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NATIONAL ECONOMIC AND SOCIAL COUNCIL
CONSTITUTION AND TERMS OF REFERENCE

1. The main task of the National Economic and Social Council shall be to provide a
forum for discussion of the principles relating to the efficient development of the
national economy and the achievement of social justice, and to advise the Government
through the Minister for Finance on their application. The Council shall have regard,
inter alia, to:

(i) the realisation of the highest possible levels of employment at adequate
reward,

(ii) the attainment of the highest sustainable rate of economic growth,

(iii) the fair and equitable distribution of the income and wealth of the nation,

(iv) reasonable price stability and long-term equilibrium in the balance of
payments,

(v) the balanced development of all regions in the country, and

(vi) the social implications of economic growth, including the need to protect
the environment.

2. The Council may consider such matters either on its own initiative or at the request
of the Government.

3. Members of the Government shall be entitled to attend the Council’s meetings.
The Council may at any time present its views to the Government, on matters within
its terms of reference. Any reports which the Council may produce shall be submitted
to the Government and, together with any comments which the Government may then
make thereon, shall be laid before each House of the Oireachtas and published.

4. The membership of the Council shall comprise a Chairman appointed by the
Government in consultation with the interests represented on the Council

Ten persons nominated by agricultural organisations,

Ten persons nominated by the Confederation of Irish Industry and the lIrish
Employers” Confederation,

Ten persons nominated by the Irish Congress of Trade Unions,

Ten other persons appointed by the Government, and

Six persons representing Government Departments comprising one representa-
tive each from the Departments of Finance, Agriculture and Fisheries, Industry
and Commerce, Labour and Local Government and one person representing the
Departments of Health and Social Welfare.

Any other Government Department shall have the right of audience at Council
meetings if warranted by the Council's agenda, subject to the right of the Chairman
to regulate the numbers attending.

5. The term of office of members shall be for three years renewable. Casual vacancies
shall be filled by the Government or by the nominating body as appropriate. Members
filling casual vacancies may hold office until the expiry of the other members’ current
term of office and their membership shall then be renewable on the same basis as
that of other members.

6. The Council shall have its own Secretariat, subject to the approval of the Minister
for Finance in regard to numbers, remuneration and conditions of service.

7. The Council shall regulate its own procedure.
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I. INTRODUCTION®

1. The Council by its terms of reference is required to have regard to
“the fair and equitable distribution of the income and wealth of the
nation”’. We must therefore be concerned with the distribution of
income between individuals and households and the extent to which
this distribution is changed by Government policies. After the com-
pletion of Report No. 8, the Social Policy Committee undertook to
investigate, in the light of this concern, the effect which payments to,
and benefits in cash and in kind from, the State have on income distri-
bution.

2. The initial distribution of national income is determined by the
market value placed on the services rendered by different individuals
and households in the production of the national output, and on the
distribution of skills, talents and wealth within the community. This
initial distribution of income may not be the distribution which society
wants. Government intervention in the economy changes the pattern
of income distribution as determined by market forces, and this inter-
vention is used to achieve a more equitable and fairer distribution. If
the policy goals on income distribution are to be clearly defined and
if the policies to achieve these goals are to be quantified, a compre-
hensive picture of the distribution of income is necessary.

*A draft of this report was prepared for the Social Policy Committee and discussed
and amended by the Council at its meeting on 17 April 1975. The report was drafted
by Tom Ferris, Catherine Keehan and Andrew Somerville of the Council’s Secretariat.
The Council would like to acknowledge technical assistance received from Dr. T.
Stark and Professor A. B. Atkinson.

tNESC: An Approach to Social Policy (Report No. 8, June 1975).
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3. The need for information on income distribution has long been
recognised. For example, the Third Programme for Economic and
Social Development,* published in March 1969, stated that there was:

~need for more information regarding the distribution of incomes.
Arrangements are being made to provide more comprehensive
statistics about the distribution of income by income ranges from
the data which will become available at the Revenue Com-
missioners’ Computer Centre.”

Again, the National Industrial Economic Councilt in 1970 stated that:

*Unless information is available about the existing distribution of
income, there is little basis to which to relate the apportionment of
the fruits of increased national productivity.”

*Third Programme: Economic and Social Development, 1969-72 (Prl. 431),
p. 146.

tNIEC Report on Incomes and Prices Policy (Report No. 27, 1970), p. 18.
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1l. INFORMATION NOW AVAILABLE

4. Nevertheless, only very limited statistical information on income
distribution is yet available. What is available is restricted in scope and
diverse in definition. The range of data is confined to two Household
Budget Inquiries, a discontinued series on earnings from the Census of
Industrial Production, farm income surveys since 1955 and some
unpublished distributions of taxable income prepared by the Revenue
Commissioners. In none of these sources is the population as a whole
surveyed.

5. The acquisition of information about income distribution was not
the main objective of the Household Budget Inquiries, the earnings
series from the Census of Industrial Production, the farm income
surveys or the data prepared by the Revenue Commissioners. These had
other aims—e.g. the provision of up-to-date weights for the consumer
price index, information on differentials in earnings or the identification
of the probable effects of changes in tax rates. In other words, the
information on income distribution was a by-product of work done for
other reasons. The data which are available, or which are likely to
become available in the near future, are summarised in Appendix 1.

6. Despite the inadequate data, and the limitations and problems of
interpretation associated with the data that are available, attempts
might be made to merge the information from different sources and
produce the best possible estimates of income distribution in freland.
This approach has been adopted in other countries,* but as yet it has not
been used in Ireland. There are a number of difficulties which would

*See, for example, Pechman, J. A. and Okner, B., “Who Bears the Tax Burden™,
Brookings, 1974, in which an attempt is made to draw together data from a sample
survey and from tax records. The resulting file of individual data was used by Pechman
and Okner to study the distribution of the tax burden.
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have to be overcome in merging the available Irish data on income
distribution. First, there is no data source covering the whole population
which could act as a “control check” on results. Second, the differeqt
methods of compilation and the varying definitions of income-recipient
in existing data sources would cause difficulties in any attempt to
merge the data. The absence of data on income distribution in Ireland
makes it virtually impossible to measure the extent of inequality in
income distribution. This point was strongly made in a recent ESRI
study:*

“unfortunately in this country, as in most others, statistics of income
distribution by size are about the least developed, though obviously
most important from the social point of view: without them how
can the problem of poverty be properly investigated ?”

However, future work planned by the Central Statistics Office and the
Revenue Commissioners should go part of the way towards filling the
gap in data. For example, the 1973 Household Budget Inquiry will be
the first attempt to survey a sample of the whole community (and not
merely urban households as in the 1965/66 Inquiry).

"Geary and O’Muircheartaigh “Equalisation of Opportunity in lreland: Statistical
Aspects” (ESRI Broadsheet No. 10, July 1974), p. 11.
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Hi. THE NECESSARY DATA

8. Steps must therefore be taken as a matter of urgency to assemble
the statistics that would give a comprehensive picture of income distri-
bution in this country. Before these are taken, certain basic questions
must be answered. The most important questions relate to the measure-
ment of income, the definition of the unit whose income is considered
relevant and the time period over which income is taken.

9. A definition of income that was restricted to money income would
not reflect adequately the command which individuals and households
have over material goods and services. A more satisfactory definition
would be the amount of money a person could have spent in a given
period while maiataining the real value of his wealth intact. As well as
income, this definition would include, for example, the imputed value
of the benefits received by people living in their own houses, capital
gains or losses, fringe benefits (cars, pension entitlements, etc.), and
the value of social benefits that accrue in kind, such as medical care,
education and housing and food subsidies. However, in the absence of
adequate data it is not possible to measure the value of these benefits.
Thus, for some time money income is likely to remain the only practicable
(albeit crude) definition.

10. The unit whose income is measured may be the individual, the
family, the household or the farm. Of these, the distribution of income
by family is probably the most useful in the context of income distri-
bution. However, there are difficulties in adopting the family as the
income-receiving unit. Since the family is restricted to those living in
the same house at the time the statistics are collected, there is a degree
of arbitrariness about what constitutes the family. Moreover, individual
families can contract or expand over time. Last year’s family consisting
of a husband, wife and grown-up daughter may in the next survay be

9
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reduced to a widow living on her own. Some of these difficulties can
be overcome by converting the family, as the basic income-receiving
unit, into adult equivalents.*

11. The period over which income is measured could be as short as
a week or as long as a life-time. The period chosen must be determined
by the purposes for which the statistics of income distribution are being
collected. For families depending on welfare benefits, weekly data are
probably most relevant. On the other hand, life-time income would be
more relevant for assessing the effects on distribution of (for example)
expenditure on education.

12. Perhaps the ideal time period for measuring income distribution
would be the life-time cycle of incomes of individuals. This would avoid
the bias that is introduced when incomes are measured at a point in
time, because this makes no allowance for the way incomes vary with
age. However, there are many practical difficulties in measuring life-time
incomes.

13. A year might have to be taken as the time period, because most
statistics are already presented on an annual basis. While annual income
may be most convenient, it may underestimate the number of families
below subsistence level and show a smaller dispersion of income than
data for shorter periods.

*An example of an adult equivalence scale for the UK is given by T. Stark in
“The Distribution of Personal Income in the United Kingdom™ (Cambridge University
Press, 1972).

Where a Single person 1

Couple = 16
Couple with one child = 241
Couple with two Children = 25
Couple with three Children = 28

This scale indicates that where the income of a single person was £2,000 this
would be equivalent to £4,200 for a couple with one child.

10

IV. INTERPRETATION OF DATA

14. However, even if all relevant data were available, problems of
interpretation would remain. The data will show that incomes are
distributed unequally. But it is important to identify how much of the
inequality shown by the statistics constitutes inequality which requires
policy action to reduce it. To take a very simple example: suppose that
all members of a community who wished to work start doing so at
18 years of age, that all receive £1,000 per annum in their first year
and increments of £100 per annum thereafter until they retire at 67.
In this very simple example, all people of the same age would be
receiving the same income. A cross-sectional study would show,
however, that the lowest paid 10% of the working population were
receiving only 3%% of the total income, and that the lowest paid 20%
were receiving only about 8%.

15.  This example is, of course, a gross over-simplification. It does,
however, suggest that before policy action is taken to reduce the degree
of inequality as shown by any measure of it, an attempt has to be made
to distinguish that part of the inequality which is acceptable in the sense
that it may be self-correcting, from the part which requires policy action.

11



V. MEASUREMENT OF INEQUALITY

16. Without adequate data, it is not possible to measure the degree of
inequality in the distribution of income as it accrues in the form of
wages and salaries, rents, interest and profits, or to quantify the extent
to which any initial distribution of income is altered by the tax system
and the pattern of Government expenditures.

17. The extent of inequality in income distribution can be measured
in a number of ways, but basically they fall into two main categories.
First, there are the partial measures of inequality which show the income
share of different groups of income-recipients. For example, a partial
measurement might show the percentage share of aggregate income
received by the “top five per cent”” of income-recipients. At the other
end of the scale, the emphasis might be placed on the numbers of
people who fall below some minimum income standard. The minimum
income threshold would be an absolute standard (i.e. so many £'s), so
that it could not be used to measure changes in the re/ative inequality
of income.

18. Second., there are the total measures of inequality which relate to
the whole distribution of income. These are concerned with the re/ative
inequality of income. The two main overall measures are the Lorenz
curve and the Gini coefficient. One advantage of the former is that it
gives an immediate visual impression of the extent of inequality in the
distribution of income. The latter summarises changes in distribution
in an index—a fall in the index indicates a move towards greater
equality and vice versa. Since these measures are technical in character,
they are described briefly in Appendix 2.

19. These measures cannot be applied in lreland because (as we have
already indicated) the relevant data are not yet available. No conclusion
can therefore be drawn (other than one based on intuition or casual and

12

partial observation) about the degree of inequality (whether in absolute
or relative terms) that now exists, or how this has been altered by
changes in Government policies. In our Report No. 8: An Approach to
Social Policy we emphasised the importance of the distributional
aspects and implications of Government policies and programmes.
Some time will elapse before all the relevant data are collected that
would enable the degree of inequality (or changes in it) to be precisely
analysed. In the meantime, given the importance of the issues involved,
some preliminary and partial measures of the distributional effect of
public policies must be attempted. We have made such an attempt
by undertaking a pilot study, the details of which are set out in the
section which follows. It must be emphasised, however, that this
pilot study is not based on a survey of actual families, but rather on
hypothetical characteristics of prototype families.

13



VI. PILOT STUDY

20. We have taken nine prototype families at different income levels
and made certain assumptions about their size, direct tax liabilities,
expenditure patterns, etc. They may be roughly categorised as follows:
senior administrative, middle management, executive, clerical, skilled,
unskilled, and an agricultural worker, where these categories refer to the
occupation of the head of the household. In addition, families consisting
of a married couple both receiving the old age pension and a widow
with two children have been included. No family in which the head of
the household was self-employed or unemployed was included due to
the difficulty of obtaining data on such families. For each family, an
attempt has been made to show gross income before tax for four
periods between 1965 and 1975 and contributions to and benefits
from the public sector in money and in kind at the different dates.
The details of the study, and the tentative conclusions that can be
drawn from it, are set out in the paragraphs which follow.

21. It must be emphasised that this is a pilot study and that great
caution must be exercised in interpreting its results. The absence of
relevant comprehensive data and of any full scale survey, mean that
assumptions have had to be made about the characteristics of each
family, and their expenditure patterns. Many of these assumptions are
based on averages and will not therefore be true for particular individual
families. If these assumptions are changed (e.g. if in the higher adminis-
trative household it is not assumed that two children are at university),
then the results could be altered significantly.

22, Apart from the assumptions made about each prototype family,
which are set out in detail in Appendix 3, basic assumptions were made
about all of them which are worth recording here:

(a) It is assumed that for each of the years under review the
occupation and status of the head of the household remained

14

constant. This was necessary to ensure that there was a valid
basis for comparison year by year.

(b) It is assumed that expenditure patterns remained unchanged.
This was necessary because the most recent data for household
expenditure is that contained in the 1965/66 Household
Budget Inquiry. (The results of the 1973 H.B.l. are not yet
available.)

(c) It is assumed that benefits from health, education and other
subsidies accrued exclusively to the family, and are valued at
the cost incurred by the State. However, the benefits of state
expenditure on services like education and health are felt also
by society in general, and it could be argued that the full cost
should not, in an exercise of this kind, be treated as a benefit
accruing to the individual family. Indeed, if families had to bear
the full cost of (for example) education, they might not be
able (or willing) to send their children to university.

23. While many of the assumptions are arbitrary, they were necessary
in order to establish a framework within which this study could be
carried out, and to ensure that there would be some basis for comparison
between the different families over the period under review. Once
the assumptions had been made, advice and information as to their
consequences were sought from the relevant authorities: for example,
the Revenue Commissioners were consulted with regard to income
tax payments, and the Voluntary Health Insurance Board advised on
the annual payments which families similar to those in the study
would incur in order to ensure adequate health insurance.

24. Since this is a first attempt at getting some indication of the
effects of public policy changes in income distribution over a period of
time, great care must be taken in interpreting the results. However, the
exercise is useful in suggesting some tentative conclusions, and in
pointing to the need for a much more comprehensive study on income
distribution.

25, Table A summarises the characteristics of the families included in
this pilot study.

15
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For the years taken—1965-66, 1972-73, 1973-74 and 1974-75—the
characteristics of the different families have been held constant. For
example, each family is assumed to have the same number of children,
of the same age in each year. This study shows the changes in income,
taxes paid and benefits received over the ten year period. The detailed
data underlying the study are set out in Appendix 3, Tables 1 and 2,
together with explanatory notes. The years 1965-66 and 1972-73 were
chosen because these were the years when the Household Budget
Inquiries were carried out. The most recent financial years are also
included.

26. The main tables of the report—Tables B to D—present the results
of the pilot study in the form of indices. Table B shows how each family
has fared over the years reviewed. Each family’'s initial income before
tax is denoted by 100 in each year. It is then possible to show, for
example, how the family has benefited in terms of cash benefits and
benefits in kind in relation to original income. Account is also taken of
tax payments, both direct and indirect. Table C attempts to show how
the families relate to each other, with the skilled worker (category E)
being represented by 100 in each year in each row of the table.Table D
compares categories H and | (the widow and the old age pensioners
respectively) with category E, having adjusted the data to make them
more directly comparable with the other categories. This was achieved
by using the adult equivalence scales set out in the footnote on page
10 of this report.

27. Table B illustrates how income after all benefits and taxes has
changed for each family in relation to earned income in the different
years. With three exceptions, categories A, D and H (the senior
administrator, the clerk and the pensioner), this ratio was lower in
1974-75 than in 1965-66. In other words, the command over resources
by most of the families was less after their incomes had been adjusted
for benefits received from, and payments made to the public sector. This
is because their payments are proportionately more in 1975 than the
benefits they are receiving. One reason for this is the change-over
from turnover tax to value added tax which results in indirect taxation
forming a larger proportion of income. However, the proportion of

18

indirect taxation has decreased somewhat as a result of food being
zero-rated for the purposes of VAT in September 1973, although
the proportion remains higher than in 1965-66 when turnover tax
applied.

28. For the senior administrator, the clerk and the pensioner, the
increase in benefits has exceeded the increase in payments over the
period under review. In the case of the senior administrator, an important
reason is the increase of 500% in the value of educational benefits
assumed to accrue to the senior administrator’s family. If it is assumed
that the two eldest children in this family are not in university, but are
attending secondary school, then the value of the benefits accruing
to this family from State expenditure on education drops significantly.
If this were so, then the ratio of income after all benefits and taxestoearn-
ed income over the period 1965-66 to 1974-75 would fall rather than
increase. For the clerk, net benefits (i.e. benefits less payments)
increased at a somewhat faster rate than earned income over the
ten-year period. With regard to the pensioner, the increase in monetary
transfers and benefits in kind have contributed to the relative improve-
ment over the period under review.

29. Table C shows the relationship between the different families. It is
clear that there has been a narrowing of the spread in terms of “income
after all benefits and all taxes”” between the families at the top of the
range and those at the bottom. In each row of this table, category E (the
skilled worker) is represented by 100 in each year. Using this index, it is
possible to see how different families have fared as compared with the
skilled worker. The position of families A, B, C and D has worsened,*
while families F, G, H and | have improved their position relative to
family E. For example, the widow’s income after all benefits and taxes

*It should be noted that one of the reasons for the worsening position of the
first four families relative to the skilled worker is that the latter has benefited from
being an “early starter” under the National Wage Agreements. However, under
the more recent National Wage Agreements a telescoping of the termination dates
has improved the position of the first four families vis-3-vis the skilled worker
(See Table C).
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was 47.6% of that of the skilled worker in 1965-66, but by 1974-75
it had increased to 55:2%. The family of the senior administrator shows
the largest relative reduction. In 1965-66 income after all benefits and
taxes for this family was 285-4% of that of the skilled worker, but
by 1974-75 it had fallen to 235-3%.

30. This study has tried to establish some preliminary and partial

measures of the distributional effects of public policies over a
ten-year period on nine prototype families. The main conclusion
emerging from the analysis of these prototype families is that there
has been re-distribution of income after all benefits and taxes over the
period 1965-66 to 1974-75. One of the major reasons for this is that
the earned income of the lower paid families has increased to a
significantly greater extent than that of the higher paid families during
the period in question. It should be noted, however, that income tax
payments by the end of the period had become more significant for
families at the lower end of scale. Nevertheless, these families remained
net recipients in their relationship with the State. In the case of the
widow and the old age pensioner their improved position is almost
entirely explained by the very significant increase in State benefits
over the period. The study suggests that payments to and benefits
received from the State helped to narrow the spread in the command
over resources enjoyed by the prototype families included in this
study. The full extent of this influence can only be measured by a
more comprehensive study than the one described here.

31. Given the limited resources of the Council, and the present paucity
of data, this has necessarily been a preliminary pilot study and its
conclusions are tentative. The results of the Household Budget Inquiry
1973, due later this year, should enable a more accurate exercise to
be carried out. However, the Council believes that this pilot study
should be taken over and expanded by the Department of Finance; in
particular, detailed information should be included on unemployment
benefit and assistance. The study should be up-dated either annually
or on the occasion of major changes in tax rates or social payments.

20

TABLE B

Changes in income after aii benefits and taxes for sach famiiy:
1966-66 to 1974-76

A: Senior Administrative

Classification 1965-66 | 1972-73 | 1973-74 | 1974-75
(i) Earned Income 100 100 100 100

(ii) Income after benefits in cash 100:3 100-3 100-7 100-7
(iii) Income after benefits in cash and

direct taxes 78-3 755 74-4 73:4
(iv) Income after all benefits and direct

taxes 84-8 90-5 93-3 915
(v) Income after all benefits and taxes 74-9 76-6 800 | 797

B: Middie Management

Classification 1965-66 | 1972-73 | 1973-74 | 1974-75
(i) Earned income 100 100 100 100

(ii) Income after benefits in cash 101-0 101-1 1025 102-8
(iii) Income after benefits in cash and

direct taxes 86-8 825 81-2 833
(iv) Income after all benefits and direct

taxes 93-0 92-3 91-6 941
(v) Income after all benefits and taxes 82-8 77-8 77-6 813

C: Executive
Classification 1965-66 | 1972-73 [ 1973-74 | 1974-75
(i) Earned income 100 100 100 100

(ii) Income after benefits in cash 102-9 1031 1047 1051
(iii) Income after benefits in cash and

direct taxes 98-7 93-8 93-7 93-3
(iv) Income after all benefits and direct

taxes 1106 1109 1116 1116
(v) Income after all benefits and taxes 961 911 926 943
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TABLE B—-continued
D: Clerlcal

TABLE B—continued

Classification 1965-66 | 1972-73 | 1973-74 | 1974-75
(i) Earned income 100 100 100 100
(ii) Income after benefits in cash 104-2 1041 106:2 106-6
(iiif) Income after benefits in cash and
direct taxes 102-8 98-2 981 97-2
(iv) Income after all benefits and direct
taxes 1259 129:3 132-56 1331
{v) Income after all benefits and taxes | 110-4 109-6 113-8 115-4
E: Skilled Worker
Classification 1965-66 | 1972-73 | 1973~-74 | 1974-75
(i) Earned income 100 100 100 100
(ii) Income after benefits in cash 1051 104-4 106-6 106-9
(iii) Income after benefits in cash and
direct taxes 103-6 983 97-9 96-4
(iv) Income after all benefits and direct
taxes 151-9 145-5 154-8 149-2
{v) Income after all benefits and taxes | 1354 1248 1354 1311
F: Unskilled Worker
| —— | JE
Classification 1965-66 ; 1972-73 {1973-74 1 1974-75
(i) Earned income i 100 ‘ 100 100 100
(ii) Income after benefits in cash ‘ 1063 i 105-3 107-7 1079
(iii) Income after benefits in cash and | {
direct taxes 104-3 1013 102:2 99-7
(iv) Income after all benefits and direct
taxes 164-2 15681 170-8 160-4
{v) Income after all benefits and taxes | 1456 | 1358 1501 1414
i |
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G: Agricultural Worker
Classification 1965-66 | 1972-73 | 1973-74 | 1974-75
(i) Earned income 100 100 100 100
(ii) Income after benefits in cash 109-6 108-0 111-6 1119
(iii) Income after benefits in cash and
direct taxes 107-3 103-5 106-8 106-5
(iv) Income after all benefits and direct
taxes 2081 190-6 208-5 200-3
(v) Income after all benefits and taxes | 192-9 1718 189-2 182:6
H: Contributory Old Age Pensioner
Classification 1965-66 | 1972-73 | 1973-74 | 1974-75
(i) Earned income* —_ —_ —_ —
(ii) Income after benefits in cash 100 100 100 100
(iii) Income after benefits in cash and
direct taxes 1000 1000 1000 100-0
(iv) Income after all benefits and direct
taxes 147-3 168-6 163-8 173-9
(v) Income after all benefits and taxes | 127-0 141-2 147-6 159-0
*No income earned.
I: Widow with Contributory Pension and Part-Time Job
Classification 1966-66 | 1972-73 1 1973-74 | 1974-75
(i) Earned income 100 100 100 100
(ii) Income after benefits in cash 211-4 208-3 2230 2303
(iii) Income after benefits in cash and
direct taxes 204-3 1965 2117 2189
(iv) Income after all benefits and direct
taxes 362-7 3239 3544 356-8
(v) Income after all benefits and taxes | 320-5 272:3 305-9 309-4
23
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TABLE D

Family Income (Categories H and 1) expressed as an index based
on Family E: adjusted form®

1965-66 1972-73 1973-74 1974-75
(E=100) (E=100) (E=100) (E=100)

H [ H [ H [ H 1

Earned income — {302 — {3386] — {356} — (351
Income after cash benefits ]46-7 | 60-6 |51-6 | 66-6 §53-8 {74-6 }56:1 {756
income after cash benefits
and direct taxes 47-4 {59-6 |54-8 | 66-8 |58-6 | 77-0 |62:3 {797
Income after all benefits and
direct taxes 47-6 |72-0 {587 {74-4 1608 {81-5 }69-9 |83-7
income after all benefits
and all taxes 45-9 | 71-4 1609 |72-9 }62:4 |80-4 1728 | 82-8

*Extension of Table C for categories H (pensioners) and | (widow) to take account
of the sizes of these househoids differing from those in the other categories. The
figures shown in Table C for these households are transformed into 2 adult + 4
child equivalents, using Dr. Stark’s equivalent scale (See footnote to page 10.)
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APPENDIX 1
Irish Income Distribution Data

1. This Appendix is concerned with discussing existing and forth-
coming Irish income distribution data. The pattern of income distribution
in Ireland is inevitably influenced by such factors as the age structure
of the population, marriage pattern, participation rate for married
females, level of employment and unemployment and the extent of
social welfare programmes. It is not possible, however, to say at this
stage how significant these factors are in causing a greater or lesser
degree of income inequality, in the absence of any official data on
income distribution. For very little information has as yet been published
on the distribution of income in Ireland, by size of income.” Yet the need
for greater information about income distribution has been recognised
for many years. For instance, the NIECT in 1970 stated that:

“Unless information is available about the existing distribution of
income, there is little basis to which to relate the apportionment of
the fruits of increased national productivity.”

Thus, whatever attitudes are adopted towards income distribution,
there must first be data on the distribution of incomes before policies
can be formulated to change it.

(a) Data Sources

2. The conventional sources of data for income distribution are
basically three: household budget surveys, surveys undertaken by
income tax authorities and surveys of earnings. The provision of data on

*An unofficial estimate of the distribution of non-agricuitural incomes is contained
in L, Reason, ““Estimates of the Distribution of Non-Agricultural incomes and In-
cidence of Certain Taxes” J.S.S.1.S. Vol. XX, Part 1V, 1960-61.

+NIEC Report on Incomes and Prices Policy (Report No. 27, 1970).
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income distribution is not the main purpose of any of these surveys. In
other words, the different surveys are concerned with providing
up-to-date base weights for the consumer price index, identifying what
the effects of changes in taxation might be, or providing information on
relativities in earnings. Accordingly, the information on income distri-
bution is provided only as a by-product of the surveys. The relevant
surveys carried out in Ireland are discussed in turn, namely, the House-
hold Budget Inquiries, unpublished data compiled by the Revenue
Commissioners and the distribution of wages and salaries contained in
the Census of Industrial Production. An additional source of survey
material in Ireland is that of the Farm Management Surveys.

(b) Household Budget Inquiries

3. These sample surveys are conducted by the Central Statistics Office.
Large scale inquiries were undertaken in 1951-52, 1965-66 and 1973.
A small scale continuing annual inquiry was initiated in 1974.% The
reporting unit is the household f and information is sought in relation to
income and expenditure of each household member. The first two
surveys of 1951-52 and 1965-66 were restricted to a sample of urban
households. The 1973 survey coverage was broadened to include rural
households. The results of the 1973 survey have not yet been published. }
Like all sample surveys the results of the Household Budget Inquiries
are subject to sampling error. Furthermore, as participation is voluntary,
the inquiries are also subject to differential response by various sectors
of the population, and to recording and recall errors by respondents.

4. The Household Budget Inquiry of 1951-52 realised 12,300
household returns., consisting mainly of four returns per household,
each covering a period of one week in each quarter of the twelve-month
period covered. Every household provided detailed particulars on

*The principal purpose of this continual annual survey is to monitor changes in
both the level and pattern of household income and expenditure and to determine
when consumption patterns have changed sufficiently to justify the cost of under-
taking a further large scale national survey.

1The household is defined as a single person or group of people who live at the
same address and who normally have their meals together.

{$The results are expected to become available towards the end of 1975 and will
be published during 1976.
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household membership, accommodation, income and regularly recurring
expenditure and kept detailed expenditure diaries for a week. As the
purpose of the inquiry was to provide a revised weighting basis for the
consumer price index, the main emphasis was placed on obtaining
details of the pattern of household expenditure. The amount of infor-
mation which was relevant to income distribution analysis was limited.
The fact that income data were provided for only four income bands and
in a form which did not distinguish between adults and children also
restricted the usefulness of the data for income distribution purposes.
Moreover, the returns from households understated average income by
about 19% by comparison with average “stated’’ expenditure; of course,
understatement of income is a normal feature of these surveys inter-
nationally.

5. The 1965-66 Household Budget Inquiry adopted an analogous
sampling procedure to that used for the 1951-52 inquiry, with identical
definitions being used for income, expenditure and household. The size
of the sample was smaller than in the 1951-52 inquiry—only 2,400
urban households* were surveyed, each household providing two
returns, at six-monthly intervals, on expenditure over fourteen con-
secutive days. Again, the results of this inquiry are of limited value for
income distribution purposes. The tables in the inquiry contained only
a limited number of income groups,t—too few to enable any detailed
analysis of the extent of inequality to be undertaken. Morever, it has
been suggested that there was a bias in the income returns contained
in the Household Budget Inquiry of 1965-66, particularly in the case
of the understatements of income among the self-employed house-
holds. The inquiry indicated a 10% understatement in average income
as compared with average “stated’”” expenditure.

6. The Household Budget Inquiry for 1973 will incorporate many
improvements on the earlier surveys. The major changes relate to the

*The Inquiry referred solely to urban households.

$Ten income classes were distinguished in the one-way classification of results
by Gross Household Income, while four income classes were used in the two-way
and three-way classifications.

1+Cf. Pratschke “Income Expenditure in lreland 1965-66 ' (ESRI Paper No. 50,

1969—Page 7)-
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extension of the survey to include rural households* and to the con-
sequential expansion of the sample to cover 8,000 households with a
more extensive questionnaire on income and expenditure details. Each
household was sampled for only one fortnightly period, so that for the
first time the number of returns will be identical with the number of
households sampled. The extension in the range of questions on income
should provide improved information on “fringe benefits”, i.e. benefits
provided by employers in terms of contributions towards housing and
motoring costs, and “state welfare benefits’’. Given that such questions
have been included in the inquiry, it would be most useful for income
distribution purposes to have the results presented in terms of household
income by income source and size; by the proportion of income com-
posed of welfare benefits on a regional basis; number of earners by
occupation and industrial group; and even by family size and status. It
must be recognised, however, that the degree to which the results of
the household budget surveys can be cross-classified is limited, so that
this source of information must be supplemented by data sources in
other fields.

{c) Redistributive Surveys

7. Income distribution data are particularly important in the analysis
of the redistributional effects of government taxation and expenditure.
The aim of redistribution studies is to show the pattern of taxes paid
and benefits received by households of different types, and to measure
the distributional impact of government revenue and expenditure. The
only published studyi on the distribution of income, which included
estimates of the incidence of direct and indirect tax, was that of Reason
relating to non-agricultural incomes. This study did not, however,
measure the impact of government expenditure. While there is an

*Cf. Sheehy and O'Connor, “Rural Household Budget—Feasibility Study” (ESRI
Paper No. 61, 1971)—this study concluded that a full scale rural household budget
Inquiry was a feasible proposition.

tReason, "Estimates of the Distribution of Non-Agricultural Incomes and
incidence of Certain Taxes”” J.5.5.1.S., Vol. XX, 1960-61.

$The Household Budget Surveys are useful in this context insofar as the expenditure
data provide a basis for estimating the incidence of indirect tax.
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absence of published research on redistribution in lreland, one such
study has been undertaken by the CSO, but it has not been published.
The CSO study is exploratory and is concerned with redistribution in
the context of data from the 1965-66 Household Budget Inquiry.
Accordingly, it is restricted to redistribution among the urban com-
munity. It is to be hoped that an updated redistribution study could be
published following the publication of the 1973 Household Budget

Inquiry.

8. So as to give some indication of the manner in which redistribution
studies are prepared, it is worth referring to the redistribution studies
published by the British Central Statistical Office. These studies start
with the original income® of households, or their gross income before
allowing for any taxes or benefits. Then using the Family Expenditure
Survey data (analogous to the Irish Household Budget Inquiry) the
direct benefits in cash (e.g. family allowances, pensions, etc.) and in
kind (education, etc) are added to the original income. Direct taxation is
then deducted, thereby isolating “income after direct taxes and benefits"’.
The latter is adjusted for indirect benefits, such as housing subsidies,
and indirect taxes, in order to produce “income after all taxes and
benefits’’. In some cases the input for this type of exercise is obtained
from the Family Expenditure Survey, while in other cases estimates
have to be prepared. The results of such an exercise show the net
benefits received less taxes paid by households of different types—
classified by income range and by household type. From the results, the
overall redistribution impact of government activity can be summarised.
Such a summary has been prepared for 1971 by Nicholsont in terms of
the Gini Co-efficient,{ as follows:

*For some people, for example pensioners, original income is very low, as they
are mainly dependent on state benefits.

tNicholson J. L., “The Distribution and Redistribution of Income in the United
Kingdom",in D.Wedderburn (Ed.) Poverty, Inequality and Class Structure, Cambridge
University Press, 1974.

}The Gini co-efficient is a summary measure of inequality, which ranges from O
(where there is perfect equality of income) to 1 (where there is the greatest degree
of inequality of income).
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Form of income Gini Co-efficient
Original income 0-34
{ncome after direct benefits 0-26
Income after direct taxes and benefits 0-23
Income after all taxes and benefits 0-25

This shows that overall inequality was reduced by direct benefits, and to
a lesser extent, by direct taxes. However, overall inequality was slightly
increased by indirect taxes and benefits.

(d) Revenue Commissioners’ data

9. The Household Budget Inquiries are not the only potential source of
information in Ireland about the distribution of income. Another relevant
source is the Revenue Commissioners’ data. The importance of this
source was recognised in the Third Programme in 1969 when it was
stated that arrangements were being made to provide more com-
prehensive statistics about the distribution of income by income range
from the data that was expected from the Revenue Commissioners
Computer Centre. As yet, only a limited amount of data have been
published.* The data on the distribution of taxable incomes have
certain limitations. Apart from the obvious problems of tax evasion,
income tax data exclude certain sources of income, for example,
certain income in kind and imputed rent on owner occupied houses.
These omissions are likely to introduce bias where the distribution of
taxable incomes are used as a basis for the distribution of total income
in a community.

10. The Revenue Commissioners’ data are likely to have advantages
over Household Budget Inquiry data. The advantages are that the
response rate is higher and the degree of understatement of income
probably less. For the year 1972-73, the four main categories covered
by the computer records of the Revenue Commissioners were:

*Incomes distribution data relating to persons liable to sur-tax have been published

in the Annual Reports of the Revenue Commissioners for the past number of years.
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(i) The Schedule D Income Tax File.

(ii) The Public Department Income Tax File.
(iii) The PAYE Employee File, and
(iv) The Corporation Profits Tax File.

The first three files are relevant to income distribution analysis. The type
of information contained on these files regarding individual tax-payers
includes income details, the amount of deductions and reliefs, the marital
status of the tax-payer, the number of dependants, wives’ earnings (if
any), life assurance and tax assessed.” The tax charged on an individual
not within the ambit of PAYE is normally based on income arising in the
year preceding the year of assessment. Because the tax so charged may
in many cases be paid in two instalments it need not correspond to the
tax actually paid in the year of assessment. Only in the case of income
within PAYE and other income taxed at the source are deductions
made on a current year basis. Where tax is payable by instalments, such
as where the profits of individuals from trades and professions are
involved, there may be a substantial lag between the receipt of income
and the payment of tax referable to that income.t

11. The information for 1972-73 is available in forty-two extremely
detailed tables, which are grouped under five main headings. The
headings correspond to the first three files (listed in paragraph 10),
together with a surtax heading and a final heading combining income
from all sources. Under the different headings a considerable amount
of statistical information is provided for varying classifications, including
that of income distribution by range of income. In the section on

*For 1972-73 the tax assessment included income tax and surtax.

tTo take the extreme case, a trader who makes up his accounts for the year
ended April 6, 1972, is normally charged income tax on the profits of that trade
for the year of assessment 1973-74. The tax is payable in two equal instalments
on January 1, 1974 and July 1, 1974—a lag of almost 27 months from the end of
the period in which the income arises until payment is completed. In arriving at the
post-tax income for the year of assessment 197374 for income distribution purposes
the full tax charged on the trading profits is deducted even though half of that tax
is not payable until the following tax year.
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“income from all sources”’, statistics are provided on the distribution of
total income, taxable income and income after tax. Each of these are
cross-classified with each other, as well as the distribution of allowances
and life assurance by range of total income. The Revenue Commissioners’
data do not include distribution by region because of the complications
posed by centralised tax returns of organisations such as CIE, which
operate on a nation-wide basis. Neither is there a cross-classification
of incomes with those of the previous year or a cross-classification of
the size distribution of unearned income with that of total income. If it
were possible to undertake such cross-classifications, it would enable
the trends in income over time to be determined, as well as providing
useful information in the context of the distribution of wealth.

12. The Revenue Commissioners’ computer records are certainly a
significant source of data on incomes. Naturally, there are certain
qualifications which must be taken into account—including obvious
ones, such as tax evasion. The population represented by the tax
returns refers only to those for whom income is reported* as well as
those listed as dependants but, in general, only the income arising from
an individual’s wife is included in his total income. Further, in the case of
the Revenue Commissioners’ data the population only refers to those
whose income tax returns have been computerised.t Not all tax records
are computerised. In 1972-73 the main categories omitted were
building workers, and approximately two-thirds of persons assessed in
Public Departments. However, despite the qualifications which surround
the use of income tax data in income distribution analysis, it should be
possible to use the data in conjunction with other data, such as the
Household Budget Survey data. Moreover, the Revenue Commissioners’
data should be checked against broader economic parameters, such as
population, family structure, total personal income, employment, etc.,
in order to determine the statistical value of the data.

*In 1972-73 income arising from farming was excluded. Non-taxable grants
and benefits were also excluded.

1Broadily speaking, all persons within the scope of PAYE in respect of whom
returns are received, and those not within PAYE on whom assessments are raised,
are included (whether or not they are liable to tax) if particulars in relation to them
are on the Revenue Commissioners’ computer file.
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(e) Earnings Data

13. Another source of information on income is the distribution of
industrial earnings,* which is compiled as part of the annual Census of
Industrial Production. This Census covers the major industrial sectors,
ranging from mining and quarrying to the forty-five sectors of manu-
facturing industry and including the eight sectors of the building and
construction industry. The data on earnings in the Census refer to the
number of wage earners,T by size of earnings, for a week in October
of each year.

14. The coverage of the Census is restricted when considered in the
context of the total economy. For not only are those industrial employees
who are employed in small establishments excluded, but also the
earnings of employees in such sectors as agriculture, commerce,
insurance, finance, public administration and defence are outside the
scope of the survey. Another limitation of the survey is the fact that the
earnings relate only to the income received by employees in the
establishment that has been surveyed, and which therefore may exclude
other earnings. Examples of such exclusions might be earnings received
by individuals in kind, as in the case of free housing or fringe benefits
provided by employers, or income received from other sources outside
industry.

15. While the restricted nature of the data on distribution of industrial
earning may limit their value for any analysis of incomes distribution in
the overall situation in the community, there may be some scope for
using the data for specific analysis of the effects of the changing pattern
of industrial production on the distribution of industrial earnings. The
statistical series goes back to 1938, so that data are available over a
thirty-year period for distributions on the different industrial sectors. The
breakdown in earnings data are given for male/female and for those
aged under 18 years and over 18 years. The types of study that might

*Published by the Central Statistics Office in ""Statistics of Wages Earnings and
Hours of Work”.

tIn each industrial group all establishments regularly employing more than three
persons are included in the Census.
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be undertaken using these data are the analysis of the trend in the
overall differentials in earnings between men and women, trends in
earnings differentials within industrial sectors and between sectors, or
analysis of the relative changes in earnings for the lower paid industrial
workers over time. While the data are available since 1938, the CSO in
1968 discontinued the series on the distribution of earnings obtained
from the annual Census of Industrial Production, so that any conclusions
from such studies would be of historic rather than of current interest.
From 1969 certain changes were made in the collection of basic data
on rates of earnings in transportable goods industries. The new series
on rates of earnings relates to data collected from a sample of industrial
establishments on a quarterly basis—i.e., for a pay week in March,
June, September and December. The data are now classified on the
basis of adult and non-adult rates of pay. This basis of classification is
not comparable with the classification previously adopted—"under 18
years’” and “18 years and over’. The classification of data by size of
earnings has not been undertaken for the new series.

(f) Farm Income Surveys

16. For information on the distribution of income in agriculture, the
various farm surveys undertaken in Ireland since 1955 are relevant. The
surveys are made up of two groups—the National Farm Surveys
carried out by the Central Statistics Office between 1955 and 1958,
and the Farm Management Surveys for 1966 to 1969, which have been
prepared by An Foras Taluntais.* The National Farm Surveys data refer
to average resultst for approximately 1,200 farms which were sampled
over the three-year period 1955-56 to 1957-58. As regards the Farm
Management Surveys, average results for approximately 900 farms
covering the three-year period 1966-67 to 1968-69 have been published,
together with annual reports containing data on approximately 1,400
farms which were sampled in each of these years. Since the emphasis

*An Foras Taluntais expect to publish the results of the next Farm Management
Survey in the near future.

tThe National Farm Survey report also contains results for each of the three
years—1965-566 1956-57 and 1957-68-——covering 1,824, 1,821 and 1,921 farms
respectively.
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in the surveys is on the provision of extensive information regarding
farm output, costs and size of farm, the primary concern is not with the
distribution of farm income. The information contained in the surveys
on income relates to ““family-farm income’, which is defined as the
revenue accruing to the farm family after all current expenses have been
paid, including hired labour and interest charges on borrowed capital.
Accordingly, the definition is a combination of business profits and
family labour income, i.e., labour other than hired labour.

17. The National Farm Surveys data on family farm income, which
are relevant to income distribution analysis are confined to one table—
that is the one containing the distribution of farms by family farm
income,* divided into fourteen income ranges. The other tables in the
National Farm Surveys merely classify income data in terms of low,
medium and high income groups. The data contained in the Farm
Management Surveys is similarly restrictive in the case of information
on family farm income. The one exception is the final report on the
three-year period 1966-67 to 1968-69, where a distribution is set out
by the level of family farm income. 1 Besides the limitations in data, there
is the added complication that the concept “family labour unit” is
primarily a work concept and not a consumption concept (which is the
concept of interest for the analysis of income distribution patterns).
Furthermore, the surveys do not contain information on family farm
income by family size. The limitations noted with regard to industrial
earnings, also operate with regard to family farm income. For other
sources of income outside the family farm are not covered by these
surveys.

18. The indications are that the information on family farm income
contained in farm surveys is of limited value in the context of analysing

*This distribution is set out in Table 9 of NFS report. Table 8 of the survey gives
a similar distribution but classified by Labour and Family Farm Income per adjusted
acre farmed.

$P. G. Cox in “Estimating the Percentage of Farms in the Republic of lreland
obtaining comparable incomes in 1973 (lrish Journal of Agricultural Economics
and Sociology. Vol. 4, No. 2, 1973-74) provides estimates for 1973 of the percentage
of farms having family farm plus labour income in excess of specified levels, on
both a per farm and per labour unit basis.
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the distribution of incomes. This is not to say that future farm survey
questionnaires cannot be adjusted to take account of the requirements
of studies on income distribution. As it is, the extension of the Household
Budget Inquiry of 1973 to include farm households as part of the
rural sample, means that some cross-checks on farm consumption and
income data will be provided in future. On another front the extension
of direct taxation to the farming sector will also provide a source of
income data with regard to farm income.
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APPENDIX 2
Measures of Inequality

1. Two of the main overall measures of relative inequality of income
are the Lorenz curve and the Gini coefficient. The former gives a visual
impression of the extent of inequality, while the latter summarises
inequality in terms of an index.

Diagram 1: Lorenz curve—lllustrative Distribution of Income
100

Line of perfect equality

CUMULATIVE
PERCENTAGE
OF TOTAL
INCOME

0 20 40 60 80 100

CUMULATIVE PERCENTAGE OF INCOME-RECIPIENTS
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2. The Lorenz curve shows the proportion of total income accruing to
different groups of individuals in the community. It is presented in
terms of a graph which plots the percentage of total income recipients
(from 0 to 100 on the horizontal axis) against the percentage of total
income which each section of the population receives (measured
cumulatively on the vertical axis.) Diagram | shows a Lorenz Curve for
a hypothetical distribution of income. What the Lorenz curve does is to
rank income-recipients from the poorest upwards on a cumulative
basis. Perfect equality in the distribution of income would give a
straight line of 45°; where, for example, the top 10% of the population
would receive 10% of total income. The extent to which income is
unequally distributed can be gauged by measuring the area between
the Lorenz curve and the line of perfect equality at 45° (i.e., the shaded
area marked A in Diagram 1 above). Accordingly, the more unequal
the distribution of income, the larger the area between the Lorenz curve
and line of perfect equality. Conversely, the closer the Lorenz curve is

to the line of perfect equality the more egalitarian the distribution of
income.

3. The Gini coefficient is a summary measure of inequality which is
obtained by determining the area between the actual Lorenz curve and
the line of perfect equality.* The index ranges from 0 (where there is
complete equality of income distribution) to 1 (where, in theory, one
person acquires the total income for the population). Changes in the
distribution of income can occur which produce no alterations in the
Gini coefficient. This can happen where changes in different parts of the
distribution offset each other, leaving the overall Gini coefficient
unchanged.

4. The overall measures of income inequality should be interpreted
with caution insofar as certain movements in the distribution of
income may not be adequately reflected in the measures.t However, the

*The Gini coefficient is measured by taking the area between the Lorenz curve
and line of perfect equality and dividing by the tota/ area under line of perfect equality.
In Diagram 1 this is given by: A - (A +B).

tThe Gini coefficient for an economy may remain unaltered even though different
changes occur in the distribution, as, for example between:
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main advantage of the measures lie in the simple way in which they can
provide a concise, if crude, indication of the relative inequality of
income distribution in a community.

(a) the “poor” section getting richer and the “middle” and “rich” sections
getting poorer, and

(b) the “poor” section getting richer, the “rich” section getting poorer
and the “middle”” section remaining the same.
This can result from changes in the different parts of the distribution offsetting each
other, even though the redistribution effects are quite different.
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APPENDIX 3

Details of Pilot Study

1. In the pilot study set out in Section VI of this report nine prototype
families* were taken and certain data were collected about them. The
data collected ranged from earned income to state benefits received
both in cash and in kind. In the following paragraphs, the sources of the
data are given; the assumptions made about each family where impu-
tation was required are detailed, and definitions of the terms used in
the tables are set out. The detailed data are presented in Tables 1 and 2.

2. Sources. The information collected for the different families
related to

earned income,

income tax,

housing expenditure,

pensions and other Social Welfare benefits in cash and in kind,
health cover,

education subsidies and

indirect taxes.

In order to obtain comparable data over the ten-year period, public
sector salary rates were used for the first four families. For the incomes
of the skilled and unskilled workers, the data were based on CSO
statistics on earnings in the construction industry. For the agricultural
worker’s family, information was obtained from the Agricultural Wages
Board. In the case of the widow and the old age pensioners, it was
assumed that they had contributory pensions at the rates current in

*Table A of the main report sets out the families and their characteristics.
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the years under review. Tax data were obtained from the Revenue
Commissioners. Information on state benefits and subsidies was
obtained from the relevant Civil Service departments and data on
Local Authority housing rents and rates were obtained from Dublin
Corporation and from Dublin County Council. Finally, data on private
mortgages and health insurance were obtained from. a large building
society and the Voluntary Health Insurance Board respectively.

3. Assumptions

(a) Income

Groups A-D: Annual salary in each case.

Groups E-F: Total annual earnings (including overtime, etc.).

(For groups Cand D, no account wastaken of possible overtime earnings,
so to this extent they may appear to fare worse compared with E and F
than was in fact the case.)

Group G: The minimum weekly wage, as determined by the Agricultural
Wages Board for its Group A, plus £1 per week.

Group H: Based on pension (no earned income assumed).

Group I: It was assumed that the widow has a part time job, and the
earned income figure is taken as 50% of the average annual female
earnings in manufacturing industry. This in turn was obtained by working
up the quarterly weekly figures given in the Irish Statistical Bulletin
since 1972, and by multiplying the weekly figure for 1965-66 by 52.

(b) Benefits

Pensions: contributory in each case, increased for two children in the
case of |, the widow.

Children’s Allowances: all children under 16; also from July 1973, those
between 16 and 18 in full time education.

Value of medical card: estimates eased on information supplied by the
Department of Health.

Value of Health Act: estimates based on information supplied by
the Department of Health.
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Families A and B each have children over 16 in full time education, and
these are eligible for medical cards.

Tax relief on VHI premia, mortgage interest and superannuation and
life assurance premia: determined as the value of the relief multiplied
by the marginal tax rate, allowance being made in certain cases for:

(a) the effect of the relief on earned income allowance (up to
March 1974)

(b) the fact that absence of the relief would increase the taxpayer’s
marginal tax rate in certain cases.

State and local authority expenditure on local authority housing:
(a) Capital charges relating to houses specified under “Housing”’
below.

(b) Average current expenditure per rented dwelling, other than
capital charges, as given in the accounts of Dublin Corporation.

Subsidy via SDA interest: The rate of interest on SDA loans is fixed at
the granting of the loan, and the subsidy is defined as the difference
between the interest due if calculated at the current rate, and the
interest actually charged.

Primary, Secondary, Vocational and University education: Average
current expenditure per enrolled pupil. The figures for 1973-74 and
197475 are estimates.

Free Travel and Electricity: Estimates.
Free television licence: Cost of a black and white TV licence.
(c) Housing. The following assumptions were made regarding

housing for the different families:
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A: Senior Administrator

His present house is his third. He obtained it nine years ago on a building
society mortgage of 24 times his income level then. About 73% remains
outstanding. Rateable valuation = £50. :

B: Middle Manager

His present house is his second. He obtained it five years ago, and has
paid off about 7% of the mortgage.

Rateable valuation = £30.

C: Executive

He obtained his first and present house ten years ago, and about 73%
of the mortgage is outstanding.

Rateable valuation = £22.

D: Clerical

He is buying his house, which he obtained ten years ago, on a loan
from the local authority. He has paid off 28% of the loan.

Rateable valuation: £13 in 1965-66, £13-50 in subsequent years.

E & F: Skilled and Unskilled Workers

Each of these families has been living for about five years in a four
roomed corporation house of which it is the first tenant. In 1965—66
the house came under Dublin Corporation scheme A, in subsequent
years scheme B. The skilled worker is on maximum rent in each year,
the unskilled worker is on a differential rent in 1965-66 and 1973-74.
Rateable valuation: £13 in 1965-66. £13-50 subsequently.

G: Agricultural Worker
He is living in a Dublin County Council house.

H: Contributory old age pensioner
This couple lives in a three-roomed corporation house built in the 1930's
Rateable valuation = £8 (came within rates waiver scheme from 1972).

1: Widow
This family lives in a four-roomed corporation house obtained ten years
ago. The house comes under Dublin Corporation’s scheme A. A
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differential rent was paid in 1965—-66, maximum rent in 1972-73, and
after the inception of the National differential rent scheme during 1973,
the rent fell below the maximum again.

(d) Payments
Income tax: The figure shown is the tax which would be due if allowance
were made only for children, wife and social welfare contributions.

Social Welfare: Until April 1974, A, B and C earned incomes well above
the maximum for compulsory insurance. It is assumed that they did not
pay voluntary contributions, whereas it is assumed that D, whose income
in those years was also above the maximum, was voluntarily insured.
These four families are all compulsorily insured after April 1974. E, F, G
and | are insured in all years, but | being in receipt of a widow's pension,
was relieved of contributions from July 1973.

Pay related benefits: Paid by all groups except H and | (at 1% of total
earnings, maximum payment £25).

Health Charges: From April 1974, payable by those who are not eligible
for a medical card and who are eligible for benefits under the Health Acts.
it is assumed that D falls in the category of “Non-manual workers
earning over £2,250 p.a. who retain their eligibility by way of compulsory
or voluntary insurance on or before 31 March 1974"".

Rates: The possibility of any of families A, B, C or D having partial relief
of rates if their house was new at purchase has been ignored.

Ad Valorem taxes and excise duties: These figures were derived using
the Household Budget Inquiry of 196566, results of a later Inquiry
being unavailable at the time of writing. The table used was Table 7A,
“Detailed expenditure classified by gross weekly household income”.
For each family, gross weekly household income equals: (Annual
earned income +-annual transfers) +52. Taking this figure for each
family in 1965-66, the relevant column of Table 7A was identified. For
example, consider family E. In 1965-66 its (gross weekly household)
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income was £18-03. Defining “expenditure pattern’’ as the proportions
of disposable income (gross weekly household income less direct
taxes) spent on each group of goods within which the rate of indirect
taxation was constant for a given period, it was then assumed that:

(a) E’s expenditure pattern could be approximated in 1965-66 by
the average for the income group £15-£20.

(b) This same average expenditure pattern could also be used for
E in the later years.

Principal determinants of the pattern of expenditure in any year are the
familys real disposable income, and the pattern of relative prices. The
fact that neither relative (post-tax) prices nor each family’s real income
has remained constant since 1965-66 must throw doubt on the validity
of assumption (b), but any alternative procedure could only be arbitrary.

Given each family’s disposable income and expenditure pattern, its
payments of turnover tax (1965-66), turnover and wholesale taxes
(April to October 1972) and value added tax (from November 1972)
were estimated. Furthermore, the proportion of excise duty in the prices
of beer, spirits, cigarettes and petrol were established for as many dates
as possible so that each family’s payment of excise duty could be
estimated for each year. No information was available for the excise
duty levied on certain other less important items.

No attempt was made to estimate payment of customs duties or taxes
levied on intermediate goods and shifted onto the consumer in whole
or in part via higher prices.

Road fund licences: Assumptions were made about the total horse

power of cars owned by the family, and payment of road fund licences
is shown accordingly.

Local authority rents: see “Housing”’.

4. The Tables

(a) Table 1 contains a summary of taxes paid and benefits received
for the different families. The figures relate to four tax years—1965-66,
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1972-73, 1973-74 and 1974-75, and are presented in four sections
in Table 1 (i.e., (a), (b), (¢) and (d)). The classifications—searned
income, income after benefits in cash and direct taxes, income after all
benefits and direct taxes, and income after all benefits and all taxes—
are expressed as absolute figures and fractions of earned income.

Guide to headings in Table 1
(i) Earned Income—See Paragraph 3 (a) above.

(ii) Benefits in Cash—See Paragraph 3 (b) above.

(iii) Income after Benefits in Cash
= Earned Income
+ pensions
+ children’s allowances

(iv) Direct Taxes—See Paragraph 3 (d) above.

(v) Income after benefits in cash and direct taxes
= Income after benefits in cash
— income/sur tax*
— social welfare payments
— health charges
— pay related benefit contributions.

(vi) Income after all benefits and direct taxes

Income after benefits in cash and direct taxes

value of medical card

value of health act

(Public authority expenditure on local authority house
—rent paid)

subsidy via interest on SDA loan

value of education subsidies

value of benefits specific to pensioners.

FHF A+

*Where the figure used was “income tax” as in table 2, i.e., tax due before allowance
has been made for tax relief on VHI subscriptions, mortgage interest and
superannuation and life assurance premia.
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