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1 introduction

Total and per child spending on child income support are now at high levels
inireland. Yet one in five children is ‘at risk of poverty’ and one in ten is being
reared in a household where no adult works.

Child-contingent cash transfers to households are not the only type of
weapon in the armoury for combating child poverty.

However, it is hugely important that their contribution to doing so is
maxitmised and that the large volume of resources being channelled through
them is used efficiently and effectively.

In this context, the Government asked the National Economic and Social
Council (NESC) to study how Child Dependant Additions (CDAs) and the
Family Income Supplement (FIS) could be merged into a single programme
to provide a seamless source of child income support to low-income families.
This, in effect, requires investigating a form of targeting new to the Irish
system, which would enable priority to be given families on the basis of low
income alone. Most of the child income support currently received by low
income families comes to them through universal payments. These create
no eraployment disincentive but, by channelling almost as much resources
to well-off families as to low-income ones, effectively dilute the priority of
combating child poverty. They mix it with the allied but distinct objectives of
supporting employed parents with the costs of childcare and recognising the
social value of caring carried out in the home.

Despite significant changes and extensions to the current instruments of
child income support in recent years (principally the introduction of the Early
Childcare Supplement and improvements to FIS and CDAs), interest in a new
form of targeting has not waned. The Programme of the new government
formed in May 2007 has again stated the intention to ‘amalgamate Qualified
Child Allowances [alias CDAs] and Family income Supplements in order to
develop a second tier of income support targeted at the poorest families’.
NESC, therefore, is pleased to be able to publish this research paper as a
support to the on-going search by government, public administration and
the social partners for greater effectiveness in using resources on behalf of
the nation's poorest children.

Section Two briefly revisits the long interest in a new form of targeting
that would enable pricrity be given families on the basis of low income alone.
Section Three discusses the argument that, given the extensive development



of Ireland's child income supports in recent years and the international
evidence that the levels of support currently provided are high, the action lies
elsewhere for making further inroads into child poverty. Section Four reviews
the latest available data on the level and severity of child income poverty and
the role that social welfare is currently playing in alleviating it.

Sections Five and Six constitute the core of this study. Section Five looks
closely at how money is being spent on child income support and the changes
that have occurred since the mid-1990s. It examines in detail the strengths
and weaknesses of each current instrument if further resources were to be
channeled through it with the intention of reaching the children who are still
below the income poverty line. Section Six addresses the question of reform,
using some selected international examples to make the case for introducing
a new form of targeting. It identifies the practical innovations required of
public data and delivery systems if they are to implement the payment of
what would, in effect, be a supplement to Child Benefit but received only
by low income families. The sought-for advantages in such a new payment
include that it would avoid the employruent disincentive associated with
CDAs, the high-withdrawal rate and potential for subsidising low wages of
FIS, and that it would treat all low income families the same, regardless of the
source of their low incomes. Section Six makes clear that identifying ‘family
income’ and delivering support to parents in work and those reliant on
social welfare smoothly and equitably would entail significant innovations
in public administrative systems. It should also be appreciated, however,
that achieving the necessary retooling of data and delivery systems would
allow the new form of targeting to be applied to other supports as well (e.g,,
childcare subventions).



2 The Recurring Theme of a ‘Second Tier’
to Child Income Support

The effectiveness of CDAs and FIS in functioning as a loosely coordinated
second tier of child income support has been under discussion for quite some
time. A good starting point for reviewing the debate is the 1986 Report of
the Commission on Social Welfare (CSW, 1986), which examined child income
supports comprehensively and in depth. The Commussion proposed two broad
objectives for child income supports provided by the state. The state should
make (i) ‘a contribution’ to the income of all families, and (i} ‘full provision’
for children in families wholly reliant on social welfare (op. cit,, p. 293). The
first objective recognises children as a ‘public good' and society’s willingness
to transfer resource from households without children to households in
which children are being reared. The second objective recognises that child
poverty is unjust to the children concerned, damaging for society and that it
is in society’s interest that no child be reared in poverty.

The instrurnent through which the state makes ‘a contribution’to the costs
of rearing all children is Child Benefit', The 1986 Commission did not address
the question of the proportion of the cost of rearing a child that should be
sacialised (borne by the taxpayer), nor has this proportion subsequently been
addressed in any major Irish policy document. The CSW recommended only
that the CB rate 'be improved’ in real terms, noting that it had been allowed
decline from a previous peak in 1982. Neither did the CSW try to establish
the cost of rearing a child directly but deduced it by applying the appropriate
equivalence scale? to what it considered constituted a minimally adequate
weekly income for an adult.

The instruments through which ‘the State should provide the full cost of
rearing children for families dependent on social welfare payments’ (1986:
301, italics added) were Child Dependant Allowances and Child Benefit. The
CSW accepted that each instrument had inhgrent strengths and weaknesses
in helping poor families. On the one hand, increasing CDAs 'gave greater

1. Termed ‘Children’s Allowance’ from its introduction in 1944 until 1987,

2. The CSW nated the absence of Irish research on the appropriate equivalence scale
for lrish conditions.

(%




IRELAND'S CHILD INCOME SUPPORTS

priority to low-income families und, thus, successfully ‘selectivised’ child
income support. However, if they became ‘very high', the CSW accepted that
they would create a work disincentive for large families (it emphatically
rejected that CDAs at that time were exercising a significant disincentive
effect, op. cit, p. 298)3 On the other hand, CB created no work disincentive,
was an independent income for mothers and adjusted the post-tax incomes
of households in recognition of children being reared in them (1986: 298).+
However, CB spread child income support thinly across all families at a
‘substantial’ cost to the Exchequer. On balance, the CSW favoured ‘the contin-
uation of a significant element of child-dependant allowances’ with, ‘in the
long term, a modest relative shift towards {Child Benefit) and away from child
dependant allowances’ (298).

The 1986 Commission did not back the intention in a government plan
of the time (Building on Reality, 1985-1987) to merge CDAs and CB into a
single, taxable Child Benefit. It believed the large presence of children in
the population, and the extent of poverty among them, made meeting the
full cost of rearing a child for families on social welfare through a taxable
Child Benefit alone too expensive. It chose to back instead the new Family
Income Supplement, just being introduced, as a third instrument that would
provide support for workers on low earnings who were not entitled to CDAs
(because not in receipt of welfare) but whose families needed more support
than CB alone could provide. The CSW was not enthusiastic in giving FIS this
role, noting that its introduction added ‘a layer of complexity to child income
supﬁorts’ and ‘made more difficult (their) proper long-term evolution’ (300).5
It recommended that, as the rate of CB improved over time and marginal
tax rates came down for low-paid employees, FIS should eventually be
dispensed with.

1. A strong critique of the huge variety of rates at which CDAs ware paid, led to an extensive ratfonali-
sation and simplification of the payment structure in subsequent years.

4. With this Jast cbservation, the Commission rehearsed the position against taxing CB taken by the
Commission on Taxation in 1982.

5. The CSW cited the Naﬂgnal Planning Board’s (1984} evaluation of FIS as ‘a further ad hoe adjustment
to an already complicated and anomalous social welfare code’ {287).

6

.
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In summary, the scenario envisaged from 1986 onwards was of three
instruments providing support to three groups of families—CB as a first tier
reaching all families, and then CDAs and FIS forming a second tier for low-
income families split into two groups, those reliant on social welfare receiving
CDAs along with their CB and those on low earnings receiving FIS along with
their CB* Twenty years later, this continues to describe the essential contours
of Ireland’s child income support system.

Ten years after the Commission on Social Welfare, an Expert Working Group
on the Integration of the Tax and Social Welfare Systems (1396) reviewed the
system and explored some major alternatives. It was concerned that CDAs and
FIS were creating significant work disincentives: CDAs created an ‘unemploy-
ment trap’ because families only received them if they remained on social
welfare; FIS created a ‘poverty trap’ because the withdrawal of the benefit as
earnings rose added to the onset of other tax obligations to absorb a major
part of any increase in earnings.

The context to the 1996 Report was significant. The unemployment rate in
1995 was 13.5 per cent, the same rate as in 1990, and seemed to be responding
little to the improvernent in the economy. For much of the period between
1986 and 1996, and contrary to the CSW's recommendation, priority has been
given to increasing CDAs rather than CB. A concern that they had become a
work disincentive led to a 1994 decision to freeze their value. The impact of
doing so was softened with a major increase in Child Benefit (35 per cent) and
a commitment to move towards a ‘Child Benefit Supplément... that would be
paid to social welfare recipients and low- to middle-income families’ (Budget
Speech, February 19957). In the event, increases in Child Benefit alone were
relied upon to compensate recipients of CDAs for the continuing erosion of
their value and the Child Benefit Supplement did not materialise.

Much of the analysis of the 1996 Report centered on the calculation of
replacement rates (RRs) and it was clear that CDAs were causing these to be
particularly high for welfare recipients with children.® CDAs at the time were
also costing the Exchequer more than CB (105 per cent of expenditure on CB)

6. Qver the period, 1986-1992, the lowest CDA (a weekly payment) was increased from £3.70 to £12.50
(an increase of 44 per cent); by contrast, the lower CB rate was raised from £15.05 to £15.80 (an

increase of § per cent}.

7. Minister for Finance, Mr. Ruairf Quinn, TD.

8. By 1995, for example, CDAs alone accounted for 28 per cent of the total income of an unemployed
couple with three children.
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in the final analysis, the 1996 Report did not recornmend fundamental reform

but proposed instead (in an Interim and Final Report} a range of partial
measures that could be implemented immediately to smooth the transition
from welfare to work (e.g., retention of secondary benefits for a period,
retention of CDAs for 13 weeks for the long-term unemployed, retention
of part of the main welfare payment on a declining basis, higher earnings
disregards, etc.). It made several pertinent observations on the balance to be
struck between piecemeal and fundamental reform, however, that remain
useful and relevant to the contemporary challenge of further improving

Ireland’s child income supports:

i1

iif.

Benefit withdrawal rates cannot be avoided 'in any soctal welfare system
{where) earning money implies losing entitlement to benefit’ (1996: 7).
Either high benefit withdrawal rates are imposed on a relatively small
part of the population, or lower tax/withdrawal rates are faced by a much
larger section of the population.

Making supports universal (like Child Benefit) avoids imposing benefit
withdrawal rates on small or large subgroups in the population,
but only by imposing higher taxes on the whole of it. A society that
provides an extensive range of supports and services, without either
income testing or user charges, must levy taxes at a higher level to
provide such ‘free’ access.

Effective social protection, which respects people’s capacity and need for
self-reliance, requires that its different strands develop in an integrated
fashion and not in parallel. The 1996 Expert Group essentially wrestled
with the unforeseen by-product of what, in isolation, were each a
necessary social development, viz. the protection of the real incomes
of people out of work and tax reductions for workers on low earnings:
‘several policy objectives being pursued in parallel on their own merits
[contribute] to unemployment and poverty traps’ {19g6: 21).

There is a path-dependence in how instruments of social protection
develop: [Our] options are discrete options, not steps towards a single
solutior; in other words, it is not a question of beginning with the least
expensive option and hoping to move from there towards the more
expensive options’ (1996:137). Once an instrument is adopted, it creates
constituencies that press for its extension and improvement and a return
to basic alternatives becomes more difficult.
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In confirmation of this last point, there have been—since 1996—several
major extensions and developments in the existing instruments. The
calculation of FIS was changed to a net income basis in 1998 and its per-child
payments to large families given particularly substantial increases in 2006.
A major increase in the value of Child Benefit took place over the period
2001-03, and an Early Childcare Supplement for all children under the age
of 6 was introduced in 2006. The freeze in the value of CDAs was rescinded
in the 2007 Budget and they were given their first increase since 1994. The
implication of these substantial improvements is, indeed, that it has become
more difficult to propose and seriously explore fundamental alternatives to

the present instruments.




3 Chnild Income Supports:
Not The Whole Answer To Child Poverty

Countries with low child poverty rates tend not to have relied on a ‘magic bullet’

but on the curulative contributions of a range of policies: good services for
children and good child income supports, high employment rates and good
adult social welfare payments. They typically achieve low poverty rates for
adults as well as for children. The particular contribution of a remodeled second
tier child income payrent to alleviating child poverty, therefore, needs to be
part of an integrated strategy that embraces the several channels through which
public support is provided to households in which children are being reared.

As the diagram above helps to illustrate, low rates of child poverty rest on
the overall balance struck between services and income supports, support
to parents and support provided directly to children, universal measures
and those that are means-tested. In fact, as the level of spending on child
income support is now high, it can be argued that Ireland’s overall strategy
for ending child poverty must bring complementary factors into sharper
focus as increasing the effectiveness of any given level of spending on child
income supports. Though the remit of this study is to explore the contribu-
tion a reform internal to the system of child income support can make, it is
important not to lose sight of the other factors with 2 major role to play.
These are services, parental well-being, employment, and adult welfare
payments. In a brief digression, they are examined in turn,

L
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31 Services for Children

‘Where low household incomes are associated with children living in crowded
and poorly heated homes, being exposed to severe health and safety risks,
recelving poor quality child care, attending schools characterised by highlevels
of absenteeism and staff turnover, receiving prompt medical attention only be
attending hospital A%E services, recreating in neighbourhoods that expose
them to antisocial behaviour and crime, and so on, the primary response
should not be to boost household income so that the families in question
may escape those homes, schools, neighbourhoods, etc. The real challenge is
to improve the standards of housing, childcare, schools, health services and
neighbourhood security available to famities on low incomes even when they
are on low incomes. This has been attempted in Ireland primarily by restricting
eligibility for many publicly funded services to people on low incomes (social
housing, the medical card, childeare, etc) with the attendant risks that dual
service systems develop and services to poor families become poor services.
However, it is clear that the route to essential services for children’s develop-
ment cannot be via higher household incomes, as though the norm were that
families have access to quality services for their children only when they are
in a position to pay for them. If anything, the perspective should be that the
route to higher household incomes is via access by all children to services of
the range and quality they need. o

This perspective is particularly important with respect to the speed and
success with which Ireland develops its infrastructure of child care. For
example, the average cost of paid childcare was just over €120 a week (€145 in
Dublin), at a time when the lowest adult social welfare payment was €148.80
(CSO, 2006). 1t is clear that no conceivable increase in adult welfare payments,
much less in child income supports, would enable parents on social welfare to
purchase quality childcare. At the same time, there is extensive evidence that
low-income families, children and parents, are likely to benefit more from
quality childcare than richer families. This evidence includes that children’s
health and safety can be better monitored, their preparedness for school
improved and parents themselves, where necessary, improve their health
and parenting skills and acquire greater confidence in an eventual return to

12. The Community Childcare Subvention Scheme (announced in July 2007} will need careful and
transparent evaluation in this regard. It will pay a community childcare provider up to €30 a
week towards the cost of full-day care provided to the child of parents in receipt of soctal welfare.
Previous experierice with making supports conditional on social welfare receipt make it important
that the effects of this subvention on the duration of parental welfare receipt and on the social mix
achieved by childcare providers should be integral to its evaluation,

12
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education or employment. In this instance of childcare, access to a quality
service is more a means to escaping from a low income than a reward for
having done s0.?

A variation on this argument for the priority of services over child income
supports also deserves attention. Low family income is not an unambiguous
indicator that children are in need. It should not be assumed that a child in
a household where the equivalent income is, for example, below 60 per cent
of the median is, on that evidence alone, in need. This could entail ‘stigmatis-
ing low-income families with high levels of parenting skills’ (UNICEF, 2005).
The child may be the least likely member of the household to experience
deprivation as when parents successfully shield their children from the conse-
quences of low household income, through their self-sacrifice and the quality of
the parent-child relationships. Conversely, children with an income attributed
to them that places thern above the poverty line may not be receiving supports
essential to their development because of poor parenting or exceptional claims
on household income. The least ambiguous indicators of child poverty are,
in fact, provided by non-monetary outcomes {low birth weight, sickness and
accidents in childhood, neglect and abuse, poor ‘school readiness’, hazardous
environments, etc.). Where the data allows it, such final child outcomes are
more reliable as evidence of child poverty than low household income, which
remains an intermediate or instrumental factor.

It is important, then, that the convenience of framing child poverty
measures in terms of income does not ‘skew the policy response excessively
towards tax and transfer changes, and away from improving public services
for children which might have a greater impact on their well-being over the
longer term’ (Brewer, 2003: 1). In fact, ‘research cannot yet tell us whether
directing extra resources to parents is better for children’s well-being in the
longer term than improving services for children’ (op. cit, 14).

3.2 Parental Well-Being

While access to quality services for children regardless of family income is
extremely important, three distinct ways in which low household income
impacts negatively on children need to be acknowledged and addressed.

The first is simply that items that aid children’s development, and
which parents know would do so and want for their children, are unafford-
able (e.g., medicines, books, children’s furniture, space within the house
to do homework, heating, school trips, a computer, etc)). Research makes
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clear that adequately resourced home environments significantly improve
opportunities for children’s development and justify prioritising low-income
households with resources available for child income support. In other
words, at low levels of household income additional income is Important
while, above a certain threshold, additional income does little to improve
theenvironmentfor children further. The best availabledatain2007suggests
that a large minority of children in Ireland by international standards do
not have sufficiently well-endowed home environments.”

A second route by which low household income impacts negatively on
children hinges crucially on the children themselves. They, also, notice what
meney does directly for them, They, too, have direct economic concerns {food
they prefer, bedroom accessories, trips, etc.) whose denial they find hard.
More crucially, children, too, are social beings and feel acutely the judgement
of their peers. They can be anguished when denied an item or activity that
would strengthen their group belonging and not having which marks them
out as different. The school, in particular, is a hugely important world to
children in which not being able to afford what protects their status can
cause deep unhappiness.

A third route by which low household income impacts negatively on
children is by undermining the quality of parenting they receive. Parents
who étruggle with debt, who are themselves poorly fed, unable to purchase
medicines or to socialise beyond a minimum extent, who must work long and
awkward hours, etc,, are more likely to be tired much of the time, experience
ill-health or suffer depression. This can affect their parenting skills. Some
striking research in Ireland found that it is the degree of financial stress
experienced by a mother rather than the level of household income itself
that has the stronger influence on child well-being (McKeown and Haase,
2006). While closely related, the two are not one and the same thing. Among
households with similar levels of income, the extent to which the mother
is struggling to make ends meet has a strong and independent influence
on the parent-child relationship and on the mother's own health.* The
authors comment:

13. UNICEF (2007) uses 2001 data from the WHO's survey on Health Behaviour in Schoal-age Children
{HBSC) and 2003 data from the OECD’s Programme for international Student Assessment (PISA) to
conclude that Irish children have poor educational and cultural resources in their homes by ORCD
standards (19th out of 24). Ses, especially, its Figure 1.3b.

14. McKeown and Haase
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It 15 clear from (our analysis) that helping people to cope financially
invelves much more than money, however important that may be in
particular cases. Helping people to cope financially also requires, as a
pre-requisite, helping them to cope with themselves and the life events
that they experience {2006: 60).

The development of such services as the Money Advice and Budgeting Service
(MABS) and its integration with counselling, mental health and other services
becomes, then, a requirement if additional child income supports are to have
their desired impact on child well-being.

3.3 Parental Employment

Children do not have incomes, and a child is considered to be below anincome
poverty line only after aggregating all sources of its household’s income and
reckoning the share that is specifically available to meet the child’s needs (this
is whatadjusting household income using an equivalence scale does). Parental
earnings and welfare payments to adults constitute larger proportions of
total household income than child-contingent cash transfers. Consequently,
a given rate of increase in parental take-home pay or adult welfare entitle-
ments does more to raise ‘children’s incomes’ than the same rate of increase
applied to child incorne supports. This is the application to children’s position
in the income distribution of the‘fundamehtal observation that ‘children are
ot actors in their socio-econiomic situation, they benefit or suffer frorm that
of their parents (Jeandidier et al, 2000},

What parents earn is the single most important determinant of whether
children are reared in relative income poverty or not. As Ireland’s economic
boom unfolded and employment rose, more and more children benefited from
the rising wages and income tax reductions enjoyed by their parents. By the
year 2000, parental non-employment had become the single most important
factor associated with child poverty in Ireland, much more important than
family structure. For example, children with two non-employed parents
faced a risk of consistent poverty in 2000 four times higher than that faced
by children of employed lone parents.

By contrast, the risk of consistent poverty risk had become almost negligible
for children with two employed parents, and the proportion of children in
households with more than one earner is growing. Across Europe, it is argued
that 'the dual earner household is now the norm’ and that ‘the relative position
of the family in terms of income and status no more depends on the earnings

15
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of the 'male breadwinner’, but on the earning power of both partners and the
long-term stability of their relationship’{Liddle and Lerais, 2007: 14). This does
not mean the earnings of one parent should not be sufficient to raise her or
his children above the relative income poverty line, but it is making it increas-
ingly difficult for the incomes of families with no earners to keep pace with
median incomes in societies that have both higher employment rates and
growing proportions of dual earner households.

Cross-country differences in child poverty rates are particularly related to
Jifferencesinmothers’employmentrates (Férsterand d’Ercole, 2005). Whether
mothers work, for how long, their hourly earnings and the treatment of second
earners by tax codes explain more of the differences in child poverty rates
across countries than the labour market earnings of fathers. It is important to
be clear whether, and under what conditions, it is better for young children
that their mothers, especially if they have only limited earnings power, should
take employment rather than remain in the home. At the same time, it is clear
that generous maternity benefit and parental leave, access to good childcare
and flexible work arrangements (including for fathers) make major contri-
butions to reducing child poverty because they facilitate maternal earnings.
The low child poverty rates of the Nordic countries are due in a major way
to ensuring these conditions of possibility for women to earn. By contrast,
the relatively high child poverty rates of Anglo-Saxon counties (with the
prominent exception of the US) are despite high levels of cash transfers for
their most disadvantaged children. Thus:

The English-speaking countries other than the US, all of which have fairly
high poverty rates..actually have a high level of social transfers going to
their most disadvantaged children..[For example] transfers per child in
the lowest quintile group are about as large in Australia and the UK (child
poverty rates of 17 per cent and 21 per cent} as they are in Sweden and
Denmark (child poverty rates of 3.7 per cent and 5.9 per cent). ..Instead,
the reasons for their high level of child poverty lies in the low levels of
market incomes received by the most disadvantaged families. (Bradbury
and Jantti, 2001: 28. Italics added)
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Parental earnings are particularly key to reducing the poverty risk for
children of lone parents. Experience in the countries that have achieved
high employment and low poverty for lone-parent households point to the
Importance of focusing the challenge as primarily combating adult poverty
rather than child poverty, by ensuring that responsibility for rearing a child
does not trap a parent in poverty or impede their ability to achieve a greater
degree of seif-reliance. This gives proposals for reforming Ireland’s One-Parent
Family Payment a prominent place in combating child poverty. Over one fifth
of Ireland’s children are in lone parent households {Census 2006} .and their at-
risk-of-poverty rate (60 per cent line} is 2.2 tires the national average (2005).
A the same time, [reland’s combined package of income support available to
a lone parent outside the labour force is one of the best in Europe (Bradshaw
and Finch, 2002:131) It is their low employment rate and low earnings when
in employment that most account for the major exposure of their children to
poverty.

3.4  Adult Welfare Payments

An emphasis on parental earnings, however, cannot hide the fact that a
significant number of children in poverty have parents who, for different
reasons, are simply not in a position to take employment. The level of
social welfare payments to which their non-employed parents are entitled,
therefore, impacts strongly on the likelihood of the children falling below the
income poverty line. This has been cogently illustrated in a study of the effec-
tiveness of tax and transfer systems in the EU 15 Member States in reducing
child poverty (Corak et al, 2005). The authors noted the child poverty rate (at
the 50 per cent of median line) on the basis of final income in each country
in 2001. They, then, recalculated it, first, removing only child income supports
from household income and, secondly, every other type of transfer as well.
The results are shown in Chart 1. The countries are ranked from left to right
by ascending actual child poverty rates.
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hait 1 Child Poverty Rates in the EU 15 Member States in 2001,

With and Without Child Income Transfers, and All Transfers.

s Per cent of children poor

R e U

¥ Notransfers

* Aduft transfers only

W Child and adult transfers

Saurce: Corak et al (zo05)
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For most of its lifetime, FIS has been considered to have a low take-up.
Since 2003, however, there has been a strong rise in the number of children
benefitting from it (Chart 2). The reasons underlying this are not yet clear.
Previousimprovementsinthe programme’s generosity, forexample, {(including
its shift to a net income basis in 1998) did not lead to such a sustained rise
in the numbers of children benefitting; employment growth was as rapid in
years prior to 2003 as subsequently; the increased generosity of FIS to large
families in 2006 and 2007 have come after, rather than preceded, the onset
of the rise. The large in-migration after the 2004 EU enlargement has played
a part; for example, 46 per cent of the new recipients between July 2005 and
March 2007 have been foreign nationals (which this begs the question whyan
application process which Irish workers have found complex and potentially
off-putting appears to offer less difficulties to migrant workers).

Chart 2 Child Beneficiaries of FIS, 1994 to 2006
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FIS enjoys a high profile as the state’s main in-work income support for
families with chuldren. At the same time, the numbers of children benefiting
from it remain small (compared, for example, to the numbers of CDAs) and
its undoubted effectiveness in ensuring that employment is a route out of
poverty for its recipients {witness its generous levels of payment, Table 11) sits
uneasily with continuing evidence that a significant number of children are
still in the households of a ‘working poor’.

Observations can also be made about FIS that serve to draw attention to
some of the features that should be looked for in any new instrument that

would subsume it.

» FIS may still have a low take-up, though a significant rise in the number of
recipients and child beneficiaries has been occurring since 2003.

= Payment of FIS is not automatic. The initiative lies entirely with the
employee who must enlist their employer— and their spouse or partner’s
erployer when s/he is also employed—to complete an extensive

application form.»

w Where a new work refationship is tentative on both sides, and employees
in particular may be anxious to please a new employer, the application
process may be off-putting. In effect, an employer and employee have
to agree that the latter's pay is insufficient for their family’s needs. An
ambitious employee may be unwilling to accept they will be on low
earnings (or in the same job) for sufficient time to make application for FIS
worthwhile; others may lack the self-confidence and degree of personal
organisation successful application requires. The issue has certainly been
little researched.

While FIS is intuitive on one level {the earnings of low-paid workers need
to be supplemented if they are to be able to support large families),
the amount people stand to receive is difficult to communicate. The basis
to the calculation of the thresholds has become even less transparent
since 2005.

34. The application form has 55 questions. The applicant must have a bank or building society account;
they must provide two recent pay slips, their P60 and their Tax Credit Certificate; they are asked
if they are cohabiting and, if ever married, the date of the marriage; they are required to give full
details of all their own income sources and of all income sources of their spouse or partner.
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FIS feeds complexities, For example, its availability to employees working
atleast 19 hours a week sharpened the search for complementary in-work
supports to people working fewer hours. Hence, unemployment benefit/
assistance can be paid partially to people who work 3 days or less (with no
number of hours specified); formerly unemployed people workingless than
24 hours a week may be entitled to part-time Job Incentive; self-employed
people with low household means may be entitled to unemployment
assistance (and its CDAs) regardless of their hours worked,

FiShasa high withdrawalrate (60 percent). Thisimproves its targetingand
reduces the number of pecple higher up the earnings ladder who receive
a partial payment. However, in reapplying for a further year, people may
experience a significant drop in their recalculated FIS payment.

FIS is particularly generous towards Lone Parents as its thresholds were
originally calculated as a multiple of what a couple, not a single person,
would receive on unemployment assistance.

FIS attempts only a limited responsiveness in its level of payment to
changes in a family’s circumstances. This both increases income security
for recipients and reduces administration costs. Once granted, FIS is paid

“for 52 weeks and remains the same even if weekly earnings increase (ot

decrease). If another child is born, the FIS payment is increased as soon as
the DSFA is notified.

Loss of employment or a severe curtailment in regular hours worked (to
below 19 hours a week), means a person no longer meets the qualifying
conditions and ceases to receive FIS. They then become entitled to
Unemployment Benefit or Assistance and their associated CDAs.

FIS is based on ‘family income’, which is defined for the programme’s
purposes and ascertained on the basis of the application form as validated

by an employer.

FIS can be paid in respect of children not resident in the state. It is only
necessary that children are supported by employees who meet the
other qualifying conditions, not that they reside with them. The large
numbers of migrants entering lower paid jobs, since 2004 in particular,
make it likely that a growing number of the children being supported
by FIS are outside the state,
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5.4  Child Benefit (CB) and the Early Childcare Supplement (ECS)

Child Benefit 15 a monthly cash transfer to houscholds with children from
which practically every child in the state benefits.» Third and further children
receive a higher payment (22 per cent higher in 2007) than first and second
children, and multiple births also attract higher support. Any person legiti-
mately present in the state and with responsibility for a child can apply for
Child Benefit. The payment is exempt from income tax and is usually applied
for by, and paid directly to, the mother. It is the main instrument through
which the state socialises the costs of rearing children. As such, it is, primarily,
an exercise in horizontal redistribution-—~from households without children
to households in which children are being reared.

Comparing 2005 with 1994, the number of families receiving Child Benefit
rose 12 per cent, though the total number of children benefiting was only
marginally higher (Table 12). Until 2001, a fall in average family size more
than offset the growing number of families so that the number of child ben-
eficiaries fell. Since 2001, the number of families has continued to grow at
about1per cent a year but family size appears to have stabilised or marginally
increased and the child population has been rising. The proportion of families
with only one eligible child rose from 34 per cent to 41 per cent over the period,
1994-2005, while those with 3 or more eligible children declined from 33 to 25
per cent. One third of all benefiting children were aged under 6 in 2005,

The rate of payment of Child Benefit was significantly increased in 1995
but truly substantial increases did not occur until 2001 and 2002 {Table 13 and
Chart 3). Expenditure on Child Benefit over the five year period, 2001-200¢,
almost doubled and accounted for 22 per cent of the increase in total spending
by DSFA. This does not include the cost of its exemption from income tax,
estimated at €343m for the tax year 2004 {up from €127.4m in 1999/00).% This
was approximately the same as total expenditure on CDAs that year.

'

35 The children of refugees and asylum seekers whose claims are being processed and of illegal
imruigrants do not receive CB. Children of the first group were estimated to number 2,200
in 2006.

36. Tax Strategy Group, paper 22 of 2004,
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“isie 12 Number of Families Receiving Child Benefit,

by Number of Eligible Children, 1994 and 2005

Total mamber of recipient familias 482,592
Yer censt with 1 etigible child
2 zligible childeon

3 ar mora eligible children

mstat nuimber of efigiple children 1,055,156
Hgivle chilldren under 6 301,202
“linbie children 3-12 132,226

Source: Statistical information on Soctal Welfare Services

A further policy development occurred in 2006 that can be viewed as part of
the unfolding story of Child Benefit. Budget 2006 introduced a new payment
of €1,000 annually to be made on behalf of every child under 6. Though
termed an ‘Early Childcare Supplement’, the payment is not conditional on
parents incurring formal childcare costs. It is, in effect, distinguishable from
Child Benefit only in its restriction to children aged under 6 and being paid

quarterly rather than monthly.
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i Child Benefit Rates, Current € Monthly, 1994-2007

1394 25.40 375
1995 34.29 40.64
1536 36.83 43.18
597 380 49.53
#3938 40.01 53.34
1999 4382 58.42
100 53.93 7112
2ol 85.73 10G.22
$0012 17.60 147.30
103 125.60 15730
1004 131.60 165.30
200§ ) 141.60 177.30
wob 150.00 185.00

1007 160.00 195.00

Chart 3 Child Benefit Rates, Current € Monthly, 1994-2007
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There are significant features of Child Benefit from which a rew instrument
seeking to assist children in low-income families exclusively might usefuily

learn.

= CB is easy for people to understand. It is easily grasped that support is
available and how much that support is. The qualifying condition {rearing
a child) has no stigma attached to it.

CB is the same for people in employment and people on social welfare,
for people parenting alone and for couples. It provides uniform support
independently of the circurnstances of a child’s parents and of the choices

they make.

® [ts direct payment, in most instances, to the mother is regarded as a
significant contribution to ensuring that children benefit from the internal
sharing of household income.

CB must be applied for, and key information has to be furnished by the
* applicant but the process—in its case—appears to deter virtuaily no

eligible applicant.

®» Arrangements are under way whereby the registration of a first child’s
birth will result in the DSFA automatically sending an application form
without waiting for a parent to request it. No new application will be
needed for second or subsequent children but the registration of the child’s
birth will trigger payment of CB on its behalf.

As a poverty-alleviation measure, CB is inefficient. It is paid wherever
children are present and irrespective of children’s actual needs. It has
helped reduce the poverty gap experienced by peor children but is
insufficient on its own to impact significantly on the child poverty rate.

» The alignment of CB with all children in the state has been blurred by two
recent developments. The large numbers of EU nationals working in the
Irish economy mean it is now paid on behalf of a non-negligible number
of children not resident in Ireland.” The introduction of the Habitual

37. The value of Ireland’s CB is significant from the perspective of several of the new Member States
also. For example, its value for two children in 2006 (€150 * 2), was greater than the monthly
earnings on the minimum wage—adjusted for purchasing power-—in Latvia (€240) and Lithuania
{€292). Eurostat (2006}, Statistics in Focus. Population and Social Conditions. 9/2006.
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Residency Condition for application has made its payment on behalf of the
children of ‘third country’ nationals living in Ireland no longer automatic.

® Because CB is paid on behalf of almaost every child in the state, or being
supported by an EU national at work in the state, and regardless of parental
Income, it is an expensive programme. For example, the payment of a 10
per cent increase on its 2006 rates would, in three years, pay for a doubling
the five-year National Childcare [nvestment Programme.

5.5  Child Income Supports and the Income Distribution

It is interesting to examine where in the income distribution the principal
child income supports are received. The distribution of Child Benefit and
the Early Childcare Supplement simply reflect the presence of children in
households and it is difficult, in principle, to say whether one should expect
their distribution across families to follow a progressive or regressive pattern,
Large families have become less prevalent in Ireland today and, even though
still rhore associated with poverty than small families, can be expected to be
pulling a lower proportion of total CB/ECS spending into the lower income
deciles® By contrast, spending on the other child incorme supports—CDAs,
BSCFA and FIS—can be assumed to adopt a largely progressive patternand to
be received in almost their entirety in the bottom half of the income distribu-
tion. These expectations are largely confirmed by Table 14 and Chart 4, which
show the distribution across family income deciles of spending on the four
principal child income supports (as estimated by the ESRI SWITCH model for
2006).% We see that practically all spending on CDAs and FIS {98 per cent) went
to the bottom half of the income distribution, as against Just over one half (56
per cent) of spending on Child Benefit and the Early Childcare Supplement. Of
the latter two non-means tested payments, CB is more progressive than the
ECS——27 per cent of spending on it went to the poorest 30 per cent of families
as against 20 per cent of ECS spending. In fact, over one half of spending on
the ECS (52 per cent) goes to the top half of the income distribution (as against
41 per cent of CB spending),

38. It would be particularly interesting to know if the distribution across income deciles of spending
on the higher rate CB differs significantly from the distribution of spending on the lower rate,

39. Based on March 2006 estimates of ful] 2006 expenditure. The SWITCH model aligns tax units and
households sa that the net impact of tax and weifare changes on what it terms ‘income units’
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rabia 13 Distribution of Child Income Supports, 2006.

Bottom 22.0 313.9 391 6.9 431.8 14% 28% 16%
2 3058 59.8 39.6 4.0 133.9 4% 13% 5%
3 198 165.7 29.2 8.0 2228 8% 1% 3%
+ 59.2 3733 934 256 551.6 18% 35% 2%
3 42.9 245.6 20.4 17.4 3263 12% "% 2%
3 53.3 245.9 5.6 [sX3 306 4 13% 2% %
7 33.2 177.8 15 0.0 2125 9% 0% 3%
3 33.2 130t 0.6 0.0 154.9 7% o% 5%
3 7.0 123.5 1.2 0.0 15L7 5% o% 5%
Tap 39.5 gLy 0.0 0.0 1811 8% o% 7%
Total 360.6 1978.4 281.6 61.4 26830 100.0 100.0 1000

Chart 4 Distribution of Spending on Child Income Supports, 2006.
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5.6  The Adequacy of Child Income Supports

The adequacy of child income supports refers, almost always, to their anti-
poverty objective. The adequacy of Child Benefit, however, has an additional
and—arguably—more important meaning; it refers to the extent to which
society believes the costs of children in general should be socialized. As such,
there is no accepted yardstick against which to measure it. In the words of
the 1986 Report of the Commission on Social Welfare, CB is how the state
makes ‘a contribution’ to the cost of rearing each child. Subsequently, three
interrelated but different objectives have variously been cited in support of
increasingits rates: (i) an antipoverty objective or, more specifically the trans-
formation of support for poor families in a way that minimises employment
disincentives, (ii) support for working parents with the cost of childcare, and
(iii} recognition of the value of women’s work caring for children in the home
(an objective that assumed larger prominence with the removal of children’s
tax allowances from the income tax code). While these several objectives
have been evoked in support of the decision to prioritise CB, a clear target
levelfor the rate of CB has not been adopted. As noted already, it is not clear
what proportion of the costs of rearing a child it is intended that the state
should socialise.

The Adequacy of Child Income Supports for Low-Income Families

As also noted above, since 1986 at least, there has been an acceptance that
child income support from the state—from ali sources—should be sufficient
to meet the full costs of rearing a child in families reliant on social welfare.
This is a more difficult proposition than may appear at first sight. In the first
place, one cannot lift children out of poverty without lifting their families
and households out of poverty. In second place, sums greater than what is
potentially needed to cover the ‘cost’ of a child will be needed in an inde-
terminate number of cases, as when households have crippling debts or
extra-ordinary needs arising from illness or other household conditions.
Nevertheless, several benichmarks have been adopted by which the adequacy
of the combined child income support package received by low income
families can be judged.

The most widely used is that the combined support should be equivalent
to a set proportion of what the state considers a minimally adequate income
for an adult. This was the approach taken in 1986 (see page 4 above). In a
direct continuation of this approach, the Revised National Anti-Poverty
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Strategy (2002) undertook to raise the combined value of CB and CDAs
to 33-35 per cent of the minimuim social welfare rate.

A related but similar approach is to apply the same weighting (that
accorded a child in an equivalence scale), not to the lowest adult social welfare
payment, but to the income poverty line below which peaple in general are
considered to be ‘at risk of poverty’. For example, 0.33 of the 60 per cent of
median equivalised income is then interpreted as the marginal addition a
child makes to the income needs of a household and a valid benchmark for
assessing the adequacy of child income supports.®® A third approach, little
used in Ireland, is to establish the direct costs associated with rearing a child
ata pointintime and see how much of them child income supports cover. This
last approach needs not just a tailored price index to capture changes in the
price of a ‘child’s basket of goods and services’ over time but regular reviews
of the products and services considered essential for rearing children.

40. The value of Ireland’s CB is significant from the perspective of several of the new Member States
also. For example, its value for two children in 2006 (€150 * 2), was greater than the monthly
earnings on the minimum wage—adjusted for purchasing power—in Latvia (€240} and Lithuania
(€292). Burostat (2006), Statistics in Focus. Population and Soeial Conditions. 9/2006.
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1wl 5 The Adequacy of Combined Child income Support
(CB and CDA)}, 1994-2005

Ihild Dapendant Addition 16.30 16.30 16.80 15.80 16.30

{2y rata)

L Chitd Benefit 5.36 8.79 12.46 28.98 32.68

Hower rite, weekly value)

o

towest Combinad Support 22.66 25.59 29,26 45.78 49.48
HEEPL R

Chittd Dependant Addition 19.30 19.30 19.30 19.30 19.30
it Parent rta)

Child Beneft 733 11.43 16.41 36.28 49.92
{iigher rite, weekly valua)

. Highest Combined Support 16.63 30.73 35.71 55.58 60.22
frows 4 & g}

Lowest Adult Social 77.47 85.73 98.43 124.8 148.80
Helfare Paymant

N

Combined Support 29/ 34 30/ 36 j0/36 37745 33/ 40
{15 %:lowest/highest)

3. Child’s iinputed marginal 25.36 33.80 4738 58.00 63.60
«ddition ta incomae neads
SF rausehald!

Combined Support 89 /105 76/ 91 62/75 79/ 96 78/ 95
{15 % lowestfhighest)

3. Cast of 3 child 18.10 40.28 44.25 50.26 52.65
ydasic Minimuon Stindard,
Carrey ot gl igag)

Combined Support 59/ 70 64/76 66/ 81 91/ m g4/ 14
{as %: lowest/highest)

Cansumer price index 100.0 106.6 112.6 130.5 133.3
(334=100}

Notes: 1. 0.33 of 60 per cent of median equivalised household disposable income.

2. Carney et af estimated both a Baslc Minimum Standard and a Modest-but- -Adequate Standard in
1992 terms for children in three age groups respectively (-6, 7-12, and 13-18}. The Basic Minimum
Standard for the three age groups is averaged hers,

3. The revised NAPS {2001) proposed that CB and CDA should sum to 33- 35 per cent 51
of the lowest aduit social welfare payment.




A NEW FORM OF TARGETING CHILD iNCOME SUPPORTS

Table 15 shows how the value of Ireland’s combined CB and CDA have evolved
relative to the minimum cost of rearing a child using these three different
benchmarks. By 2005, this package was worth between €49.48 and €60.22 a
week per child depending on whether the lowest or highest CDA and CB rates
applied. The benchmark provided by a proportion of median income is the
rost exacting over the twelve-year period in question {Row 8). In 1994, CB
and CDA combined was equivalent to between 39 and 105 per cent of one
fifth of median income (i.e, 0.33 times 0.60) whereas, by 200s, it had fallen
to between 78 and g5 per cent of it. The substantial, almost six-fold increase
in CB, with no help coming from the frozen CDA, could not keep pace with
the rise in median income. The least onerous benchmark is that provided by
up-rating what was considered a ‘basic minimum standard’ for children in
1994 in line with inflation (Row g). The combined income support package for
children was between 94 and 114 per cent of this standard in z00s, up from
between 59 and 70 per cent in 1994. The most used benchmark, however, is
that set by the evolution in the lowest adult social welfare payment (Row 7).
This shows the income support package for children at between 29 and 34 per
centin 1994 but 33 to 40 per cent in 2005.

Table 15 also illustrates the major shift in composition of the combined
child income support package. The weight of CB in the package grew from
one-quarter to two-thirds; conversely, the weight of CDA fell from some three-
quarters in 1994 to one-third by 2005. This makes it interesting to examine
what the combined income support package for children would have looked
like in 2005 had the freeze on CDAs had not been implemented and their value
increased in line with the lowest adult welfare rate.# CDAs would, then, be
92 per cent higher in 2005 than in 1994 and the lowest rate amount to €32.27
weekly (Table 16). The combined income support package would be evenly
composed of CDAs and CB. In the least favourable circumstances (lowest
CDA and CB rates), it would have fully covered the income needs of a child as
implicit in the equivalence scale.

41. We must also assume the same rises in CB would yet have taken place and that there wete no
behavioural responses to the improvement in CDAs ( e.g., that the CWS Report of 1986 was right in
discounting their disincentive effect).
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Azoo7assessmentof the adequacy of child income supports carried out for the
social partners includes the weekly value of the Early Childcare Supplement
and of the BSCFA and then aggregates four sources of income support for
children in different age groups. The results, shown in Table 17, are that child
income support in the wake of Budget 2007 ranged from under 34 per cent to
almost 44 per cent of the lowest personal sacial welfare rate +

Table 16 The Adequacy of Combined Child Income Support
(CDAs increased), 1994-2005

i 20 ¥ -
X i 1 {
t child's imputed marginal 25.36 33.80 4738 58.00 63.60
sddition to income needs
i household
2 {hild Dependant Altowance
Howest rata) 16.80 18.60 21.34 27.06 32.27
k1
3 Child Benefit 5.86 8.79 12.46 2898 32.68
(lower rate, weekly value) .
4 Total Child-Contingent 22.68 1739 33.80 56.04 64.95
Income Support (2+43) .
2as per cent of 4 74% 68% 63% 48% 50%
s percentof 1 89% 8% 71% 92% 102%

42. The Table also shows that younger children attract more support in the current Irish system
than older children. This is because of the degree of priority accorded childcare costs, though
the actual costs of children increase as they get clder.
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f+bla 1y Child Income Supports as Percentage
of Lowest Social Welfare Rate, Post Budget 2007

« HERRIRRAN

LA e

e

“atiree of support (€ weekly) Untif2years 2t fyears  7toviyears 12 years plus
Chitd Fenafit 36.92 36.92 36.92 36.92
Early Childcare Supplament 19.33 19.23 o o]

LA 22.00 2200 22.00 22.00
ISCFA 0 3.46 3.46 5.48
“xtal 7815 81.61 62.38 64.40
Lywest Personal W rate 185.80 185.80 185.80 185.80
fotst Child Income Support as % 42.06% 43.92% 33.57% 14.66%

Source: Towards 2016, Ten-Yaar Framework Soclal Partnership Agreement. First Pragress Report.
february 2007. (p.83)
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57 - The Impact of Child Income Supports on Child Poverty

The continuing high levels of child poverty in 2005—both in ‘consistent
poverty’ and ‘at risk of poverty’ {Tables 1 and 2 above)—might -appear to
constitute clear evidence that the level of child income support in Ireland
is poor and not having the desired impact in reducing child poverty. The
picture, however, is more complex. The most widely adopted benchmark
of adequacy reviewed above, for example, depicts child incorme support as,
certainly, ‘more adequate’ in 2005 than 12 years earlier. More intriguing stiil is
evidence from international studies in which child income support inIreland,
even before the large increases in CB that began in 2001, cornpared favourably
with that of other countries (Bradshaw and Finch, 2002; Corak et al, 200s).
By international standards, Ireland—by 2001—was already providing a
level of child-contingent income support that was high relative to average
disposable earnings, to recipient households’ total disposable incomes and as
a proportion of the overall level of social welfare spending.

There are several reasons why Ireland continues to record internationally
high levels of child poverty despite quite substantially increased investment
in ¢hild income support.
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# [t has been particularly difficult to record a decline in income poverty of
any sort over a period when median income by which it is measured rose
exceptionally rapidly. Over the period, 1994-2001, for example, Ireland— in
one study—simultaneously recorded the largest reduction and increase in
child poverty of eleven countries, depending on whether a fixed or relative
income poverty threshold was applied (Smeeding, 2006).

» The emphasis in Ireland’s child income support shifted in a major way
from support targeted on low incormne families with children to support
provided regardless of income to all children. As Child Benefit became
rore important as a source of income in poor households with children, it
has become much more expensive—and increasingly inefficient—to use
it as an anti-poverty instrument.

= [n asignificant number of households in which children are being reared,
adult welfare payments continue to account for a major proportion of total
household income and these rose by considerably less than disposable
earnings. If adult social welfare incomes grow more slowly than median
income, child income supports in welfare dependent households have
to grow by more than median income just to keep child income poverty
constant.

In this context, it is significant that children’s greater likelihood of being
below the income poverty line than adults has been largely erased, for
which the major improvements in CB can claim part of the credit. This
only confirms, however, that the challenge of ending child income poverty
inlreland is now more tied in with the challenge of reducing adult poverty.
Countries whose mix of policies is effective in reducing poverty in general
also have the lowest child poverty rates.

® Ireland has invested less in the services (principally childcare) that
enable parents to combine employment and caring, and parents with
low earnings potential who are unable to source unpaid or subsidised
childcare face major financial obstacles in attempting to do so.

Clarifying the contribution Ireland’s child income supports have made,
and can be expected to make, therefore, in reducing child income poverty
must reckon with these issues. The evidence that Ireland's current child
income supports are good by international standards, while our levels of
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child income poverty remain high, suggests that significant reform of the
current system should precede or accompany deveting further resources to
it. This is what the final section of this paper addresses. The power, however,
of improvements to the existing social welfare code to reduce the severity of
poverty for many of the children currently caught in it should not be under-
estimated. This is illustrated with two final tables.

In Table 18, the actual ‘poverty gap’ in 2005 {the percentage of the income
poverty threshold by which actual income is below that line) for two types
of family is estimated as the number of children increase, i.e, for a couple
on unemployment assistance and a lone parent not in employment. While
declining marginally as the number of children increases, the poverty
gaps were substantial —ranging from 21 to 23 per cent for children of the
unemployed couple and from 18 to 22 per cent for the children of the non-
employed lone parent. The Table then shows what would have happened to
these poverty gaps had the government, in 2005, been in a position to achieve
that year its targets for social welfare outlined in the Revised National Anti-
Poverty Strategy of 2002 for 2007. Altering the social welfare code in 2005
to ’brx’ng (i) the basic adult rate to €150 in 2002 terms (the Qualified Adult
Allowance remaining at 0.66 of the adult rate} and (ii) the combined CB+CDA
package to 35 per cent of the adult rate for each child, would have approxi-
mately halved the poverty gaps for each type of family, but the gaps would
have remained in the range of 11 to 13 per cent.
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“1ie 13 The Poverty Gap in 2005 for Selected Households with Children—
Actual, and if NAPS zo07 Targets Attained in 2005

Actual position, 2008

Income
Adduit rite
DAA
CAs

<3

Zquivalised
ousehold income

'
Poverty threshold
(50 percent)

Foverty gap

Gap as par cant of thrashold

Position, 2005, if NAPS 2007 targets already attained

income
Adult rate
DAA
COAECB

Fouivalised
household income

?averty threshold
{50 per cent)

Joverty gap

Gap as per cant of threshold

148.80
g8.70
16.80

32.68

149.24

192.74
-43.50
-23%

€
165.96
109.53
58.09

167.63

192.74
-25.11

-13%

138.80
38.70
3360

65.36

14934

192.74
-43.40
-23%

165.96
109.53
11617

168.82

19274
-23.92
-12%

148.80
g8.70
50.40

106.28
152.52

192.74
-40.22

-a1%

€
165.96
109.53

174.26

169.72

19274
-23.02

-12%

148.80

19.30
32.68

150.36

19274
-41.78
-22%

€

165.96

58.09

168.46

192.74
-24.28

-13%

118.80

38.60

65.36

162,27

192.74
-40.47
-21%

€

165.96

116.17

169.96

192.74
-22.78
-12%

148.80

57.90
106.28

157.28

19274
-35.46
-18%

165.96

174.26

170.96

192.74
-21.78

1%

Notes: 1. Targets for 2007 as set in Revised NAPS {z002):these are for the adult rate to reach €150 in 2002
terms (assumed adjusted for inflation, 2002-04, inclusive}, and combined CDA+CB at 0.35 adult rate.
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7 izl 1y Closing the 2005 Poverty Gap by: (i) doubling Child Benefit
{ii) a 35% Increase in Adult Welfare Rate—Selected Households

Actual position, 2008

Income € € € € € €
Aduit rate 148.80 13380 148.80 14880 w4880 14880 .
OAA g38.70 38.70 98.70 i
COAs 16.30 33.60 50.40 19.30 18.60 57.90 '
3 32.68 65.36 106.28 32.68 6536 10628 ‘
Zouivalised T
rousahold fncorme 149.24 149.34 152.52 150.96 i52.27 157.28
Zayaerty threshold y
.'{f:o per cont line) ‘ 192.74 192.74 192.74 192.74 192.74 192.74 \
Poverty gag(é weekly) 4350 4340 4032 4178 4047  -35.46 ?
Capas per:ceni::of/ihreshéld 3% -23%. : ‘-21% : 2% n% 8% ,
Double Child Bentﬁt: o : .
€ £ € € € €
ca k X Rt : 65.36 ‘ 130.72 232.56 6536 130.72 21256
Equivalised '
rousehold income 165.66 177,51 192.63 175.53 191.64 21068
Poverty gap (€ weekly) -27.08 -15.23 -0 By #11 110 17.94
ap as per cent of threshold  -14% -8% o% 9% 1% 9%

Increase Adult Welfare Rate by 35%

€ € € € € €
vduit rate 200.88 200.88 200.838 20088 20088 20088
AR 132.58 132,58 13258
CDAL i A 16.80 33.60 50.40 19.30 38.60 57.90 -
(o821 32.68 65.36.  106.28 32.68 65.36 . 106.28
£ juivalised . .
tiousehold income ) 192.43 186.39 184.96 19012 183.64  183.45
Poverty gap (€ weékly)‘ : -0.3) -6.35 -7.78 -2.62 -g.10 -9.29
Gap as pérzentofth‘ryashuh‘i - 0% 3% 4% : - a% 5% 5%
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This begs the question as to what order of change in welfare rate payments
would have been required in 2005 to eliminate the poverty gap altogether.
Table 19 provides two illustrative examples. It first shows what would happen
the poverty gaps experienced by the selected families if Child Benefit alone
were relied upon to raise the children in them above the 2005 poverty line. A
doubling of Child Benefit would be needed to raise the family unit made up
of an unemployed couple and three children to just the poverty threshold,
and the one-child unemployed couple would still be 14 per cent below it. Lone
parent families would fare a little better (as Child Benefit accounts for a larger
proportion of their total income) with the three-child household being raised
g per cent above the poverty threshold and the one-child household still g per
cent below it.

If the adult welfare payment were relied upon instead to be the sole
instrument for levering the household above the poverty threshold, then
an increase of 35 per cent would see all families with one child (lone parents
and couples} raised to, approximately, the poverty line rather than being
left €17 and €27 a week respectively below it as when Child Benefit was
doubled. These examples serve to show how weak is the ‘lifting power’ of
Child Benefit alone to raise children above the ‘at risk of poverty’ income
line and how important it is to reckon also with the lifting power of higher
adult welfare rates. The two extreme strategies considered in Table 19, of
concentrating wholly on Child Benefit or wholly on adult welfare rates to
alleviate child income poverty, do not cost the same. Raising adult welfare
payments by 35 per cent would have cost some €500m more in 2005 than
doubling CB.# However, it would also have made a significant contribu-
tion to reducing adult poverty by reaching into households where children
are not present, which makes comparison of the overall effectiveness of the
two strategies difficult.

43- Budget 2006 costed its increases in adult social welfare weekly rates and their assoclated Qualified
Aduit Allowances at €808.18m in a full year. These rates are seldorm increased uniformly; usually,
some sub-group of welfare recipients is singled out for above average increases and Budget 2006
was no exception (Carers in its case). The range of increases in adult rates effected by the 2006
Budget can be generalised at 11 to 12 per cent; thus, the cost of 4 35 per cent increase across the
board in adult welfare rates and their associated QAAs can be reckoned as triple the cost of the
increases actually accorded.

59






6  The Question of Reform

6.1 The Appetite for Change

A fundamental question that must first be answered is whether the import of
what has been reviewed justifies undertaking major innovation in how child
incorme supports are structured. There is, currently, a high level of child income
poverty. This is despite much higher spending on child income support and a
well functioning labour market. Each of the current instruments has strengths
but also significant flaws if it is to be relied upon to make further inroads into
the child poverty that remains. Yet the achievements to date of a pragmatic
approach based on repeatedly fine-tuning the current instruments in an
effort to reach more of the children still in low-income households should not
be underestimated. The introduction of the Early Childcare Supplement, the
significant recalibration of the FIS thresholds and the ending of the freeze on
the value of CDAs are incremental measures that will have alleviated financial
pressures for a significant number of low income families.

Yet, the case for a more fundamental restructuring remains strong. Further
increases in CB will reduce the average child poverty gap but not impact
~ much on the child poverty count. The ECS was introduced without any official
estimate of the proportion of its child beneficiaries below the income poverty
line; it is more regressive than CB and costs as much again as CDAs. Both CB and
ECS are paid regardless of the level of family income and, as such, are hugely
inefficient as anti-poverty instruments involving, as they do, paying Paul as
a condition of helping Peter. The anti-poverty credentials of FIS continue to
be challenged by continuing evidence of in-work poverty affecting children,
the opaqueness of its thresholds and its demanding application process. If
the first increase in CDAs in fourteen years is the beginning of regular annual
increases, the work disincentive argument that led to the 1994 freeze is certain
to return and need to be addressed. It is these underlying weaknesses in the
effectiveness of current instruments as anti-poverty measures which continue
to suggest that social pragmatism should now also envisage undertaking the
merging of CDAs and FIS at least.»

44. A proposal has also been made to introduce a refundable tax credit for every child irrespective
of the employment status of their parents, or their family’s income. The intention is that the
vast majority of people would add the tax credit to their other tax credits and, thus, reduce
their tax payment by the full amount of the credit, while people on social welfare or in very
low-paid employment would claim the payment directly. The level of the payment would depend
on the resourcey available to government, but it would be additional to CB {CORY, Socio-Economic

Review 2007: g2},
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6.2 The Direction of Change

freland currently lacks an instrument that can channel income support to
children in low-income households and that is triggered solely by low family
income. ldeal objectives for child-income support policy over the coming
years would be (i) to give priority to children in low-income households in
allocating additional recourses, and (ii) treat low-income families equitably.
CDAs currently supplement social welfare incomes only, while FIS tops
up the low earnings of only certain workers. One approach to merging them
would start by defining the constituency to be served by the new instrument
as the full population of low-income families of which CDA and FIS currently
reach only subsets. The objective would be to ensure the second-tier payment
is paid to families with children where family income is below a threshold,
regardless of parents’ employment or social welfare status, and withdrawn
at higher levels of family income. This new measure, therefore, would have
a single objective (unlike CB and FIS), to redistribute income towards low-
income families with children. And it would do so in a characteristic way,
yiz, treating all families on the same level of income the same (unlike CDAs

and FIS).

Chart 4 The Basic Parameters of an Income-Related
Second-Tier Child Payment

| Weekly income
support per child, €

{withdrawal rate)

Second Tier Payment
(level)

child Bedeﬁk
»

]
(threshatd) / €000, Family Income
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The operation of such a targeted, second-tier payment is illustrated in Chart
4. Where family income is below a certain threshold, the family receives a
maximum payment per child, in addition to Child Benefit for that child.
Unlike Child Benefit, however, this second-level payment is not universal but
is gradually withdrawn accordingly as family income is higher than the set
threshold. At high levels of family income families, therefore, do not receive
the payment at all but only Child Benefit. As the Chart makes clear, three key
parameters largely determine the impact and overall cost of such a payment:
the level of family income below which the full payment is made, the level of
the full payment, and the rate at which the payment is withdrawn.

The Choices Made in Other Countries

There are several design challenges in implementing the simple framework
outlined in Chart 4. An appreciation of how some other countries have
structured income-related child support helps to illustrate some of the choices
that can be made.

1

Chart 5 Weekly Child Income Support for First Child, UK: 2005

_ Weekly per child-
income support.
£55
Child Tax
Credit
£17 -
Child Benefit. -
254 - f960

Gross Weekly Income:

Note: 1. The chart deplcts the combined child income package avallable for an eldest qualifying child,
in rounded figures for 2003-04.
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The operation of Britain's child income supports are jlustrated n Chart s
as a further example of the type of payment proposed for Ireland. The UK
pays a universal child benefit at a lower level than Ireland. This constituted
about 30 per cent of its combined income support package to children in its
poorest households (2003 values). The other 70 per cent is made up of an
income-related second-tier payment that is in two parts. The largest part
is an amount per child paid in full below an income threshold which makes
approximately half the country’s families eligible—above the threshold it
is withdrawn at a 37 per cent rate. A smaller part is an amount per family
paid in full up to a much higher threshold, which effectively excludes only
the richest 10 per cent of families, before being withdrawn at a rate of 67
per cent.*s

Chart s depicts child income supports in the UK that apply to lone parent
and couple families alike—the sole qualifying criterion is low family income
and neither family type nor the source of the low income affect the payment.
It follows that the income in question may be means-tested social welfare
income with different types of obligation on the adult recipient attached.
‘A lone parent, therefore, with neither work nor other means can apply for
the UK’s Income Support and, if on low earnings, for the Working Tax Credit
(a subsidy to low earnings). The obligations on lone parents and support
services offered them by these other programmes reflect their particular
family responsibilities but not the levels of payment they receive which have
now been released from the need to acknowledge child dependants by the
introduction of the Child Tax Credit.

45. The income thresholds (2004) were £13,230 p.a. for the per child payment and £50,000 p.a.for the
family element.
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“hart 5.4 Australia’s Family Tax Benefit A, 2005

Fortnightly payment
per child, $

$133.56 e

i
i
$42.98 .
] J\\
[

532,843 $50,000 584,023 $88,000

Annual Family Income, §

Chart 68 Australia’s Family Tax Benefit B, 2005

Fortnightly payment
per family, §

Lone Parent

Secondary Earner
g

Annual income of Secondary Earner, §

$4,000
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A second international example is provided by Australia’s Family Tax
Benefit. Its operation is illustrated in Charts 6a and 6b. Australia pays no
universal Child Benefit. It helps families with the cost of children in two
ways—a payment per child which all but around the top 20 per cent of
families receive at least partially (‘Family Tax Benefit A, see Chart 6a), and
a payment per family which goes to all one-parent families and two-parent
families where the secondary earner is on low earnings (‘Family Tax Benefit
B see Chart 6b). Family Tax Benefit A is paid in full on family income below
$32.485 p.a. and then withdrawn in two stages—approximately two thirds of
it at a rate of 20 per cent, after which it levels off until family income passes
€84,023 and the remainder is withdrawn at a rate of 30 per cent (Chart 6A).®
Family Tax Benefit B is paid to all one-parent families regardless of their
income and the same maximum payment is made to two parent families
where the lower earner is earning less than $4,000 p.a, after which it is
withdrawn at a rate of 20 per cent as the earnings of the secondary earner
rises {Chart 6B).

6.3  Ilustrative Costing

The following costing is illustrative only. It is assumed that the second tier
income-related payment is set at 1.00 times the weekly value of CB in 2006.
This gives a maximum payment of €34.61, more than double the value of
CDA at the time. Interestingly, it makes the combined weekly value of CB and
the new second-tier payment (€6g.22) similar to what the value of CB and
CDAs would have been to social welfare dependant families had CDAs been
increased in line with the lowest adult social welfare payment since 1996
(Table 16 above).

46. The Charts must slide over many of the details. Thus, Chart 3a deplcts the payment for a child
aged under 13 {a higher rate is paid for 13-15 year olds) and does not include a supplement that was

specific to 2004-08.
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ii3lx o Estimates of Gross Cost of a Second-Tier Payment, 2006

‘I00 £ oannual £ spnual fm

8.2 4014.7 10147 3139
2 15.2 39286 3928.6 59.8
3 36.4 4552.0 4552.0 165.7
3 952 3923.4 31387 2987
5 76.5 3210.4 1926.2 147.4
5} 7.0 3415.8 1366.3 98.4
7 52.3 33965 6793 35.6
8 45.9 2859.8 0.0 0.0
9 44.8 27582 0.0 0.0
Top 511 2775 0.0 0.0
Total 567.6 1485.4 119.35

Source: ESRI SWITCH

Chart 7 Second-Tier Payment Equal to CB and 20 Per Cent Withdrawal Rate

Combined child income support,
€ weekly

i
|
!
1
i
)
1
|
i
|

i

€69.226 /

Second-tier payment

20%

€14.61

Child Benefit

Family Income, € p.a.
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Using the SWITCH model's identification of the income distribution of
families in receipt of Child Benefit, we assume that the threshold to family
income below which there is entitlement to the full second-tier payment is
set sothat the poorest 30 per cent of families receive it in full. On the basisofa
withdrawal rate of 20 per cent, it is assumed that families in each succeeding
higher decile receive, on average, a second-tier payment that is 20 per cent less
than families in the decile immediately below them. Thus, families located in
the top three income deciles receive no second tier payment at all.

The maximum net cost of the programme is estimated to be €775m, having
deducted the €3g4m that SWTICH estimates would be saved from spending
on CDAs and FIS. Additional savings are, of course, possible—from, for
example, the amalgamation of the BSCFA also in the second-tier payment, the
rescinding of the higher rate of Child Benefit for 3rd and subsequent children
(it has traditionally been justified on the basis that larger families faced a
higher poverty risk), taxing Child Benefit, and lower spending on adult welfare
if more parents move from welfare to work as a result of the new measure.
In fact, the extent to which the introduction of the second-tier payment with
its $pecific anti-poverty objective is used to simplify the child income support
system in general powerfully influences its true and final cost.

6.4  Guiding Principles

Sorne guiding principles can be suggested, that would help to steer the design
of the new payment through the practical circumstances policy-makers in
Ireland must deal with.

® Combating child income poverty in Ireland should be its primary and
overriding objective.

® Families on the same the level of income—be they parents in employment
or on social welfare, employees or self-employed, lone parents or couples,
casual workers or full-time workers—should receive the same level of

support.

® It should help simplify, rather than add further complexity to, the child
income support system. Minimally, it should replace CDAs and FIS in its
role as family support. Maximally, it could replace the BSCFA and the
higher rate of Child Benefit.
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The level of family income below which the full payment is made and the
withdrawal rate should be set at levels that make receipt of the payment
sufficiently widespread so that stigma is avoided, i.e., it should be received
by low- and middle-income families.

It should have a significantly lower withdrawal rate than that which
currently attaches to FIS (60%) to avoid creating a significant poverty trap.

The level at which the payment is made has to reflect the political decision
as to how much resources should be allocated to fund it but, minimally,
it should ensure that families in receipt of means-tested CDAs are
significantly better off.

Undertaking to ensure there are no ‘losers’ from the introduction of
the payment should be carefully understood and handled. For exampie, it
would not be a fair test to insist that the level of the payment be sufficient
on its own to ensure one-child FIS families and all families receiving CDAs
with insurance-based payments are no worse off.”” All would benefit from
ther employment-neutrality of the new payment and its low withdrawal
rate. The terms of payments to current recipients could be met but no new
entitlements conferred.

The level of the payment should be expressed as a multiple of Child Benefit
in order to tie the payment as closely as possible to the latter's wide
acceptance. While it can and should be presented as a second tier to Child
Benefit, it should be clearly communicated that is not a second tier in Child
Benefit but withdrawn as income of the parents/guardians of a child rise.s

47. The almost 14,000 CDAs {2005) paid along with the Widow/er’s Contributory Pension are a case

in point. Sensitive handling, however, should ensure small constituencies do not block a major
reform.

18.

Income support provided by the state on behaif of a child canloosely be termed the ‘child’s income’.
The term is most accurate when applied to child trust fund arrangements in which monies are
kept until a child reaches the age of majority and is then given autonomy for the first time to
use the maney as she or he chooses. Child Benefit is sometimes referred to as a “child’s income’
and there i3 anecdotal evidence that parents in households without pressing financial needs
frequently do save Child Benefit on behalf of their child. its status in social welfare legfslation
supports the view that it isa ‘child's income’ to the extent that that legal challenges would have to
be anticipated if it were to be made subject to tax (discussed in 1996 by the Expert Working Group
on integrating tax and social welfare, paragraphs 4.33-4.34). Generally, however, Child Benefit is
spent as and how the adult claimant sees fit and thers is no legal restriction on its adult claimants
as to how they use it. It is, thus, effectively, a subsidy to the costs of parenting,
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a The payment should not undertake to be responsive to fluctuations in
the level of family income during the course of a year but only to major
changes in circumstances (such as losing a job, the birth of a child, etc.).
People should reapply for the payment after each 52-week period.

2 Evaluating the effectiveness of spending on child income supports in
reducing child poverty within the State must reckon with the increased EU
migration into Ireland. Any family benefit from which an Irish national in
employment can benefit must also be available to EU nationals working
in Ireland, including when their children are resident outside of Ireland.
This is a salient new feature of the Irish policy context. It is valid to want to
assess the differential types of 'leakage’ that may be associated with new
instruments and their design whose purpose is poverty reduction within
the state. Doing so does not deny the substantial benefits that the irish
economy and society derive from EU immigration.

» The payment should be simple to understand, its purpose and structure

. clearly communicated, and its introduction carefully prepared for. This
will minimise concern, confusion and the number of inevitable teething
problems. Ideally, it should be introduced at a time when additional
resources are available for child income support in total.

6.5  Getting There: Implementation and Delivery

What has been described and tentatively costed is a new, second-tier child
income support that would be paid only where family income is below a
certain threshold (unlike Child Benefit which goes to every family) and
everywhere family income is below it (urlike CDAs and FIS which go to
subgroups among low income families). The practical construction and
administration of such a payment requires clarifying terms and making a
sequence of decisions on a range of issues. On each issue, there are precedents
in how current instruments handle them and part of the challenge is to adopt
or adapt from among current alternatives the definition of each term that
is best suited to the particular objective of the second-tier payment. Four
relatively clear cut issues are discussed below before the mast complex one is
addressed—i.e, finding the measure of income on which to base the support.
A way of proceeding in the last instance is tentatively outlined.
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6.5.1 Eligible Children

The definition of a dependent child differs significantly across the current
instruments—by age (under 6 if the ECS is to be paid, under 16 if CB is to be
paid unconditionally, under 18 if CDAs and FIS are to paid in the ordinary way,
while the BSCFA pays nothing for under 25 and more at ages 12-17 than ages
2-11), place in the birth order (the higher CB is for 3rd and subsequent children
only), conditionality (participation in full-time education is required for CDAs
and FIS between ages 13 and 22; participation in full-time education, FAS
Youth Reach or being disabled at ages 16-18 for receipt of CB at those ages) and
country of habitual residence {must be the Irish state for receipt of CDAs).

The definition of a dependent child for the purposes of the second-tier
payment should balance its clear anti-poverty objective, the practical benefits
of linking its administration with that of Child Benefit, and the desirability
of rationalising some of the camplexities sketched above. One clear position,
for example, would be to adopt the same age cut-off point as CB (up to and
including age 18). Some families currently receiving a CDA, FIS or BSCFA on
behalf ofug to 22 year olds in full time education might lose in net terms (the
loss of the older child’s entitlement more than offsetting increased entitle-
ments of younger children). Arguably, though, the dependent status of such
young people in full-time education would be better addressed through some
type of educational payment rather than through the welfare entitlements
of their parents.

6.5.2 Structure of the Payment

Though described as a second tier to Child Benefit, the purpose of this payment
makes, in fact, more similar to FIS, i.e, it is to supplement family income so
that children are not in need. This suggests (i) that it should not be classified
as income of the child with the complications that may entail for including it
as taxable income, and (ii) exploring the merits of a payment featuring a per
family and per child element (sirnilar to Australia’s Family Tax Benefit) rather
than one that is strictly uniform per child. This would give the new payment
a bias towards the small family but one similar to the current One-Parent
Family Tax Credit rather than to FIS. The former is fixed, irrespective of the
number of children, in recognition of the overheads of running a household
{though confined, of course, to lone parents); FIS’s bias towards small
families, as seen, is based on its objective to reward the step to employment.
The empirical evidence on child poverty in Ireland today, reviewed above,
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suggested it is more accurate to think now of children as being born into poor
households rather than as puiling their households below the poverty line.
This would seem to support incorporating a significant per family {and, thus,
fixed) element for qualifying families into the payment’s structure.

6.5.3 Variation in the Amount of the Payment

The smooth withdrawal of the payment as family income rises would, in
fact, be an extremely demanding administrative exercise. As we have seen,
data on family income in Ireland is simply not routinely gathered, reliable
or easily accessible for administrative purposes. Data on the number
and ages of children, however, are and the second-tier payment can and
should be adjusted soon after changes in the number of eligible children.
Transitions between employment and receipt of social welfare can also
be captured by existing administrative data relatively promptly. In this
case, loss of employment and receipt of social welfare might trigger a rise
in the payment but without the converse (exit from welfare and entry
to employment) triggering a fall—so that maintaining the full payment
until the due renewal date could be seen as providing a window during
which a family could recoup some of the resources lost through unem-
ployment. Otherwise, the approach to family income adopted for the
purposes of FIS and tax credits could be buiit on, ie,, keeping the amount of
the payment constant for a 52-week period on the basis of data on family
income provided at the time people (re-)applied for it. This would impart an
upward bias to the programme’s costs on the assumption that many recipients
experience rising incomes during the course of a year.

6.5.4 The Timing of the Payment

The current child income supports differ significantly in when they are
paid. CDAs and FIS take the form of weekly payments, CB is monthly, the ECS
quarterly and the BSCFA annual. It is not clear whether the different timing of
child income supports influences the likelihood of their being spent on items
or services of exclusive benefit to children. This, for example, is the intention
of the timing of the BSCFA but, in effect, it is a cheque made out to households
at the start of the school year that is available to cover any household
expense. Where low income households are concerned, it can be argued that
a higher weekly payment is the more important as children may be most
at risk because of stress and deficits caused by the struggle to cover normal
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household running costs. On the other hand, monthly, quarterly and annual
payments can be seen as substituting for savings which the househaolds are
unable to make out of weekly income and to provide parents with the money
to cover larger and more lumpy expenditures on their children.

Either way, trust that the parents will use the extra cash in their children’s
best interests is, in fact, the basis of all the payments. Because the second tier
payment would be replacing the weekly reception of CDAs and FIS for some
families, the option should be provided for those families to receive it weekly
or elect to have it amalgamated with their monthly Child Benefit.

6.5.5 Identifying the Level of Family Income

The single most difficult challenge in administering a second-tier payment
is to find a measure of family income on which to base the payment. Doing
so will require new forms of collaboration between the Department of Social
and Family Affairs and the Revenue Commissioners. The principal reasons
why measuring family income is, currently, a major administrative challenge
can be viewed from the position of each organization respectively.

On the side of the Revenue Commissioners:

* In the ordinary run of events, Revenue does not need to know whether a
tax payer has children or not. Child data on the Revenue record is confined
to exemptions/marginal relief cases (low incomes) and incapacitated
children (relatively few numbers);#

® Individuals choose between being taxed as individuals or as a married
couple. Where they elect the former, Revenue currently has no basis on
their tax records for identifying tax payers who are, in fact, parents rearing
a child together (apart from the cases referred to above);

= Additionalchallenges arise for Revenue in measuring current earnings.The
processing of P35 formss® is currently reasonably complete in November of
the year after the one in which the earnings occur. The lag is longer, of
at least 12 to 14 months, in the case of self-employed people whose self-
assessment returns are due by an end of October deadline for the previous
calendar year.

49. Submitted by employers to Revenue from mid-February on detailing the deductions made
from their employees’ total earnings in the previous calendar year.

50. It Is estimated that gooo tax payers claimed the additional credit for an incapacitated child in
2003 ( cost of c4.6m) and 2,800 tax payers availed of a child addition to the exemption limit
(cost of c1.3m) (Office of the Revenue Commissioners, Statistical Report 2005).
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On the side of the DSFA:

® The DSFA pays Child Benefit on behalf of most children in the State but
no data on applicant’s incomes are required or collected. The PPSN of the
applicant is captured® but not that of the applicant’s Spouse or partner
{though asked for on the CB application form, it is not obligatory to supply
it nor is it captured even when supplied);

® The DSFA has detailed information on the means of CB households in
which individual adults are in receipt of assistance payments but ng
information on which to measure family income in that large majority of
CB households where no adult is in receipt of a means-tested payment,

One possible form of collaboration between the two bodies may be
suggested, based on three steps: (i) using the current CB application form
to acquire the data that link parents and their children; (ii) providing the
second-tier support as a tax credit as a default position; (iii) having DSFA
make a direct payment to qualifying parents not in a position to benefit
from the full amount of the tax credit and, of course, to parents dependent
on welfare and not registered for tax. These steps are briefly elaborated
on below, not because they have been tested and are foolproof, but as an
illustration of the pragmatism and creativity needed to build out from
what current administrative systems are, in fact, geod and to equip them
to achieve what currently eludes them.

First Step

Every Child Benefit recipient would be invited by the DSFA to register as also
potentially eligible for the second-tier child income support on the basis that
their ‘family income’ (that of the CB applicant along with that of her or his
partner/spousej is, or could fall, below a clearly communicated threshold.
Registering would entail supplying the PPSNs of each of a child’s parents
(or those acting in loci parentis and effectively raising the child). Currently,
payment of CB is completely automated for second and higher births.

51. Data ‘capture’ means the information is both obtained and entered into the data storage and
retrieval system.
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Consequently, a once-off re-contacting of the existing stock of CB applicants

would be required.”

Second Step

The DSFA would pass this information on the adults responsible for rearing
each CB child to Revenue. On the basis of the most up-to-date data possible
on tax payers’ incomes, Revenue would administer the second-tier payment
as a tax credit to an indicated parent in each qualifying family. Where two
parents did not agree on who should receive the new credit, it could simply be
halved between them.» This would build on the experience of the Revenue in
administering tax credits and their wide acceptability. They carry no stigma
and their administration is generally considered to be efficient 4

52,

Henceforth, new applicants for CB would find the invitation to register for potential receipt of the
second-tier payment integrated into the CB application form.

53.

In applying for several forms of current support——social welfare payments, FIS and tax credits—
applicants are required to provide information on their marital status. The key information for
the purpose of the second-tier child income support would be whether ar not the applicant shared
financial responstbility for rearing a child with another tax payer or welfare recipient. Current
practice ranges from giving the full support to each partner (the One Parent Family Tax Credit is
granted in full to both a child's father and mother if the child resides with each at least part of the
year), splitting it equally between the two, or paying all of it to the one partner who is identifiad
by both as the principal carer (in effect what CB).

54

Two current tax eredits, in fact, aiready support children. The Home Carer's Tax Credit is applied
for by a married couple who have opted for joint assessment, paid on behalf of a CB beneficiary,
paid in full if the carer's income is below a threshold and withdrawn at the rate of 50 per cent as
the carer’s income rises until there is not eligibility for it at all. The One-Parent Family Tax Credit
is applied for by a person living on her/his own and who has a dependent child living with them
for the wholé or part of the year.
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Third Step

Revenue would inform parents with incomes too low to benefit from the full
tax credit of this fact and invite them to apply to DSFA fora direct payment
in Heu of part or all of the tax credit. DSFA will, any way, have to administer
the second-tier support as a direct payment in all instances where parents
are not registered for tax and reliant on social welfare. The families routed
back to DSFA because they cannot avail of the full tax credit will, thus, be
additional to the customary clients of the Department’s categorical schemes.
The application process for the former would be significantly simpler than
the current means-test or application process for FIS. This would be important
to ensure maximum take-up. It would be possible because eligibility would
rest, sirply, on the joint income of a child’s parents and not on the totality of
household ‘means’. At the same time, applying for the second-tier as a direct
payment would have to entail volunteering some verifiable information on
income. Normal penalties would apply where there was evidence of willful
misreporting. As the amount of the payment would be tapered according to
the level of reported family incore, it would—like CB—not be taxable income,
nor would it be assessable as income for social welfare purposes
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7  Conclusions

This study has underlined:

{i) significant dimensions to child poverty to which additional family
income is not the answer and which require vigorous responses;

(ii) nevertheless, a continuing serious problem of children being reared
in households with low money incomes;

(1ii) the limited impact that existing child income support instruments (CDAs,
ECS, FIS and CB} have made, and can be expected to make, in addressing
the issue; and

(iv) the potential of a new second-tier support replacing CDAs and FIS to sig-
nificantly enhance the contribution that child income support can make
in alleviating child poverty.

Its analysis findsthat the current instruments that target child income support
on low-ingome households have features that do not justify significant extra
resources being channelled through them. Consequently, it accepts the
argument, long made, that, minimatlly, CDAs and FIS should be replaced by a
new second-tier payment that would be paid only where family income is low
{thus, distinct from Child Benefit and the ECS) and everywhere family income
is low (thus, distinct from CDAs and FIS). This will make significant demands
of public data and administrative systerns that will take time to implement.
it will also need the vigorous and effective communication of the long-term
benefits of retooling the public system to conduct a new form of targeting.
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