
responses. People think first of their incomes and increases in income tax, rather
than more broadly of reforms to the tax base. Furthermore, proposals that taxation
should increase are often rejected with suggestions that they would undermine
economic growth. However, a review of the performance of a number of economies
over recent years sheds a different light on this issue. For example, in the years prior
to the current international economic crisis, Britain achieved low unemployment
and higher levels of growth compared to other EU countries (OECD, 2004). These
were achieved simultaneously with increases in its tax/GDP ratio. In 1994 this stood
at 33.7 per cent and by 2004 it had increased 2.3 percentage points to 36.0 per cent
of GDP (it stands at 36.1 per cent in the latest figure, see Annex 4). Furthermore, in
his March 2004 Budget the then British Chancellor Gordon Brown indicated that
this ratio would reach 38.3 per cent of GDP in 2008-09 (2004:262); it subsequently
reached 37.6 per cent in 2008 before the economic crisis took hold. His
announcement of these increases was not met with predictions of economic ruin
or doom for Britain and its economic growth remained high compared to other EU
countries (IMF, 2004 & 2008).
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Taxation and competitiveness

Another argument made against increases in Ireland’s overall taxation levels is that
it will undermine competitiveness. However, the suggestion that higher levels of
taxation would damage our position relative to other countries is not supported by
international studies of competitiveness. Annually the World Economic Forum
publishes a Global Competitiveness Report ranking the most competitive economies
across the world.*!

Table 4.5 outlines the top fifteen economies in this index for 2013-14 as well as the
ranking for Ireland (which comes 28™). It also presents the difference between the
size of the tax-take in these, the most competitive, economies in the world, and
Ireland, for 2012.32

Only two of the top fifteen countries, for which there is data available, report a lower
taxation level than Ireland: Switzerland and the US. All the other leading
competitive economies collect a greater proportion of national income in taxation.
Over time Ireland’s position on this index has varied, most recently rising from 31%
to 28", although in previous years Ireland had been in 22" position. When Ireland
has slipped back the reasons stated for Ireland’s loss of competitiveness included
decreases in economic growth and fiscal stability, poor performances by public
institutions and a decline in the technological competitiveness of the economy
(WEF, 2003: xv; 2008:193; 2011: 25-26; 210-211). Interestingly, a major factor in that
decline is related to underinvestment in state funded areas: education; research;
infrastructure; and broadband connectivity. Each of these areas is dependent on
taxation revenue and they have been highlighted by the report as necessary areas
of investment to achieve enhanced competitiveness.** As such, lower taxes do not
feature as a significant priority; rather it is increased and targeted efficient
government spending.

A similar point was expressed by the Nobel Prize winning economist Professor
Joseph Stiglitz while visiting Ireland in June 2004. Commenting on Ireland’s long-
term development prospects, he stated that “all the evidence is that the low tax, low
service strategy for attracting investment is short-sighted” and that “far more

31 Competitiveness is measured across 12 pillars including: institutions, infrastructure,
macroeconomic environment, health and primary education, higher education and
training, goods markets efficiency, labour market efficiency, financial market
development, technological readiness, market size, business sophistication and
innovation. See WEF (2013: 541-545) for further details on how these are measured.

32 This analysis updates that first produced by Collins (2004: 15-18).

33 A similar conclusion was reached in another international competitiveness study by
the International Institute for Management Development (2007).
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important in terms of attracting good businesses is the quality of education,
infrastructure and services.” Professor Stiglitz, who chaired President Clinton’s
Council of Economic Advisors, added that “low tax was not the critical factor in the
Republic’s economic development and it is now becoming an impediment” .3

Table 4.5: Differences in taxation levels between the world’s 15 most competitive
economies and Ireland.

Competitiveness Country Taxation level
Rank versus Ireland
1 Switzerland -0.1

2 Singapore not available

3 Finland +15.8

4 Germany +9.3

5 United States -4.0

6 Sweden +16.0

7 Hong Kong SAR not available

8 Netherlands +10.3

9 Japan +0.3
10 United Kingdom +6.9
1 Norway +13.9
12 Taiwan, China not available
13 Qatar not available
14 Canada +2.4
15 Denmark +19.7
28 IRELAND -

Source: World Economic Forum (2013:16)
Notes: a) Taxation data from OECD (2013) for the year 2012 except for the Netherlands
and Japan where the taxation data is for 2011.
b) For some countries comparable data is not available.
¢) The OECD'’s estimate for Ireland in 2010 = 28.283 per cent of GDP

3% In an interview with John McManus, Irish Times, June 274 2004.
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Reforming and broadening the tax base

Social Justice Ireland believes that there is merit in developing a tax package which
places less emphasis on taxing people and organisations on what they earn by their
own useful work and enterprise, or on the value they add or on what they contribute
to the common good. Rather, the tax that people and organisations should be
required to pay should be based more on the value they subtract by their use of
common resources. Whatever changes are made should also be guided by the need
to build a fairer taxation system, one which adheres to our already stated core policy
objective.

There are a number of approaches available to Government in reforming the tax
base. Recent Budgets have made some progress in addressing some of these issues
while the 2009 Commission on Taxation Report highlighted many areas that
require further reform. A short review of the areas we consider a priority are
presented below across the following subsections:

Tax Expenditures / Tax Reliefs

Minimum Effective Tax Rates for Higher Earners
Corporation Taxes

Site Value Tax

Second Homes

Taxing Windfall Gains

Financial Transactions Tax

Carbon Taxes

Tax Expenditures / Tax Reliefs

A significant outcome from the Commission on Taxation is contained in part eight
of its Report which details all the tax breaks (or “tax expenditures” as they are
referred to officially). Subsequently, two members of the Commission produced a
detailed report for the Trinity College Policy Institute which offered further insight
into this issue (Collins and Walsh, 2010). Since then, the annual reporting of the
costs of tax expenditures has improved considerably with much more details than
in the past being published in the annual Revenue Commissioners Statistical Report.

The most recent tax expenditure data was published in 2012 by the Revenue
Commissioners and covers the tax year 2010 (2012:17-24). In summarising this data,
Collins (2013:15-19) noted that the top 30 tax breaks involve revenue forgone of €17
billion. Added to this were the tax break costs of legacy property tax reliefs (€386
million in 2010) and a series of smaller tax expenditures for which the Revenue do
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not have any data estimates. In their 2010 review, Collins and Walsh (2010) found
that 32 per cent of the total number of tax breaks were lacking cost estimates.

Some progress has been made in addressing and reforming these tax breaks in recent
Budgets, and we welcome this progress. However, despite this, recent Budgets and
Finance Bills have introduced new tax breaks targeted at high earning multinational
executives and research and development schemes and extended tax breaks for film
production and the refurbishment of older building in urban areas. For the most
part, there has been no or limited accompanying documentation evaluating the
cost, distributive impacts or appropriateness of these proposals.

Both the Commission on Taxation (2009:230) and Collins and Walsh (2010:20-21)
have also highlighted and detailed the need for new methods for
evaluation/introducing tax reliefs. We strongly welcome these proposals, which are
similar to the proposals the directors of Social Justice Ireland made to the Commission
in written and oral submissions. The proposals focus on prior evaluation of the costs
and benefits of any proposed expenditure, the need to collect detailed information
on each expenditure, the introduction of time limits for expenditures, the creation
of an annual tax expenditures report as part of the Budget process and the regular
scrutiny of this area by an Oireachtas committee. We believe that these proposals
should be adopted as part of the necessary reform of this area.

There is further potential to reduce the cost in this area. Recipients of these tax
expenditures use them to reduce their tax bills, so it needs to be clearly understood
that this is tax which is being forgone. Social Justice Ireland has highlighted a number
of these reforms in our pre-Budget Policy Briefings, Budget Choices, and will further
address this issue in advance of Budget 2015. During the past year we have
highlighted the need to reform the most expensive tax break, which is associated
with pensions. In a report commissioned by Social Justice Ireland, Larragy showed
that standard rating the pension tax break, combined with a small number of other
adjustments, would provide sufficient revenue to fund the introduction of a
universal pension for all aged over 65 years (Larragy, 2013).

Social Justice Ireland believes that reforming the tax break system would make the
tax system fairer. It would also provide substantial additional resources which would
contribute to raising the overall tax take towards the modest and realistic target we
have outlined earlier.

Minimum Effective Tax Rates for Higher Earners

The suggestion that it is the better-off who principally gain from the provision of
tax exemption schemes is underscored by a series of reports published by the
Revenue Commissioners entitled Effective Tax Rates for High Earning Individuals and
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Analysis of High Income Individuals’ Restriction. These reports provided details of the
Revenue’s assessment of the top earners in Ireland and the rates of effective taxation
they incur.? The reports led to the introduction of a minimum 20 per cent effective
tax rate as part of the 2006 and 2007 Finance Acts for all those with incomes in
excess of €500,000. Subsequently, Budgets have revised up the minimum effective
rate and revised down the income threshold from where it applies - reforms we have
welcomed as necessary and long-overdue. Most recently, the 2010 Finance Bill
introduced a requirement that all earners above €400,000 pay a minimum effective
rate of tax of 30 per cent. It also reduced from €250,000 to €125,000 the income
threshold where restrictions on the use of tax expenditures to decrease income tax
liabilities commence.

The documentation accompanying Budget 2014 included the latest Revenue
Commissioners analysis of the operation of these new rules using data for 2011
(Revenue Commissioners, 2013). Table 4.6 gives the findings of that analysis for 286
individuals with income in excess of €400,000. The report also includes information
on the distribution of effective income tax rates among the 857 earners with
incomes between €125,000 and €400,000.

Table 4.6: The Distribution of Effective Income Tax Rates among those earning in
excess of €125,000 in 2011 (% of total)

Effective Individuals with incomes | Individuals with incomes
Income Tax Rate of €400,000+ of €125,000 - €400,000
0%-5% 0% 1.63%

5% < 10% 0% 10.74%

10% < 15% 0% 17.62%

15% < 20% 0% 19.72%

20% < 25% 0% 26.02%

25% < 30% 20.63% 23.45%

30% < 35% 79.02% 0.70%

35%< 40% 0% 0.12%

> 40% 0.35% 0%

Total Cases 286 857

Source: Revenue Commissioners (2013).
Notes: Effective rates are for income taxation only as the reliefs are off-set against these
liabilities. They do not include tax paid under the USC and PRSI.

35 The effective taxation rate is calculated as the percentage of the individual’s total pre-
tax income that is liable to income tax and that is paid in taxation.
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Social Justice Ireland welcomed the introduction of this scheme which marked a
major improvement in the fairness of the tax system. The published data indicate
that is seems to be working well for those above an income of €400,000. However,
between €125,000 and €400,000 there are still surprisingly low effective income
taxation rates being reported; half of these individuals pay less than 20 per cent of
their income in income taxes. Such an outcome may be better than in the past, but
it still has some way to go to reflect a situation where a fair contribution is being
paid.

The report also includes average effective taxation rates paid by these individuals
where both income taxes and USC are included. It states that the average effective
tax rate faced by earners above €400,000 in 2011 was 39.7 per cent, equivalent to
the amount of income tax and USC paid by a single PAYE worker with a gross income
0f€130,000 in that year. Similarly, the average income tax and USC effective tax rate
faced by people earning between €125,000 - €400,000 in 2011 (28.8 per cent) was
equivalent to the amount of income tax paid by a single PAYE worker with a gross
income of approximately €55,000 in that year. The contrast in these income levels
for the same overall rate of income taxation brings into question the fairness of the
taxation system as a whole.

Social Justice Ireland believes that it is important that Government continues to raise
the minimum effective tax rate so that it is in-line with that faced by PAYE earners
on equivalent high-income levels. Following Budget 2014 a single individual on an
income of €125,000 gross will pay an income tax and USC effective tax rate of 39.3
per cent; a figure which suggests that the minimum threshold for high earners has
potential to adjust upwards over the next few years. We also believe that
Government should reform the High Income Individuals’ Restriction so that all tax
expenditures are included within it. The restriction currently does not apply to all
tax breaks individuals avail of, including pension contributions. This should change
in Budget 2015.

Corporation Taxes

In Budget 2003 the standard rate of corporation tax was reduced from 16 per cent
to 12.5 per cent, at a full year cost of €305m. This followed another reduction in
2002, which had brought the rate down from 20 per cent to 16 per cent. At the time
the total cost in lost revenue to the exchequer of these two reductions was estimated
at over €650m per annum. Serious questions remain concerning the advisability of
pursuing this policy approach. Ireland’s corporation tax rate is now considerably
below the corresponding rates in most of Europe. Windfall profits are flowing to a
sector that is already extremely profitable. Furthermore, Ireland’s low rate of
corporation tax is being abused by multi-national companies which channel profits
through units, often very small units, in Ireland to avail of the lower Irish rate of
tax. In many cases this is happening at a cost to fellow EU members’ exchequers and

4. Taxation 93



with little benefit in terms of jobs and additional real economic activity in Ireland.
Understandably, Ireland is coming under increasing pressure to reform this system.

There is no substantive evidence in any of the relevant literature to support the
contention that corporations would leave if the corporate tax rate was higher - at
17.5 per cent for example. Furthermore, the logic of having a uniform rate of
corporation tax for all sectors is questionable. David Begg of ICTU has stated, “there
isno advantage in having a uniform rate of 12.5 per cent corporation tax applicable
to hotels and banks as well as to manufacturing industry” (2003:12). In the last few
years there has been some improvement in this situation with special, and higher,
tax rates being charged on natural resource industries and non-trading income.
Social Justice Ireland welcomes this as an overdue step in the right direction.

As the European Union expands corporation tax competition is likely to intensify.
Already Bulgaria has set its rate at 10 per cent and others continue to reduce their
headline rates and provide incentives targeted at reducing the effective corporate
tax rate. Over the next decade Ireland will be forced to either ignore tax rates as a
significant attraction/retention policy for foreign investors, which would be a major
change in industrial policy, or to follow suit, despite the exchequer costs, and
compete by further cutting corporation tax. Sweeney has warned of a dangerous
situation in which Ireland could end up “leading the race to the bottom” (2004:59).
The costs of such a move, in lost exchequer income, would be enormous.

An alternative direction could be to agree a minimum effective rate for all EU
countries. Given the international nature of company investment, these taxes are
fundamentally different from internal taxes and the benefits of a European
agreement which would set a minimum effective rate are obvious. They include
protecting Ireland’s already low rate from being driven down even lower, protecting
the jobs in industries which might move to lower taxing countries and protecting
the revenue generated for the exchequer by corporate taxes. Social Justice Ireland
believes that an EU wide agreement on a minimum effective rate of corporation tax
should be negotiated and this could evolve from the current discussions around a
Common Consolidated Corporate Tax Base (CCCTB). Social Justice Ireland believes
that the minimum rate should be set well below the 2012 EU-27 average headline
rate of 23.2 per cent but above the existing low Irish level.3¢ A headline rate of 17.5
per cent and a minimum effective rate of 10 per cent seem appropriate. This reform
would simultaneously maintain Ireland’s low corporate tax position and provide
additional revenues to the exchequer. Were such a rate in place in Ireland in 2013,
corporate tax income would have been between €1.2 billion and €1.7 billion higher
- asignificant sum given the current economic challenges.

36 Data from Eurostat (2013:38).
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The recent attention given to the abuses of the international corporate tax system,
whereby some highly profitable multinational are paying very small amounts of
profit taxes and in some cases none, further strengthens the need to address effective
corporate tax rates. Social Justice Ireland welcomes the attention the OECD is now
giving thisissue via its Base Erosion and Profit Shifting (BEPS) project (OECD, 2013).
It is important that this work leads to the emergence of a transparent international
corporate finance and corporate taxation system where multinational firms pay a
reasonable and credible effective corporate tax rate.

Site Value Tax

Taxes on wealth are minimal in Ireland. Revenue is negligible from capital
acquisitions tax (CAT) because it has a very high threshold in respect of bequests
and gifts within families and the rates of tax on transfers of family farms and firms
are very generous (see tax revenue tables at the start of this chapter). While recent
increases in the rate of CAT are welcome, the likely future revenue from this area
remains limited given the tax’s current structure. The requirement, as part of the
EU/IMF/ECB bailout agreement, to introduce a recurring property tax led
Government in Budget 2012 to introduce an unfairly structured flat €100 per annum
household charge and a value based Local Property Tax in Budget 2013. While we
welcome the overdue need to extend the tax base to include a recurring revenue
source from property, we believe that a Site Value Tax, also known as a Land Rent
Tax, would be a more appropriate and fairer approach.

In previous editions of this publication we have reviewed this proposal in greater
detail.” There has also been a number of research papers published on this issue over
the past decade.® Overall they point towards a recurring site value tax that is fairer
and more efficient than other alternatives. Social Justice Ireland believes that the
introduction of a site value tax would be a better alternative than the current
Government value based local property tax. A site value tax would lead to more
efficient land use within the structure of social, environmental and economic goals
embodied in planning and other legislation.

Second Homes

A feature of the housing boom of the last decade was the rapid increase in ownership
of holiday homes and second homes. For the most part these homes remain empty
for at least nine months of the year. It is a paradox that many were built at the same
time as the rapid increases in housing waiting lists (see chapter 7).

37 See for example the 2013 edition of the Socio-Economic Review pages 132-134.
38 These include O’Siochru (2004:23-57), Dunne (2004:93-122), Chambers of Commerce
of Ireland (2004), Collins and Larragy (2011), and O’Siochru (2012).
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Results from Census 2011 indicated that since 2006 there had been a 19 per cent
increase in the number of holiday homes, with numbers rising from 49,789 in 2006
t0 59,395 in 2011. The Census also found that overall, the number of vacant houses
on Census night was 168,427 (April 2011) - some of which are also likely to be second
homes.

What is often overlooked when the second home issue is being discussed is that the
infrastructure to support these houses is substantially subsidised by the taxpayer.
Roads, water, sewage and electricity infrastructure are just part of this subsidy which
goes, by definition, to those who are already better off as they can afford these
second homes in the first place. Social Justice Ireland supports the views of the ESRI
(2003) and the Indecon report (2005:183-186; 189-190) on this issue. We believe
that people purchasing second houses should have to pay these full infrastructural
costs, much of which is currently borne by society through the Exchequer and local
authorities. There is something perverse in the fact that the taxpayer should be
providing substantial subsidies to the owners of these unoccupied houses at a time
when so many people do not have basic adequate accommodation.

The introduction of the Non Principal Private Residence (NPPR) charge in 2009 was
a welcome step forward. However, notwithstanding subsequent increases, the
charge was very low relative to the previous and on-going benefits that are derived
from these properties. It stood at €200 in 2013 and was abolished under the 2014
Local Government Reform Act.

While second homes are liable for the local property tax, as are all homes, Social
Justice Ireland believes that second homes should be required to make a further
annual contribution in respect of the additional benefits these investment
properties receive. We believe that Government should re-introduce this charge and
that it should be further increased and retained as a separate substantial second
homes payment. An annual charge of €500 would seem reasonable and would
provide additional revenue to local government of approximately €170 million per
annum.

Taxing Windfall Gains

The vast profits made by property speculators on the rezoning of land by local
authorities was a particularly undesirable feature of the recent economic boom. For
some time Social Justice Ireland has called for a substantial tax to be imposed on the
profits earned from such decisions. While this may not be an issue in Ireland at this
time of austerity, it is best to make the system fairer before any further unearned
gains are reaped by speculators. Re-zonings are made by elected representatives
supposedly in the interest of society generally. It therefore seems appropriate that a
sizeable proportion of the windfall gains they generate should be made available to
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local authorities and used to address the ongoing housing problems they face (see
chapter 7). In this regard, Social Justice Ireland welcomes the decision to put such a
tax in place. The windfall tax level of 80 per cent is appropriate and, as table 4.7
illustrates, this still leaves speculators and land owners with substantial profits from
these rezoning decisions. The profit from this process should be used to fund local
authorities. We fear that when the property market recovers in years to come there
will be lobbying for this tax to be reduced or removed. Government should
anticipate and resist this.

Table 4.7: lllustrative examples of the Operation of an 80% Windfall Gain Tax on
Rezoned Land

Agricultural Profit as%
Land Rezoned Tax Post-Tax Original

Value Value Profit @ 80% Profit Value
€50,000| €400,000| €350,000| €280,000 €70,000 140%
€100,000| €800,000 €700,000| €560,000 €140,000 140%
€200,000| €1,600,000| €1,400,000( €1,120,000| €280,000 140%
€500,000| €4,000,000| €3,500,000| €2,800,000 €700,000 140%
€1,000,000| €8,000,000| €7,000,000| €5,600,000| €1,400,000 140%

Note: Calculations assume an eight-fold increase on the agricultural land value upon
rezoning.

Financial Transactions Tax

As the international economic chaos of the past few years has shown, the world is
now increasingly linked via millions of legitimate, speculative and opportunistic
financial transactions. Similarly, global currency trading increased sharply
throughout recent decades. It is estimated that a very high proportion of all financial
transactions traded are speculative currency transactions which are completely free
of taxation.

An insight into the scale of these transactions is provided by the Bank for
International Settlements (BIS) Triennial Central Bank Survey of Foreign Exchange
and Derivatives Market Activity (December 2013). The key findings from that report
were:

e In April 2013 the average daily turnover in global foreign exchange markets was

US$5.3 trillion; an increase of almost 35 per cent since 2010 and 331 per cent
since 2001.
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* The major components of these activities were: $2.046 trillion in spot
transactions, $680 billion in outright forwards, $2.228 trillion in foreign
exchange swaps, $54 billion currency swaps, and $337 billion in foreign
exchange options and other products.

e 58 per cent of trades were cross-border and 42 per cent local.

e The vast majority of trades involved four currencies: US Dollar, Euro, Japanese
Yen and Pound Sterling.

* Most of this activity (60 per cent) occurred in the US and UK.
e The estimated daily foreign exchange turnover for Ireland was US$11 billion.

The Tobin tax, first proposed by the Nobel Prize winner James Tobin, is a progressive
tax, designed to target only those profiting from speculation. It is levied at a very
small rate on all transactions but given the scale of these transactions globally, it has
the ability to raise significant funds.

Social Justice Ireland regrets that to date Government has not committed to
supporting recent European moves to introduce a Financial Transactions Tax (FTT)
or Tobin Tax. In September 2011 the EU Commission proposed an FTT and
subsequently updated this proposal in February 2013. It suggested that an FT'T would
be levied on transactions between financial institutions when at least one party to
the transaction is located in the EU. The exchange of shares and bonds would be
taxed at a rate of 0.1% and derivative contracts, at an even lower rate of 0.01%. The
rates are minimums as countries with the EU retain the right to set individual tax
rates and could choose higher levels if desired. Overall the Commission projects that
the FTT would raise €30-35 billion per annum.

To date 11 of the 27 EU member states have signed up to this tax and Social Justice
Ireland believes that Ireland should also join this group. In our opinion, the tax offers
the dual benefit of dampening needless and often reckless financial speculation and
generating significant funds. We believe that the revenue generated by this tax
should be used for national economic and social development and international
development co-operation purposes, in particular assisting Ireland and other
developed countries to fund overseas aid and reach the UN ODA target (see chapter
13). According to the United Nations, the amount of annual income raised from a
Tobin tax would be enough to guarantee to every citizen of the world basic access
to water, food, shelter, health and education. Therefore, this tax has the potential
to wipe out the worst forms of material poverty throughout the world.

Social Justice Ireland believes that the time has come for Ireland to support the
introduction of a financial transactions tax.
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Carbon Taxes

Budget 2010 announced the long-overdue introduction of a carbon tax. This had
been promised in Budget 2003 and committed to in the National Climate Change
Strategy (2007). The tax has been structured along the lines of the proposal from the
Commission on Taxation (2009: 325-372) and is linked to the price of carbon credits
which was set at an initial rate of €15 per tonne of CO5 and subsequently increased
in Budget 2012 to €20 per tonne. Budget 2013 extended the tax to cover solid fuels
on a phased basis from May 2013 with the full tax applying from May 2014. Products
are taxed based on the level of the emissions they create.

While Social Justice Ireland welcomed the introduction of this tax, it regrets the lack
of accompanying measures to protect those most affected by it, in particular low
income households and rural dwellers. Social Justice Ireland believes that as the tax
increases the Government should be more specific in defining how it will assist these
households. Furthermore, there is a danger that given the difficult fiscal
circumstances Ireland now finds itself in, any increases in the carbon tax over the
next few years may divert from the original intention of encouraging behavioural
change, towards a focus on raising revenue.

Building a fairer taxation system

The need for fairness in the tax system was clearly recognised in the first report of
the Commission on Taxation more than 25 years ago. It stated:

“...in our recommendations the spirit of equity is the first and most important
consideration. Departures from equity must be clearly justified by reference to
the needs of economic development or to avoid imposing unreasonable
compliance costs on individuals or high administrative costs on the Revenue
Commissioners.” (1982:29)

The need for fairness is just as obvious today and Social Justice Ireland believes that
this should be a central objective of the current reform of the taxation system. While
we recognise that many of the reforms below can only occur once the current crisis
in the exchequer’s finances has been resolved, we include them here because they
represent necessary reforms that would greatly enhance the fairness of Ireland’s
taxation system. This section is structured in six parts:

Standard rating discretionary tax expenditures

Keeping the minimum wage out of the tax net

Favouring changes to tax credits rather than tax rates and tax bands
Introducing Refundable Tax Credits

Reforming individualisation

Making the taxation system simpler
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Standard rating discretionary tax expenditures

Making all discretionary tax reliefs/expenditures only available at the standard 20
per cent rate would represent a crucial step towards achieving a fairer tax system. If
there is a legitimate case for making a tax relief/expenditure available, then it should
be made available in the same way to all. It is inequitable that people on higher
incomes should be able to claim certain tax reliefs at their top marginal tax rates
while people with less income are restricted to claim benefit for the same relief at
the lower standard rate of 20 per cent. The standard rating of tax expenditures,
otherwise known as reliefs, offers the potential to simultaneously make the tax
system fairer and fund the necessary developments they are designed to stimulate
without any significant macroeconomic implications. *°

Recent Budgets have made substantial progress towards achieving this objective and
we welcome these developments. However, there remains considerable potential to
introduce further reform. In a recent paper, Collins (2013:17) reported that in 2009
(the latest Revenue data available) there were €2.3 billion of tax breaks made
available at the marginal rate and that if these were standardised the estimated
saving was just over €1 billion.

Keeping the minimum wage out of the tax net

The decision by the Minister for Finance to remove those on the minimum wage
from the tax net was a major achievement of Budget 2005. This had an important
impact on the growing numbers of working-poor and addressed an issue with which
Social Justice Ireland is highly concerned.

The fiscal and economic crisis of 2008-13 lead to Government reversing this policy,
first via the income levy in second Budget 2009, then via the Universal Social Charge
(USC) in Budget 2011 and via a PRSI increase in Budget 2013. Since Budget 2012 the
USCis charged on all the income of those who earn more than €10,036 per annum.
Using the unadjusted minimum wage of €8.65 per hour, the threshold implies that
a low-income worker on the minimum wage and working more than 23 hours per
week (earning €199 per week) is subject to the tax. Social Justice Ireland believes that
this threshold is far too low and unnecessarily depresses the income and living
standards of the working poor. Budget 2012 raised the entry point for the USC from
€4,004 per annum to €10,036 per annum, a move welcomed by Social Justice Ireland.
However, the imposition of the USC at such low income levels raises a very small
amount of funds for the exchequer. Forthcoming Budgets should continue to raise
the point at which the USC commences and in the years to come, as more resources
become available to the Exchequer, Social Justice Ireland will urge Government to
restore the policy of keeping the minimum wage fully outside the tax net.

39 See O’Toole and Cahill (2006:215) who also reach this conclusion.
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Favouring changes to tax credits rather than tax rates and tax bands

Social Justice Ireland believes that any future income tax changes should be focused
on changes to tax credits rather than tax bands and tax rates. This is more desirable
in the context of achieving fairness in the taxation system.

To emphasise this point, table 4.8 presents a comparison of reforms to tax rates, tax
credits and tax bands. In all cases the policy examined would carry a full year cost
of approximately €205 million.*° The reforms examined are for changes to the 2014
income taxation system and are:

* adecrease in the top tax rate from 41% to 40% (full year cost €205 million)

e an increase in the personal tax credit of €108 with commensurate increases in
couple, widowed parents and lone parents credit (full year cost €205 million)

e an increase in the standard rate band (20% tax band) of €1,350 (full year cost
€202.5 million)

Table 4.8: Comparing gains under three possible income tax reforms:
tax rates, tax credits and tax bands (€)

Gross Income | €15,000| €25,000| €50,000| €75,000|€100,000|€125,000

Decrease in the top tax rate from 41% to 40% (full year cost €205 million)

Single earner 0 0 172 422 672 922
Couple 1 earner 0 0 82 332 582 832
Couple 2 earners 0 0 0 94 344 594
Increase in the personal tax credit of €108 (full year cost €205 million)

Single earner 0 108 108 108 108 108
Couple 1 earner 0 50 216 216 216 216
Couple 2 earners 0 0 216 216 216 216
Increase in the standard rate band of €1,350 (full year cost €202.5 million)
Single earner 0 0| 283.50| 283.50] 283.50| 283.50
Couple 1 earner 0 0| 283.50( 283.50| 283.50| 283.50
Couple 2 earners 0 0 0 567.00 567.00 567.00

Notes: All workers are assumed to be PAYE workers. For couples with 2 earners the income is
assumed to be split 65%/35%. Cost estimates are based on the latest available Department
of Finance income taxation ready reckoner and are applied to the structure of the 2014
income taxation system. The increase in the personal tax credit assumes a commensurate
increase in the couple, widowed parents and lone parent’s credit.

40 The cost estimates are based on the most recent income tax ready reckoner available
from the Department of Finance (Budget 2012). The cost estimates are unlikely to be
significantly different currently.
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Although all of the income taxation options cost the same, they each carry different
effects on the income distribution. The fairest outcome is achieved by increasing
tax credits. It provides the same value to all taxpayers across the income distribution
provided they are earning sufficient to pay more than €108 in income taxes.
Therefore, the increased income received by a single earner on €25,000 and on
€125,000 is the same - an extra €108.

However, a decrease in the top tax rate only benefits those paying tax at that rate.
Therefore, the single earner on €25,000 gains nothing from this change while those
on €50,000 gain €172 per annum and those on €100,000 gain €672 per annum. The
higher the income, the greater the gain. This is the least fair outcome of the three
examined.

Changing the entry point to the top tax rate (i.e. increasing the standard rate band)
also provides gains which are skewed towards higher incomes. A single earner on
€25,000 gains nothing from this reform and it is only from individual incomes of
€34,150 plus, and couples with 2 earners with gross income above €68,300, that
gains are experienced. Above these thresholds the gains are the same for all single
earners and couples.

In terms of fairness, changing tax credits is the best option. Government should
always take this option when it has money available to reduce income taxes.

Introducing refundable tax credits

The move from tax allowances to tax credits was completed in Budget 2001. This
was a very welcome change because it put in place a system that had been advocated
for along time by a range of groups. One problem persists however. If a low income
worker does not earn enough to use up his or her full tax credit then he or she will
not benefit from any tax reductions introduced by government in its annual budget.

Making tax credits refundable would be a simple solution to this problem. It would
mean that the part of the tax credit that an employee did not benefit from would
be “refunded” to him/her by the state.

The major advantage of making tax credits refundable lies in addressing the
disincentives currently associated with low-paid employment. The main
beneficiaries of refundable tax credits would be low-paid employees (full-time and
part-time). Chart 4.2 displays the impacts of the introduction of this policy across
various gross income levels. It clearly shows that all of the benefits from introducing
this policy would go directly to those on the lowest incomes.
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Chart 4.2: How much better off would people be if tax credits were made
refundable?
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With regard to administering this reform, the central idea recognises that most
people with regular incomes and jobs would not receive a cash refund of their tax
credit because their incomes are too high. They would simply benefit from the tax
credit as a reduction in their tax bill. Therefore, as chart 4.2 shows, no change is
proposed for these people and they would continue to pay tax via their employers,
based on their net liability after deduction of tax credits by their employers on behalf
of the Revenue Commissioners. For other people on low or irregular incomes, the
refundable tax credit could be paid via a refund by the Revenue at the end of the tax
year. Following the introduction of refundable tax credits, all subsequent increases
in the level of the tax credit would be of equal value to all employees.

To illustrate the benefits of this approach, charts 4.3 and 4.4 compare the effects of
a €100 increase in the personal tax credit before and after the introduction of
refundable tax credits. Chart 4.3 shows the effect as the system is currently
structured - an increase of €100 in credits, but these are not refundable. It shows
that the gains are allocated equally to all categories of earners above €50,000.
However, there is no benefit for those workers whose earnings are not in the tax net.

Chart 4.4 shows how the benefits of a €100 a year increase in personal tax credits
would be distributed under a system of refundable tax credits. This simulation
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demonstrates the equity attached to using the tax-credit instrument to distribute
budgetary taxation changes. The benefit to all categories of income earners
(single/couple, one-earner/couple, dual-earners) is the same. Consequently, in
relative terms, those earners at the bottom of the distribution do best.

Chart 4.3: How much better off would people be if tax credits were increased by
€100 per person?
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Overall the merits of adopting this approach are: that every beneficiary of tax credits
would receive the full value of the tax credit; that the system would improve the net
income of the workers whose incomes are lowest, at modest cost; and that there
would be no additional administrative burden placed on employers.

Outside Ireland, the refundable tax credits approach has gained more and more
attention, including a detailed Brooking Policy Briefing on the issue published in
the United States in late 2006 (see Goldberg et al, 2006). In reviewing this issue in
the Irish context Colm Rapple stated that “the change is long overdue” (2004:140).
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Chart 4.4: How much better off would people be if tax credits were increased by
€100 per person and this was refundable?
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During late 2010 Social Justice Ireland published a detailed study on the subject of
refundable tax credits. Entitled ‘Building a Fairer Tax System: The Working Poor and the
Cost of Refundable Tax Credits’, the study identified that the proposed system would
benefit 113,000 low-income individuals in an efficient and cost-effective manner.*
When children and other adults in the household are taken into account the total
number of beneficiaries would be 240,000. The cost of making this change would
be €140m. The Social Justice Ireland proposal to make tax credits refundable would
make Ireland’s tax system fairer, address part of the working poor problem and
improve the living standards of a substantial number of people in Ireland. The
following is a summary of that proposal:

Making tax credits refundable: the benefits

*  Would address the problem identified already in a straightforward and cost-
effective manner.

e No administrative cost to the employer.

4 The study is available from our website: www.socialjustice.ie
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Would incentivise employment over welfare as it would widen the gap between
pay and welfare rates.

Would be more appropriate for a 21st century system of tax and welfare.

Details of Social Justice Ireland proposal

Unused portion of the Personal and PAYE tax credit (and only these) would be
refunded.

Eligibility criteria in the relevant year.

Individuals must have unused personal and/or PAYE tax credits (by definition).
Individuals must have been in paid employment.

Individuals must be at least 23 years of age.

Individuals must have earned a minimum annual income from employment of
€4,000.

Individuals must have accrued a minimum of 40 PRSI weeks.
Individuals must not have earned an annual total income greater than €15,600.

Married couples must not have earned a combined annual total income greater
than €31,200.

Payments would be made at the end of the tax year.

Cost of implementing the proposal

The total cost of refunding unused tax credits to individuals satisfying all of the
criteria mentioned in this proposal is estimated at €140.1m.

Major findings

Almost 113,300 low income individuals would receive a refund and would see
their disposable income increase as a result of the proposal.

The majority of the refunds are valued at under €2,400 per annum, or €46 per
week, with the most common value being individuals receiving a refund of
between €800 to €1,000 per annum, or €15 to €19 per week.

Considering that the individuals receiving these payments have incomes of less
than €15,600 (or €299 per week), such payments are significant to them.

Almost 40 per cent of refunds flow to people in low-income working poor
households who live below the poverty line.

A total of 91,056 men, women and children below the poverty threshold benefit
either directly through a payment to themselves or indirectly through a
payment to their household from a refundable tax credit.

Of the 91,056 individuals living below the poverty line that benefit from
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refunds, most, over 71 per cent receive refunds of more than €10 per week with
32 per cent receiving in excess of €20 per week.

e Atotal of 148,863 men, women and children above the poverty line benefit from
refundable tax credits either directly through a payment to themselves or
indirectly (through a payment to their household. Most of these beneficiaries
have income less than €120 per week above the poverty line.

e Overall, some 240,000 individuals (91,056 + 148,863) living in low-income
households would experience an increase in income as a result of the
introduction of refundable tax credits, either directly through a refund to
themselves or indirectly through a payment to their household.

Once adopted, a system of refundable tax credits as proposed in this study would
result in all future changes in tax credits being equally experienced by all employees
in Irish society. Such a reform would mark a significant step in the direction of
building a fairer taxation system and represent a fairer way for Irish society to
allocate its resources.

Reforming individualisation

Social Justice Ireland supports individualisation of the tax system. However, the
process of individualisation followed to date has been deeply flawed and unfair. The
cost to the exchequer of this transition has been in excess of €0.75 billion, and
almost all of this money has gone to the richest 30 per cent of the population. A
significantly fairer process would have been to introduce a basic income system that
would have treated all people fairly and ensured that a windfall of this nature did
not accrue to the best off in this society (see chapter 3).

Given the current form of individualisation, couples with one partner losing his/her
job end up even worse off than they would have been had the current form of
individualisation not been introduced. Before individualisation was introduced, the
standard-rate income-tax band was €35,553 for all couples. Above that, they would
start paying the higher rate of tax. Now, the standard-rate income-tax band for
single-income couples is €41,800 while the band for dual-income couples covers a
maximum of a further €23,800 (up to €65,600). If one spouse (of a couple previously
earning two salaries) leaves a job voluntarily or through redundancy, the couple
loses the value of the second tax band.

Making the taxation system simpler

Ireland’s tax system is not simple. Bristow (2004) argued that “some features of it,
notably VAT, are among the most complex in the world”. The reasons given to justify
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this complexity vary but they are focused principally around the need to reward
particular kinds of behaviour which is seen as desirable by legislators. This, in effect,
is discrimination either in favour of one kind of activity or against another. There are
many arguments against the present complexity and in favour of a simpler system.

Discriminatory tax concessions in favour of particular positions are often very
inequitable, contributing far less to equity than might appear to be the case. In many
circumstances they also fail to produce the economic or social outcomes which were
being sought and sometimes they even generate very undesirable effects. At other
times they may be a complete waste of money, since the outcomes they seek would
have occurred without the introduction of a tax incentive. Having a complex system
has other down-sides. It can, for example, have high compliance costs both for
taxpayers and for the Revenue Commissioners.

For the most part, society at large gains little or nothing from the discrimination
contained in the tax system. Mortgage interest relief, for example, and the absence of
any residential or land-rent tax contributed to the rise in house prices up to 2007.
Complexity makes taxes easier to evade, invites consultants to devise avoidance
schemes and greatly increases the cost of collection. It is also inequitable because those
who can afford professional advice are in a far better position to take advantage of that
complexity than those who cannot. A simpler taxation system would better serve Irish
society and all individuals within it, irrespective of their means.

Key Policy Priorities on Taxation
Social Justice Ireland believes that Government should:
¢ increase the overall tax take

* adopt policies to broaden the tax base

e develop a fairer taxation system
Policy priorities under each of these headings are listed below.

Increase the overall tax take

* Move towards increasing the total tax take to 34.9 per cent of GDP (i.e. a level
below the low tax threshold identified by Eurostat).

Broaden the tax base

* Continue to reform the area of tax expenditures and put in place procedures
within the Department of Finance and the Revenue Commissioners to monitor
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on an on-going basis the cost and benefits of all current and new tax
expenditures.

Continue to increase the minimum effective tax rates on very high earners
(those with incomes in excess of €125,000) so that these rates are consistent with
the levels faced by PAYE workers.

Move to negotiate an EU wide agreement on minimum corporate taxation rates
(arate of 17.5 per cent would seem fair in this situation).

Adopt policies to ensure that corporations based in Ireland pay a minimum
effective corporate tax rate of 10 per cent.

Impose charges so that those who construct or purchase second homes pay the
full infrastructural costs of these dwellings.

Retain the 80 per cent windfall tax on the profits generated from all land re-
zonings.

Join with other EU member states to adopt a financial transactions tax (FTT).
Adopt policies which further shift the burden of taxation from income tax to
eco-taxes on the consumption of fuel and fertilisers, waste taxes and a land rent

tax. In doing this, government should avoid any negative impact on people with
low incomes.

Develop a fairer taxation system

Apply only the standard rate of tax to all discretionary tax expenditures.

Adjust tax credits and the USC so that the minimum wage returns to falling
outside the tax net.

Make tax credits refundable.

Recognise that in terms of fairness, changing tax credits is the best option.
Government should always take this option when it has money available to
reduce income taxes.

Ensure that individualisation in the income tax system is done in a fair and
equitable manner.

Integrate the taxation and social welfare systems.

Begin to monitor and report tax levels (personal and corporate) in terms of
effective tax rates.

Develop policies which allow taxation on wealth to be increased.

Ensure that the distribution of all changes in indirect taxes discriminate
positively in favour of those with lower incomes.

Adopt policies to simplify the taxation system.

Poverty-proof all budget tax packages to ensure that tax changes do not further
widen the gap between those with low income and the better off.
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WORK, UNEMPLOYMENT AND
JOB CREATION

CORE POLICY OBJECTIVE: WORK, UNEMPLOYMENT AND JOB CREATION
To ensure that all people have access to meaningful work

The scale and severity of the 2008-2010 economic collapse saw Ireland revert to the
phenomenon of widespread unemployment. Since then, despite the attention given
to the banking and fiscal collapse, the transition from near full-employment to high
unemployment has been the most telling characteristic of this recession. The
implications for individuals, families, social cohesion and the exchequer’s finances
have been serious and the effects are likely to be felt for many years to come. CSO
data and economic forecasts for the remainder of 2014 indicate that unemployment
will reach an annual rate of between 11.5 and 12 per cent of the labour force in 2014,
having been 4.7 per cent before the recession in 2007. Significant improvements
have been achieved over the past two years, but there can be little doubt but that we
are in a very challenging period in which a high level of long-term unemployment
has once again become a characteristic of Irish society.

This chapter reviews the evolution of this situation and considers the implications
and challenges which arise for Government and society.*? It also looks at the impact
on various sectors of the working-age population and, given this, it outlines a series
of proposals for responding to this unemployment crisis. To date, Social Justice Ireland
considers that the response has been slow and limited. As the chapter shows, the
scale and nature of our unemployment crisis deserves greater attention, in particular
given the scale of long-term unemployment. The chapter concludes with some
thoughts on the narrowness of how we consider and measure the concept of ‘work’.

42 The analysis complements information on the measurement of the labour market and
long-term trends in employment and unemployment detailed in annex 5.
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The issues addressed in this chapter principally focus on one pillar of Social Justice
Ireland’s Core Policy Framework (see Chapter 2), ‘Enhance Social Protection’.

Recent trends in employment and unemployment

The nature and scale of the recent transformation in Ireland’s labour market is
highlighted by the data in table 5.1. Over the seven years from 2007-2013 the labour
force decreased by just over 4 per cent, participation rates dropped, full-time
employment fell by almost 18 per cent, representing some 312,000 jobs, while part-
time employment increased by almost 17 per cent. By the end of 2013 the number
of underemployed people, defined as those employed part-time but wishing to work
additional hours, had increased to 143,300 people - almost 7 per cent of the labour
force. Over this period unemployment increased by over 150,000 people, bringing
the unemployment rate up from 4.6 per cent to 11.7 per cent.

Table 5.1: Labour Force Data, 2007 — 2013

2007 2010 2013 |Change 07-13

Labour Force 2,260,600 2,168,200 2,163,100 -4.3%
LFPR% 63.8 60.2 60.1 -3.7%
Employment % 68.8 59.0 61.4 -7.4%
Employment 2,156,000 1,857,300 1,909,800 -11.4%
Full-time 1,765,300 1,422,800 1,453,000 -17.7%
Part-time 390,700 434,400 456,800 +16.9%
Underemployed n/a 116,800 143,300 -
Unemployed % 4.6 14.3 11.7 +7.1%
Unemployed 104,600 310,900 253,200 +142.1%
LT Unemployed % 1.4% 7.9% 7.2% +5.8%
LT Unemployed 31,700 172,100 155,500 +390.5%

Source: CSO, QNHS on-line database.

Notes: All data is for Quarter 4 of the reference year.
LFPR = Labour force participation rate and measures the percentage of the adult
population who are in the labour market.
Underemployment measures part-time workers who indicate that they wish to
work additional hours which are not currently available.
Comparable underemployment data is not available for 2007.
LT = Long Term (12 months or more).
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This transformation in the labour market has significantly altered the nature of
employment in Ireland when compared to the pre-recession picture in 2007. Overall,
employment fell 11.4 per cent between 2007-2013 and table 5.2 traces the impact of
this fall across various sectors, groups and regions. Within the CSO’s broadly defined
employment sectors, industrial employment has seen the biggest fall of over 37 per
cent while there has been a small fall in services employment. Agricultural
employment records an increase over the period and a significant increase between
2010 and 2013. However, it is likely that the low figure recorded for 2010 was as a
result of sampling problems in the CSO Quarterly National Household Survey
(QNHS) and that agricultural employment did not fall to such a low level. A
consequence of the correction to this sampling problem over the most recent set of
QNHS reports (Q4 2012 to Q4 2013) has been a perceived increased in agricultural
employment (and overall employment).*® A large part of this increase is a sampling
correction so that a significant proportion of the 26,600 jobs reported to have been
created in agriculture between Q4 2012 and Q4 2013 are statistical corrections rather
than new jobs. However, overall employment has been growing, representing a
welcome recovery.

Overall, job losses have had a greater impact on males than females with male
employment down 15 per cent since 2007 while female employment decreased by
6.7 per cent. The proportional impact of the crisis has hit employment levels for
employees and self-employed in much the same way; although there are many more
of the former and the actual job losses among employees is significantly higher.

The consequence of all these job losses has been the sharp increase in
unemployment and emigration. Dealing with unemployment, table 5.3 shows how
it has changed between 2007 and 2013, a period when the numbers unemployed
increased by over 140 per cent. As the table shows, male unemployment increased
by 92,000 and female unemployment by 56,000. Most of the unemployed, who had
been employed in 2007 and before it, are seeking to return to a full-time job with
approximately 11 per cent of those unemployed in 2013 indicating that they were
seeking part-time employment. The impact of the unemployment crisis was felt
right across the age groups and it is only over the past year that there has been a
decrease in numbers aged above 34 years that are unemployed. Younger age groups
have seen their numbers unemployed consistently fall since 2011 - a phenomenon
not unrelated to the return of high emigration figures over recent years.**

43 See CSO QNHS (2014) for more details.
4 See chapter 10 for more information on recent migration trends.
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Table 5.2: Employment in Ireland, 2007 — 2013

2007 2010 2013 |Change 07-13

Employment 2,156,000 1,857,300 1,909,800 -11.4%
Sector

Agriculture 114,300 85,400 116,800 +2.2%

Industry 551,600 355,300 347,200 -37.1%

Services 1,482,900 1,409,900 1,444,600 -2.6%
Gender

Male 1,221,800 994,100 1,038,200 -15.0%

Female 934,200 863,200 871,600 -6.7%
Employment Status

Employees* 1,775,900 1,548,900 1,571,400 -11.5%

Self Employed 364,300 298,000 324,500 -10.9%

Assisting relative 15,800 10,300 13,900 -12.0%
Region

Border 221,100 187,400 185,800 -16.0%

Midlands 126,100 103,400 111,100 -11.9%

West 206,400 181,500 185,900 -9.9%

Dublin 640,000 552,600 572,100 -10.6%

Mid-East 251,900 226,300 225,900 -10.3%

Mid-West 173,200 151,000 151,300 -12.6%

South-East 226,600 185,800 197,100 -13.0%

South-West 310,600 269,300 280,600 -9.7%

Source: CSO, QNHS on-line database.

Notes: * Numbers recorded as employed include those on various active labour market
policy schemes. See also notes to table 5.1.
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Table 5.3: Unemployment in Ireland, 2007 - 2013

2007 2010 2013 [Change 07-13

Unemployment 104,600 310,900 253,200 +142.1%
Gender

Male 66,700 211,100 158,900 +138.2%

Female 37,900 99,800 94,300 +148.8%
Employment sought

Seeking FT work 85,900 272,600 216,600 +152.2%

Seeking PT work 16,200 23,700 27,800 +71.6%
Age group

15-19 years 9,400 18,300 12,300 +30.9%

20-24 years 21,700 54,200 36,400 +67.7%

25-34 years 33,000 96,800 73,300 +122.1%

35-64 years 40,400 140,700 130,500 +223.0%
Region

Border 14,000 29,200 29,000 +107.1%

Midlands 6,500 20,300 17,600 +170.8%

West 8,400 33,000 25,000 +197.6%

Dublin 30,200 82,400 63,200 +109.3%

Mid-East 9,400 33,100 32,200 +242.6%

Mid-West 9,500 31,100 18,200 +91.6%

South-East 12,100 41,700 36,200 +199.2%

South-West 14,400 40,200 31,800 +120.8%
Duration
Unemp. less than 1 yr 72,000 136,700 95,200 +32.2%
Unemp. more than 1 yr 31,700 172,100 155,500 +390.5%
LT Unemp. as% Unemp 30.3% 55.4% 61.4%

Source: CSO, QNHS on-line database
Note: See also notes to table 5.1.

The rapid growth in the number and rates of long-term unemployment are also
highlighted in table 5.3 and in chart 5.1. The number of long-term unemployed was
less than 32,000 in 2007 and has increased since, reaching 155,500 at the end of 2013.
For the first time on record, the QNHS data for late 2010 indicated that long-term
unemployment accounted for more than 50 per cent of the unemployed and by the
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end of 2013 the long-term unemployed represented just over 60 per cent of the
unemployed. The transition to these high levels since 2007 has been rapid - see chart
5.1. The experience of the 1980s showed the dangers and long-lasting implications of
an unemployment crisis characterised by high long-term unemployment rates. It
remains a major policy failure that Ireland’s level of long-term unemployment has
been allowed to increase so rapidly in recent years. Furthermore, it is of serious
concern that to date Government policy has given limited attention to the issue.

Addressing a crisis such as this is a major challenge and we outline our suggestions
for immediate policy action later in the chapter. However, it is clear that reskilling
many of the unemployed, in particular those with low education levels, will be a
key component of the response. Using the latest data, for 2011, almost 60 per cent
of the unemployed had no more than second level education with 30 per cent not
having completed more than lower secondary (equivalent to the junior certificate).
At the other extreme, the scale and severity of the recession has resulted in high
levels of third-level graduates becoming unemployed.* While Government should
not ignore any group in its overdue attempts to address the unemployment crisis,
major emphasis should be placed on those who are most likely to become trapped
in long term unemployment - in particular those with the lowest education levels.

Chart 5.1: The Increased Presence of Long-Term Unemployed in Ireland, 2007-2013
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Source: CSO, QNHS on-line database
Note: Data is for Q4 of each year

4 The CSO has not updated its profile of unemployment by completed education level
since this data.
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Previous experiences, in Ireland and elsewhere, have shown that many of those
under 25 and many of those over 55 find it challenging to return to employment
after a period of unemployment. This highlights the danger of the aforementioned
large increases in long-term unemployment and suggests a major commitment to
retraining and re-skilling will be required. In the long-run Irish society can ill afford
a return to the long-term unemployment problems of the 1980s. In the short-run
the new-unemployed are adding to the numbers living on low-income in Ireland
and this, in turn, will continue to have a negative impact on future poverty figures
(see chapter 3).

Two further themes arise from the employment and unemployment data and we
address these over the next two subsections: youth unemployment and the increase
in precarious work. We then conclude this section by examining trends on the live
register.

Youth unemployment

While the increase in unemployment has been spread across all ages and sectors (see
table 5.3), chart 5.2 highlights the very rapid increase in the numbers unemployed
under 25 years-of-age. The numbers in this group more than doubled between 2007
and 2009 peaking at 83,100 in quarter 2 2009. Since then decreases have occurred,
reaching 50,000 in late 2013. Although we have limited empirical knowledge of the
reasons for these decreases, a large part of the decrease is probably due to emigration.

Chart 5.2: Youth Unemployment in Ireland, by gender 2007-2013
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Source: CSO, QNHS on-line database.
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Although youth unemployment represents about one-fifth of the total population
that are unemployed, there is merit in giving it particular attention. Experiences of
unemployment, and in particular long-term unemployment, alongside an inability
to access any work, training or education, tends to leave a ‘scaring effect’ on young
people. It increases the challenges associated with getting them active in the labour
market at any stage in the future. The latest data on the number of young people
aged 18-24 years in Ireland who are not in education, employment or training
(NEETs) is 23.8 per cent in 2012 (NERI, 2013: 36).

In the short-term it makes sense for Government to invest in the ‘youth
unemployed’ and Social Justice Ireland considers this to be a central priority of any
programme to seriously address the unemployment crisis. At a European level, this
issue has been receiving welcome attention over the past year; driven by high levels
of youth unemployment in other crisis countries.

Under-employment, Part-time employment and Precarious Work

The figures in table 5.1 also point towards the growth of various forms of precarious
work over recent years. Since 2007 employment has fallen by 11 per cent; but this
figure masks a bigger decline in full-time employment (18 per cent) and a growth in
part-time employment (+ 17 per cent). Within those part-time employed there has
also been an increase in the numbers of people who are underemployed, that is
working part-time but at less hours than individuals are willing to work. By the end
of 2013 the numbers underemployed stood at 143,300 people, about seven per cent
of the total labour force and almost one-third of all part-time workers.

While an element of these figures can be explained by the recession, and the
suppressed levels of activity in some sectors, they also suggest the emergence of a
greater number of workers in precarious employment situations. The growth in the
number of individuals with less work hours than ideal, as well as those with
persistent uncertainties on the number and times of hours required for work, is a
major labour market challenge. Aside from the impact this has on the well-being of
individuals and their families, it also impacts on their financial situation and adds
to the working-poor challenges we outlined in chapter 3. There are also impacts on
the state given that Family Income Supplement (FIS) and the structure of jobseeker
payments tends to lead to Government subsidising these families incomes; and
indirectly subsidising some employers who create persistent precarious work
patterns for their workers.

As the labour market improves, Social Justice Ireland believes that now is the time to
adopt measures to address and eliminate these problems.
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The Live Register

While the live register is not an accurate measure of unemployment, it is a useful
barometer of the nature and pace of change in employment and unemployment.
Increases suggest a combination of more people unemployed, more people on
reduced employment weeks and consequently reductions in the availability of
employment hours to the labour force. Table 5.4 shows that the number of people
signing on the live register increased rapidly since the onset of the economic crisis
in 2007. The