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Cathaoirleach’s Foreword

In the Committee’s post-budget 2022 report, concerns were 

raised about the inadequacy of the present ad-hoc system 

for setting Social Protection payments – usually an additional 

€5 per week – and how these flat-rate increases may not 

necessarily address the needs of the recipients. The 

Committee recommended that “consideration be given to 

percentage increases in payment levels”.

It was on this basis that the Committee agreed to examine further the potential

impacts and benefits of the benchmarking and indexing of the taxation and social 

protection systems, and how such a system might operate in Ireland.

In light of the recent surge in the cost of living driven by levels of inflation not seen in 

decades, this topic took on even greater significance as the need to find ways to 

prevent further growth in income inequality and poverty levels came to the fore. 

The Committee met with stakeholders in January and February 2022 to discuss how 

an indexing system might operate, the benefits which may accrue, and potential 

issues associated with indexation. 

The Committee discussed what type of payments, benefits or credits might be 

suitable for indexing; whether percentage price or wage growth was the most 

appropriate to link index rates to; how benchmarking payments would work in 

practice; the potential downsides to an indexed system; and the impact indexation 

may have on national budgetary sustainability.

Since the meetings were held, the issue of indexation has become more central to 

the Government’s plans to address the impact of high inflation. The Minister for 
Social Protection has acknowledged that the examination of the benchmarking and 

indexing of working age payments was now being considered. At the National 

Economic Dialogue 2022 a broader discussion of the topic took place, while in the 

Summer Economic Statement it was referenced that the Government will look to 

progress with the indexing of income tax bands in Budget 2023. 
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It is intended that this report will add to, and further, those discussions. 

On behalf of the Committee, I would like to thank the witnesses, Dr Tom McDonnell 

of the Nevin Economic Research Institute (NERI), Dr Seán Healy, Ms Michelle 

Murphy, and Ms Susanne Rogers of Social Justice Ireland (SJI), representatives 

from the ESRI Dr Karina Doorley and Dr Claire Keane, Mr Paul Johnson of the 

Institute for Fiscal Studies (IFS), officials from the Department of Finance Mr Joe 

Cullen and Mr Matt MCGann, the Department of Public Expenditure and Reform Ms 

Jasmina Behan and Mr Cathal McDermott, and the Department of Social Protection 

Mr Ciarán Lawler, Ms Aideen Mooney, and Ms Saidhbhín Hardiman for appearing 

before the Committee. Their insight and discussions with the Committee have 

allowed us to gain a deeper understanding of the issues around indexation in 

general and how such a system might be implemented in an Irish setting. 

Finally, I would like to thank the Members of the Committee for their work in 

examining this area and the secretariat to the committee for their commitment and 

consistent hard work.  

__________________

Neasa Hourigan T.D. 
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Summary of Committee Observations and 
Recommendations

1. The Committee notes the ad-hoc nature of the current system of welfare and

taxation and notes that at times of high inflation or wage growth it has the

potential to further grow inequality which may be caused as a result in general

at times of high inflation or wage growth.

2. The Committee further notes that the current system of taxation and welfare

may potentially result in disproportionate percentage changes and do not

systematically account for price (or wage) inflation in a consistent manner.

3. The Committee is of the opinion that indexation can provide greater certainty

and planning for fixed and low-income household as welfare changes and

taxation levels can be known in advance.

4. The Committee notes the potential for “fiscal drag” when tax bands, means

tested thresholds, and welfare rates are frozen or fail to keep pace with price or

wage inflation, resulting in an increased burden of taxation, reduced purchasing

power, and the potential loss of eligibility for supports (e.g., medical cards,

housing subsidies, childcare subsidies, student grants etc.).

5. The Committee is of the opinion that the establishment of an indexation system

has potential for improved transparency around the process of identifying and

setting the annual increases to welfare rates and other parameters selected for

indexation.

6. The committee believes that separately benchmarking each indexed parameter

is necessary to develop a properly functioning indexation system in order to

achieve policy goals.

7. The committee welcomes the commitment in the Programme for Government

that income tax credits and bands will be indexed linked from Budget 2022

onwards.

8. The Committee notes that benchmarking and indexation can aid in providing an

evidence-based analysis in setting welfare and taxation payments.

9. The Committee notes the additional measures which may be used by

Government to alleviate cost of living issues for the public, namely, greater
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spending on universal basic services such as affordable childcare, housing, 

public transport etc. However, the Committee shares the stakeholder view that 

additional spending on such services should be done in tandem with a system 

of indexation. 

10. The Committee acknowledges the complexities around introducing a system of 

indexation acknowledges the need for access to timely and accurate data from 

Government Departments. The Committee further believes that this increased 

cooperation and data sharing practices would benefit the effective operation of 

the State, beyond the system of indexation. 

11. The Committee notes the additional costs which may result from an indexation 

system but acknowledges the potential positive impact such a system may 

have on reducing poverty rates, particularly among social welfare recipients. 

12. The Committee notes the general consensus that average weekly earnings are 

the most appropriate measure from which to benchmark payments. 

13. The Committee also acknowledges that any setting of benchmarks should be 

undertaken in respect to each specific parameter with a view to ensuring the 

policy goals for the particular scheme are reflected in the benchmark set. 

14. The Committee notes the benefits of indexing to either price or wage growth, 

however, the committee acknowledges the general stakeholder preference for 

indexation linked to wage growth in the majority of circumstances as this has 

the potential to have the greatest impact on limiting the growth in income 

inequality. 

15. In the event that price inflation is used as the method of indexation, the 

Committee recommends that a measure of price inflation be developed which 

would account for different income groups, therefore applying a more specific 

rate of inflation for the various cohorts. 

16. The committee acknowledges the recommendation of the Pension Commission 

that the Government should implement the proposed smooth earning approach 

for indexing pensions as set out in the Road Map and notes its potential benefit 

if implemented across the wider welfare system. 

17. The Committee notes the debate on whether forecasts or historical trends are 

most appropriate when establishing the rate of indexation and emphasises the 
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need for access to more robust and regular data, regardless of the 

methodology chosen. 

18. The Committee acknowledges the benefits of establishing an indexation 

system throughout the taxation and welfare system but is cognisant of potential 

additional costs and significant analysis required.  

19. The Committee recommends that the establishment of such an indexation 

system is examined by relevant Departments. 

20. The Committee recommends that the establishment of a taxation and welfare 

system of indexation is considered and debated by the Dáil to identify the 

priorities of the legislature in this regard. 

21. The Committee notes the benefits of establishing an independent body with a 

remit to assist the process of establishing the annual indexation rates, as well 

as the need for such a body to appropriately funded and afforded full 

independence in its function. 

22. The Committee acknowledges that the initial set up and implementation of an 

indexation system may result in increased expenditure as tax and welfare 

bands are calibrated and that the new system my impact the income tax take. 

However, the Committee also acknowledges that this effect would lessen over 

time and that benefits would accrue to both individual households and the State 

through budgetary stability and a reduction in uncertainty present in the current 

system- particularly as it relates to the State pension. 

23. While the Committee notes the potential for reduced policy flexibility which may 

result from a benchmarking and indexation system, it also acknowledges the 

ability of Government to alter the indexation policy as required so as to address 

specific issues which may arise periodically. 

24. The Committee welcomes the recent acknowledgement by Government of the 

need to examine the benchmarking and indexation of a wider range of 

parameters, beyond the State pension and income tax bands. The Committee 

recommends that any such examination would include the consultation with, 

and inputs of, a wide range of societal as well as economic stakeholders. 
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Introduction 

In November 2021, the Committee examined inflation through a series of meetings 

and published its findings in a report in March 2022.1 This examination highlighted 

many of the risks of prolonged inflation. In addition, the Committee acknowledged 

that inflationary pressures would have a significant impact upon welfare payments 

and taxation levels. As a result, the Committee agreed to examine the potential of 

establishing an indexation system within both areas.  

 

The process of indexation as it relates to social welfare payments and the tax system 

is not one which has been used consistently or extensively in an Irish context 

previously. In a fiscal context, indexation involves the automatic adjustment of 

certain expenditures (social welfare payments, wages etc) and tax bands or 

applicable flat rate taxes (i.e., excise duties) to account for the effects of inflation 

and/or the impact of wage growth. Proponents argue that the use of indexation – 

particularly with regards to social welfare payments – ensures that the financial 

situation of those on the lowest incomes can remain proportionally aligned with 

average earnings or price increases. There is a belief, however, that the process can 

incur significant costs and reduce the flexibility of policymakers to target measures 

and spending to those most in need. 

 

Given the limited use of indexation in an Irish setting, the Committee on Budgetary 

Oversight engaged in discussions with key stakeholders with experience in the area 

in order to understand how such a system may be introduced, what elements should 

be considered open to indexing, and what the impacts of such a system might be. All 

stakeholders were asked to consider the topic under three headings: 

 

1. Rationale for Indexation 

2. Creation and operation of an indexation system 

3. Impact of indexation on budgetary sustainability 

 

 
1 Select Committee on Budgetary Oversight – Report on Inflation – March 2022 (oireachtas.ie). 

https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/reports/2022/2022-03-08_report-on-inflation_en.pdf
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The Committee held four meetings between January and February 2022. The 

meeting transcripts and witnesses’ opening statements are available on the 

Committee’s webpage. 

 

The Committee’s research was aided by the analysis conducted by the Oireachtas 

Parliamentary Budget Office (PBO) initially published in XX and updated in June 

2022 so as to account for the recent trends in inflation. A link to the original report 

can be found here. 

 

A written submission was provided to, and considered by, the Committee by the Irish 

Business and Employers Confederation (IBEC). 

Meeting Date Witnesses Opening Statements 
& Submissions 

Wednesday 26 January Nevin Economic Research Institute 

(NERI) 

Dr Tom McDonnell 

Social Justice Ireland (SJI) 

Dr Seán Healy 

Michelle Murphy 

Susanne Rogers 

Opening Statement 

 

Opening Statement 

Wednesday 2 February Economic and Social Research Institute 

(ESRI) 

Dr Claire Keane 

Dr Karina Doorley 

Opening Statement 

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2021/2021-12-09_social-welfare-rate-changes-2011-2022_en.pdf
https://www.oireachtas.ie/en/debates/debate/committee_on_budgetary_oversight/2022-01-26/
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-01-26_opening-statement-dr-tom-mcdonnell-co-director-the-nevin-economic-research-institute_en.pdf
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-01-26_opening-statement-dr-sean-healy-ceo-social-justice-ireland_en.pdf
https://www.oireachtas.ie/en/debates/debate/committee_on_budgetary_oversight/2022-02-02/
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-02_opening-statement-dr-claire-keane-senior-research-officer-economic-and-social-research-institute_en.pdf
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Wednesday 9 February Institute for Fiscal Studies (IFS) 

Paul Johnson

Wednesday 16 February Department of Finance 

Joe Cullen 

Matt McGann 

Department of Public Expenditure 

and Reform 

Jasmina Behan 

Cathal McDermott 

Department of Social Protection 

Ciarán Lawler 

Aideen Mooney 

Saidhbhín Hardiman

Opening Statement 

Opening Statement 

Opening Statement 

Submission

https://www.oireachtas.ie/en/debates/debate/committee_on_budgetary_oversight/2022-02-09/
https://www.oireachtas.ie/en/debates/debate/committee_on_budgetary_oversight/2022-02-16/
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-16_opening-statement-joe-cullen-principle-officer-income-tax-policy-department-of-finance_en.pdf
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-16_opening-statement-jasmina-behan-acting-assistant-secretary-department-of-public-expenditure-and-reform_en.pdf
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-16_submission-ciaran-lawler-assistant-secretary-department-of-social-protection_en.pdf
https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-16_opening-statement-ciaran-lawler-assistant-secretary-department-of-social-protection_en.pdf
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Rationale for indexation 

The current system used for deciding rates of social welfare and pension payments, 

tax bands, flat rate excise charges etc in Ireland is not one that, currently, relies on 

reference to key cost drivers present in the economy – primarily price inflation or 

wage growth. Instead, discretionary monetary values are typically applied to various 

Exchequer funded payments on an annual basis and usually only flagged on the eve 

of or the day the budget is announced. Applying ad-hoc increases to the core 

incomes for many economically disadvantaged individuals and families can present 

them with difficulties around resource planning and leave them more vulnerable to 

economic shocks which may arise – both at a personal and national level.  

 

Perhaps more importantly, choosing to apply a set value across all payment types 

may not adequately address the impact of price inflation in a given year or over a 

longer-term period, nor allow payments to keep pace with wage growth. While the 

former can result in the ever-decreasing purchasing power of individuals on a fixed 

income, the latter can result in increased levels of income inequality as the gap 

between welfare or pension payments and average earnings continues to grow.  

 

In its analysis of social welfare rate changes between 2011 and 2022,2 the 

Parliamentary Budget Office (PBO) noted that, while broadly tracking rates of 

inflation over the long-run, ad-hoc increases (e.g., €5 per week) “result in 

disproportionate percentage changes and do not systematically account for price (or 

wage) inflation in a consistent manner” (page 10). For example, the PBO found that 

Jobseeker’s Benefit, between the years of 2011 and 2022, saw a nominal increase 
of 10.6% but only a 2.3% increase in real terms. Likewise, the Contributory State 

Pension has increased by 10% between 2011 and 2022 in nominal terms, but only 

1.7% when inflation adjusted. While price inflation has been relatively low over this 

timeframe, wage growth has been considerably higher. 

 

Although the PBO notes that rates broadly track inflation in the long-term (with 

officials from the Department of Public Expenditure and Reform (DPER) and 

 
2 Social Welfare Rate Changes 2011-2022, Parliamentary Budget Office (9 December 2021). 

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2021/2021-12-09_social-welfare-rate-changes-2011-2022_en.pdf
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representatives of the ESRI noting similar trends), individual annual changes can 

result in much greater fluctuation. At the time of Budget 2022, forecast inflation was 

around 2.5% for 2022 (page 13). Even at this rate, the Contributory State Pension 

would have decreased in real terms by 0.5% despite receiving a €5 weekly increase.  
 

However, based on the ESRI’s forecast rate of inflation for 2022 being 7.1%,3 the 

PBO have further analysed the impact on both Jobseeker’s Benefit and the 

Contributory State Pension. The results indicate that both payments would see a 

year-on-year decrease – in real terms – of 4.3% and 4.8%, respectively. 

Table 1: Nominal versus Real change in State Pension and Jobseeker’s Benefit rates . 

Payment Type 2011 2021 2022  % Change  

  

€ 
 

€ 
 

€ 
Nominal 

(2011-2022) 
Real (2021-2022) 

@ 2.5% CPI 
Real (2021-2022) 

@ 7.1% CPI 

State Pension 
(Contributory) 

 
230.30 

 
248.30 

 
253.30 

 
10.0% 

 
1.7% 

 
-4.8% 

 

Jobseeker's 
Benefit 

 

188.00 
 

203.00 
 

208.00 
 

10.6% 
 

2.3% 
 

-4.3% 

Source: Parliamentary Budget Office. 

 

Observations and Recommendations  
1. The Committee notes the ad-hoc nature of the current system of welfare and 

taxation and notes that at times of high inflation or wage growth it has the 
potential to further grow inequality which may be caused as a result in general 
at times of high inflation or wage growth 

2. The Committee further notes that the current system of taxation and welfare 
may potentially result in disproportionate percentage changes and do not 
systematically account for price (or wage) inflation in a consistent manner. 

 
3 Estimated at 7.1% by the ESRI in their Quarterly Economic Commentary – Summer 2022.   

https://www.esri.ie/publications/quarterly-economic-commentary-summer-2022
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3. The Committee is of the opinion that indexation can provide greater certainty 
and planning for fixed and low-income household as welfare changes and 
taxation levels can be known in advance. 

 

Fiscal drag 
According to the Economic and Social Research Institute (ESRI) if tax and welfare 

parameters are frozen (or fail to keep pace with price or wage inflation) the 

purchasing power of those in receipt of welfare and pension payments will fall while 

income tax-payers face paying more in income tax. This is known as ‘fiscal drag’.  
 

This fiscal drag results in the Exchequer seeing an increase in income tax take in 

real terms as wages grow but the applicable tax bands remain steady or change at a 

slower rate. In addition, when thresholds are maintained and not indexed, wage 

inflation can cause individuals and families to lose eligibility to cash and non-cash 

benefits (e.g., medical cards, housing subsidies, childcare subsidies, student grants 

etc.). 

 

The Nevin Economic Research Institute (NERI) noted that, in theory, indexation 

should offset the impact of cost-of-living increases on the rates of poverty and 

deprivation (price indexing) or – more appropriately – prevent a worsening of income 

inequality (wage indexing).  

 

Social Justice Ireland (SJI) pointed to the importance of the welfare system for 

reducing poverty and highlighted the impact of increases to social welfare payments 

over 2005-2007 as noticeably reducing poverty levels. To underscore the importance 

of social transfers in addressing poverty, SJI emphasised that without the social 

welfare system, 38% of the population would have been living in poverty in 2020 

against an actual poverty rate of 13.2%. 

 

Both SJI and NERI noted that indexation allows for certainty and planning for fixed 

and low-income households as the rate of increase in payments is either known in 
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advance or they are at least aware that they will be – comparatively - no worse off. 

NERI also noted the potential for policy stability that evidence-based indexed rates 

can provide particularly with respect to the prudent management of public finances.  

 

The Institute for Fiscal Studies (IFS) pointed to the apparent lack in transparency (in 

a UK setting) in the way in which the structure of tax and welfare systems are 

adjusted in the absence a policy of indexation.  

 

Observations and Recommendations 

4. The Committee notes the potential for “fiscal drag” when tax bands, means 

tested thresholds, and welfare rates are frozen or fail to keep pace with price or 

wage inflation, resulting in an increased burden of taxation, reduced purchasing 

power, and the potential loss of eligibility for supports (e.g., medical cards, 

housing subsidies, childcare subsidies, student grants etc.). 

5. The Committee is of the opinion that the establishment of an indexation system 

has potential for improved transparency around the process of identifying and 

setting the annual increases to welfare rates and other parameters selected for 

indexation. 

 

Active consideration 

In terms of active consideration for indexation, officials from the Department of Social 

Protection (DSP) and the Department of Finance (DFIN) both outlined a number of 

benefits of indexation or benchmarking of pensions. In particular they noted that the 

certainty given by automatic indexation is a key attraction.  

 

Officials from the Department of Public Expenditure and Reform (DPER), however, 

stressed the cost implications of applying an indexed model of pension rate 

increases in light of the already significant annual expenditure in this area 

(approximately 40% of DSP’s budget in 2022) and demographic changes which will 

see even greater pressures exerted on the pensions system in the coming decades. 
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Ultimately, they see any move to indexation as a fundamental policy change which 

also gives rise to important considerations in relation to managing the public 

finances.  

Benchmarking 

Almost all witnesses concurred that in order to develop a properly functioning system 

of indexation, a benchmark must be first set for each parameter. This permits a 

baseline – or lower threshold - to be established. Price or wage indexing can then be 

used to adjust payments in order to align with the set baseline in future.  

 

Officials from DSP outlined that Ireland is an outlier in not having a benchmarking or 

indexation mechanism for state pensions. The additional briefing material provided 

by the Department includes a table outlining the different indexation regimes for 

pensions across Europe (see appendix 1).  

 

A number of different benchmarks have been proposed in recent decades with a 

benchmark of 34% of average earnings4 has been commonly proposed since the 

1990s.5  

 

The briefing material provided by DSP outlined the stakeholder engagements it held 

in March 2019, noting widespread support for some form of indexation.6 There were 

however a wide range of opinions on what the benchmark should be. A number of 

organisations raised whether the system would aim to maintain the current real value 

of payments or ensure “adequacy” of payments. Several organisations also believed 
that working-age social welfare payments should be included in any 

indexation/benchmarking system.  

 

Officials from DFIN outlined that, historically, the changes to the tax and welfare 

system have on average kept pace with earnings and that this is in line with line the 

 
4 The definition of average earnings has evolved over time, moving away from “average industrial earnings” to a 
broader metric which accounts for all sectors of the economy. In their report, the Pensions Commission used 
weekly earnings excluding irregular earnings and overtime. 
5 Department of Social Protection briefing note to the Committee (p.2-3). 
6 Ibid (p.5). 

https://data.oireachtas.ie/ie/oireachtas/committee/dail/33/committee_on_budgetary_oversight/submissions/2022/2022-02-16_opening-statement-ciaran-lawler-assistant-secretary-department-of-social-protection_en.pdf
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Department’s analysis of Budget changes to personal income tax – a point which 

was also raised by the ESRI. 

  

They also noted that the Programme for Government commits that from “Budget 

2022 onwards, in the event that incomes are again rising as the economy recovers, 

credits and bands will be indexed linked to earnings” (p.23).  

 

Dr McDonnell of NERI stated that benchmarking and indexation would also, to a 

certain extent, depoliticise welfare payments. This would help avoid situations where 

the people are under-served for a number of years before large increases occur 

before elections.  

 

He also noted the tendency for policy makers to increase welfare rates 

disproportionally during periods of economic growth while these same welfare 

recipients tend to be “punished” during recessions. As a result, this amplifies the 

impact of booms and recessions. Benchmarking and indexation would make 

incomes more reliable and protected. 

 

Observations and Recommendations 

6. The committee believes that an individualised benchmark system is necessary 

to develop a properly functioning indexation system in order to achieve policy 

goals. 

7. The committee welcomes the commitment in the Programme for Government 

that income tax credits and bands will be indexed linked from Budget 2022 

onwards. 

8. The Committee notes that benchmarking and indexation can aid in providing an 

evidence-based analysis in setting welfare and taxation payments. 

 

  

https://assets.gov.ie/130911/fe93e24e-dfe0-40ff-9934-def2b44b7b52.pdf
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Potential drawbacks 
The primary drawbacks for introducing a system of indexation referenced by 

witnesses were centred around the removal of flexibility around policy decisions to 

target specific groups and the cost of such a system (though this is mostly upfront, 

with some witnesses suggesting the system would become cost neutral over time).  

 

NERI outlined a number of alternatives to indexation to reduce the cost of living, 

such as spending on universal basic services such as affordable childcare, housing, 

public transport as these would have a positive impact on the cost of living. In turn, 

this would help lower inflation and “would reduce the necessity to increase welfare 

rates because the sufficiency benchmark will have changed”. Dr McDonnell was also 
of the view that indexation is a good way to spend the fiscal space, but that it would 

be better to make substantive investments in universal basic services, for both the 

society and the economy. In effect, de-commodifying these parts of the economy 

would make market incomes less relevant. 

 

It was noted that certain reduction in policy flexibility can occur when a system of 

indexation is implemented, particularly in the trade-off between the scale of funding 

available for alternative universal supports or services and the broad package of 

indexed parameters. Dr McDonnell did not, however, see it as an ‘either-or’ situation 

where funding of services should take the place of indexation. Rather, he suggested 

that policy makers should do both, with increased investment reducing the need for, 

and scale of, direct cash payments.  

 

When discussing the cost implications, the ESRI noted that indexing an entire 

system (welfare, grants, tax bands etc) would be potentially significant but that 

ultimately it is a political decision to be made. Dr Claire Keane referenced the 

international experience which frequently sees a partial system of indexation being 

used. Typically, it is pension systems which are indexed – though in some countries 

elements of the social welfare system may also be included. They also outlined that 

indexation removes some of the discretion available in the Budget each year and, as 

a result, limit the ability to respond to economic shocks 
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Officials from DFIN notes that it could limit Government’s discretionary allocation, or 

non-allocation, of resources in a particular year. This may impact on the ability to 

allocate resources across a wide range of areas. In effect, the limitation of policy 

choices may result in Government being less agile in addressing specific issues 

which arise within a smaller or limited cohort.  

 

From a cost perspective, officials from DPER noted that even in the absence of 

indexation or a change to the pension age, the projected cost of the State pension in 

2030 will be an estimated 5% of GNI* (up from 3.8% of GNI* in 2019), with the cost 

rising further by 2050 to an estimated 7.9% of GNI*. They suggest that indexation 

would lead to the expenditure on the State pension as a share of GNI* increasing 

greatly. 

 

Outside of limiting policy choices linked to changing rates of welfare and pension 

payments, Mr Paul Johnson of the IFS suggested that indexation of tax bands could 

also result in a reduction of tax incomes. He noted that, in the UK, the thresholds for 

the 60% (£100,000 to £125,000) and 45% (£150,000) rate of income tax had 

remained frozen for 12 years - despite wage growth – resulting in an estimated 

doubling of the number of people affected by those thresholds in this time. Mr 

Johnson sees this as a deliberate policy to increase the tax take from relatively high-

income individuals in what is in effect large, unannounced changes to the income tax 

system. 

 

Several contributors highlighted the complexities in selecting the correct indices for 

adjusting the various parameters under consideration:  

 

• Using price inflation is less costly to the Exchequer but will ultimately result in 

a growth in income inequality. However, the cost of applying wage inflation as 

the proposed metric can lead to significantly higher costs (potentially leading 

to fewer parameters being selected for indexing).  

• There is also the issue of identifying the appropriate benchmarks for the 

various parameters to ensure policy aims are achieved in the near and long 

terms.  
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• Officials from DPER and DFIN highlighted that any such system would require 

close co-ordination and co-operation at political and official levels in several 

Government Departments to ensure correct operation.  

• The issue of the timeliness of access to data and whether to use forecasts or 

historical trends when deciding on the appropriate indexation rate based on 

wage or price inflation in a given year was also raised by several contributors.  

 

Given the multiple elements involved with the process of indexation, the potential for 

the actions taken not to achieve stated policy goals (at an increased cost) would be 

heightened. 

 

Despite these reservations most witnesses noted that, for the most part, the broad 

process of indexation is mostly a policy rather than legislative one and therefore 

open to Governments to pause or alter the rate at which the parameters are 

amended – as has occurred in the UK with regard to the “triple-lock” pensions policy. 

In this regard, NERI suggested that (when required) there would be nothing 

preventing a Government pausing the indexation in a particular year “ just as every 

year it does not freeze…welfare rates”. 

 

Observations and Recommendations 

9. The Committee notes the additional measures which may be used by 

Government to alleviate cost of living issues for the public, namely, greater 

spending on universal basic services such as affordable childcare, housing, 

public transport etc. However, the Committee shares the stakeholder view that 

additional spending on such services should be done in tandem with a system 

of indexation.  

10. The Committee acknowledges the complexities around introducing a system of 

indexation acknowledges the need for access to timely and accurate data from 

Government Departments. The Committee further believes that this increased 

cooperation and data sharing practices would benefit the effective operation of 

the State, beyond the system of indexation. 
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Creation and operation of an indexation system  

The Committee noted a consensus among all witnesses that the implementation of 

an indexation process was deemed appropriate and correct – though there were 

differences of opinion with regards the scale and scope such a system should take.  

Setting benchmarks 

According to the ESRI, the creation of an indexation system first requires the 

identification of a benchmark so as to clearly flag what the desired or adequate level 

of welfare benefits (and other indexed parameters) should be. They noted previous 

reports on the matter as suggesting a baseline for welfare rates of 27.5% of average 

weekly earnings, with pensions benchmarked to 34% of average weekly earnings as 

a means of preventing elderly poverty.  

 

It has been the contention of SJI for many years that the welfare payments should 

be, at a minimum, 27.5% of average weekly earnings but that a clear pathway 

should be developed to eventually increase this rate to a 30% level. SJI estimates 

that in the lead up to Budget 2022 if core social welfare rates were indexed at the 

27.5% rate (€222 at the time of publication), more than 12,000 working age adults 

would have been raised out of poverty. This would rise to 28,000 if the index rate 

was 28.5%. 

 

Indeed, SJI see the coupling of welfare rates to average weekly earnings as an 

essential tool in ensuring that those dependent on social welfare do not fall further 

behind the rest of society at times of economic growth. 

 

NERI also saw benchmarking as an important step when indexing the welfare and 

tax systems. They noted that a system of modest and defined annual adjustments 

would gradually move the individual parameters towards an empirically based and 

politically agreed benchmark for sufficiency that is based on the cost of living for 

various cohorts. They also see average weekly earnings as the preferred 

measurement.  
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With regards the indexation of the taxation system, NERI see benchmarking as also 

being relevant. They do not see it as replacing the annual review process of the tax 

system but rather providing the baseline by which policy changes can be set against 

– as opposed to a “no change” baseline as it currently the case.  
 

Identifying the appropriate baseline for each indexed parameter is an important first 

step in establishing the preferred methodology of indexation. Dr McDonnell of NERI 

noted that once the benchmarks have been identified the pace at which rates need 

to be adjusted will vary across parameters. Some may be closer to their desired 

levels already whilst others may need significant adjustment. NERI contends that this 

process of catch-up should take no longer than three to four years. 

 

Officials from both the Department of Social Protection (DSP) and the Department of 

Public Expenditure and Reform (DPER) acknowledged the discussions had focussed 

on the benchmarking of the State pension. Officials from DSP noted the commitment 

in the national roadmap for social inclusion to examine benchmarking and indexation 

in respect to other welfare payments. In terms of the preferred benchmark, they 

outlined that average earnings are considered most appropriate as poverty and well-

being are typically assessed relative to general earnings in society. Long-run 

average earnings growth also generally exceeds price inflation.   

 

Since meeting with the Committee, there has been an acknowledgement by 

Government of the need to indexing a wider set of parameters than just the State 

pension in order to address the current inflationary and cost of living pressures. A 

brief summary of these references can be found at the end of this report. 

 

Observations and Recommendations 

11. The Committee notes the additional costs which may result from an indexation 

system but acknowledges the potential positive impact such a system may 

have on reducing poverty rates, particularly among social welfare recipients. 

12. The Committee notes the general consensus that average weekly earnings are 

the most appropriate measure from which to benchmark payments. 
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13. The Committee also acknowledges that any setting of benchmarks should be 

undertaken in respect to each specific parameter with a view to ensuring the 

policy goals for the particular scheme are reflected in the benchmark set. 

 

Price vs wage indexation 
All contributors noted the decision for policy makers in deciding between whether to 

index against price or wages – with the general consensus that wage indexation was 

of greater benefit in the majority of circumstances. Ultimately – as suggested by both 

the ESRI and IFS – the measure of indexation was dependent on the goals of policy 

makers. 

 

In their evidence, the ESRI suggested that only by indexing in line with wage growth 

do welfare recipients and workers see their income grow at the same rate. In their 

view, wage indexation is neutral from a distributional perspective, keeping at-risk 

poverty rates and income inequality constant. This contrasts with price indexation 

that can see the purchasing power of welfare recipients remain constant but can 

result in the growth in welfare rates falling behind the growth in wages. This disparity 

could cause a continued increase in income inequality – albeit at a slower rate than 

might be the case where no indexation system was in place. Furthermore, price 

indexation could see the income tax burden of workers increase as tax credits and 

bands also fail to keep pace with wage growth. 

 

However, the ESRI did note that when indexing indirect taxes which are set as a 

fixed rate per unit of commodity - such as excise duties and carbon taxes - alignment 

with price inflation is optimal as it allows for the rate of tax to remain constant with 

prices in real terms. Mr Johnson of the IFS also presented price indexation as being 

more appropriate in this limited set of circumstances. 

 

Where price indexing it used, DPER outlined that the Harmonised Index of 

Consumer Prices (HICP) rather than Consumer Price Index (CPI) would be used, 
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noting the HICP has gained prominence as it enables comparison across EU 

Member States. The HICP and CPI rates have typically been similar. 

 

NERI also proposed that wage indexation represented the most appropriate baseline 

for policymakers to work from. Specifically, they consider average weekly rather than 

hourly earnings as weekly earnings as a better determinant of living standards – a 

view shared by SJI. In discounting the usefulness of price indexation for welfare and 

tax payments, NERI noted the that the CPI is not necessarily reflective of the basket 

of goods7 purchased by lower income households, who may experience greater 

rates of price inflation both in real terms and as a proportion of their incomes. 

Therefore, the use of price indexation may not necessarily offset the cost of living 

increases for poorer households. 

 

It was noted that the Office for National Statistics (ONS) in the UK were establishing 

a measure of price inflation which would account for different income groups, 

therefore applying a more specific rate of inflation for the various cohorts. Mr 

Johnson of the IFS agreed that applying a more targeted rate of inflation for various 

cohorts may be of benefit in times when significant differences exist in price inflation 

across income groups. However, he cautioned against a proliferation of price indices 

and the potential for “price index shopping” to suit the policy goal at the time.  
 

From an international perspective, several witnesses noted that for many 

jurisdictions where an indexation system is applied, price indexing is the more 

common method employed. Dr Karina Doorley of the ESRI suggested that this was 

in large part due to price indexing being less expensive for the Exchequer in the long 

term as wage growth typically outstrips price inflation over time.  

 

Mr Johnson (IFS) provided an insight into the system currently used within the UK – 

particularly the “triple lock” policy for indexing pension payments (see box 1). Mr 

 
7 The “basket of goods” refers to the collection of goods and services for which prices are assessed and recorded 
monthly as part of the Consumer Price Index (CPI) calculations. The ‘items’ included in the basket are 
determined from the Household Budget Survey (HBS), which is conducted every five years. Further information 
about the CPI can be found here and the current list of items contained in the “basket of goods” can be found 
here.  

https://www.cso.ie/en/interactivezone/statisticsexplained/consumerpriceindex/whatisthecpi/
https://www.cso.ie/en/methods/prices/consumerpriceindex/ctb/
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Johnson advised that he saw the “triple lock” as being a very strange policy if the 

intention were to link the pension to a particular level – whether it is wage or price 

linked – as it would not be a rational way of achieving this goal. It was, however, 

perhaps the most politically acceptable way of getting the State pension to a higher 

level over a period of time. 

 

Mr Johnson pointed to the gap in rates paid between unemployment benefits and the 

State pension as rising from 30% three decades previously to 130% today. The 

impact of the “triple lock” system is to exacerbate this difference over time as 

pensions are afforded an annual increase equivalent to the highest rate among wage 

growth, price inflation, or 2.5% - in effect a minimum annual increase of 2.5%. 

Conversely, unemployment benefits are linked to price changes – though benefit 

rates in the UK were frozen entirely between 2015 and 2019.   

 

Box A – Triple Lock system 

The “triple-lock” system refers to a methodology of indexation employed in the UK, 
specifically focussing on how increases in the State pension value are decided. 

Within UK law, there is a statutory requirement to uprate the State pension every 

year at least in line with increases in average earnings.8 The “triple-lock” is a policy 

decision (first introduced in 2010) over and above the statutory requirement, which 

sees annual increases in pension rates being decided by the highest of: 

• earnings,  

• prices, or  

• 2.5%.  

The effect of the measure ensures that that the value of the State pension will 

increase every year by a minimum of 2.5%. 

 
8 State Pensions triple lock, House of Commons Library (February 2021).  

https://commonslibrary.parliament.uk/research-briefings/cbp-7812/
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While endorsed by successive UK governments (and cross-party commitments for 

retaining the measure in the 2019 General Election), it remains a political decision 

to be decided upon as part of the annual budgetary process. In September 2021, it 

was announced that the “triple lock” would be suspended for 2022-2023 as wage 

growth had seen a significant post-Covid increase. Instead, the state pension is to 

be determined by the higher of either the rate of inflation or 2.5%, with percentage 

growth in earnings being added back to the mix in 2024.9 Whether this remains 

feasible given the high rates of inflation remains to be seen. 

In their Benchmarking and Indexation working paper, the Pensions Commission 

estimated the that applying a 2.5% increase to the then contributory pension rate 

of €248.30 (current rate is €253.30) would have equated to a monetary increase of 

€6.20 per week at a total full year cost of €184 million. Given that the 2.5% rate is 
the minimum that pensions will increase by in a year, the effect of the increase 

would be compounded the following year with a minimum monetary increase of 

€6.40 being required.  

While applying such a measure is of benefit to those in receipt of State pensions, 

the impact of the policy can lead to a ratcheting effect whereby pension rates 

continue to receive significant increases even in years where there is little or no 

price inflation or earnings growth. Conversely, in times of sustained high wage or 

price growth, the cost to the Exchequer in funding pensions can grow substantially, 

with these costs then baked into the “triple lock” policy when applying the minimum 

rate in future years. Policymakers may then be required to consider either pausing 

future increases, removing the “triple lock” entirely, or potentially decreasing 

pension rates until they realign with the preferred benchmark (typically a 

percentage of the average weekly wage). 

In the course of the Commission’s work, a “triple lock” type policy for Ireland was 
considered but was not ultimately recommended as it was deemed such a policy 

 
9 Pensions: What is the triple lock and why has it been suspended?, BBC News (September 2021).  

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwiu0Z3l-J34AhW8QEEAHRFmA-0QFnoECAwQAw&url=https%3A%2F%2Fassets.gov.ie%2F200485%2F05df102d-9c8a-4ef6-9072-a1021e532b94.pdf&usg=AOvVaw20_hpPa-OGPVQwFQW4S7T-
https://www.bbc.com/news/business-53082530
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“could lead to the value of the pension rising above the level needed for poverty 

prevention” in addition to adding further costs.10 

 

Observations and Recommendations 

14. The Committee notes the benefits of indexing to either price or wage growth, 

however, the committee acknowledges the general stakeholder preference for 

indexation linked to wage growth in the majority of circumstances as this has 

the potential to have the greatest impact on limiting the growth in income 

inequality. 

15. In the event that price inflation is used as the method of indexation, the 

Committee recommends that a measure of price inflation be developed which 

would account for different income groups, therefore applying a more specific 

rate of inflation for the various cohorts. 

 

Smoothed earnings 
Officials from DSP outlined a number of ways pensions could be indexed; however, 

they believe that all face various difficulties. In their view, linking to price inflation 

would risk pensions falling behind general society. In contrast, linking to average 

earnings could lead to a drop in the real value of the pension in periods of high 

inflation. Setting an annual percentage increase creates certainty but does not take 

into account economic developments and could result in pensions falling behind 

prices, wages or both. Lastly, linking to the higher of a number of indicators (such as 

the UK’s triple lock) can lead to a “ratchet effect” resulting in the pension rate 

outstripping all of the indicators chosen. This can lead to fiscal sustainability issues.  

 

 
10 Benchmarking and Indexation: Technical Sub-Committee - Working Paper 4, The Pensions Commission (July 
2021).  

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwiu0Z3l-J34AhW8QEEAHRFmA-0QFnoECAwQAw&url=https%3A%2F%2Fassets.gov.ie%2F200485%2F05df102d-9c8a-4ef6-9072-a1021e532b94.pdf&usg=AOvVaw20_hpPa-OGPVQwFQW4S7T-
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They believe these difficulties could be overcome through a “smoothed earnings” 

system, operated as outlined below by the Pensions Commission: 

• Pension payments would, as a default, be benchmarked against the average 

earnings measure using the 34% target benchmark commitment of the 

Roadmap for Pensions Reform.  

• This earnings-based indexation would continue until the first period(s) in 

which price inflation exceeded earnings growth. During these periods pension 

payments would, in order to retain their real value, be changed in line with 

changes in the price measure (HICP/CPI).  

• In subsequent periods, where earnings growth again exceeded inflation, 

pension rates would remain pegged to price inflation until such time as the 

earnings benchmark is restored.  

• Indexation would then revert to the earnings benchmark until such time as 

earnings growth might again lag behind inflation when the cycle of changes 

just described would be repeated. 11 

 

The smoothed earnings approach therefore ensures that the purchasing power of 

the pension is not eroded during higher inflation periods, while also maintaining the 

relative value of the State Pension compared to wages. The Pensions Commission 

has considered and endorsed the smoothed earnings approach, recommending that 

the Government should immediately implement the approach as set out in the 

Roadmap for Social Inclusion 2020-2025. 

Observations and Recommendations 

16. The committee acknowledges the recommendation of the Pension Commission 

that the Government should implement the proposed smooth earning approach 

for indexing pensions as set out in the Road Map and notes its benefit if 

implemented across the wider welfare system. 

 
11 Benchmarking and Indexation: Technical Sub-Committee - Working Paper 4, The Pensions Commission (July 
2021). 

https://www.gov.ie/en/press-release/0b2e3d-minister-doherty-publishes-roadmap-for-social-inclusion-2020-2025/
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwiu0Z3l-J34AhW8QEEAHRFmA-0QFnoECAwQAw&url=https%3A%2F%2Fassets.gov.ie%2F200485%2F05df102d-9c8a-4ef6-9072-a1021e532b94.pdf&usg=AOvVaw20_hpPa-OGPVQwFQW4S7T-
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Forecasts or historical trends 
The Committee noted a divergence of views with respect to how indexation rates 

would be set, with some expressing a preference for rates based on forecasts with 

others preferring the use of trend analysis in setting rates.  

 

NERI highlighted that both price and wage developments can be volatile and are 

difficult to predict – particularly forecasting over a six-to-18-month time horizon. 

Given the wage growth seen since 2020, and price growth in recent months, NERI 

suggested that indexing to some assumed price or wage trajectory may be 

problematic and suggests that indexation should instead be backward looking. This 

would result to changes matching actual developments in the economy, albeit with a 

time delay for recipients. 

 

In terms of wage data, NERI suggested that that the CSO quarterly data for the Q1 

and Q2 of the current year and Q3 and Q4 from the previous year would be taken for 

changes made in the October budget. Alternatively, NERI stated that indexation 

could be set against a presumed long-run average. This would add certainty for 

households and the public finances. Sharp changes would remain a problem, though 

NERI notes that this is also a feature of the current ad hoc system. 

 

When considering the appropriate response to sudden sharp increases, NERI 

advised that they do not see it as either realistic or desirable to expect an annual 

budget to be completely flexible and responsive to short term price changes. Rather, 

they see policy stability as an important element in the perception of properly 

manged public finances, and further noted that any major deviations in inflation 

would be priced into the indexed values in the following budget. 

 

Dr Healy of Social Justice Ireland outlined some concerns with using historical data 

many of those who rely on social welfare may not have the financial capacity to 

absorb additional costs due to inflation in the present day while waiting up to a year 

for this inflation to be reflected in their payments. Dr Healy believes that to do so 

could leave them in a very vulnerable position. Dr Healy therefore favoured using 

forecasts for the coming year with adjustments made each year, taking into account 



AN ROGHCHOISTE UM FHORMHAOIRSIÚ BUISÉID

Page 30 of 44

An Roghchoiste um Fhormhaoirsiú Buiséid 

Page 30 of 44 
 

the actual outturn for wage growth in a given year. This can move the index rate up 

or down, accordingly, depending on the differential between the predicted rates and 

what rate materialised. 

 

In practical terms, the ESRI suggested that it is more difficult to use forecasts to set 

indexed rates as it becomes necessary to “play catch-up constantly”. However, as 
with other witnesses, they highlighted the issue of periods of significant inflation 

following a period of relative stability, and the impact this would have on setting 

future payment rates. Depending on the business cycle, the historic index may not 

be entirely appropriate as policy makers would be tied to lower index rates than what 

actual inflation may be. In such circumstances, the ESRI acknowledged the scope of 

policy makers to use discretionary policy to target those imbalances. Internationally, 

they noted that, where systems of indexation are in place, they typically operate 

using a historical average rather than through forecasting. 

 

Officials from the Department of Finance (DFIN) raised whether the reference for 

indexation should be prospective or retrospective. This is particularly relevant in the 

context of current price and wage movements. In respect to Budget 2022, they noted 

that real price inflation for 2021 was actually negative but that forecast inflation for 

2022 was 2%. In monetary terms, a 2% increase on the core welfare payment of 

€203 would have been a €4 increase (€5 was provided for in the budget). With 

inflation at the time of the meeting around 5%, they noted this would have required a 

€10 increase in core rates. It was noted that in its considerations around changes to 

schemes and rates, forecast price inflation is only one of a range of indicators and 

research findings used by the Department in its assessments. 

 

Appendix 2 sets out, for illustrative purposes only, the hypothetical scenarios where 

core social welfare rates between 2014 and 2021 are adjusted in line with forecast 

and actual CPI and wage growth, and how these rates compare to actual social 

welfare rates over the same period. 

 

Ultimately it would seem that decision to utilise either forecasting or trend analysis 

when setting indices is reliant on what additional discretionary measures are 
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available to policy makers. The ESRI suggested that if a forecast were used to set 

an indexed rate, but the actual rate was lower than said forecast, policy makers 

should have the available capacity to adjust the indexed rate accordingly to bridge 

the existing gap.  

 

No contributors indicated that they felt discretionary policy levers should be withheld 

or limited in the formation of any indexed system. However, Mr McDonnell (NERI) 

did suggest that over the long-term, wages find an equilibrium related to inflation and 

productivity and that “wages are, in a sense, anchored to long-term economic 

growth” – perhaps leading to a reduced requirement for ad-hoc interventions.  

 

Observations and Recommendations 

17. The Committee notes the debate on whether forecasts or historical trends are 

most appropriate when establishing the rate of indexation and emphasises the 

need for access to more robust and regular data, regardless of the 

methodology chosen. 

 

What to index 
When considering the areas which should be included in indexation, the ESRI, SJI, 

NERI, and IFS saw no reason – other than the likely cost – to exclude any parameter 

from indexation. This included all direct cash payments such as welfare benefits, 

universal payments such as child benefit, State pensions, student grants; means-

tested supports such as fuel allowance, medical cards, social and State supported 

housing etc; direct and indirect taxes such as income tax bands and excises; and the 

national minimum or living wage. This list, however, is not exhaustive.  

 

Analysis of replacement rates by the PBO shows that two key areas that should be 

indexed to maintain employment incentives are HAP income thresholds and 

subsidised childcare thresholds and rates.12 

 
12 The Impact of Indexation on Jobseeker's Replacement Rates: A 2022 Case Study Approach. PBO (29 April 
2022). 

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2022/2022-04-29_the-impact-of-indexation-on-jobseeker-s-replacement-rates_en.pdf
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In terms of the social welfare, both NERI and SJI explicitly see the need to uplift the 

entire system to an empirically assessed and sufficient benchmark.

NERI outline the need to expand indexation as broadly as possible given the 

concern that if welfare rates increased but the minimum wage, tax credits, or tax 

thresholds did not there may be issues around replacement rates. Difficulties arise 

when finding the balance between encouraging labour activation (as much of the 

working age benefits are designed to do), providing a sufficient income, while also 

ensuring that lower income workers do not become worse off by comparison.

In their 2019 paper, 13 the ESRI noted that in terms of means tested non-cash 

benefits, non-indexation of the thresholds for access result in fewer individuals being 

eligible. Indexation would ensure that people do not become ineligible due to 

increases to wages and benefits linked to wage growth. 

In addition, the paper also addresses the indexation of indirect taxes and non-cash 

benefits. As indirect taxes that are calculated based on the price of a commodity 

(e.g., VAT) will rise as the price of the good or service rises. However, indirect taxes 

that are based on a nominal amount per unit will see a fall in the real tax rate as 

prices rise. The ESRI noted that indexing these taxes to prices “would be a natural 
approach”. 

As referenced previously, at the time of the meeting the attending Government 

Departments noted that discussions on benchmarking and indexation were focussed 

on the State pension. However, in recent weeks and months the scope of considered 

parameters has been expanded.

The IFS see no rationale for excluding any parameter from consideration in terms of 

what to include in an indexation regime. For example, in a 2019 paper,14 the IFS 

outlined that the failure to index tax credits and thresholds for certain benefits can 

result in tax increases and the reduction in benefits for some households. The IFS 

13 Assessing the Distributional Impact of Budgetary Policy. ESRI, June 2019.
14 Dragging people into higher rates of tax. Institute for Fiscal Studies (IFS), April 2019. 

https://www.esri.ie/publications/assessing-the-distributional-impact-of-budgetary-policy-the-role-of-benchmarks-and
https://ifs.org.uk/publications/14048
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showed that as the £50,000 threshold after which child benefit starts to be withdrawn 

has been frozen since 2013, 300,000 additional families now have some of their 

child benefit withdrawn. If the threshold had been linked to inflation 220,000 fewer 

families would have been impacted. The IFS outlined that this creates a high 

effective tax for those between £50,000 and £60,000 increasing with the number of 

children (51% for those with one child and 65% for those with three children). While 

this specific example would not apply in Ireland given the universal nature of child 

benefit, it demonstrates the impact of excluding thresholds from the system. 

 

Observations and Recommendations 

18. The Committee acknowledges the potential benefits of establishing an 

indexation system throughout the taxation and welfare systems but is cognisant 

of potential additional costs and the significant analysis required.  

19. The Committee recommends that the establishment of such an indexation 

system is examined by relevant Departments. 

20. The Committee recommends that the establishment of a taxation and welfare 

system is considered and debated by the Dáil to identify the priorities of the 

legislature in this regard. 

 

Independent oversight 
The matter of an independent body tasked with tracking and setting the indexation 

rates was raised in several sessions.  

 

Officials from DSP noted that the Roadmap for Social Inclusion stated an 

independent, expert body could oversee the approach to indexation, in a similar way 

to the Low Pay Commission. This body would make annual recommendations to the 

Government and could periodically review the effectiveness of the approach taken.  

 

SJI proposed that an independent body could oversee the indexation system, setting 

out the process and make recommendations on any changes to social welfare 
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payments. This body should be modelled on the Low Pay Commission with experts 

on welfare, poverty, unemployment, and social exclusion. 

 

Mr Johnson of the IFS believed that it would be difficult to have such an independent 

body making decisions about indexation given the significant influence it would have 

over the tax and welfare systems – and the fundamental political decision-making 

process. He did see a role for a body which could make recommendations -within a 

particular remit – with regards the direction the policy is taking as a result of choices 

being made around indexation. Importantly, according to Mr Johnson, this would 

further aid the transparency and accountability element of the system.  

 

Observations and Recommendations 

21. The Committee notes the benefits of establishing an independent body with a 

remit to assist the process of establishing the annual indexation rates, as well 

as the need for such a body to appropriately funded and afforded full 

independence in its function. 
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Impact of indexation on budgetary sustainability

The Committee acknowledges that the implementation of an indexation system will 

likely result in increased expenditure in almost all the areas which would fall under 

such a system. In addition, there is the potential for reduced tax revenues through 

the raising of income tax bands in line with wage growth. 

The 2019 ESRI paper15 outlines the potential costs, where indexing to price inflation 

in 2020 would have cost around €500 million, though this cost would have been 
offset slightly by the additional revenue collected via higher indirect taxes (excise 

duties). Therefore, the net cost was estimated at €462 million. When an indexation 

based on wage growth was applied, the total costs would have been around €1.2 

billion. the ESRI notes that this would have equated to between 10% and 29% of the 

€4.5 billion fiscal space available in 2020. It is worth noting that the ESRI paper was 

published prior to the pandemic and the current inflationary pressures, with both 

price and wage growth having increased significantly since that time. These costs 

are now likely to be higher still based on elevated levels of wage growth and price 

inflation in the intervening years.

NERI contends that indexation in line with wage growth is sustainable in terms of the 

fiscal space and, crucially, is fiscally neutral. This fiscal neutrality is – according to Dr 

McDonnell – “good from a public spending and taxation point of view in the long-

term”. As NERI sees it, the budgetary stability provided by indexation allows for a 
sense of reliability of the State, particularly with regards bond markets etc. 

While it does reduce some policy flexibility – as outlined previously – it does provide 

greater certainty for both national and household budgeting purposes. Dr McDonnell 

also sees the added fairness and fiscal certainty in reducing the influence “politically 

powerful” cohorts may have at budget time as they push for special treatment. 

Officials from DSP noted the uncertainties created in the status quo process given 

the scale of spending in that Department, particularly on pensions. With 

15 Assessing the Distributional Impact of Budgetary Policy. ESRI, June 2019.

https://www.esri.ie/publications/assessing-the-distributional-impact-of-budgetary-policy-the-role-of-benchmarks-and
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demographics due to increase this spend significantly in coming decades, the 

current system can make public expenditure planning and budgeting across all of 

Government “uncertain”. They recognised the potential of a system of indexation 

and/or benchmarking as being useful in helping to alleviate some of the difficulties 

inherent in the process. 

However, Departmental officials cited difficulties with indexation of working age 

payments in particular, given the variety of rates paid and intended purpose of each 

scheme. PBO analysis shows that indexation of the tax and welfare systems 

combined does not have a significant impact on replacement rates - with the 

exception of one parent families - if subsidies for childcare and HAP parameters are 

not indexed.16

Both Dr Healy (SJI) and Dr McDonnell (NERI) both raised the issue of revenue 

sufficiency as an issue in the Irish context in that they believe there is insufficient tax 

revenues collected to sustainably maintain the level of services required to support 

the state. NERI describe this as a lack of investment which then requires an ad-hoc 

system to support individuals and households where these investment gaps exist.

Observations and Recommendations

22.The Committee acknowledges that the initial set up and implementation of an

indexation system may result in increased expenditure as tax and welfare

bands are calibrated and that the new system my impact the income tax take.

However, the Committee also acknowledges that this effect would lessen over

time and that benefits would accrue to both individual households and the State

through budgetary stability and a reduction in uncertainty present in the current

system- particularly as it relates to the State pension.

23.While the Committee notes the potential for reduced policy flexibility which may

result from a benchmarking and indexation system, it also acknowledges the

16 The Impact of Indexation on Jobseeker's Replacement Rates: A 2022 Case Study Approach, PBO (29 April 
2022).

https://data.oireachtas.ie/ie/oireachtas/parliamentaryBudgetOffice/2022/2022-04-29_the-impact-of-indexation-on-jobseeker-s-replacement-rates_en.pdf
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ability of Government to alter the indexation policy as required so as to address 

specific issues which may arise periodically.

Recent developments 

Subsequent to the meetings held by the Committee with the key stakeholders – in 

particular the officials from the Departments of Finance, Department of Public 

Expenditure and Reform, and the Department of Social Protection – the issue of 

indexation has become more central to Government’s plans to address the impact of 
high inflation. 

While it was noted that Departmental officials stated only State pension rates were 

being considered at that time for benchmarking and indexation, it has been 

acknowledged by the Minister for Social Protection that the examination of the 

benchmarking and indexing of working age payments was now being considered. It 

has been suggested in media reports that this may cost an estimated €3.1 billion.17

At the National Economic Dialogue (NED), the Taoiseach referenced the need for 

Budget 2023 to be a “cost of living” budget, while the Tánaiste called for a 

comprehensive package at budget time which “should include tax indexation, 

childcare subsidies, a “substantial” welfare and pension package, reduced insurance 

costs and more social and cost rental homes”.18

Observations and Recommendations
24.The Committee welcomes the recent acknowledgement by Government of the

need to examine the benchmarking and indexation of a wider range of

parameters, beyond the State pension and income tax bands. The Committee

recommends that any such examination would include the consultation with,

and inputs of, a wide range of societal as well as economic stakeholders.

17 "Government moves to inflation-proof welfare payments", The Irish Examiner (30 May 2022).
18 "Tánaiste warns inflation could 'go on for years'", Irish Independent (20 June 2022). 

https://www.irishexaminer.com/news/arid-40883903.html
https://www.independent.ie/business/budget/tanaiste-warns-inflation-could-go-on-for-years-41770409.html
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Appendices 

Appendix 1: Indexation regimes for pensions in Europe

UK A ‘triple lock’ system is used for indexing state pensions. Pensions are 
increased by the highest of earnings, prices or 2.5%. In 2021 pensions 
increased 2.5%. The government suspended the triple lock for 2022 
because of concerns about earnings distortion due to the pandemic. The 
pension will be increased this year based on prices.

Lithuania All PAYG pensions are indexed by 9.58% in 2021. For the basic part of 
PAYG pensions, the same index of 9.58% is applied in 2021.

Estonia In 2021 indexation of state pensions was 1.6%. The basic part of the state 
pension was additionally raised by €16.

Luxembourg Pension benefits are indexed to both the consumer price index (CPI) and 
(real) wage evolution:

• Pensions, just as wages in general, are indexed to price evolution in
a non-periodic way each time the CPI increases by more than 2.5%.

• Pensions are readjusted annually to the average wage evolution.
However, full readjustment is conditional on the overall sustainability
of the pension system and can be partly or fully reduced by a special
law applying to adverse situations.

• In January 2021, pensions were increased by 1.3% (readjustment to real 
wage evolution). The last indexing to price evolution (+2.5%) took place in 
January 2020.

Poland Pensions are indexed annually on the 1st of March. 

The respective index for 2021 amounts 4.24%.

Slovakia An annual adjustment is made on the 1st January each year of the “current 
pension value” (CPV), according to the average development of gross 
earnings (i.e., earnings in the third quarter of the previous year compared to 
the third quarter of the year proceeding the previous year). For 2021 the CPV 
is 14.2107 (a 4.21% increase).

Another annual adjustment is made on the 1st January each year of “pension 
benefits”, according to the increase of consumer prices of pensioner 
households (this will be 2.6% for 2021), or by a minimum of 2% of the 
national average amount of the old-age pension.
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Note: for 2022, the measure on the minimum increase in low pensions will 
no longer apply. 

Austria  The pension is adjusted every year.  The calculation of the indexing 
coefficient is based on the inflation rate. For 2021, depending on the total 
monthly pension income (gross), the pension is increased gradually as 
follows: 

• by 3.5% up to €1,000.00 

• on a linear scale from 3.5% to 1.5% from €1,000.01 to €1,400.00 

• by 1.5% from €1,400.01 to €2,333.00 

• by a fixed amount of €35.00 above €2,333.01 

Latvia  Indexation is carried out every year on the 1st October, by considering the 
actual Consumer Price Index (CPI) and part of the real percentage increase 
in the social insurance contribution wage sum.  

There are several groups (politically repressed persons, disabled persons, 
and participants in liquidation of the consequences of the accident at the 
Chernobyl Atomic Power Plant) whose state pensions are indexed in full.  

For others, only part of the pension is indexed, (i.e., 50% of the average 
wage for the previous year (in 2021 - €470). 

If the value of the actual CPI and contribution wage index is lower than 1%, 
state pensions are not reviewed.  

As of October 2018, a new indexation mechanism has been applied - the 
indexation of the old age pension depends on the length of person’s 
insurance record.  

As of 2019 even more favourable indexation rules are applied to those 
depending on a recipient’s social insurance record:  

• 45 years or more - CPI and 80% of the real increase in the social 
insurance contribution wage sum,  

• 40-44 years - CPI and 70%,  
• 30-39 years - CPI and 60%,  
• Less than 30 years & other pensions (disability, survivors, service and 

old age for those with insurance record below 30 years, as well as 
compensations of occupational injury) - CPI and 50%. 
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Ireland  Ireland does not have pension indexation in place currently 

Czech Republic  Pensions are increased annually on 1st January. 

On 1st January 2021 the increase included: 

• Increase in the basic amount of the pension by 60 CZK (to 3 550 CZK, 
i.e., 10 % of the average wage), 

• Increase in the percentage amount of the pension by 7.1 %  
This increase reflects the growth of consumer prices plus one half of the 
increase in real wages. 

France  In France, basic pensions were raised by 0.4% (according to evolution of 
consumer prices, tobacco excluded) on 1st January 2021.  Complementary 
pensions will be adjusted next November (rate still unknown). 

Slovenia  In 2020, pension indexation was implemented twice. In addition to regular 
indexation (by 3.2%) in January, an extraordinary indexation of 2% for all 
beneficiaries took place in December 2020. 

In 2021 pensions and other benefits were adjusted for 2.5% in January 2021. 

Bulgaria  Bulgarian legislation provides that pensions granted by 31st December in the 
preceding year are updated annually, as of 1st July, with a decision of the 
supervisory council of the National Social Security Institute, by a percentage 
equal to the sum of 50% of the increase of the insurance income and 50% 
of the Consumer Price Index for the preceding calendar year. For 2021 the 
indexation is of the amount of 5%. 

Switzerland As of January 2021, the pensions of the basic scheme have been increased 
by circa 1% (the minimum full pension has increased from 1.185 to 1.195 
CHF and the maximum full pension has increased from 2.370 to 2.390 CHF)  

Croatia  In Croatia, first pillar pensions are indexed by determining the current value 
of the pension twice a year (from 1 January and from 1 July each year) 
according to formula which depends on trends of consumer prices and 
wages. 

Second pillar pensions are indexed at least twice a year depending on the 
trends in consumer prices. 

Biannual indexation is made depending on the trends in consumer prices 
and wages in previous 6 plus 6-month period, according to data provided by 
the Croatian bureau of statistics.  
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The rate of CVP was increased by 0.56% in January 2021 and now amounts 
to HRK 69.81. 

Portugal According to the pension update rules (which take into account the average 
annual GDP growth of the last two years ending in the third quarter and the 
average variation of the last 12 months of the Consumer Price Index, without 
housing, available in December), increases were approved from 1 January 
2021 for most pensioners: 

• Thus, pensions up to two Social Support Indexes (IAS), i.e., up to 
€877.62 gross, an increase of 0.7%. 

• Pensions between two and six times the value of IAS (between 
€877.62 and €2,632.80 gross) will be increased by 0.24%. 

• Higher value pensions will not be increased 
As in previous years (2017, 2018, 2019 and 2020), there may possibly be 
an extraordinary increase in pensions. 

Netherlands  In the Netherlands, the pension consists of AOW (public old age pension) 
and supplementary pension. The expectation is that AOW benefits will 
increase by around 3% in 2021 compared to 2020. 

With regard to supplementary pensions, this is decided by the sectoral 
pension funds. It is estimated that if there were to be an upward indexation, 
it would be small. 

Sweden  In Sweden the income pensions were indexed by 0.5% and the guaranteed 
pensions by 0.6% for 2021. 

Italy  In Italy, benefits are adjusted according to price inflation annually. The official 
indexation rate for 2021 has been adjusted to 0.5% (in January pensions 
had been indexed by 0.4%). 

Romania A mechanism for increasing pensions will be implemented in Romania 
starting in 2022, when the value of the pension will increase with the average 
annual inflation rate. The increase and the date of granting will be 
established annually by the law of the state social insurance budget. 

Hungary Annual adjustment according to the predicted increase in consumer prices 
(inflation) in January. This equated to a 3% increase in January 2021. 

Corrections are made in November according to the annual changes in the 
consumer prices and the net average monthly earnings.  

Source: Department of Social Protection.  
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Appendix 2: Hypothetical changes in social welfare payment rates 
based on forecasts and trends of CPI and wages (2014-2021)
Figure 1 represents a hypothetical scenario change in payable rates for core social 

welfare payments between 2014 and 2021, based on forecasts and trends in both 

the CPI and wages. This is set against the actual change in rates paid (nominal). 

The base year for these rate changes is 2014 (where a standard rate of €188 was 
payable) and no benchmarking of rates is assumed. For illustrative purposes, where 

the forecast or actual percentage rates were negative in a given year, the payable 

rate was reduced accordingly.

In this scenario, indexing to real changes in CPI would have resulted in the lowest 

increase in social welfare rates, with forecast rates only marginally higher. From 

2017 onwards, both scenarios are below the actual rate of social welfare payable to 

recipients.

In terms of wage growth, both the forecast and real percentage changes were almost 

entirely aligned over the period 2014 to 2021. Therefore, indexing to either would 

have resulted in near identical payment rates each year, reaching an estimated €227 
(real) and €228 (forecast) in 2021.

Figure 1: Hypothetical changes in social welfare payment rates based on forecasts and trends (2014-2021)

Source: Central Bank Quarterly Bulletin (Q3 2014- Q3 2021), own calculations.
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Appendix 3: Orders of reference

CCoommmmiitttteeee  oonn  BBuuddggeettaarryy  OOvveerrssiigghhtt. 

219. (1) There shall stand established as soon as may be, following the reassembly of the Dáil
subsequent to a General Election, a Standing Committee, to be known as the Committee on
BudgetaryOversight, to examine and, where it considers it appropriate, report to the Dáil on—

(a) the overall fiscal position, including—

(i) the aggregated position on revenue and expenditure and the General Government Balance,
including structural targets;

(ii) medium-term projections for the public finances;

(iii) macro-economic forecasts and developments;

(iv) general fiscal governanceincluding the application of fiscal rules and risks tothe fiscal position;
and

(v) matters arising from the introduction of a supplementary Estimate or Estimates that, in its
opinion, have or may have significant budgetary implications: Provided that the Committee shall
advise the appropriate Committee or Committees of any decision on its part to undertake such
consideration andthe reason or reasons therefore;

(b) public expenditure policy, including— 109

(i) the expenditure position having regard to the Government Expenditure Ceiling and the
expenditure benchmark under the Stability and Growth Pact;

(ii) Ministerial Expenditure Ceilings applying to individual Estimates or groups of Estimates for the
Public Services where significant variations from the expenditure profile could potentially impact on
the overallfiscal position; and

(iii) the adequacy of planned and actual aggregate levels of capital expenditure and the policies
and practices in relation to capital expenditure, including public procurement pol icy and public
private partnership policy, intended to ensure the achievement of value for money.

(c) Exchequer receipts policy.

(2) The Committee may consider a matter of public policy with significant impact on the budgetary
position or on the overall fiscal position: Provided that prior to the commencement of such consideration,
the Cathaoirleach of the Committee shall consult with the relevant sectoral Committee established
pursuant to Standing Order 95.

(3) The Committee may also consider the overall framework for parliamentary engagement throughout
the course of the budgetary cycle and may make recommendations thereon to the Committee on
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Standing Orders and Dáil Reform for that Committee’s consideration under Standing Order 
119(1)(b): Provided that, in so doing, the Committee shall consult with— 

 

(a) the Committees established pursuant to Standing Order 95 on any recommendations which, in 
the opinion of the Committee, impact on their role or remit; and 

 
(b) the relevant Minister or Ministers on any recommendations which, in the opinion of the 
Committee, impact on the role or remit of a Department or Departments, 

 
and shall notify the results of such consultations to Committee on Standing Orders and Dáil Reform. 

 
(4) The Committee shall have the following powers: 

 
(a) power to send for persons, papers and records as defined in Standing Orders 96(3) and 99; 

 
(b) power to take oral and written evidence and submissions as defined in Standing Order 96(1) and 
(2); 

 
(c) power to appoint sub-Committees as defined in Standing Order 96(4); (d) power to engage 
consultants as defined in Standing Order 96(14); 

 
(e) power to travel as defined in Standing Order 96(15). 

 
(5) Every report which the Committee proposes to make shall, on adoption by the Committee, be laid 

before the Dáil forthwith, whereupon the Committee shall be empowered to print and publish such 
report, together with such related documents it thinks fit. 110 

 
(6) The Committee shall consist of fifteen members, none of whom shall be a member of the 

Government or a Minister of State, and four of whom shall constitute a quorum: Provided that— 
 
(a) the Committee and any sub-Committees which it may appoint shall be constituted so as to be 
impartially representative of the Dáil; and 
 
(b) the provisions of Standing Order 106 shall apply to the Committee. 

 

 





Houses of the Oireachtas 
Leinster House 
Kildare Street 
Dublin 2 
D02 XR20

www.oireachtas.ie 
Tel: +353 (0)1 6183000 or 076 1001700 
Twitter: @OireachtasNews

Connect with us

Download our App

https://www.oireachtas.ie/



