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Introduction

Who are the winners and losersin Irdland’ s race for economic development? The
growth itsdlf isundisputed. Even a cursory examination of key economic indicators
reved s that the overal economy hasimproved immensely over the past decade. GDP
growth was 11.5 percent in 2000, with growth for 2001 projected to be 8.8 percent.
Unemployment has been reduced from a high of 15 percent of the labor force in 1993 to
lessthan 5 percent in 2000. Employment increased at an average rate of 4.5 percent per
annum for the years 1994-1999. (“Monthly Economic Bulletin™) Irish living sandards
arerapidly converging upon those of the European Union (EU); in 1990 Irish GNP per
capitawas 66 percent of the EU average, whereasin 2000 it stood at 90 percent of the
average. (Fitz Gerdd, p. 54) However, the question remains. Who has prospered, and
who hasnot? Asl will illugtrate, the poor have not shared the fruits of economic growth
equdly with therich.

Inthisarttide, | will examine income inequdity issuesin Irdand, beginning by
explaining the relevance of the topic in Irdand. Next, | will examine Irdand' s recent
socid wefareinitigtives. The main focus of the article will be the trends in income

inequality and poverty throughout the period of rgpid Irish economic growth. | will



conclude by stressing that the key chalenge for the Irish government will beto find a
baance that can provide for the less fortunate without reducing the competitiveness of

Irish industry in the world marketplace.

Relevance

Income inequality in Irdland isimportant for several reasons. First, because
income inequdity often rises as economies improve, the Irish government must ensure
that Ireland’ s rapid economic growth does not cause inordinate increases in income
inequaity. Second, given Irdand’s complete reversa in economic circumstances over
the last two decades, the question arises as to what the appropriate level of socia welfare
should be. Having inherited its traditionaly modest socid welfare sysem from the
United Kingdom &t the time of its independencein 1922, Irdand’ s system continues to
hold many characterigtics in common with that of the U.K. (Cdlan and Nolan p. 180) In
addition, the socid wdfare expenditure rate in Ireland remains far below the EU average.
Now that Irdland is prospering, the question that remainsis whether Ireland should
continue aong this path, or instead develop a more extensve wdfare sate. Third, if
income inequality in Irdland increases, crimeisadso likdy torise. Although Irdand is
not now known as a nation with serious socid ills, this could change with increased
inequdity. Findly and most importantly, if the Irish poor become progressively
unhappier with their socio-economic Stuation, they can exercise their right to vote the
incumbent government out of power. This possibility brings issues of inequdity to the

forefront of Irish politica concerns.



Ireland has a promising economic future. It has a young, well-educated
workforce, adynamic industrid sector, a growing service sector, and a government that
has its eye on the direction of the globa economy. In order to ensure sustainable Irish
economic growth, the government can do severd things. Firg, it should make sure
incomes of the poor do not fall too far behind those of the wedlthy in Irdland. Second,
the government should aso take steps to afford those from lower socio-economic
backgrounds the same opportunities as the wedthy. Third, the Irish government needsto
successtully gtrike the delicate balance between welfare and incentive in order to enhance
its progperity without decreasing the competitiveness of the Irish workers and
marketplace. If Irdland can successfully manage these three godls, it will be ableto
achieve increasing prosperity and success for years to come.

Social Welfarein Ireland

Higtoricdly, the level of Irdand' s socid wefare expenditures has been more
samilar to those of the U.K. and the U.S. than socid democratic Sates such as Germany
and France. (Callan and Nolan, p. 180) For example, in 2000, Irish social expenditures
were only about 5.7 percent of GDP. This rate was much lower than the EU average of
14.4 percent and a Eurozone average of 16.3 percent of GDP. (“Economics. Taxes
Should Rise...”) However, despite these comparatively low leves of socid welfare
spending, Ireland does have arecent history of growing efforts to protect the less
fortunate. Following the United Nations Socid Summit in Copenhagen in 1995, in 1997
the Irish government outlined a concrete strategy to combet poverty. (Layteetd., p.
174) Theresulting Nationa Anti-Poverty Strategy (NAPS) defined poverty levels, as
well as set global poverty reduction targets to be achieved over the period 1997-2007. As

reported by Layte, Nolan, and Whelan, the NAPS definition of poverty is asfollows:



People are living in poverty if their income and resources (materid, culturd, and
socid) are S0 inadequate as to preclude them from having astandard of living
which isregarded as acceptable by Irish society generdly. Asaresult of
inadequate income and resources people may be excluded and marginaized from
participating in activities which are congdered the norm for other peoplein
society. (Layteet d., p. 174)

When it was initiated, the NAPS st the following globd poverty targets:

Over the period 1997-2007, the National Anti-Poverty Strategy will aim a

considerably reducing the numbers of those who are ‘ congstently poor’ from 9 to

15 percent to lessthan 5 to 10 percent, as measured by the Economic and Socia

Research Indtitute. (Layte et d., p. 174).

These targets have since been adjusted to reflect the hedth of the Irish economy, and
current global poverty targets are to “reduce ‘ consistent poverty’ to below 5 percent by
2004. Unemployment isto be reduced to below 5 percent by 2002, and long-term
unemployment is to be reduced to below 2.5 percent by the same date”. (Layte et d., p.
175)

Issues of socid welfare and taxation have aso been centrd to nationd budget
negotiationsin the past two years. Prior to each of the budget unveilings in December
1999 and 2000 by Irish Minister for Finance Charlie McCreevy, there was hested debate
as to the gppropriate levels of taxation and socid wdfare given Irdand’ s newfound
economic success. |n December 1999, McCreevy responded to this debate with a budget
for 2000 that yielded many taxation and welfare benefits. The total budget amounted to
IRES42 million. It included welfare measures that increased old age pensions by
IRE7/week to alevel of IREYG/week, raised weekly welfare payments by IREA/week to
IRE77/week, increased child benefits, doubled the persona alowances of the aged, blind,
widowed, dependent relatives, and incapacitated children, and gave a one-time gift of
IRE2000 to Irish citizens who had reached the age of 100. (Parkin, 1999) On the

taxation side, the budget for 2000 cut the higher tax rate from 46 percent to 44 percent



and the standard tax rate from 24 percent to 22 percent. In addition, by widening tax
bands, McCreevy moved 125,000 people from the upper tax bracket into the standard
bracket, and removed 50,000 people from the tax net dtogether. Finaly, tax alowances
for couples were increased by IRE1000 and for singles by IRES00. (Parkin, 1999)
Despite the ostensibly generous welfare and taxation package, many registered
complaints with the new budget throughout 2000. Trade unions felt that the package
favored the rich and didn’t give enough additional resourcesto the poor. (“Ireland: An
Emotiona Budget”) Spokespeople for the EU, as well as certain members of the Irish
government itsalf, warned that generous tax cuts were likely to lead to increased
inflationary pressures that could set Irdland’ sinflation rates further out of line with EU
averages. (“News:. Irish Low-Pad...”) Children’srights groups (including the
Children’s Rights Alliance, Combat Poverty, the Nationa Y outh Council, and the Society
of St. Vincent de Paul) caled for increases in child welfare benefits in April 2000,
following the release of survey data compiled by the Inditute for Public Policy Research
that found Ireland the second-worst place in Europeto be achild. Inthissurvey, it was
found that 28 percent of Irish children were living below the poverty line, compared with
an EU average of 20 percent. In fact, asaresult of this survey, Combat Poverty called
for an increase in child benefits to IRE30-40/week. (“Anayss: Irdland’s Children ...”)
The government responded in July 2000 by increasing child benefits to IRE100/month
(from IRE84/month). However, many maintained that this still wasn't enough for the
eradication of child poverty. (O’ Connor, p. 6) Alsoin July 2000, it was reported that
studies showed that without the tax breaks provided in the Programme for Prosperity and

Fairness (the nationd pay program outlined for the years 2000-03), those on welfare



would actudly have less purchasing power in 2000 than before because of the
inflationary effects. (“News: Inflation...”)

Debate over welfare and taxation issuesin Ireland continued throughout 2000,
and intensfied as the time for the release of the new budget for 2001 drew near. Some
28 groups assembled in October 2000 to make socia welfare demands on Minister
McCreevy for Budget 2001. (Holland, p. 6) In November 2000, citing the statistic that
Ireland was ranked 17" on a poverty index of 18 industriaized nations, the Council for
Rdigiousin Irdand (CORI) asserted that socia welfare benefits should be benchmarked
at 50 percent of average incomesin order to improve Irdland’s poverty Stuation. This
would lead to weekly welfare payments of IRE92 for 2000, and IRE100 in 2001.
(O'Hdloran, p. 13)

Asaresult of these demands and the continued success of the Irish economy (the
budget registered a record surplus of IRE3.5 hillion in 2000), on December 6, 2000,
McCreevy announced a budget that was even more generous than Budget 2000. Totaing
IRE2081 million, Budget 2001 was comprised of IRE1231 million in tax cuts, and
IREB50 million in socid welfare expenditure. Thetax cuts brought the higher rate from
44 to 42 percent, and the lower rate from 22 to 20 percent. Tax bands were further
widened which left only 23 percent of the population in the higher tax bracket (compared
to 40 percent in 1999) and removed 150,000 from the tax net altogether. Changesin
socia wdfare expenditure included increasing weekly wefare payments from IRE77 to
IRE110 (well above the IRE100 recommended by CORI in November), weekly old age
pensions from IRE96 to IRE106, and the child benefit by IRE90/month over three years.
In addition, the elderly were given free accessto TV and teephone licenses, aswdl as

gas and electric dlowances. (Parkin, “Miniger...”)



Protecting Those at the Bottom

As mentioned above, one of the effects often associated with a period of rapid
economic growth iswidening income inequdity. Rapid economic growth has surdy
been the casein Irdland in recent years. What about those at the bottom of the
digtribution? Have they been left behind in Irdland’ s surge for prosperity? These are not
idle quetions. If the Irish government dlows the Irish poor to fdl behind, Irdand’'s
economic growth may not be sustainable. Therefore, it isimperative to understand where
the poor stand in Irdland, what their prospects are for the future, and what, if anything,
needs to be done to improve their Stuation. In the Irish case, it turns out that the outlook
for the poor is quite postive.

In terms of genera income patterns, the widening of inequdity thet Irdand has
experienced dong with its economic growth has clearly been characterized by income
growth at the top of the income digtribution, rather than afdling out a the bottom. Both
the Gini coefficient and income deciles can be used to measure income inequdity. The
Gini coefficient is a satistical measure derived from the retio of income accruing to some
percentage of the population to the total population examined. Assuch, if everyonein
the population earned an identica income, the Gini coefficient for that population would
be zero. Alternativey, if al income went to one individua, the Gini coefficient would be
one, denating complete inequality. Thus, the higher the Gini coefficient, the greater the
degree of income inequdity present in a population. (Filer et d., p. 580) Income decile
andydsisamethod used to examine income distribution across a population in which
the share of total income accruing to a given 10 percent of the population (the bottom 10

percent, the next 10 percent,... top 10 percent) is determined. (Nolan and Maitre, p. 150)



Tablel

Decile shares of Disposable ncome among Households, 1973-1994/95,
Household Budget Surveys

Decile 1973 1980 1987 1994/95
Bottom 17 17 22 21
2 33 35 37 35
3 50 51 50 48
4 6.5 6.6 6.3 6.0
5 78 79 7.6 7.6
6 92 9.3 9.2 9.2
7 109 11.0 11.0 11.3
8 13.0 130 134 136
9 16.2 16.2 16.5 16.7
Top 264 25.7 25.1 25.1
All 100.0 100.0 100.0 100.0
Gini 0.367 0.360 0.352 0.362

Source: Nolan, Brian and Bertrand Maitre. “Income Inequdity” in Bust to Boom: The
Irish Experience with Growth and Inequality. Brian Nolan, Philip J. O’ Connell, and
Christopher T. Whelan, eds. Dublin, Ireland. ESRI 2000. p. 151.

Using information from the Household Budget Survey!, the dataiin Table 1
suggest an overdl reduction in income inequdity in Irdland during the period 1973-80 (as
measured by the Gini coefficient aswell as by income decile analyss). In 1973, the Gini
coefficient was 0.367. By 1980, it had falen to 0.360. Also, in 1973 the second and
third income deciles registered 3.3 and 5 percent shares of disposable income, while the
top decile held 26.4 percent. By 1980, these shares had shifted to 3.5 percent, 5.1
percent, and 25.7 percent respectively, indicating a shift in resources from the top to the
lower deciles. Further reduction in inequdity occurred from 1980-87, asillustrated by
the Gini coefficient faling further, to 0.352, and income again shifting dightly from the

top decile to those at the bottom. During this period, the bottom decile gained 0.5

! The Household Budget Survey is a survey reporting detailed income data, conducted nationally
by the Central Statistics Officein Ireland in 1973, 1980, 1987, 1994/95. (Nolan and Maitre, p. 148)



percentage points in digposable income, while the top decile lost an additional 0.6
percentage points. (Nolan and Maitre, p. 151)

However, when we turn to the period after 1987, we see arising Gini coefficient,
aswdl as shiftsin income digtribution among the deciles that illudtrate risng inequdlity.
During this period, the Gini rose to 0.362 in 1994 and the bottom four deciles dl lost
percentage shares in digposable income, while the seventh, eighth, and ninth deciles
increased their shares. The top decile remained stationary during this period. (Nolan and
Maitre, p. 151) (See Tablel)

Table 2

Decile Shares of Disposable | ncome among Households, 1994 and 1997,
Livingin Ireland Surveys

Decile 1994 1997
Bottom 2.3 2.1
2 3.3 3.3

3 4.6 4.5

4 6.0 6.0

5 7.4 7.7

6 9.1 9.5

7 111 11.2

8 135 134

9 16.5 16.5
Top 26.4 25.8
All 100.0 100.0
Gini 0.377 0.374

Source: Nolan, Brian and Bertrand Maitre. “Income Inequality” in Bust to Boom: The
Irish Experience with Growth and Inequality. Brian Nolan, Philip J. O’ Connell, and

Christopher T. Whelan, eds. Dublin, Ireland. ESRI 2000. p. 154.
Turning to the period most relevant to our discussion, 1994-97 (when rapid
economic growth in Iredland commenced), one would expect to seealargejumpin

income inequdity, following the generd pattern. (Nolan and Maitre, p. 151)
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Surprisngly, however, thiswas not the casein Irdand. Using data from the Living in
Irdland survey?, the datain Table 2 indicate that the Gini Statistic fell from 0.377 in 1994°
t0 0.374 in 1997 (Nolan and Maitre, p. 154). During this same period, the middle deciles
increased their shares of disposable income at the expense of the top decile. In 1994, the
fifth and the sixth deciles held 7.4 percent and 9.1 percent shares of disposable income,
while the top decile accounted for 26.4 percent. By 1997, the shares were 7.7 percent,
9.5 percent, and 25.8 percent respectively. Thus, both the Gini coefficient and income
decile andyssindicate afdl in incomeinequdity in Irdland from 1994 to 1997. (Nolan
and Maitre, p. 151)

When compared with its fellow OECD membersin successive income data
studies (using data from the 1980's and early 1990's), Irdand’ s rdlative income
digtribution improved. In an earlier sudy conducted by Atkinson, Rainweter, and
Smeeding for the OECD, Irdland had a Gini coefficient of 0.33 for the mid/late 1980s,
which was higher than that of al other nations examined except for the U.S. (Nolan and

Maitre, p. 158) The results of this study are presented in Table 3.

2 The Living in Ireland Survey is the Irish component of the European Commission Household
Panel Survey. Thishousehold survey gathers data on income levels, labor market activity, and family
situation in most member states of the EU. (“European Community Household Panel.”)

3 The difference in value between the Gini coefficient found for 1994 from the Household Budget
Survey and that found for 1994 from the Living in Ireland Survey results from the timing of the fieldwork
involved in data collection, particularly with respect to farm incomes. (Nolan and Maitre, p. 152)
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Table3

Gini Coefficient for the Digtribution of Disposable Income Among Per sons, Various
Countries, Mid/late 1980's

Country Year Gini

Australia 1985 0.295
Belgium 1988 0.235
Canada 1987 0.289
Finland 1987 0.207
France 1984 0.296
Germany 1984 0.250
Ireland 1987 0.330
Italy 1986 0.310
Luxembourg 1985 0.238
Netherlands 1987 0.268
Norway 1986 0.234
Portugal 1989/90 0.310
Spain 1990/91 0.310
Sweden 1987 0.220
UK 1986 0.304
USA 1986 0.341

Source: Nolan, Brian and Bertrand Maitre. “Income Inequdity,” in Bust to Boom: The
Irish Experience with Growth and Inequality. Brian Nolan, Philip J. O Connell, and
Christopher T. Whelan, eds. Dublin, Ireland. ESRI 2000. p. 158.

But alater study, conducted by the European Commission Household Pandl (ECHP),
showed that dthough inequality had increased dightly in Irdland through the late 1980's
and early 1990's (by 1993 the Gini coefficient for Ireland had risen to 0.34), thisincrease
was less than that of many other nations. While Irdland’ s Gini coefficient rose by only
0.01, by 1993 the Gini vaues for Belgium, Germany, Luxembourg, Portugal, Spain, and
the U.K. had risen by between 3 and 8 percentage points. In fact, according to the ECHP
survey, by 1993 Irdland had alower Gini coefficient than both Portugal and the U.K .,
wheressin the firgt study its Gini had been higher than that of both those nations. (Nolan

and Maitre, p. 159) Thesefigures are presented in Table 4.
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Table4

Gini Coefficient for Distribution of Disposable Income Among Persons, Various

Countries, 1993.

Country Year
Belgium 1993
Denmark 1993
France 1993
Germany 1993
Greece 1993
Ireland 1993
Italy 1993
Luxembourg 1993
Netherlands 1993
Portugal 1993
Spain 1993
UK 1993
Average 199:

Gini
0.28
0.22
0.31
0.29
0.35
0.34
0.32
0.31
0.27
0.39
0.34
0.35
0.31

Source: Nolan, Brian and Bertrand Maitre. “Income Inequdity,” in Bust to Boom: The

Irish Experience with Growth and Inequality. Brian Nolan, Philip J. O Connel,
Christopher T. Whelan, eds. Dublin, Irdland. ESRI 2000. p. 159.

We find still more evidence that Irdland’ s growth has been characterized by rapid
growth at the top rather than by afdling out a the bottom when we look more closdly a
the poor in Ireland. Incomes of the Irish poor improved absolutely over the period 1987-
97. Thiscan beilludrated by indexing the 1987 haf-average-income poverty lineto
increases in prices over the decade 1987-97. This poverty lineis determined by
averaging nationd income and then halving that figure. While in 1987 about 20 percent
of the population fell below the poverty line, in 1997 only 7 percent fell below the
indexed 1987 poverty line, illustrating that absol ute prosperity throughout the population
had improved over the decade. (Layte et d., p. 166) However, it is aso apparent that the
poor’ srelative postion in Ireland worsened during 1994-97. This can be seen by

examining the percent of households faling below rdative income poverty lines. Using

ad
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data from the ESRI samples of 1994 and 1997, rlative income poverty lineswere
constructed at 40 percent, 50 percent, and 60 percent of average household income.
From 1994 to 1997, the percent of households below each of these poverty thresholds
increased by at least 2 percentage points. (Layte et a. p. 165) Therefore, dthough
incomes of the poor rose in absolute terms during the period of rapid economic growth,
they lagged behind the growth in incomes of the rich.

In addition to determining the number of households located below poverty
thresholds, it is dso important to estimate how far the poor are faling behind therich.
(Sen, p. 219) In order to determine this, one can use a per capitaincome gap ratio and a
depth-and digtribution-sensitive measure of poverty that give additiond weight to those
with the largest income gaps. A per capitaincome gap ratio is a measure that caculates
the mean distance that the poor have falen below a given congtructed poverty line. In
thisway, it determines the severity of poverty for the poor, but isinsengtive to the
number of peopleincluded in the poverty measure. (Sen, p. 223) A depth-and
distribution-sensitive measure of poverty is defined as “a (normdized) weighted sum of
the income shortfdls of the poor.... [Theleve of] deprivation depends on the distance
between a poor household' s actua income and the poverty line, not the number of
households that lie between a given household and the poverty line” (Foster et d., p.
762) In Irdland between 1994 and 1997, both the per capitaincome gap and the weighted
gap rose sharply. Indeed, after having fallen during the 1980's and early 1990's, they
were in some cases back above the levels measured using data from the 1973 Household
Budget Survey. (Layteet d. p. 165) That is, as some peopl€’ s incomes skyrocketed,

othersincreased only margindly, pushing them farther below poverty lines.
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Looking at the above data, an obvious question arises. If the Situation of the poor
improved absolutely, then why doesit matter if they did not gain as much astherich?
Although some might argue that relative differencesin progperity areimmaterid, aslong
asthere exigs acertain leve of poverty below which people are not dlowed to fdl, it is
this author’ s opinion that relative gains do matter. To quote John Kenneth Galbraith:

But just asit isfar too tempting to say that, in matters of living Sandards,

everything isrelative, so it iswrong to rest everything on absolutes. People are

poverty-stricken when their income, even if adequate for survivad, falsradicaly

behind that of the community. (Gabraith, p. 286)

In Irdland’ s case, aworsening of relative poverty could concelvably lead to socia unrest
and avil drife asindividuas expectations are adjusted to reflect societa norms. In
addition, the Irish poor represent alost opportunity for Irish success. If workersremain
underutilized because of lack of opportunities, Irish GDP and living sandards will not be
as high as they might be with full use of Irish labor resources.

The Irish government cannot let inequality between the rich and the poor proceed
unchecked. In deding with thisissue, wefare policy comesinto play. In order to
manage poverty and income inequdlity, the government should at least ensure that
poverty thresholds keep pace with the growth in average incomes. This has not dways
been the case in recent years. From 1994-97, average household income rose by about 10
percent in red terms, while most socia welfare rates rose by about half as much. (Callan
and Nolan, p. 185) Although the 2001 budget greatly increased socid welfare rates, no
commitment has been made as of yet to index them to average incomes. Such an effort
will not be easy. Irdand’ s success can largely be attributed to the influx of foreign
cgpitd into the nation. Although Ireland has internaized some of the technological

know-how associated with this capitd influx, it is till very dependent on the continued
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presence of outside companies for economic success. Because of this, Ireland cannot
afford to fund its welfare state through high corporate taxation and risk driving foreign
multinationals elsawhere. Alternatives to increased corporate taxation include more sdes
taxes or increased value-added taxation. These taxes will tax consumersin Irdland as
well asintermediaries in the production process.

Conclusion

A picture of the inequality accompanying Irish economic growth emerges. The
rich are getting richer. The poor aren’t getting poorer; however, their lot is not improving
asrapidly asthat of the wedlthy. Taking everything into account, Iredland so far seemsto
have escaped the worst of the growing inequdity problem normaly associated with rapid
economic growth.

However, the Irish government cannot alow Ireland’ s economic success to stand
onitsown. It should take one step further in its socid welfare programs and benchmark
socia wdfare rates to average incomes. This will ensure that those with the lowest
incomesin Irdland do not fall extremdy far behind those with the highest. Also, in
funding socid wdfare, Irdand must make sure that it does not reduce its internationa
competitiveness. It needs to successfully strike a balance between state and market, so
that it remains an attractive place for foreign investment. In so doing, the Irish
government should not drive to achieve awelfare date that is as extensve as some of
those in the European Union. I the Irish government can trike this delicate balance, it

will be one step closer towards redlizing the full potentia of the Irish people.
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Abstract
Ireland’ s recent economic growth has caused many to wonder if income
inequdity inthe nationison therise. This article examines recent income inequdity
trendsin Irdand, sociad wdfare efforts employed to combat rising inequaity, and the

extent to which these efforts have been adeguate.



20

Bibliography
Ashley Weber graduated with high honors from Lehigh University in June 2001
with aBachdor of Science degree in finance and a Bachelor of Artsdegreein
internationd relations. While a Lehigh, Ashley was amember of the Roy Eckardt
College Scholar program, and graduated with departmental honors for her research in
internationd relations. She was dso inducted into Phi Beta Kappa, Phi Eta Sigma, and
Beta Gamma SigmaHonor Societies. Sheis currently pursuing a career in asset

management a Douglas C. Lane & Associates while living in New York City.



