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Séanadh

Is i an Oifig Buiséid Pharlaiminteach (OBP) a d'ullmhaigh an doiciméad seo mar ais do Chomhaltai
Thithe an Oireachtais ina gcuid dualgas parlaiminteach. Ni bheartaitear € a bheith uileghabhalach na
criochnuil. Féadfaidh an OBP aon fhaisnéis atd ann a bhaint as né a leasu aon trath gan fogra roimh
ré. Nil an OBP freagrach as aon tagairti d’'aon fhaisnéis ata & cothabhail ag trid pairtithe né naisc chuig
aon fhaisnéis den sort sin Na as abhar aon fhaisnéise den sort sin. Ta baill foirne an OBP ar fail chun
abhar na bpaipéar seo a phlé le Comhaltai agus lena gcuid foirne ach ni féidir leo dul i mbun plé leis
an moérphobal né le heagraiochtai seachtracha.

Is de chineal ginearalta i an Fhaisnéis. Baineann éiginnteacht le raitis rtamhbhreathnaitheacha agus
d'fhéadfadh go dtiocfaidh nithe suntasacha chun cinn mar thoradh ar an bhFaisnéis. Ni sholathraitear
raiteas cinntitheach leis an bhFaisnéis i ndail le haon saincheist ar leith né i ndail le himthoisc
phearsanta. Ni comhairle ata san Fhaisnéis. Ni mér a dheimhniu duit féin go bhfuil an Fhaisnéis a
sholathraimidne, an Oifig Buiséid Pharlaiminteach agus Coimisiun an Oireachtais (lena n-airitear
seirbhisigh, gniomhairi agus conraitheoiri na hOifige agus an Choimisidin) oiriinach agus iontaofa. Ni
ghlacaimid aon fhreagracht as cruinneas na oiriinacht, na eile, na Faisnéise agus ni thugaimid aon
rathaiocht nd aon ghealltanas nd aon bharadnta i leith an chéanna; nd go mbeidh ar leathanaigh
ghréasain nd an Fhaisnéis né abhar eile saor 6 earraidi, saor 6 viris N6 saor 6 sharu. Ni ghlacaimid aon
dliteanas (lena n-airitear i leith éilimh maoine intleachtula) a eascréidh as aon dbhar trid pairti nd aon
suiomh gréasain trid pairti a gcuirfimid nasc ar fail chuige né da ndéanfaimid tagairt. Ni ghlactar le
haon dliteanas ar bith, a mhéid is md a cheadaitear faoin dli is infheidhme no (i) as aon iontacibh a
chuirfear san Fhaisnéis né san abhar ar ar leathanaigh ghréasain né (ii) as aon chaillteanas né
damaiste a eascrdidh as an Usaid a bhainfidh tu as na leathanaigh ghréasain sin né i dtaca leis an
Usaid sin. Féach ar .1 gcas aon easaontacht a bheith idir an
Séanadh seo agus ar bhFoégra Séanta cuimsitheach, is ag an gceann deireanach a bheidh an
forlamhas.

Disclaimer

This document has been prepared by the Parliamentary Budget Office (PBO) for use by the Members
of the Houses of the Oireachtas to aid them in their parliamentary duties. It is not intended to be
either comprehensive or definitive. The PBO may remove, vary or amend any information contained
therein at any time without prior notice. The PBO accepts no responsibility for any references or links
to or the content of any information maintained by third parties. Staff of the PBO are available to
discuss the contents of these papers with Members and their staff, but cannot enter into discussions
with members of the general public or external organisations.

The Information is general in nature. Forward-looking statements involve uncertainties and matters
may develop significantly from the Information. The Information does not provide a definitive
statement in relation to any specific issue or personal circumstance. It does not constitute advice. You
must satisfy yourself as to the suitability and any reliability of the Information that we, The
Parliamentary Budget Office and Oireachtas Commission (including its servants, agents and
contractors), provide. We accept no responsibility for, and give no guarantees, undertakings or
warranties concerning, the accuracy or suitability or otherwise, of the Information; or that our
webpages or the Information or other content will be error free, virus free, or infringement free. We
accept no liability (including in respect of intellectual property claims) arising out of any third-party
content or any third-party website to which we link or refer. To the fullest extent permitted by
applicable law, no liability whatsoever is accepted (i) for any reliance placed on the Information or
content on our webpages or (ii) for loss or damage arising out of or in connection with your use of this
webpages. See our comprehensive . In any conflict between this Disclaimer
and our comprehensive Disclaimer Notice, the latter will prevail.


https://oireachtas.cloud.gov.ie/apps/eDocs/S/HOS024/Files/HOS024-018-2023/1.%20Pre-Budget%20Commentary/Is%20de%20chineál%20ginearálta%20í%20an%20Fhaisnéis.%20Baineann%20éiginnteacht%20le%20ráitis%20réamhbhreathnaitheacha%20agus%20d’fhéadfadh%20go
https://www.oireachtas.ie/en/how-parliament-is-run/houses-of-the-oireachtas-service/parliamentary-budget-office/disclaimer/
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Key Points

Government'’s use of one-off lump sum payments may result in an
overall Budget package that is progressive (impacting lower-income
households proportionately more). However, this approach does not
recoup lost purchasing power for lower-income households in the
medium-long term. An indexation approach to welfare payments
(and tax bands/credits) would be a preferable approach to deal with
income adequacy challenges and provide certainty to households.

Public Sector wage growth has not kept pace with private sector
wage growth in recent years. Recent years of high inflation have
resulted in the real value of Public Sector earnings fall to 2012 levels.
At a time when there is strong demand for teachers, nurses and
Gardai, and a tight labour market, this makes Public Sector
recruitment and retention a significant challenge for Government.

Using the Pensions Commission approach to State Pension
benchmarking, the current value of the Contributory State Pension
is circa €9 below the amount required to meet the 34% of average
earnings benchmark. Accounting for forecast 2023 wage growth, a
€25 weekly increase to the State Pension may be required to meet
the benchmark by end 2023.

The Government targeted the National Childcare Scheme universal
subsidy rate in Budget 2023, increasing the hourly subsidy from
€0.50 to €1.40. However, PBO modelling using SWITCH (the ESRI’s
tax-benefit model), shows that targeting funds to the four maximum
subsidy rates would help lower-income households proportionately
more.

Child Benefit rates may increase in January 2024. However, SWITCH
modelling shows that targeting equal funds towards Qualified Child
Increases and/or Working Family Payment is a more progressive
approach, benefiting lower-income households proportionately
more.

Universal energy credits may be a recurring feature in Budget 2024.
However, a targeting of funds towards, for instance, fuel allowance
recipients would be a more progressive approach.

Fuel tax restoration will impact lower-income rural households more
than others. The often regressive nature of environmental taxes
require policies to include measures to help offset this burden.
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Select Household Issues

Moving from the broader macro-picture to looking at the impact of
potential budgetary policy on households, this section examines:

(1) Real earnings/income growth over time, including earnings by sector,
(2) The issue of Contributory State Pension indexation,

(3) National Childcare Scheme (NCS) policy options,

(4) Child Benefit and alternative policy options,

(5) Energy credits/fuel allowance analysis and

(6) Urban/rural impact of fuel tax restoration.

The Child Benefit and energy credit analyses add to the ongoing
discussion of universal and targeted measure approaches.

Budget 2023 was very progressive and performed well in comparison to a
price-indexed baseline (Doolan et al.,, 2022).! However, much of the
redistribution in Budget 2023 was achieved via lump-sum or one-off
measures. Avoiding the use of one-off measures in Budget 2024 would
require core welfare payments to be raised very significantly to achieve
the same distributional outcomes. One-off lump sums do not regain lost
purchasing power for lower-income households in the medium-long term,
and are a temporary solution to income adequacy challenges. Indexation
of welfare rates, to price or wage inflation, is one route that Government
could follow to deal with income adequacy and provide certainty for
households largely dependent on welfare income. Indexation would also
help avoid fiscal drag (bracket creep?) for income taxpayers, by increasing
rate bands in line with economic conditions.

Real Earnings/Income Growth

Despite nominal wage growth (private and public sector combined) of
30.6% between Q12012 and Q2 2023, real wages have increased by only
8.8%, driven by exceptionally high inflation in the most recent years of the
period. There has also been a large disparity in wage growth across sectors
over this time. Private sector earnings have increased 14.1% in real terms
since Q12012 and are almost at parity in real terms since Q12020 (0.1%
increase). In contrast, public sector earnings have actually decreased by
0.3% in real terms since Q12012 and are down 4.9% since Q1 2020.

' Doolan, M., Doorley, K., Regan, M., Roantree, B,

(2022)
2 Bracket creep in this instance refers to income tax payers moving from the standard to
higher rate of tax due to wage growth, that may be less than price inflation, resulting in a
decrease in real income.


https://www.esri.ie/publications/distributional-impact-of-tax-and-welfare-policies-budget-2023
https://www.esri.ie/publications/distributional-impact-of-tax-and-welfare-policies-budget-2023
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Figure 1: Real Earnings / Income Growth 2012 - 2023 (2012Q1 = 100)
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Source: Author’s analysis of CSO data ( and ).

For those earning the minimum wage, growth over the longer-term has
mirrored growth for wages in general — up 30.6% in nominal terms and
8.8% in real terms, since Q1 2012. However, the minimum wage is down 4%
in real terms since Q1 2020, again driven by high inflation in 2021 and 2022.
This has eroded purchasing power for lower-income earners, a situation
that will be partially alleviated by the introduction of the living wage, set to
be 60% of median earnings®.

Those dependent on welfare income have fared worst over the period 2012
— 2023, excluding recent temporary lump sum payments which do not
impact erosion of permanent purchasing power over the medium-long
term. The Contributory State Pension has decreased 4.1% in real terms
since Q12012. The core social welfare rate (which applies for instance to
jobseekers’ payments, disability allowance and one-parent family
payment) has decreased 2.6% in real terms since Q1 2012. Since Q1 2020,
the Contributory State Pension and the core social welfare rate have
decreased in real terms by 8.4% and 7.1% respectively.

Although private sector earnings increases have been higher in sectors
such as ICT, most private sector driven segments of the employed
population have experienced real wage growth well above the public
sector driven segments. In fact, as per Figure 2 below, and in accordance

3

4


https://data.cso.ie/table/EHQ08
https://data.cso.ie/table/CPM02
https://www.gov.ie/en/press-release/39867-tanaiste-announces-introduction-of-national-living-wage/#:~:text=It%20will%20be%20introduced%20over,to%20%E2%82%AC11.30%20per%20hour.
https://www.gov.ie/en/press-release/39867-tanaiste-announces-introduction-of-national-living-wage/#:~:text=It%20will%20be%20introduced%20over,to%20%E2%82%AC11.30%20per%20hour.
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with the general public sector trend in Figure 1 above, all three public
sector driven areas have experienced a decrease in real earnings since Ql
2012 - meaning the purchasing power of those working in the Public
Service is lower in 2023 than it was in 2012.

Figure 2: Real Earnings Growth 2012 - 2023, by Sector (2012Q1 = 100)
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Source: Author’s analysis of CSO data ( and ). Private sector driven
sectors shaded , public sector driven sectors shaded purple.

Contributory State Pension Indexation

Increases to subsidiary payments, with differing eligibility criteria, and one-
off lump sum payments do not address the adequacy of core weekly
payment rates to those dependent on welfare. The largest of these groups
are those in receipt of the Contributory State Pension, a potential
candidate for the initial adoption of indexation (rates linked automatically
to price or wage inflation). The 2021 Pensions Commission report* put
forward a potential 34% of average earnings® benchmark for the
Contributory State Pension. Although this benchmark was achieved up to
2020, with wage growth outpacing pension increases in 2021, 2022 and

5 Specifically average weekly earnings, excluding irregular and overtime earnings, and
using the average of Q1 of the year in question and the three previous quarters.


https://data.cso.ie/table/EHQ03
https://data.cso.ie/table/CPM02
https://assets.gov.ie/200485/05df102d-9c8a-4ef6-9072-a1021e532b94.pdf
https://assets.gov.ie/200485/05df102d-9c8a-4ef6-9072-a1021e532b94.pdf
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2023, the State Pension now stands at 32.9% of average weekly earnings
(35.6% when the living alone allowance is included).

A circa €9 increase on the current rate (€265.30) to €274.28 would reach
the 34% benchmark — looking retrospectively. However, forecast 5.9% wage
growth in 2023°¢, indicates that an increase of circa €25 in the State
Pension may be required to reach the 34% benchmark by end 2023.

Figure 3: State Pension as % of Average Earnings, 2011 - 2023
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Source: Author’s analysis of .

National Childcare Scheme Subsidy Options

Following Budget 2023, the universal NCS subsidy rate (which is also the
minimum rate in the income-assessed scheme) increased from €0.50 per
hour to €1.40 per hour. This was a substantial change and helped reduce
the cost of childcare, a key barrier to increasing female labour force
participation, considerably. However, PBO analysis using SWITCH” shows
that targeting monies towards the maximum subsidy rates in the income-
assessed scheme would help the most vulnerable families substantially
more than increasing the universal/minimum rate, which helps middle
and upper-income families proportionately moreé8.

6

7 SWITCH is the ESRI's tax-benefit microsimulation tool and is used by the PBO to assess
the impact of tax and welfare policies on households.
8 For more detailed analysis / further policy options, please see
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https://data.cso.ie/table/EHQ03
https://www.centralbank.ie/docs/default-source/publications/quarterly-bulletins/qb-archive/2023/quarterly-bulletin-q3-2023.pdf?sfvrsn=2dc49c1d_5
https://public.tableau.com/views/NCSSubsidyChanges180823/Dashboard1?:language=en-US&publish=yes&:display_count=n&:origin=viz_share_link&publish=yes&%3AshowVizHome=no
https://public.tableau.com/views/NCSSubsidyChanges180823/Dashboard1?:language=en-US&publish=yes&:display_count=n&:origin=viz_share_link&publish=yes&%3AshowVizHome=no
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Figure 4 shows the indicative costs of increasing the universal rate for a
cost approximately equal to the cost of increasing the four maximum rates
by 50%.°

Figure 4: NCS Subsidy Policy Options, Cost in €m
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Source: Author's analysis using SWITCH.

Targeting the income-assessed maximum subsidy rates means costs fall
onto the enhanced scheme and, to a lesser extent, the standard scheme
(the use of these two schemes depend upon the work/study situation of
the parents — 20 or 40 hours subsidised per week). Increasing the universal
subsidy, as per the approach in Budget 2023, means costs fall mainly onto
the universal scheme. Both approaches are estimated to cost circa €119m,
but as per Figure 5 and Figure 6 below, the distributional impacts of these
two approaches differ substantially. Targeting the maximum rates, rather
than the universal rate, impact lower income households and lone parents
proportionately more — key groups to incentivise into employment.

2 Note - this is a hypothetical example for illustrative purposes only and is not a policy
suggestion by the PBO.
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Figure 5: NCS Subsidy Policy Options, Distributional Impact by
Household Income Decile - % Change in Weekly Disposable Income
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Source: Author’s analysis using SWITCH.

Figure 6: NCS Subsidy Policy Options, Distributional Impact by Family
Type - % Change in Weekly Disposable Income
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Child Benefit and Alternative Policy Options™

One option in Budget 2024 for the Government to help families with the
cost of living is to increase Child Benefit, a universal payment made to all
families with children, currently €140 per month per child. Although this
approach has advantages — simple application with less administrative
burden and assists families across the income spectrum, the same amount
of expenditure could be used to target the most vulnerable families in a
more progressive way. The analysis below, using SWITCH, looks at two
alternative options alongside Child Benefit - Working Family Payment and
Qualified Child Increases".

Firstly, three policy options are presented below, all at a similar cost
estimate — increasing Child Benefit to €150 per month per child, increasing
all eight Working Family Payment income thresholds by €52 (resulting in
an increase of up to €31.20 per week for recipients’?) and increasing
Qualified Child Increases by €10 per week for eligible welfare payment
recipients (the third option results in a tax increase as these payments are
taxable).

Table 1: Child Benefit and Alternative Policy Options, Exchequer Impact
Tax impact on Welfare impact on Net impact on

Costs in €m
Exchequer Exchequer Exchequer

Increase all 8 Working Family
Payment income thresholds by €0.00 -€136.63 -€136.63
€52 per week

Increase both Qualified Child N _€147.05 -€135.93
Increase rates by €10 per week

Increase Child Benefit from
€140 to €150 per child per €0.00 -€140.46 -€140.46

month

Source: Author’s analysis using SWITCH

However, the distributional impacts of these two targeted alternative
approaches differ substantially to the distributional impacts of the

© For more detailed analysis / further policy options, please

" ESRI research suggests that targeting Qualified Child Increases and, in particular,
Working Family Payment, are more effective ways to reduce at-risk-of-poverty rates for
children than increases to child benefit, see

proposes a second-tier of Child Benefit, means tested, to help reduce child poverty rates.
This research points to issues with both Qualified Child Increases (potential disincentive to
work and Working Family Payment (not impacting non-working households), although it
is unclear how the additional Child Benefit payment would avoid these issues.

2 The take-up rate of WFP in SWITCH is modelled at 53% to obtain a figure close to the
actual number of recipients in DSP administrative data. See ESRI research on take-up rate
issues with WFP:
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https://public.tableau.com/views/ChildBenefitPolicyOptions310823/Dashboard1?:language=en-US&publish=yes&:display_count=n&:origin=viz_share_link&publish=yes&%3AshowVizHome=no
https://public.tableau.com/views/ChildBenefitPolicyOptions310823/Dashboard1?:language=en-US&publish=yes&:display_count=n&:origin=viz_share_link&publish=yes&%3AshowVizHome=no
https://www.esri.ie/system/files/publications/BKMNEXT424_0.pdf
https://www.esri.ie/system/files/publications/BKMNEXT424_0.pdf
https://www.esri.ie/system/files/publications/JR4_6.pdf
https://www.esri.ie/system/files/publications/WP750_0.pdf
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universal approach of increases to child benefit, with lower income
households and lone parents benefitting more from the alternatives.

Figure 7: Child Benefit Policy Alternatives, Distributional Impact by
Household Income Decile - % Change in Weekly Disposable Income
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Source: Author’s analysis using SWITCH

Figure 8: Child Benefit Policy Alternatives, Distributional Impact by
Family Type - % Change in Weekly Disposable Income
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Universal Energy Credits v Fuel Allowance Lump Sum
Universal energy credits of €200 per household (at a net cost of €176.22 to
the Exchequer when VAT on electricity is at 13.5%) costs circa €396.5m to
the Exchequer in total. There were 386,846 fuel allowance recipients in
2022 according to Social Protection annual statistics™. Therefore, this
amount could be targeted to fuel allowance recipients at a rate of circa
€1,025 per household.

Figure 9 below shows a comparison of a €200 universal energy credit to a
€1,400 lump sum to fuel allowance recipients only. €1,400, rather than
€1,025, is used as fuel allowance is not modelled in SWITCH for all welfare
recipient groups. It is primarily modelled for pension recipients. Compared
to the actual number of fuel allowance recipients (386,846), SWITCH
models the scheme for 279,390 recipients.

Figure 9: Distributional Impact of Universal Energy Credit v Fuel
Allowance Recipient Lump Sum, by Household Income Decile - %
Change in Weekly Disposable Income
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Source: Author's analysis using SWITCH (fuel allowance not modelled for all recipients)

Based on this distributional impact analysis, it is clear that targeting these
funds to welfare recipients, rather than as a universal energy credit, is more
progressive, impacting lower income households proportionately more.
The inclusion of all fuel allowance recipients at the lower lump sum
amount would impact more households in the lower income deciles, albeit
at a lower amount per household, remaining a more progressive approach.
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https://www.gov.ie/pdf/?file=https://assets.gov.ie/262944/3bdd325b-db94-4daf-90c3-b6c00682a7d9.pdf#page=null
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Distributional Impacts of Fuel Tax Restoration

Distributional impacts by the urban/rural divide are an important
consideration, in addition to the impacts by household income and family
type. One policy area where the impacts by urban/rural differ substantially
is excise duty on fuel, since rural households are more dependent upon
motor fuel for travel. Fuel excise is to be restored, in stages, to early 2022
levels by the end of October 2023. This restoration of rates will
disproportionately impact low-income households in rural areas, as per
Figure 10 below. Environmental taxes, such as excise on fuel and carbon
tax, have a tendency to be regressive, if policies do not contain elements to
offset the burden on lower income households.

Figure 10: Distributional Impact of Fuel Tax Restoration, by Urban/Rural
Designation and Household Income Quintile - % Change in Weekly
Disposable Income
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Source: Author’s analysis using internal PBO models.

“This analysis was conducted using the PBO's internal indirect tax microsimulation
model, which draws on the CSO’s Household Budget Survey data. The urban/rural
designation of households is taken directly from the CSO survey data.
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