
that their incomes may not actually fall but simply not rise as quickly

as those of the ‘gainers’ under basic income (Healy and Reynolds,

2005). 

Paid employment is a good antidote to income poverty for many

people. However, paid employment is not an option for everyone. In

addition, almost one third of those below 60% of median income are in

households headed by someone who is either employed, self-employed

or a farmer (CSO, 2007).

Figure 2: Composition of those below 60 per cent of 

median income in 2001

According to the proponents of basic income, the alleviation of income

poverty and the promotion of equity would be major advantages of the

introduction of basic income: this contention was largely borne out in

the Green Paper analysis.

Impact on autonomy, entrepreneurship and paid work
It has been proposed that a major advantage of basic income is that it

does not merely present individuals with the choice of paid work or

cash transfers that are contingent on behaviour and/or a means test.

Rather, it facilitates paid work, but also caring, education, personal

development etc. (Clark, 2002).

Employee self-employed farmer

Unemployed ill/disabled retired

Home duties

30%

31%

39%

Sean Ward
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Regarding participation in tertiary and continuing education, Callan et

al (2000b) posit two distinct and opposing influences of basic income: 

“On the one hand, the guaranteed basic income may allow

individuals who could not otherwise finance (a return to) further

education and training to participate in such schemes. On the

other hand, the financial incentive to forego current earnings in

the anticipation of future increases in income may be seriously

affected for those individuals (a majority of current employees)

who see their marginal tax rates rise by about 20 percentage

points. The net impact for any one individual will depend on a

range of factors including the level of earnings and the discount

rate applied to future earnings. We can expect that for some

individuals the lower cost of financing a spell in education or full

time training will dominate, so that they will be able to choose a

higher level of education under the basic income system, while

for others the reduced returns to investment in education and

training will induce them to choose a lower level of education

than under the conventional system. The net impact on the skill

level of the workforce is unclear.”

The view of Clark (2002) is more about freedom and possibilities than

forecast:

“The new model (for the new economy) is for moving between

paid employment and further education. Workers who want to be

retrained, either in their present field, or changing fields, would

have the basic income payment to live on while they are earning

less or no income. Furthermore, a basic income makes it easier

for low-income households to send their children to tertiary

education, as they will not need the income these teenagers and

young adults would have contributed to the households.”

Regarding the financial independence of women, Callan et al (2000b)

state that:
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“One of the claims made about basic income is that it increases

the financial independence of women. There are two major

features of the basic income system which support this claim.

First, women who are currently treated as “qualified adults” in

the social welfare system would receive a higher payment than

at present, and receive it directly in their own right. While the

current system allows for split payments, this is somewhat

unusual. The change could be seen as increasing the financial

resources of many such women, and potentially increasing the

women’s control over those resources. Second, for married

women described as “engaged in home duties”, whose husbands

are in employment, the change in system would bring about a

direct cash payment instead of a transferable cash allowance

reducing the husband’s tax bill. The impact on the net financial

resources of the couple may be positive or negative.

There are, however, other perspectives on the financial

independence of women which would stress the role of

employment in providing women with longer-term economic

independence. The combined effect of the basic benefit and the

basic benefit tax rate is to raise the replacement rate for a

substantial number of women in employment. A likely

consequence is that fewer women will choose to participate in

the paid labour market. This may have negative long-term

consequences for women’s financial independence. Those

wishing to re-enter the labour market at a later date would tend

to find the wage which they could command would be adversely

affected, with the size of the impact depending on the length of

the period of withdrawal.”

Clark’s view is more about freedom and possibilities: 

”Participation in the paid workforce should be based on a

voluntary choice, not by the force of material deprivation…A

basic income allows both men and women more freedom in

making the choices of how they wish to participate in society,

Sean Ward
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using the criteria of where they feel they can make a contribution

and where they feel the need is greatest, and not merely avoiding

destitution.” (Clark, 2002).

Regarding crime and social problems, Clark (2002) states that:

“As a basic income system reduces some of the barriers to social

participation (poverty and employment traps) it will have a

positive effect on crime and social problems. But, more

importantly, a basic income system has the potential of ending

material poverty.”

Finally, according to Wilkinson (2002), quoted in Clark (2002),

countries with the best health are the ones that have the smallest

income differentials between rich and poor. Egalitarian societies have

stronger community life, stronger social fabric, lower crime rates, less

stress and other corrosive effects of inequality.

The likely impact of basic income on participation in paid employment
remains a contested area. The Green Paper acknowledges that analysis

of this issue is necessarily tentative. Typically, two statistics are

employed in discussing the implications for labour supply, the

Replacement Rate and the Marginal Tax Rate.

The Replacement Rate (RR) is calculated as ‘out of work family

income’ divided by ‘in work family disposable income’. The RR

statistic is relevant for those facing the choice between (low) paid

employment and no work: the lower the value of RR, the greater the

incentive to take up paid employment. 

Under basic income, the RR is lower for those out of work and for

many in work on low wages; the main reason for this is that basic

income is not withdrawn on taking up paid employment (Department

of the Taoiseach, 2002). This means that basic income would increase
the incentive for these people to participate in paid employment.
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However, the availability of basic income to those who are not in paid

employment also means that for many other people their RR rises; for

example, the percentage of women engaged on home duties facing an

RR of more than 70 per cent would increase from 36 per cent to almost

50 per cent. 

It has been argued that the reduction in RR (consequent on basic

income) for those out of work and those on low pay is the relevant

statistic and that RR is largely irrelevant for those on higher wages as

they are generally not facing a choice between paid work and no-work

(Clark, 2002). 

With regard to the rise in RR (consequent on basic income) for many

women on home duties, it has been argued that this diminution in the

incentive to take up paid employment could lead to a reduction in

participation in the paid workforce by this group (Callan et al, 2000b).

On the other hand, it has been argued that:

“Those in home duties have chosen to carry out these important

and necessary activities, and thus have chosen not to be in the

labour force as conceived by economists. Clearly, the only

reason to calculate the replacement ratio of adults in home duties

is to figure out what price signals would force these persons into

paid employment. Here a basic income is clearly contrary to this

view, as it gives adults in home duties the financial support to

make a decision on how they will contribute to society based on

what they feel is best for their families, and not forcing them into

taking up a low-paying job because of economic need” (Clark,

2002).

Another statistic, which is relevant for the supply of labour (the number

of hours worked) is the Marginal Tax Rate (MTR). According to the

Green Paper:

“The main impact of a change to a basic income scheme was

found to be on taxpayers with marginal tax rates less than 30%

Sean Ward
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under the conventional system, whose marginal tax rates would

rise to 50%, or more in certain circumstances, under a basic

income system. This increase could apply to 57% of taxpayers.

Changes in marginal tax rates can affect decisions regarding hours

of work, decisions to work overtime, to take on extra hours or to

opt for part time work. It should be noted that in a basic income

system each person receives a tax-free payment from the State.

This means that their average tax rate could, and in many cases

would, be lower while their marginal tax rate would be higher.” 

It has also been argued that tax rates and benefit levels have very

limited impact on adult males and single females and that, in general,

income effects overwhelm the substitution of leisure for income in

these situations. However, it is agreed that an increase in the marginal

tax rate could influence the number of hours worked by married

females (Clark, 2002). 

Arising from the divergent arguments about Replacement Rates and

Marginal Tax Rates, there are two alternative ‘forecasts’ of the effect of

basic income on labour supply. According to one view, married women

would be less active in the labour force and this would be the main

channel for a forecast fall in labour supply. According to another view,

by enabling greater flexibility for individuals who are freer to make

choices that suit their personal circumstances, basic income may

reduce the supply of labour for full time work patterns, but still would

result in an overall increase of labour supply in a more flexible market

(Department of the Taoiseach, 2002).

Developments on the ground

A full, universal basic income system has not been introduced in

Ireland. However, it is interesting to point out certain developments,

which are akin to basic income, either in their form or in their effects,

which have occurred since the year 2000. Aspects that are examined

here include:
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• Child benefit

• Tax credits

• State pension.

Child Benefit
Currently, the value of Child Benefit for the first and second child is

€38.18 per child per week plus a supplement of €21.08 if the child is

less than 6 years old. The following table shows a comparison between

these levels and those that applied in the year 2000; the table also

compares these payments with Gross Average Industrial Earnings

(GAIE) for these years.

Table 1: Child Benefit payments 2000 and 2008

2000 per week                          2008 per week

Age of Child Gross Child Child Gross Child

child in payment Average payment payment Average payment

years Industrial as per Industrial as per

Earnings cent Earnings cent

per week GAIE per week GAIE

(June) (June)

a

Child 6+ €9.77 €342.86 2.8% €38.18 €652.33 5.6% 

Child 0-5 €9.77 2.8% €59.26 9.1% 

a

estimated

Source: CSO and Department of Social and Family Affairs

It can be seen from Table 1 that the value of Child Benefit has increased

substantially and, depending on the age of the child, it is now double or

treble its value in 2000, in relation to GAIE. 

According to CORI Justice (2008), the ‘poverty line’ for a child is

€72.13 per week in 2008. Thus, the current level of Child Benefit for

most children is 53 per cent of the poverty line; for children aged 0-5

years, Child Benefit is 82 per cent of the poverty line.
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Accordingly, Child Benefit has developed as a universal, partial basic

income for children.

Tax credits
These were introduced in 2001 to replace Personal and PAYE Tax

Allowances. Criticisms that had been made of the old ‘Allowances’

system included: 

• Their full value could not be availed of by those on low earnings

and 

• Those paying a high marginal rate of tax received more value

from the allowances than those on the standard tax rate.

Currently, the values of the main tax credits are as follows: Personal

credit: €1,830, PAYE credit: €1,830. The combined value of the credits

is €3,660 or €70.14 per week and they are available to all workers. As

currently configured, tax credits meet the second criticism that had

been made of tax allowances.

However, they do not meet the first criticism. The reason why tax

credits do not meet the first criticism is that in order to fully avail of

them, annual earnings of at least €18,300 are required – which is

slightly more than the National Minimum Wage, assuming 40 hours are

worked per week for 52 weeks. However, if earnings are lower than

€18,300 – due for example to ‘atypical’ or part-time working or breaks

in employment – then the full value of the tax credits cannot be

claimed. In 2004, the incomes of 683,000 (35 per cent) tax ‘cases’ were

too low to pay tax: the vast majority of these people would have had

‘unused’ tax credits (Revenue Commissioners, 2007). 

One can envisage a development of the current tax credit, whereby for

‘eligible’ low-paid workers the ‘unused’ portion of the tax credit could

be claimed from Revenue at year-end.  Such a development of the tax

credit would address the ‘working poor’ issue – see Figure 2 above –

and could be viewed as a significant partial basic income that would be

conditional (available only to ‘eligible’ workers).
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There are no published estimates of the cost of making tax credits

refundable. In the Appendix, an indicative estimate of the exchequer

cost of making tax credits refundable is set out. The estimate is based

on the Statistical Report of the Revenue Commissioners for 2006

(Revenue Commissioners, 2007), but the table used relates to 2004.

According to the analysis the estimated cost of making tax credits

refundable in 2004 would be approximately €416m which is 4.1 per

cent of the income tax yield in that year.

State pensions
Currently the weekly value of the State pension is €223.30

(contributory) and €212.00 (non-contributory). The following table

shows a comparison between these levels and those that applied in the

year 2000; the table also compares these payments with Gross Average

Industrial Earnings (GAIE) for these years.

Table 2: State pensions 2000 and 2008

2000 per week                      2008 per week

Pension Payment Gross Pension Payment Gross Pension

type Average payment Average payment

Industrial as per Industrial as per

Earnings cent Earnings cent

per week GAIE per week GAIE

(June)

Contributory €121.89 €342.86 35.6% €223.30 €652.33 34.2% 

Non-

contributory €108.56 31.7% €212.00 32.5% 

a

estimated

Source: CSO and Department of Social and Family Affairs

It can be seen from Table 2 that State pensions have fluctuated slightly

in relation to the value of Gross Average Industrial Earnings. It is useful

also to examine the coverage of State pensions, i.e. the percentage of
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those in the relevant age groups who have the benefit of a State

pension. Table 3 shows the position.

Table 3: Percent of population in receipt of State pension

2000 2006

Pension Population Total Percent Population Total Percent

type in receipt population in receipt in receipt population in receipt

of a State aged 65+ of State of a State aged 65+ of State

pension pension pension pension

Contributory 214,076 49.8% 291,958 62.4%

Non-

contributory 96,828 22.5% 101,050 21.6%

Totals 310,904 429,682 72.3% 393,008 467,926 84.0%

a

estimated

Source: CSO and Department of Social and Family Affairs

It is clear from Table 3 that a high and rapidly increasing percentage of

those aged 65+ is in receipt of a State pension. Furthermore, the

increased take-up of State pensions has been focused predominantly on

contributory pensions. Given the increase in the “insured” population –

up by 18% from 2000 to 2005

6

– it can be expected that the proportion

of older people in receipt of a contributory pension will continue to

increase rapidly.  

According to the Green Paper on Pensions (Department of Social and

Family Affairs, 2007),

“Approximately 393,000 people, or 89 per cent of older people

resident in this country, aged 66 years and over are receiving

support through the Social Welfare system. That leaves

approximately 47,000 people outside the system. These are

mainly former self-employed people and public servants and

their spouses or partners”.

6

Statistical Information on Social Welfare Services 2006, Table A16
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With regard to the former public servants, who are included in the 47,000

people outside the social welfare pension system, it would be worth

exploring this a little to see if the figure includes public service

pensioners who joined the public service before 1995 and who are not

eligible for a contributory State pension. While their occupational

pension is received from the State (as their former employer), these

former public servants are not entitled to a contributory State pension

based on PRSI contributions. Since 1995, all new entrants to the public

service pay full PRSI – their salaries are increased to enable them to do

this – and they are entitled to a contributory State pension when they

retire; as a general rule, their occupational pension is reduced

accordingly to leave them with the same total pension as their colleagues

who did not pay full PRSI. In general, pre and post-1995 public servants

receive the same (or similar) cash inflows from the State, both in work

and in retirement

7

. It could be argued, then, that in terms of coverage,

State pensions – contributory, non-contributory and occupational –

should be viewed together. Accordingly, coverage of State pensions

could be even higher than indicated in the Green Paper.

State pensions can be viewed as a system of basic income payments

with two conditional sub-systems based on contributions and means;

with the contributory pension being regarded as implicit in certain

public service occupational pensions. The proportion of the relevant

population that is excluded from the State pension system is low and

falling rapidly; accordingly, the system is heading towards being close

to universal in coverage.

Conclusions

A considerable amount of analysis of basic income has taken place,

particularly in recent years, as outlined above.  Of equal interest are

recent developments in Child Benefit, tax credits and State pensions.

7

For a good description and a worked example, see www.cpsu.ie



Most changes in society occur incrementally. An interesting

perspective was provided by an Irish senior civil servant interviewed

by Jordan et al (2000), “A refundable tax credit would now be

technically much easier to administer…(On basic income) a technical,

incremental stumbling backwards into it is more likely than a full-

blown conversion”.
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Appendix

Estimated cost to the exchequer 

of making tax credits refundable

The following scenario is analysed in this Appendix. All tax payers

aged 21 years and over, who have ‘unused’ Personal and PAYE tax

credits would be able to claim these at year-end from the Revenue

Commissioners, in the same way that other tax reliefs can now be

claimed. (There could also be a low income threshold that would have

to be met. This is not factored into the calculations. For the purpose of

this Appendix, it is worth noting that use of a threshold would reduce

the exchequer cost.)

The main source of data for the analysis is the Statistical Report of the

Revenue Commissioners for 2006 (Revenue Commissioners, 2007),

Table IDS1. This Table relates to 2004.

From this Table, which is broken down by gross income ranges, it is

possible to derive estimates of the amount of tax credit that was

available to 

• Single people

• Married couples, where one spouse was earning

• Married couples where both spouses were earning

• Widow(er)s.

The amount of tax credit that was actually used can also be derived.

The difference between the amount of tax credit that was available and

the amount that was used can be viewed as ‘unused’ tax credit that

would be available to workers if tax credits were refundable. 

In 2004, the standard income tax rate was 20 per cent and the combined

values of the Personal and PAYE tax credits were as follows:

Sean Ward
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Category Personal and Corresponding

PAYE tax-free income

Tax credits (tax credits x 5)

Single €2,560 €12,800 

Married, one earning €4,080 €20,400 

Married, both earning €5,120 €25,600 

Widow(er) €2,860 €14,300 

In order to cost the scenario, it is necessary to remove those workers

who are under the age of 21 years. From the Census of Population

(CSO, 2007b), it is estimated that the number in the age-group 15-20

years inclusive in 2004 was 382,000. From the Quarterly National

Household Survey, it is estimated that the percentage of those in the age

group 15-20 who are earning is 35 per cent (CSO, 2008). Accordingly,

it is assumed that 30 per cent of the age cohort were single, earning

some money in the lowest earnings band, i.e. less than €10,000 of gross

earnings in 2004, and included in the Revenue statistics. The balance

of those in the age group who are at work is assumed to be earning

sufficient money to fully avail of the tax credits. 

It is also necessary to factor in the likely take-up of Refundable Tax

Credits under such a scenario. The take-up of Family Income

Supplement is thought to be of the order of 40 per cent (Dail Debates 11

May 2006). It is assumed (conservatively from the perspective of the

exchequer) that the take-up rate for Refundable Tax Credits would be 50

per cent. It is reasonable to suppose that those who could claim larger

amounts would be more likely to activate their claims; accordingly, it is

assumed that 60 per cent of the unused tax credits would be claimed. 

The detailed calculations are shown in the Table overleaf.

The result of the analysis is that the estimated exchequer cost under the

scenario would be some €416m or 4.1 per cent of the total income tax

receipts in 2004.
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6 

What is the Appropriate Level of 

Minimum Income?

Micheál L Collins

Introduction

The question posed by the title of this paper is a difficult one; one (as

we will see) with numerous answers many of which are conflicting. As

such, the paper aims to add to and stimulate further debate on this issue

rather than provide a definitive answer. It is a paper of questions, points

for consideration and discussion rather than concrete answers. In

considering this issue, the paper first reviews data on income in Ireland.

In particular it assesses the income levels and socio-economic profiles

of those at the bottom of the income distribution. Given that context,

the paper continues to review some of the varying perspectives there

are on minimum income levels before attempting to identify some

consensus.

Income in Ireland

Data sources and concepts
Data on income levels in Ireland can be accessed from three principal

sources; two survey-based results from the Central Statistics Office

(CSO) and one official source derived from administrative data. The

latter uses records from the taxation and social insurance/social welfare

systems (Revenue Commissioners and Department of Social and

Family Affairs) and offers the potential for a comprehensive dataset.

However, to date, these two administrative systems are technically

incompatible and alone their partial information, while interesting, is
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less than adequate for building a picture of the national income

distribution.

1

The other date sets derive from two national household surveys,

namely the Household Budget Survey (HBS) and the EU Survey on

Income and Living Conditions (EU-SILC). The HBS is currently

conducted every five years (previously every seven years) by the

Central Statistics Office (CSO) and is a random sample of over 7,000

urban and rural households throughout the country.

2

The purpose of the

survey is primarily to determine in detail the current pattern of

household expenditure in order to update the weighting basis of the

Consumer Price Index, but other information, including household

income is also collected. The first HBS was carried out in 1973, with

subsequent surveys in 1980, 1987, 1994/95, 1999/2000 and 2005.

3

Since mid-2003 the CSO has been a participant in EU-SILC, an EU

wide survey established under European legislation (Council

Regulation no. 1177/2003) to collect information on the income and

living conditions of different types of households. The survey is carried

out throughout the year with approximately 130 households surveyed

each week, implying an annual sample of between 5,000 and 6,000

households. To date, this data has been collected and published

annually for the calendar years 2003-2006. As the 2006 edition of this

data (published in late 2007) serves as the most comprehensive and up-

to-date available at the time of writing it is used throughout much of the

analysis in this paper.

4

Two income units are used in the EU-SILC survey: the household and

the individual. The former is defined as “a single person or group of

1

A commitment in the 2007 Programme for Government indicated that these data

systems will be integrated during the lifetime of the Government (2007:53).

2

The prospect of running this survey on an annual basis is being considered.

3

See Collins and Kavanagh (1998, 2006) for a review of this HBS data since 1973.

4

To facilitate comparisons over time, Table 1 briefly reports the results of these

surveys for each of its first four years.
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people who regularly reside together in the same accommodation and

who share the same catering arrangements” (CSO, 2002:173). Income

is first collected on a household basis as households are taken to be the

income receiving units (income flows into the household and within it

the income is used to provide a certain standard of living for all the

household members).

5

Subsequently, income levels for individuals are

estimated using a set of equivalence scales which take account of

variations in household size and composition and make is possible to

establish the income each “equivalent adult” receives in a household.

6

The EU-SILC survey distinguishes between three household income

concepts. Direct household income is defined by the CSO as “all

money receipts of a recurring nature which accrue to the households at

annual or more frequent intervals, together with the value of any free

goods regularly received by the household, and the retail value of own

farm or garden produce produced by the household” (CSO, 2002: 176).

Direct income is composed of earned income, employee’s wages and

salaries, self-employed farming and non-farming income, property

income, investment income, retirement pensions, own garden or farm

produce, and “other” direct income, which includes income-in-kind,

trade union sick or strike pay, and income from securities, trusts and

covenants. Gross income is defined as direct income plus state transfer

payments (that is, unemployment benefits, children’s allowances, old

age pensions, etc.). Disposable income is defined as gross income less

direct taxes (that is, income tax and employee share of social insurance

contributions). This paper confines its analysis to direct and disposable

income; primarily the latter. This is because direct income is analogous

to the initial income allocation, and is determined by the returns in the

market to the factors of production of national output. Disposable

income corresponds to how much each household has to spend each

week and as such, is probably the most important income concept.

5

This assumes an equal within-household distribution of income, something that

may not be the case (see Atkinson, 1974:44 and 

Cantillon and Nolan, 2001).

6

For an overview of the equivalence scale method used in Ireland see CSO

(2007:49).
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Income distribution – overall trends
Data for household disposable income from the first four years of the

EU-SILC survey are outlined in table 1. The results are presented by

decile – where these are established by ranking households from the

lowest to the highest income and then splitting them into ten equal

sized groups, starting with a group containing the 10 per cent of

households with the lowest incomes (the bottom decile).

Over these four years the share of the bottom 50 per cent of households

in the income distribution stagnated at approximately 23 per cent of the

national total; a figure that is less than the share received by the top 10 per

cent in all bar one of the four years.

7

However, the data does reflect an

increase over recent years in the share of the bottom two deciles – in 2003

these gained 4.85 per cent of all the income a figure which increased to

5.49 per cent by 2006. As we will see later (in table 4), these households

are comprised of individuals who depend on social transfers for a large

proportion of their income, households who benefited from successive

budgetary policies over these years which provided generous welfare

increases to pensioners, the unemployed and people with disabilities.

8

Table 1 also presents the equivalised distribution of income for

individuals; as before divided into deciles from the 10 per cent of

individuals with the lowest disposable income upwards. Equivalised data

provides a better indication of the command of resources and the living

standards of individuals. The data reveals that in 2006 the top 10 per cent

of individuals in Ireland received a disposable income more than 7 times

that of the bottom decile.

Table 2 turns these percentage amounts into cash values – for households

and individuals in Irish society in 2006. A household with a disposable

income of less than €10,000 per year would be classified in the bottom

decile. A household with an income of €40,000 would be classified in the

sixth decile. However, if it contained three adults and two children the

7

In 2003 the top 10 percent had a share of 23.55% while the bottom 50 per cent

had a share of 23.61%.

8

For a further discussion see CORI Justice (2008: 52-55).

Making Choices - Choosing Futures: Ireland at a Crossroads94



Micheál L Collins

standard of living it experiences (proxied as cash income available per

individual) would not be the same as a single person household with

the same nominal income. Through equivalisation an income per

person can be established for the multi-person household. This applies

different weights for children and additional adults in excess of the first

adult in the household, and its application provides an income per adult

equivalent of €12,085 per annum.

9

This figure, representing the

resources available to each person in the household, is recorded for all

individuals in the household allocating these individuals to the third

decile. The single person with a disposable income of €40,000 would

then be in the ninth decile.

10

Table 1: The distribution of household disposable income, 2003-2006 (%)

household individual

Decile 2003 2004 2005 2006 2006e*

Bottom 1.74 2.10 2.21 2.20 3.52

2

nd

3.11 3.04 3.24 3.29 4.82

3

rd

4.75 4.27 4.46 4.55 5.72

4

th

6.35 5.69 5.70 5.79 6.68

5

th

7.66 7.43 7.31 7.20 7.78

6

th

9.86 9.18 9.12 8.97 8.94

7

th

11.82 11.11 10.97 10.69 10.28

8

th

14.25 13.56 13.23 12.91 12.05

9

th

16.91 16.47 16.35 16.11 14.62

Top 23.55 27.15 27.42 28.30 25.58

Total 100.00 100.00 100.00 100.00 100.00

Source: Collins and Kavanagh (2006:156) and CSO (2006:18-19, 2007:24-27)

Note: * equivalised data using the national equivalence scale

In 2006 the average Irish person had a disposable income of almost

€407 per week; just over €21,000 per annum. Reviewing the

9

€40,000 divided by an equivalence weight of 3.31 (1 for the first adult, 0.66 for

each additional adult and 0.33 for each child).

10

€40,000 divided by an equivalence weight of 1.
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equivalised individual data there is a noticeable step-down in income

levels from the top to the ninth decile and from the ninth to the eight

decile. At the other end of the income distribution, the lowest three

deciles comprise individuals with incomes of less than €250 per week

and it is to these we now turn.

Table 2: Average disposable income, by decile in 2006.

Household Individual

Weekly actual Annual actual Weekly Annual

Decile disposable disposable equivalised equivalised

income income disposable disposable

income income

Bottom €184.28 €9,616 €143.11 €7,467  

2

nd

€274.86 €14,342 €196.19 €10,237  

3

rd

€380.42 €19,850 €232.86 €12,151  

4

th

€484.02 €25,256 €271.86 €14,186  

5

th

€602.47 €31,437 €316.73 €16,527  

6

th

€750.06 €39,138 €363.73 €18,979  

7

th

€893.95 €46,646 €418.46 €21,835  

8

th

€1,080.38 €56,374 €490.22 €25,580  

9

th

€1,347.46 €70,310 €594.90 €31,042  

Top €2,367.75 €123,549 €1,040.93 €54,316  

Average  €836.44 €43,645 €406.84 €21,229

Source: CORI Justice (2008: 49) and CSO (2007: 24-27)  

Note: Annual figures are rounded to the nearest € to ease interpretation. 

Income distribution – profiling the bottom 30 per cent
Redistribution policies, be they systems of social welfare transfers or

systems such as basic income, are at their core concerned with the well

being of those at the bottom of the income distribution. Precisely where

the ‘bottom’ starts/ends is a debatable point, but for this assessment we

focus on the bottom thirty per cent of the income distribution. These are

individuals with an equivalised disposable income of less than €12,150

per annum. This section of the paper profiles this group and explores

the composition of the income they receive. Knowing who low income
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recipients are, and where they get their income from, is essential

knowledge in the process of forming policy to address the problem of

those living on inadequate income.

Table 3 decomposes each of the bottom three equivalised deciles using

five socio-economic variables: age, household composition, tenure status,

principal economic status and completed education level. A complete

description and discussion of the table would take some time (and space).

However, among the more notable aspects of its findings are:

• There is a noticeable difference in the age composition of the

bottom decile and the other two deciles. The bottom decile mainly

comprises people of working age.

• The most common status for an individual in the poorest 10 per

cent of households is as a child aged less than 16 years.

• Large size households (adults and children) is the most common

category of household in the bottom ten per cent of the income

distribution

• Home ownership is at its lowest in the bottom decile; it increases

at a notable rate between decile one and three.

• Completed education status has a more pronounced effect in

deciles two and three than in the bottom decile.

• A large proportion of each of the three deciles comprises

individuals outside the labour market – most notably people on

home duties, students and the retired.

Complementing table 2, and extending the assessments of table 3, it is

worthwhile examining the composition of individual’s incomes in

these bottom three deciles. Table 4 shows that direct income, analogous

to labour market earnings, comprises a small element of the bottom two

deciles but almost half of the third decile’s income. The dependence of

individuals in these deciles on social welfare payments is also

underscored by the table’s figures. More than 75 per cent of the income

of the bottom two deciles comes from social welfare payments. The

large flow of family/children’s allowances into the bottom decile (large

relative to the overall disposable income in that decile) combined with

the age profiles in table 3 suggest a large number of young people with

families comprise the lowest ten per cent of the income distribution.
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Table 3: Composition of the bottom three equivalised deciles

classified by age, household composition, tenure status,

principal economic status and education level, 2006.

Bottom 2

nd

3

rd

Decile Decile Decile

Age

0-14 25.8 18.8 17.6

15-64 67.8 52.2 55.0

65+ 6.4 28.9 27.4

Household Composition

1 adult, no children 9.8 22.8 9.5

2 adults, no children 14.1 22.2 28.7

3 adults, no children 20.1 12.7 20.0

1 adult with children 9.2 6.4 4.2

2 adults with 1-3 children 17.5 13.3 15.2

Other households with children 29.3 22.7 22.3

Tenure

Owner 53.8 59.2 73.1

Renter (or rent free) 46.2 40.8 27.0

Principal Economic Status

At work 12.4 15.0 22.7

Unemployed 8.8 6.0 4.5

Student 16.0 9.1 11.0

On home duties 20.3 24.9 20.1

Retired 4.7 14.6 15.0

Ill/disabled 7.2 8.9 5.2

Others 1.6 1.7 1.8

Children in education (>16yrs) 29.0 19.8 19.7

Completed education level*

Primary or below 23.9 42.0 33.8

Lower secondary 20.3 16.1 16.1

Higher secondary 16.1 12.9 18.3

Others 10.7 9.3 12.1

Source: Calculated from CSO (2007: 28-29)

Note:    * Completed education groups plus those currently in education combine to

represent 100% of the population of each decile.
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Table 4: Composition of the income received by persons in the bottom

three equivalised deciles, 2006.

Bottom 2

nd

3

rd

Decile Decile Decile

Total Direct Income (a)* 36.31 52.22 114.46

Social Transfers

Unemployment Benefit 23.13 17.08 14.07

Old-age benefits 9.65 59.25 62.04

Family/Children allowances 49.43 40.46 31.65

Housing allowances 3.47 7.46 8.24

Other social transfers 24.50 24.67 17.22

Total Social Transfers (b) 110.17 148.92 133.22

Gross Income [(c) = (a+b)] 146.49 201.14 247.68

Total Tax & PRSI (d)** 3.38 4.95 14.82

Total Disposable Income (c-d) 143.11 196.19 232.86

Source: Calculated from CSO (2007: 26-27)

Notes: * Income from the market mainly comprised of employee income, 

self-employment income.

** Includes tax on income and social contributions, employers PRSI

contributions and regular inter-household transfers paid.

Appropriate Minimum Income Levels: some perspectives

In the context of the 2006 data in the earlier tables, we return to the

question in this paper’s title – what is the appropriate minimum level

of income for a person? The answer to this question is implicitly

variable. Costs of living, customs, social conventions and cultural

norms change over time; as they do between countries and perhaps

across regions. Whatever income benchmarks there are, they must be

relative – it is hard to intuitively justify a static measure of

poverty/living standards in a dynamic society.
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In qualitative terms the Irish National Anti Poverty Strategy (NAPS,

1997:3) definition of poverty offers a good starting point for establishing

an answer to the minimum income conundrum. It suggests that:

people are living in poverty if their income and resources
(material, cultural and social) are so inadequate as to preclude
them from having a standard of living that is regarded as
acceptable by Irish society generally. As a result of inadequate
income and resources people may be excluded and marginalised
from participating in activities that are considered the norm for
other people in society.

Therefore, it would seem that an adequate minimum income would

allow an individual the possibility to avoid these exclusions and take

part in society. However, moving from the qualitative to the

quantitative is more challenging and controversial.

The figures in table 5 offer some insight into where the answer to this

question might lie. It brings together four possible answers using

values for Ireland in 2006. The table presents nominal income figures

for two types of household, a single adult and a family of two adults

and two children. In table 5 the latter is presented as cash income (i.e.

not equivalised). The following are the details of each of the table’s

categories:

Official Welfare Rate: values derived from official welfare payments

including unemployment payments to adults, dependent adults and

child benefit. It can be argued that various free and subsidised public

services are available to those in receipt of these welfare payments and

that these implicitly increase their income towards the official poverty

line levels.

11

Official Poverty Line: calculated as 60 per cent of median equivalised

disposable income, where the median income is the income of the

11

Menton (2007) examines this issue using EU-SILC data.
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middle person in the income distribution. The Irish (national)

equivalence scale is used to calculate the corresponding poverty line

for a household with two adults and two children.

Budget Standard 1 & 2: calculated using the research report of the

Vincentian Partnership for Social Justice which calculated minimum

essential budget standards (expenditure levels) for various urban

household types. Budget Standard 1 adjusts the budget calculated in the

Vincentian report and assumes that the single adult is unemployed and

that both adults in the other household are also unemployed. Budget

Standard 2 assumed the single adult and one of the two adults in the

other household are employed. The difference between each of these

labour market scenarios is the requirement for transport expenditure –

it is assumed that more is needed when a person is employed.

Table 5: Various Income Benchmarks, 2006 weekly values#

Official Official Budget Budget

Welfare Poverty Standard Standard

Rate Line -1 -2

Single Adult €165.80 €202.49 €231.84

a

€251.84

b

2 Adults and 2 Children €344.85

c

€469.77

d

€470.82

e 

€490.82

f

Source: Calculated from Department of Finance (Budget 2006); CSO

(2007: 41); and Vincentian Partnership (2007).  

Notes: # Annual values are presented in the appendix

(a) Calculated for an unemployed male aged 25+ living in Dublin

city, no car and housing costs.

(b) Calculated for a working male aged 25+ living in Dublin city, 

no car and housing costs.

(c) Person with qualified adult welfare rate plus weekly value of 

two child benefit payments.

(d) Using national equivalence scale.

(e) Budgets for two such households were calculated where the 

ages of children differed. The average is used in this table and 

both adults are considered unemployed.

(f) Budgets for two such households were calculated where the 

ages of children differed. The average is used in this table and 

one of the two adults is employed.
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What is the Appropriate Level of Minimum Income?

Is there a consensus to be found from these figures? Implicitly, the

lowest welfare rate is not regarded as minimum income benchmark

given that free services and other welfare payments (family income

supplement, back to school allowances, Christmas extra payments, fuel

vouchers etc) are regularly provided to complement these income

levels. Therefore, the rate should be higher than this.

At the other extreme, an individual or a family, can achieve a basic but

acceptable lifestyle if they have a budget equalling the budget standard.

The Vincentian report shows that this is a minimum rate; one based on

strict assumptions and with minimal room for unexpected

contingencies or occasional luxuries (2007: 5-13). Persistent exposure

to an income at this level is likely to provide, at the very least, recurrent

household budgetary management problems. It is worth noting that the

Budget Standard 1 figure for the two adult and two children household

(€470.82) when adjusted for household size and composition

(equivalised) equals €202.94 per equivalent adult per week – a figure

almost the same as the official poverty line.

12

However, for the single

adult household the budget standard exceeds the poverty line by at least

15 per cent. Overall, this might suggest a minimum income figure in-

and-around the area of the poverty line and the budget standard level.

The precise location of that ideal income level deserves further

research and discussion.

Appendix

Table A1: Various Income Benchmarks, 2006 annual values

Official Official Budget Budget

Welfare Poverty Standard Standard

Rate Line -1 -2

Single Adult €8,645 €10,558 €12,088 €13,131        

2 Adults and 2 Children €17,980 €24,494 €24,549 €25,591  

Source: See table 5 in chapter text. 

Notes: See notes in table 5 in chapter text.  

12

The equivalence weight is calculated as 1 + 0.66 + 0.33 + 0.33 = 2.32.
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7.

The Case for a Universal State Pension: 

Lessons from New Zealand for Ireland’s Green

Paper on Pensions 

1

Gerard Hughes

“Fundamentally, what is needed is the basing of the pensions to be
provided in a national system on the concept that pension is in
replacement of lost income or earnings and should, therefore, be
related to the level of such income or earnings.” 

A National Income-Related Pension Scheme: 

A Discussion Document

Ireland, 1976

“What can you expect from the State in your old age?”
“Security in retirement is the least that citizens should expect from their
government in a civilised, developed country. It is also the most they
should expect. It is not the function of the government to maintain in
retirement, the incomes that people earned during working life. That is
up to the individual.”

Dr. Cullen’s Casebook: 

News and happenings from the 

Office of Hon. Michael Cullen, April 2001

1

I am grateful to Susan St John, Michael Littlewood and David Feslier for supplying

information about New Zealand’s pension system and to Peter Connell, Tony

McCashin and Jim Stewart of the Pension Policy Research Group, Trinity College

Dublin, for helpful discussions on how to reform Ireland’s pension system.
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Introduction

For many years CORI Justice has argued for the introduction of a basic

income system which would reform and integrate the present income

tax and social welfare systems. A big step that could be taken towards

a basic income system would be to provide a universal State pension

based on residence for everyone aged 65 and over. This option is

considered in the Green Paper on Pensions. The Green Paper

acknowledges that a universal pension would provide an individualised

standard payment to all pensioners satisfying the residence condition,

make possible an equitable payment to those who worked inside and

outside the home, deal with the many anomalies that exist in the Social

Welfare system in relation to average contribution conditions and the

differential between contributory and non-contributory pensions,

largely eliminate means testing and special schemes such as the

Homemaker’s Scheme, and be simple to administer. 

Despite these advantages, the Green Paper argues that a universal State

pension would be contrary to entitlement based on participation in the

labour market and would involve significant extra costs. Clearly the

introduction of a universal pension would require a shift from

entitlement based on labour force participation to entitlement based on

citizenship but that does not mean there would be a significant increase

in cost if the narrow definition adopted in the Green paper were

broadened to encompass the cost to the Exchequer of tax expenditure

on the private pension system. 

Members of the Pension Policy Research Group at Trinity College

Dublin have argued the case for adopting this broader approach to

pensions policy and learning from the experience of the only country

in the OECD, New Zealand, which has introduced a universal State

pension and abolished all tax reliefs for saving for retirement (see

Hughes, (2005), McCashin (2005) and Stewart (2005)). 

New Zealand’s experience suggests that a more radical approach to

pension reform than that canvassed in the Green Paper could help
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Ireland to solve the problem of pensioner poverty and to provide fairer

treatment for the majority of taxpayers, who derive little benefit from

the existing tax treatment of pension funds, while at the same time

improving the long-term sustainability of the public pension system

The evidence to support these claims is presented in this paper in a

series of comparisons of different aspects of the performance of the

public and private components of each country’s pension system using

the criteria of simplicity, adequacy, cost, equity, coverage, effectiveness

in delivering pensions, and sustainability.

Economic and Demographic Data for Ireland 

and New Zealand

Ireland and New Zealand both have a population of around 4 million

but the economy and per capita living standards are about 60 per cent

larger in Ireland than in New Zealand (see Table 1). Home ownership

rates are quite high in both countries, especially for older people. Life

expectancy at age 65 in Ireland is about three years less than in New

Zealand for both men and women. 

Although both countries have a commitment to maintaining living

standards in old age the balance between public and private provision

is struck very differently in the two countries. As the epigraphs suggest,

this reflects fundamentally different conceptions of the role of the State

in pension provision. In Ireland there is a consensus that the role of the

State is to help the social partners to develop a national pension system

for workers whereas in New Zealand there is a consensus that the role

of the State is to provide security in old age for citizens.2

2

The focus of this paper is the Irish and New Zealand pension systems during the

period 1987-2007 before the introduction of the KiwiSaver scheme on 1 July

2007. KiwiSaver provides tax incentives for work-based saving and the tax

exemption for employer contributions is extended to registered superannuation

schemes that have lock-in provisions similar to KiwiSaver. 

The Case for a Universal State Pension: 

Lessons from New Zealand for Ireland’s Green Paper on Pensions
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Table 1: Key Economic and Demographic Data for Ireland and 

New Zealand, 2006

Category Ireland New

Zealand

Population (million) 4.2 4.1

GDP current prices & current PPPs, 

US$ (billion) 175.1 109.0

GDP per capita, current prices & 

PPP, US$ 41,300 26,300

Home ownership rates: all households (%) 80 67

Home ownership rates: households aged 65+ (%) 90 79

Life expectancy in 2001 at age 65: male (years) 15.4 18.2 

female (years) 18.7 21.9

Sources: GDP & GDP per capita, OECD in Figures. Home ownership: Ireland,

Department of Social and Family Affairs (2007, p. 26); New Zealand, Census 2006,

Quick Stats About Housing. Life expectancy: Ireland, Irish Life Table No. 14, 2001-

2003; New Zealand, Periodic Report Group (2003, p. 18).

Reasons for Pension Reform in Ireland

The Green Paper on Pensions (see Department of Social and Family

Affairs, 2007) sets out the problems that Ireland’s pension system is

now facing and which it is expected to face in the future. The Green

Paper also sets out a range of options that could be adopted to deal with

these problems. The main problems identified in the Green Paper are:

• the high level of pensioner poverty 

• the low level of coverage of the private pension system and the

provision of an adequate replacement income on retirement

• ageing of the population and the sustainability of the public

pension system

The Green Paper does not identify the cost and unequal distribution of

pension tax reliefs as a problem. This is a serious omission because the

cost of these reliefs is one of the factors that threatens the long-term

Gerard Hughes
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sustainability of the public pension system and they are distributed in a

way that allows most of their benefits to be appropriated by high earners. 

The Green Paper outlines a number of options for dealing with these

problems. The alternatives considered for dealing with the issue of

pensioner poverty are:

• to increase the level of the Social Welfare pension;

• to introduce a universal State pension;

The options for addressing the low level of private pension coverage

are:

• to grant the incentive for PRSA (Personal Retirement Savings

Account) personal contributions as a matching contribution from

the State of €1 for each €1 invested;

• to provide additional support for the current voluntary system by

giving the tax reliefs at the highest marginal tax rate for all

personal contributions 

• to introduce mandatory or soft mandatory personal pension accounts

These options were originally suggested by the Pensions Board (2005).

The Board appears to assume that increasing coverage of the private

pension system to 70 per cent for workers aged 30 and over would ensure

that supplementary pensions in combination with the social insurance

pension are sufficient to replace at least 50 per cent of pre-retirement

earnings.

The Green Paper is pessimistic about the possibility of increasing the

level of Social Welfare pensions unless it is done in conjunction with

cost saving measures such as increasing the retirement age or reducing

public spending elsewhere. As already noted, it acknowledges that a

universal State pension would resolve the anomalies in the existing

social insurance and social assistance pension arrangements but argues

that it would result in a significant increase in costs and that it would

be a radical departure from the present system. 

The Case for a Universal State Pension: 

Lessons from New Zealand for Ireland’s Green Paper on Pensions
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The Green Paper acknowledges that increasing private pension

coverage has been difficult despite the generous tax incentives on offer.

It suggests the reasons for this include “inertia, the profile of many of

those entering the workforce in recent years, education and awareness,

marketing, regulation, the existence of other forms of retirement

provision … and the capacity of individuals to make the contributions

required.” (par. 7.40) Nevertheless, it states (par. 7.41) that

“Notwithstanding these factors, it is still the case that the absolute

numbers of those with supplementary pension provision increased in

the period 1995 to 2004 from over a half-million to one million

supported by the current incentives.” Consequently it suggests that the

level of supplementary pensions could be improved by increasing the

tax incentives for the current voluntary approach to occupational and

personal pensions and introducing a mandatory or a soft mandatory

personal pension for those not covered by occupational schemes. 

The Pension Systems in Ireland and New Zealand

The structure of the pension systems in the two countries reflects their

different conceptions about the role of the State. Table 2 shows that the

structure of the Irish pension system is relatively simple. It is based on

a partnership approach between government, employers and

employees. It consists of a compulsory State social insurance system

which pays flat rate benefits and a voluntary private system which is

subsidized through the tax system. The social insurance system

provides a State Pension (Transition) at age 65 which requires

withdrawal from the labour force for one year and a State Pension

(Contributory) at age 66 which does not require withdrawal from the

labour force. In addition there is a means-tested State Pension (Non-

Contributory) for those not covered by the social insurance system. The

amounts paid by the transition and contributory pensions are the same

while the non-contributory pension has usually been about 10 per cent

less than the social insurance pension. For convenience, these three

pensions will be referred to as the Social Welfare pension where it is

not necessary to distinguish between them.

Gerard Hughes
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The Case for a Universal State Pension: 

Lessons from New Zealand for Ireland’s Green Paper on Pensions

Table 2: Structure of the Irish and New Zealand 

Pension Systems in 2006

First Tier Second Tier

Social Welfare Pensions: Private Pensions:

Flat Rate Voluntary + Tax Incentives

Ireland

Social Insurance Social Assistance Occupational Personal

Age 65: State Defined Benefit Retirement Annuity

Pension Contract (RAC)

(Transition)

Age 66: State Age 66: State Defined Personal Retirement

Pension Pension Contribution Savings Account

(Contributory) (Non-Contributory) (PRSA)

New Zealand

Universal Pension: Private Pensions:

Flat Rate Voluntary – No Tax Incentives

Occupational Personal

New Zealand Superannuation Defined Benefit Retail

Defined 

Contribution

Sources: Ireland, Department of Social and Family Affairs www.dsfa.ie; New Zealand, Ministry

of Social Development (2003).

The private pension system has two components: occupational pension

schemes and personal pension plans. Occupational schemes are

provided on a voluntary basis by employers for groups of employees.

Personal pension plans are for employees who are not covered by an

occupational scheme or who are not in employment. Personal plans

take the form of Retirement Annnuity Contracts (RAC) for the self-

employed and Personal Retirement Savings Accounts (PRSA) for

everyone else. 

In the past most of the pension schemes provided by employers were

defined benefit plans. Consequently, they provided benefits that would

have enabled employees who had spent most of their working life with

Making Choices - Choosing Futures: Ireland at a Crossroads110



Gerard Hughes

one employer to replace up to two-thirds of their pre-retirement earnings.

In the last ten years or so many defined benefit schemes have been closed

to new entrants and replaced by defined contribution schemes.

Consequently, most employers are no longer willing to provide any

undertaking about the level of occupational pension benefits for new

entrants. The benefits that a member of a defined contribution scheme

can expect will depend on how much is contributed to the scheme, how

well the scheme is managed and the performance of stocks, shares and

other assets. All of the investment risk in defined contribution schemes is

borne by employees rather than employers. 

The structure of the New Zealand pension system is even simpler. It

consists of a universal State pension and a voluntary private system

which is not subsidised through the tax system. The State pension, New

Zealand Superannuation, provides flat rate benefits at age 65 to all New

Zealanders living in New Zealand who satisfy the requirement of 10

years residency since the age of 20 and not less than 5 years residency

since the age of 50.

The private pension system consists of occupational and personal

pensions. They received no subsidies between 1987, when New

Zealand became the only country in the OECD to eliminate all tax

subsidies for pension saving, and 2007 when tax reliefs were

introduced for KiwiSaver. Occupational pension cover is provided by

defined benefit and defined contribution schemes but, as is the case in

Ireland, defined benefit schemes are being replaced by defined

contribution schemes. The abolition of tax reliefs for private pensions

meant that, up to 2007, New Zealand had no overall budgetary cost of

providing tax incentives for private pensions. However, Ireland

provides the most generous subsidies for work-based retirement saving

in the OECD (see Yoo and de Serres, 2004) and the budgetary cost of

tax reliefs for private pensions in Ireland is now almost the same as the

cost of public expenditure on the Social Welfare pension.

Although the structure of the pension system is relatively simple in

both countries the system in Ireland is far more complex in operation
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than it is in New Zealand. For example, the official booklets on the

contributory and non-contributory State pensions require 48 pages to

provide information on entitlement whereas the entire legislation on

New Zealand Superannuation is contained in 16 pages.

Pensioner Poverty Rates and the Level of State

Pensions in Ireland and New Zealand

Despite considerable efforts in recent years to reduce poverty among

pensioners by increasing the Social Welfare pension and developing

the private pension system, the pensioner poverty rate in Ireland has

remained stubbornly high. In stark contrast the pensioner poverty rate

in New Zealand has remained at a relatively low level. Figure 1 shows

that the average pensioner poverty rate in Ireland over the last twenty

years or so was 29 per cent compared with an average rate of 7 per cent

for New Zealand

3

. The pensioner poverty rate in Ireland was also much

more variable than it was in New Zealand. 

Not only has Ireland a very high rate of pensioner poverty relative to

New Zealand, it also has a very high rate compared to other developed

countries. Using a comparable measure of relative income poverty for

all EU25 countries, Figure 2 shows that Ireland has the second highest

rate of pensioner poverty in the European Union. In 2005 one-third of

those aged 65 and over in Ireland were at risk of poverty using the 60

per cent line compared with an average of 19 per cent for the EU25

countries. The percentage of pensioner families in relative income

poverty in New Zealand in 2003/04 was less than half the average for

the EU25 group of countries. It is clear from Figure 3 that the pensioner

poverty rate in New Zealand is one of the lowest recorded for the group

of countries shown while the rate in Ireland is one of the highest. 

3

Although the relative poverty measure for older people used in New Zealand is for

economic family units below the 60 per cent line whose main source of income is

New Zealand Superannuation it should be reasonably comparable with the EU

measure of relative poverty used in Ireland which is for individuals aged 65 and over.
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Source: Ireland, Whelan, Layte, Maitre, Gannnon, Nolan, Watson, Williams (2003),

Tables 4.13 & 4.16 and Central Statistics Office (2005), Layte, Fahey and Whelan (1999,

Table 3.8); New Zealand, Ministry of Social Development (2005, Table A.1).

Note: The data for Ireland for 1987-2003 are for mean income and the 1987 figure was

derived by weighting the poverty rates for heads of household aged 65-74 and 75+ by

each cohort’s share of the population aged 65 and over. The Irish data for 1994-2005 are

for persons aged 65 and over. Although the Living in Ireland survey which supplied the

data for the period 1997-2003 was replaced in 2004 by the EU Survey of Income and

Living Conditions (EU-SILC) the results for 2004 and 2005 are broadly comparable with

those for the earlier years, as the CSO (2005) points out. The New Zealand data are for

the end of the survey year, for economic family units whose main source of income is

New Zealand Superannuation and they are benchmarked to median income in 1998.

Figure 1: Pensioner Poverty Rates in Ireland and 
                New Zealand, 1987-2005
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Source: Green Paper (2007, Table 4.19) and Ministry of Social Development (2005,

Appendix A).

Why is the pensioner poverty rate so much lower in New Zealand than

in Ireland? Figure 3 suggests that part of the answer is that New Zealand

Superannuation has been set over the last twenty years at a higher level

relative to average earnings than the State pensions in Ireland.

4

It also

indicates that a more fixed relationship, for significant periods of time,

between New Zealand Superannuation and average earnings than

between State pensions and average earnings in Ireland has contributed

to a more stable pensioner poverty rate in New Zealand.

5

4

. Although the Irish figures are on a gross basis while the New Zealand figures are on

a net basis the comparison of the level of the pension for a couple relative to average

earnings in the two countries should be reasonably accurate

5

Although governments in Ireland have never committed themselves to formally

indexing pensions they have maintained a close relationship with average industrial

earnings since the contributory old age pension was introduced in 1961. Over the

period 1961-98 the average personal rate of the contributory pension was about 25

per cent of average industrial earnings. Following a recommendation in 1998 by the

Pensions Board (1998) that the personal contributory pension should be increased to

34 per cent of average industrial earnings it increased to around 30 per cent of

average industrial earnings in the period 1998-2007. In 2007 it reached the 34 per

cent target set in the Pensions Board report (see Hughes and Watson, 2005).

Figure 2: People Age 65 and Over Below the 60 Per Cent Risk of 
Poverty Line in EU25 in 2005 and in Economic Family Units Whose 
Main Source of Income was New Zealand Superannuation in 2003-04 
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Source: Ireland, Hughes (1985, Table A.4), Department of Social and Family Affairs,

Annual Statistical Reports 1995-2000. New Zealand, St. John (2003, Figure 2.1

derived from Preston (2001)).

A big step towards providing security for citizens in old age was taken in

New Zealand in 1977 when it replaced its income-tested Age Pension

and Universal Superannuation with “National Superannuation” (now

“New Zealand Superannuation”). This is a universal pension payable to

everyone at age 65 who satisfies the residency requirements. The level of

New Zealand Superannuation was initially set at 80 per cent of the net

average weekly wage for a married couple, payable from age 60,

compared with around 66 per cent under the previous regime (see Figure

3). As circumstances changed, the level was adjusted from time to time.

For example, an Accord was agreed in 1993 between the three major

political parties in New Zealand (National, Labour, Alliance). It specified

that New Zealand Superannuation should be a flat rate taxable pension

that, after tax, would be between 65 and 72.5 per cent of the net average

wage for couples, payable from age 65. The framework agreed in the

Figure 3: Pension for a Couple as Percentage of Average Industrial 
Earnings in Ireland and Net Rate of  Pension for A Couple as a Percentage 
of Net Average Earnings in New Zealand (Men & Women), 1972-2006   
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Accord was endorsed by the first Periodic Report Group (1997) some

years later. The relationship between the level of the State pension and

average earnings was given legislative effect in the New Zealand

Superannuation Act 2001.

6

New Zealand Superannuation is regarded as

part of income for tax purposes. 

Figure 3 shows that for most of the period since 1972 the level of the State

pension for a couple in New Zealand has been set considerably higher

relative to average living standards in the community than is the case in

Ireland. As already noted, a pensioner couple in New Zealand would have

received between 70 and 80 per cent of net average earnings up to the

mid-1980s while in Ireland the couple would have received between 30

and 50 per cent of average industrial earnings, depending on whether their

State pension income was received as of right through the social

insurance system or through the means-tested social assistance system. 

New Zealand Superannuation for a couple remained at a very high

level until the end of the 1980s. Between then and the end of the 1990s

it was gradually reduced because of concerns about its sustainability.

Since then it has remained steady at around two-thirds of average

earnings. The level of the social insurance pension for a couple in

Ireland fluctuated around 45 per cent and the social assistance pension

fluctuated around 35 per cent up to the end of the 1990s. Following a

government commitment to improve pensions at the beginning of this

decade, the two pensions in Ireland have slowly risen relative to

average earnings towards the level achieved in New Zealand. Pensions

in the two countries have now converged to a position where pensioner

couples in New Zealand receive about two-thirds of average earnings

and social insurance and social assistance pensioner couples in Ireland

receive 57 and 54 per cent respectively of average industrial earnings. 

6

The New Zealand 2001 Act specifies that the net rate of payment for a couple should

lie within a band of 65 per cent and 72.5 per cent of the net Average Ordinary Time

Weekly Earnings. The rate for a single pensioner sharing accommodation is 60 per

cent of the rate for a couple, or a minimum rate of a net 39 per cent of net average

earnings, and 65 per cent of the rate for a couple if living alone, or a net 43.25 per

cent of net average earnings.
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The improvement which has been made in recent years to State pension

benefits relative to average earnings in Ireland have brought the State

pensions to a position where it would be possible to adopt a policy of

increasing them to a level that would virtually eliminate pensioner

poverty as Callan, Nolan and Walsh (2007) have demonstrated. New

Zealand’s experience shows that this is not just a theoretical possibility.

St John (2003, p. 22) points out that following the introduction of New

Zealand Superannuation “problems of poverty among the aged

virtually disappeared.” 

On its own increasing the Social Welfare pension would not resolve

the complications resulting from incomplete contribution records for

the social insurance pension, the means test for the social assistance

pension, rules about dependency, the retirement condition required for

the State Pension (Transition), and the interaction of the Social

Welfare pension with private pensions which creates uncertainty about

how much to save and results in the loss of private pension benefits for

low paid members of some occupational defined benefit pension

schemes. For example, not everyone over pension age in Ireland

receives a Social Welfare pension or qualifies for the maximum

payment. About 70 per cent of all those aged 65 and over receive a

social insurance or a social assistance pension while adult dependant

pensions are paid for a further 13 per cent (although not all of these

are aged over 65). The remaining 17 per cent receive no Social

Welfare pension either because they do not satisfy the contribution

conditions or the means-test. 

Women in Ireland are particularly disadvantaged by the State and

private pension systems because they provide most of the care required

by children and elderly relatives. Consequently, their work histories are

more irregular than those of men and it is more difficult for women to

qualify for either a State or a private pension. This is an undesirable

outcome of Ireland’s work based system of public pension provision

which treats those who fare well in the labour market better than those

who do not. 
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In conjunction with a significant increase in pension levels Ireland

should, therefore, also consider introducing a universal State pension to

eliminate the means test and differential payments to pensioners whose

needs are the same, to provide security in retirement for about one-fifth

of older people who currently are receiving no State pension, to address

the problems which women in particular face in providing an income

for old age, and to address the anomalies arising from lack of

consistency between contributions paid and pensions awarded.

Source: Ireland, Hughes (1985, Table A4) and Statistical Reports of the Department of

Social and Family, Affairs, 2000-2002. New Zealand, St John (2003, Figure 2.1)

New Zealand’s experience shows that if Ireland were to introduce a

universal pension it would require a significant increase in public

expenditure relative to what Ireland is currently spending on its Social

Welfare pension. Figure 4 compares the cost of direct public expenditure

on pensions in the two countries over the period 1980-2006.

Figure 4: Social Insurance and Social Assistance Pensions Expenditure as Percentage 
of GNP in Ireland and  Expenditure on New Zealand Superannuation as Percentage 
of GDP, 1980-2006 
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In 1980 New Zealand was spending about twice as much on its public

pension, 6.6 per cent of GDP, as Ireland, 3.3 per cent of GNP. New

Zealand maintained this high level of expenditure until the early 1990s

when one of the results of the Accord was to reduce the level of

expenditure from a peak of just under 7.5 per cent in 1992 to its current

level of around 4 per cent. Much of the reduction was attributable to the

increase in the State Pension Age from 60 to 65. Ireland’s public

expenditure on pensions fell back from the middle of the 1980s as the

government decided to cut back on public expenditure generally in

response to an increasing debt crisis. Ireland’s share of GNP allocated

to public pensions has now fallen to around 2 per cent, largely as a

result of the economic boom experienced from the mid-1990s to 2006,

and the lack of indexation of pension benefits in line with earnings. 

The fact that public expenditure on pensions would have to increase

significantly in Ireland if a universal pension system were introduced is

one of the reasons why this option is not favoured in the Green Paper.

However, the Green Paper has adopted a rather narrow view of pension

costs because it has largely ignored the cost of the tax reliefs for the

private pension system. When it is brought into consideration the case for

a universal pension in Ireland is substantially stronger, as we shall show.

Problems of the Private Pension System

In 1987 the New Zealand government announced the abolition of all

tax incentives for saving, including the tax incentives for pension

saving. At that time the cost of the pension tax expenditure in New

Zealand amounted to around 1.2 per cent of GDP compared to a cost of

0.4 per cent of GDP in Ireland.

7

The Irish government’s policy has been

to operate a very favourable tax regime for pensions in order to

encourage the development of the private pension system. Figure 5

indicates that the cost of these tax reliefs was fairly modest initially but 

7

The estimate for New Zealand is derived from data in St. John and Ashton (1993,

p. 24) that the cost of the pension tax forgone in 1988/89 was NZ$800 million.
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it is now growing rapidly with the value of pension assets equal to €88

billion, or 60 per cent of GNP, at the end of 2006. In 1980, the earliest

year for which the Revenue Commissioners estimated the cost of the

tax reliefs, they amounted to around €50 million, or 26 per cent of what

was spent on social insurance pensions and 28 per cent of the cost of

means-tested pensions. By the early 1990s the cost of the pensions tax

expenditure had built up to around half of the cost of social insurance

pensions and about 90 per cent of the cost of means-tested pensions. In

2006 the cost of the tax expenditure amounted to nearly 120 per cent of

the cost of social insurance pensions and nearly four times the cost of

means-tested pensions. 

Source: Annual Statistical Reports of the Department of Social and Family Affairs and

the Revenue Commissioners and Department of Social and Family Affairs (2007, Table

7.2)

Figure 6 shows the cost of public expenditure and tax expenditure on

Figure 5: Direct Expenditure on Social Insurance and Means-Tested 
Pensions and Tax Expenditure on Private Pensions, Ireland, 
1980-2006 (€million) 
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pensions in Ireland relative to GNP over the period 1980-2006. At the

beginning of the period in 1980 the cost of the Social Welfare pension

was 3.3 per cent of GNP while the cost of the pension tax expenditure

was 0.4 per cent of GNP. The cost of the Social Welfare pension

increased to 4 per cent of GNP up to the mid-1980s while the cost of

the pension tax expenditure remained around one-tenth of that, 0.4 per

cent of GNP. From the mid-1980s to 2006 the cost of the Social

Welfare pension fell continuously to about 2 per cent of GNP. In

contrast to this downward trend the cost of the pension tax expenditure

tripled to 1.7 per cent of GNP between 1986 and 2000 as the

government pursued its policy of developing the private pension

system. Between 2000 and 2001 the cost of the pension tax expenditure

fell as a result of the collapse of the “dot com” bubble. However, it

recovered quickly and it has now risen to a net cost of 1.9 per cent of

GNP. The cost of Exchequer support for the public and private pension

systems in Ireland is now virtually identical at around 2 per cent of

GNP in each case.

Source: As for Figure 5.

Figure 6: Public Expenditure on Social Welfare Pension and Tax 
Expenditure on Private Pensions, Ireland 1980-2006 and Pension 
Tax Expenditure in New Zealand, 1987 
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Adding the cost of the tax reliefs for private pensions in Ireland to the

cost of public expenditure on pensions in Figure 7 and comparing the

total with the cost of public expenditure on New Zealand

Superannuation provides a different perspective on the issue of the

affordability of a universal State pension in Ireland. The addition of the

tax expenditure on the private pension system in Ireland indicates that

the resource cost of supporting the public and private pension systems

has fluctuated around 4 per cent between 1980 and 2006 while the cost

of New Zealand Superannuation has fallen during this period from

around 6.5 per cent to 4 per cent. This means that the State in both

countries is now allocating about the same amount of national

resources to pensions to support the retired population. 

However, the way in which these resources are allocated to older

people is very different in the two countries. Ireland allocates them

partly through the public pension system and partly through the private

pension system whereas New Zealand allocates all of the resources

through the public system. The decision taken by the government of

New Zealand in 1987 to eliminate tax reliefs for private pensions was

implemented in the teeth of stiff opposition from the interest groups

affected. In a presentation he gave in Dublin a few years after this

announcement Roger Douglas (1989, p. 6) noted that “The benefits of

protection are strongly concentrated in the hands of those who receive

it. They will scream blue murder in the name of the national interest if

anyone threatens their privilege.” 

The concentration of the tax reliefs for private pensions in New

Zealand in 1986/87 is shown in Figure 8 by income group. Over half

of the total benefits from the exemption from tax of personal

superannuation contributions accrued to those earning NZ$30,000 or

more whereas less than 6 per cent of it accrued to those earning up to

NZ$16,000 per annum.
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Source: As for Figures 4 and 5.

Figure 9 shows the distribution by income quintile of the tax reliefs on

self-employed and employee contributions to occupational pension

funds in Ireland in the year 2000, the latest year for which estimates are

available for both groups. The distribution for both groups is much the

same. The bulk of the tax reliefs accrue to the top 20 per cent of earners

while the bottom 20 per cent receive virtually nothing. Two-thirds of

the tax reliefs for employees and three-quarters of the reliefs for the

self-employed accrued to the top 20 per cent of employees and self-

employed respectively with the highest incomes in the year 2000. The

bottom 20 per cent of employees and of the self-employed received

only 1.1 per cent and 0.2 per cent respectively of the tax reliefs. The

distribution of the tax reliefs for the self-employed is more

concentrated than it is for employees because the pension coverage rate

for the self-employed is significantly lower than it is for employees.

Figure 7: Expenditure on Social Welfare Pension and Pension Tax 
Expenditure as Percentage of GNP in Ireland and Expenditure on 
New Zealand Superannuation as Percentage of GDP, 1980-2006   
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Source: New Zealand Government Printer (1987, Appendix A5.2).

The distribution of tax reliefs appears to have been more concentrated

in Ireland than in New Zealand. The reason for this may be that the

effective limits on employee contributions in Ireland were largely

determined by the maximum pension permitted under the Revenue

Commissioners rules rather than by a maximum contribution as was the

case in New Zealand. In Ireland the pension benefit could not exceed

two-thirds of pensionable salary so this put an upper bound on how

much could be contributed although it varied with age and level of

earnings. In New Zealand in 1986/87 a limit of $1,400 per annum (self-

employed) and $1,200 (employees) was put on the maximum

superannuation contribution that would qualify for the tax exemption

but employers could contribute up to 10% of pay on a tax-favoured

basis to pension schemes ($700 per employee for lump sum schemes).

8

8

The comparison between the concentration of the tax benefits in the two countries

is hindered because the data for New Zealand refer to income groups whereas the

data for Ireland refer to income quintiles and the years to which the data for the two

countries refer are different.

Figure 8: Share of Tax Benefit from the Personal Superannuation 
Contribution Exemption, New Zealand 1986/87 
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Source: Hughes (2007, Figure 3.12)

Figure 10 summarises information given in the Green Paper on the

distribution of pension tax reliefs for the self-employed in 2003. The

distribution of pension tax reliefs for the self-employed was even more

concentrated in 2003 than it was in 2000, as Figure 10 shows. The top

20 per cent of the self-employed received 82 per cent of the benefits in

2003 compared with 77 per cent in 2000. The reason for the increase in

concentration may be due to the removal in the Finance Acts of 1999

and 2000 of the requirement for the self-employed to purchase an

annuity on retirement. Subject to minimal restrictions, these Acts allow

the self-employed, and some other categories of pensioner, to choose

between investing their retirement assets in an Approved Retirement

Fund (ARF) or purchasing an annuity. The Minister for Finance said

that his intention in introducing the option of an ARF was to allow self-

employed people, who had experience in managing their own assets

while working, to manage their own assets in retirement. 

Figure 9: Distribution by Income Quintile of Pension Tax Reliefs 
on Employees' Contributions and Self-Employed Contributions 
Around 2000 
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Source: Estimated from data in Appendix D of the Green Paper (see Department of

Social and Family Affairs, 2007)

It was expected that the ARFs would be gradually reduced in the draw

down phase following retirement. This expectation has not been

realised. It was discovered in a review of certain pension tax reliefs by

the Department of Finance that in 2005 only around 6 per cent of ARFs

were being used to provide a regular income. A further 5 per cent were

used for irregular withdrawals and the remaining 89 per cent were

being used by high earners as a tax advantaged savings scheme. The

Department of Finance (2005, Section G, p. 22) concluded:

“The intention of the ARF legislation was to develop an alternative

flexible income stream in retirement which would obviate the necessity

for annuity purchase. Based on the evidence available … it appears that

this is not happening. Rather it could be said that ARFs have allowed the

diversion of retirement provision into simple tax-advantage savings

schemes for those who do not need them to produce a regular income

stream.”

Figure 10: Distribution of Tax Reliefs on Pension Contributions 
by the Self-employed by Quintile, 2003
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The Department went on to note:

“… that for those who have the capacity to survive in

retirement without the need to rely on funds invested in an

ARF, our “EET” system of pension taxation is much

closer to an “EEE” system where effectively no tax is

paid, or if it is, it is at a low rate and far into the future.”

9

Following this review the government set the annual limit on tax

relieved individual pension contributions at €254,000 and introduced a

lifetime limit of €5 million on the accumulated pension fund. It also

made ARFs subject to income tax as if not less than 3 per cent of the

fund were drawn down each year. These limits are indexed in line with

changes in average weekly earnings of industrial workers in all

industries. They are estimated to affect less than 1 per cent of

taxpayers

10

. The OECD (2008, Chapter 4, note 8) points out that these

limits “imply large tax concessions up to a very high level of wealth

compared to the average citizen.” 

The OECD (2008, Chapter 4, p. 90) also notes in relation to the private

pension system as a whole that the tax exemption limits for those aged

65 and over mean that “a tax system that aims for pension savings,

returns and income to be subject to an ‘exempt-exempt-tax’ (EET)

regime is in effect fairly close to being an ‘exempt-exempt-exempt’

(EEE) system where income channelled through pensions is unlikely to

be taxed at any point of the life-cycle.”

The primary purposes of the pension tax reliefs in Ireland are to

increase the coverage of the private pension system and to supplement

the pensions provided through the Social Welfare system. New Zealand

9

An “EET” system is one in which the employer and employee contributions to a

pension fund are exempt (E) from tax, the investment income and capital gains

are also exempt (E) from tax and the pension benefit is taxed (T) in payment.  An

“EEE” system is one in which all three components are exempt from tax. 

10

For further information on subsequent developments in relation to ARFs see

Hughes (2007).
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abandoned the policy of providing incentives for pension saving from

1987 to 2007 and it left people free to make their own arrangements for

supplementing New Zealand Supperannuation. In these circumstances

one would expect the coverage of occupational pension schemes to

have risen over the last twenty years in Ireland and to have fallen in

New Zealand. One would also expect the role of the State pension to

be much less important in delivering pensions in Ireland than in New

Zealand. Let us consider, therefore, what has happened to private

pension coverage and how effective the two countries approaches to

pension provision are in delivering pensions to the older population

Trends in the Coverage of Occupational Pensions

Figure 11 shows what has happened to the occupational pension

coverage rate in the two countries over the last twenty years or so. As

might be expected following the elimination of subsidies for

occupational pension schemes, the coverage rate in New Zealand fell

from 23 per cent in 1990 to 13 per cent in 2006 – a decline of about half

in the coverage rate. The occupational pension coverage rate in Ireland

has also declined, although by not as much. In the period 1985-99 the

coverage rate fell by 8 percentage points from 44 per cent to 36 per

cent. The coverage rate grew by 4 percentage points from 1999 to 2006

so that some of the ground lost was recovered. A factor which may have

contributed to this recovery was the very strong employment growth

experienced between 1995 and 2006 when Ireland’s economy grew at

rates that were unprecedented since Independence in 1921.

Nevertheless, the overall coverage rate was lower in 2006 by 4

percentage points than it was in 1985. 

It is evident, therefore, that the policy of providing generous tax reliefs

to encourage the growth of occupational pension schemes has not been

very effective in increasing pension coverage over the last twenty

years. This failure has been compounded by a switch in coverage from

occupational defined benefit schemes to defined contribution schemes

as Figure 12 shows. The switch to defined contribution schemes puts a
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big obstacle in the path to the achievement of the Pensions Board target

of replacing 50 per cent of pre-retirement income because the

difference between the target for the social insurance pension (34 per

cent of average earnings) and the overall target has to be made up by a

private pension. The decision by employers to replace defined benefit

with defined contribution schemes for most new entrants to the labour

force means that there can be no certainty about what average level of

pension the private sector can deliver. 

Source: Ireland, Hughes (2007, Figure 3.13); New Zealand, St John (2003, Table 3.2)

and Government Actuary (2007, 2008 Section 8)

Despite the uncertainty surrounding the average level of pension that can

now be delivered by the private pension system, Ireland has put a lot of

effort during the last ten years into the development of a personal pension

option in the hope that it would help to increase the pension coverage

rate. The government’s advisory body on pensions, the Pensions Board,

Figure 11: Occupational Pension Coverage Rates in Ireland 
and New Zealand, 1985-2006
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identified a number of barriers to improving pension coverage (see

Pensions Board, 1998). It recommended that a standardised, low cost

personal retirement savings option should be made widely available

irrespective of employment status. The government accepted the Board’s

recommendation. It introduced the Personal Retirement Savings Account

(PRSA) in 2003 for employees and others not covered by an

occupational scheme or a Retirement Annuity Contract. It made it

mandatory for employers to designate a PRSA provider but it did not

require the employer to make a contribution on behalf of employees. Age

related tax incentives were provided to encourage people to start saving

for retirement. Anyone aged under 30 taking out a PRSA is allowed to

claim tax relief on contributions up to 15 per cent of earnings while those

aged 60 and over are allowed to claim tax relief on up to 40 per cent of

earnings. PRSAs operate like defined contribution pension plans but

their charges are considerably higher than those for occupational

schemes as they do not generally benefit from the economies of scale

accruing to group schemes.

Source: Pensions Board Annual Reports

Figure 12: Percentage At Work Covered by DB & DC 
Occupational Pension Schemes,  Ireland 1985-2006
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It was hoped that these tax reliefs, and the mandatory requirement for

employers to provide access to a PRSA, would help to increase pension

coverage of those aged 30 and over from 54 per cent in 1995 to 70 per cent

within ten years of the introduction of the PRSA. This expectation has not

been realised. Two years after the introduction of PRSAs only 1 per cent

of employees and 2 per cent of those not at work were contributing to a

PRSA. In view of this disappointing performance, the Minister for Social

and Family Affairs requested the Pensions Board to bring forward by one

year a scheduled review of the pension system. Four months after

receiving the Pensions Board (2005) report the Minister requested it to

explore the general principles relating to a mandatory or quasi-mandatory

pension system and to recommend the most appropriate system for

Ireland. The Board presented a technical review of the issues (see

Pensions Board, 2006) and identified a mandatory scheme that would be

appropriate for Ireland. However, it adopted a neutral position on the

option it favoured noting that “it is not a recommendation by the Board for

or against the introduction of a mandatory system”. (Pensions Board,

2006, p. 10).

The Green Paper considers the option of a mandatory or quasi-mandatory

addition to the Irish pension system and concludes “It would be useful,

perhaps, to allow time for more evidence on performance of soft mandatory

schemes elsewhere to emerge, particularly from New Zealand” (par. 8.54)

Effectiveness of Pension Delivery

The effectiveness of the different approaches to pension provision in the

two countries in delivering pensions is assessed in terms of coverage and

share of income provided. Figure 13 evaluates effectiveness in terms of

the percentage of pensioner couples receiving incomes from different

sources in 2000. Figure 14 considers effectiveness in terms of the

percentage of total income provided by each source.

11

11

Data for pensioner couples are presented because the survey data for New Zealand do not

provide a weighted average for all pensioners. The percentage of  single pensioners

receiving an income from each source is similar to those for pensioner couples in the two

countries  (see Hughes and Watson (2005) and Ministry of Social Development (2005)).
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Figure 13 indicates that State pensions and other State benefits provide

an income for nearly 100 per cent of pensioner couples in New Zealand

but for only 85 per cent of pensioner couples in Ireland. As already

noted, a significant minority of pensioners in Ireland either do not

qualify for a State pension because they do not satisfy the social

insurance contribution conditions for receipt of a contributory State

pension or they do not pass the means test for receipt of a social

assistance pension. New Zealand does not have such a minority as it

provides a universal pension for all those aged 65 and over satisfying

the residency conditions.

Source: Ireland, Hughes and Watson (2005, Table 3.2); New Zealand, Ministry of

Social Development (2005, Table 4.8)

Figure 13: Percentage of Pensioner Couples in Ireland and 
New Zealand Receiving an Incme from Each
Source, 2000 
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Source: Ireland, Department of Social and Family Affairs (2007, Table 4.1); New

Zealand, Statistics New Zealand (2004, Table 22). 

As would be expected, occupational or personal private pensions

provide an income for a larger proportion of pensioner couples in

Ireland than is the case in New Zealand. In the year 2000 nearly 47 per

cent of pensioner couples in Ireland received some income from a

personal pension whereas in New Zealand the figure was 20 per cent,

or less than half the Irish figure. 

In the absence of tax incentives for pension funds, New Zealanders

have found other outlets for their savings. Instead of locking up their

money in long-term saving for a private pension most of the older

population have put their savings into more liquid assets from which

they derive an income in old age. Income from interest, dividends, rent

and royalties provides a source of revenue for 83 per cent of pensioner

couples in New Zealand compared with 37 per cent in Ireland.

Figure 14: Percentage of Income Provided by Each Source for Persons 
Aged 65 and Over in Ireland 2005 and New Zealand 2003/04 
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Earnings are a somewhat more important source of income for

pensioners in New Zealand than in Ireland. In New Zealand 28 per cent

of pensioner couples receive some income from earnings whereas the

figure for Ireland is 20 per cent. Labour force participation rates at

older ages are noticeably higher in New Zealand than in Ireland,

particularly in the case of women. The labour force participation rates

in New Zealand in 2006 for persons aged 60-64 were 73.4 for males

and 50.2 for females compared with Irish rates of 58.3 for males and

29.9 for females. For persons aged 65 and over in New Zealand the

male and female participation rates were 17.5 and 8.7 respectively

compared with Irish rates of 14.1 and 3.6 for males and females (See

Preston, 2007, p.16 and CSO, 2007, Table 9).

It is evident from the comparison in Figure 13 that the public pension

system in New Zealand is more effective than the public system in

Ireland in delivering a pension to older people. Nearly everyone over

65 receives a State pension in New Zealand whereas in Ireland there is

a significant minority of older people who do not receive a State

pension. The lesson to be drawn from this is clear: a universal pension

can ensure that virtually every older person will have a minimum

income to live on. A combination of social insurance and means-tested

pensions cannot ensure this. They make the receipt of a pension

contingent on a relatively unbroken performance in the labour market,

which particularly disadvantages women and atypical workers, or

satisfaction of an enquiry by Social Welfare officials which carries a

stigma for many of those likely to be subjected to it.

The emphasis on private pension provision in Ireland means that the

State system should play a less significant role and the private system

should play a more significant role in providing retirement income than

the corresponding components in New Zealand. Figure 14 shows that

this is not the case. The most important contribution to the total income

of pensioners in both Ireland and New Zealand is made by State

pensions and other State benefits. The public system accounts for 60

per cent of pensioners’ total income in Ireland and 63 per cent in New

Zealand, so there is very little difference between them. The private
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system provides only a small part of total income in Ireland, 24 per

cent, and an even smaller part in New Zealand, 10 per cent. Investment

income and earnings account for minor shares of total pensioners’

income in both countries.

Source: Ireland, Department of Social and Family Affairs (2007, Table 4.4); New

Zealand, Good Returns (2001).

The minor role that the private pension system and other sources of

income play in providing retirement incomes in Ireland and New

Zealand becomes even more evident when the average data in Figure

14 are disaggregated by income quintile to show what percentage of the

total income of pensioners in different parts of the income distribution

is provided by public and private sources. This is done in Figure 15. It

shows that State pensions account for over 80 per cent of the income of

pensioners in both countries in the first, second and third quintiles of

the income distribution and that they account for around 70 per cent of

Figure 15: Percentage of Pensioners' Incomes Provided by State 
Pensions and Other Sources, Ireland 2005 and New Zealand 1997/98 
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the total income of pensioners in the fourth income quintile. The only

pensioners for which private pensions and other income provide a

significant part of total income is the group at the top of the income

distribution in the fifth quintile. In both countries private pensions,

investments or earnings provide around three-quarters of the total

income of pensioners with the highest incomes. This is hardly

surprising in the Irish case given the skewed distribution of pension tax

reliefs in favour of the highest earners. The income quintile data for

New Zealand distinguish only between New Zealand Superannuation

and other sources of income so it is not possible to identify what share

of the top quintile’s income comes from private pensions, investments

and earnings. 

Population Ageing and Sustainability of the Public

Pension System

One of the reasons why the universal pension option is not favoured in

the Green Paper is that it would increase costs and threaten the long-

term sustainability of the public pension system. Demographic and

long-term cost projections which can help us to evaluate this argument

in the light of the expected long-term cost of New Zealand’s universal

pension are presented in Table 3 and Figure 15. During the period

2006-2051 the total population of Ireland is projected to increase by a

half from 4.2 million to 6.3 million while New Zealand’s population is

projected to increase by 30 per cent from 4.2 million to 5.5 million. The

population aged 65 and over is projected to show very big increases in

both countries. Ireland’s older population is expected to increase by

about three and a half times from 0.5 million to 1.7 million while New

Zealand’s older population is projected to increase by around two and

a half times from 0.5 million to 1.4 million.

Among the consequences of this major expansion in the older

population, two things stand out. First, the old age dependency rate is

projected to increase to 27 per cent in Ireland which is somewhat more
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than the increase to 24 per cent projected for New Zealand. This

measure, the old age dependency rate, provides a rough estimate of the

increase in the burden which the working age population will have to

carry in the future to support the retired population. Second, the gross

cost of the Social Welfare pension in Ireland is likely to triple from 3

per cent of GNP in 2006 to 9 per cent in 2051 whereas in New Zealand

the gross cost of the universal pension is expected to double from 4 per

cent to just under 9 per cent of GNP.

On the basis of these projections the Green Paper reaches the very

pessimistic conclusion (par. 3.30) that “… demographic change means

that the existing pension system is not sustainable” and it considers a

variety of ways in which the cost of the public pension system could be

contained in the future. Faced with a similar outlook for New Zealand

in the period up to 2051 neither the Retirement Commissioner (2007)

or the OECD (2007) concluded that the cost of the universal pension

was unsustainable. Instead, the Retirement Commissioner (2007, p. 28)

found that “the structure of NZS is sound, and it should continue to

work well” while noting that there is concern about the cost in the

longer term. The OECD (2007) suggests that some trimming back in

conjunction with either lower government expenditure or higher tax

revenues might be considered as part of a strategy for maintaining

long-term fiscal balance.

The long-term cost of pension tax relief is an important cost of the

pension system which is not included in the projections given in the

Green Paper. As we have shown, it amounts to about two per cent of

GNP. Factoring in the gross cost of the tax relief into the Pensions

Board (2005) projections of the long-term cost of the Social Welfare

penison means that Exchequer support for Ireland’s pension system is

now costing as much as it is in New Zealand, about 5 per cent of GNP.

If the resource cost of the tax relief remains at its current level in the

future, Figure 16 shows that the overall cost of Ireland’s pension

system will be higher within a few years than the cost of New Zealand

Superannuation and it will diverge from the cost of the New Zealand

system by over 2 percentage points of GNP in 2051, 11 per cent versus
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9 per cent. Rather than looking for ways to reduce the cost of its public

pension system, Ireland should be asking what value for money it is

getting from the private pension system and considering how to reduce

the cost of its pension tax reliefs in order to contribute to the long-term

sustainability of the public pension system.

Table 3: Projections of Ireland and New Zealand Young, Working Age,

and Older Population Components, Pensioner Support Ratio

and Public Pension Expenditure as a Percentage of GNP,

2006, 2031 and 2051

Population Projections            Ireland 2006 2031 2051

Over pension age (65+) (000) 472 1,019 1,733

Total population (000) 4,281 5,709 6,337

Population 65+/Total population 11.2% 17.8% 27.3%

Social Welfare pension expenditure 

as per cent of GNP 3.0 5.3 9.3

Gross cost of pension tax reliefs 

as per cent of GNP 2.2 2.1. 1.9.

New Zealand

Over pension age (65+) (000) 512 1,091 1,353

Total population (000) 4185 5,089 5,481

Population 65+/Total population 12.2% 21.4% 24.7%

New Zealand Super. gross exp.

as per cent of GDP 4.1 7.3 8.8

Source: Irl, Department of Social and Family Affairs (2007, Tables 2.6 and 3.1). New

Zealand, Statistics New Zealand (2007, Table 3 Series 5), OECD Economic Surveys

New Zealand 2007, New Zealand Treasury, long-term fiscal model ltfp-model-06-

v2.xls Base 50 worksheet.

Note: The projections in the Green Paper are for the combined cost of Social Welfare

and Public Service pensions. The estimate in this table for Social Welfare pension

expenditure as a percentage of GNP is derived by subtracting the estimated cost of

Public Service pensions given in a report by the Pensions Board (2005, Table 5.3).
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Although the question of the long-term sustainability of the public

pension system is important for both countries it is worth noting that

both countries are better placed than nearly every other country in the

EU15 to maintain their current pension systems. This is largely because

the pension benefits are flat rate rather than income-related. Figure 17

suggests that pension reform is likely to be less traumatic for Ireland

and New Zealand because current and projected expenditure on their

public pension systems is relatively low. Although the cost of the

public pension system is projected to double the level of expenditure in

both Ireland and New Zealand in 2050 is expected to be less than the

current EU average of 10.4 per cent of GDP. 

Source: As for Table 3.

Note: The data for New Zealand are for 2001 and 2051 and the data for Ireland are for

the GNP share in 2006 and 2051

Figure 16: Projections of Gross Cost of Expenditure on 
Social Welfare Pensions and Pension Tax Expenditure 
as Percentage of GNP for Ireland and NZ Superannuation 
as Percentage of GDP, 2006-2050 
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Source: Economic Policy Committee (2001).

A Strategy for a Universal State Pension for Ireland

The evaluation of the pension systems in Ireland and New Zealand in

terms of simplicity, adequacy, cost, equity, coverage, effectiveness in

delivering pensions and sustainability leads to a number of

conclusions. The New Zealand system is much simpler than the Irish

system. It has virtually eliminated pensioner poverty whereas Ireland’s

pension system has failed to do so. The corollary of low pensions in

Ireland is that the cost of its public pension system is about half of that

in New Zealand. However, there is another dimension of cost which is

largely ignored in Ireland. The cost of the tax expenditure for private

pensions in Ireland is now as great as the cost of direct expenditure on

the public system. Consequently, when the cost of the tax expenditure

is factored in Ireland is providing as much Exchequer support for the

Figure 17: Actual and Projected Gross Public Pension Expenditure 
as a Share of GDP in EU15 and New Zealand, around 2004 and 2050 
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public and private components of its pension system as the New

Zealand Treasury is for its public system. Up to 2007, New Zealand.

had no overall budgetary cost of providing tax reliefs for private

pensions.

As was the case in New Zealand up to 1987, most of the benefits of the

tax reliefs in Ireland have been appropriated by the very highest

earners. This occurs at the expense of taxpayers generally who receive

little benefit from the favourable tax treatment of private pensions. The

introduction of ARFs in Ireland for the self-employed provides an

example of how tax reliefs for the private pension system can be

exploited to avoid paying any tax on retirement savings. 

The existence of generous tax reliefs for private pensions has not

increased the coverage of occupational pensions in Ireland. In fact,

occupational pension coverage has fallen in Ireland as it has also in

New Zealand. The withdrawal of pension tax reliefs undoubtedly

played a role in the decline of pension coverage in New Zealand.

However, Ireland’s experience suggests that this may not have been the

only factor. The demand of employees for more flexible pension

arrangements and the desire of employers for a more flexible labour

force contributed to a decline of pension coverage and a shift to defined

contribution plans in both New Zealand and Ireland.

The public pension system in both countries is far more effective than

the private system in delivering pensions and in providing the bulk of

retirement income. Only a small minority of pensioners at the top of the

income distribution receive significant benefits from private pensions. 

Despite the poor performance of the private pension system the Green

Paper argues that maintaining the current public pension system and

increasing the coverage of the private system in the future provide the

best options for tackling pensioner poverty and improving the

adequacy of pensions in the future. This would shift the balance of

public/private provision in Ireland even more in favour of the private

system. 
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New Zealand’s experience over the last twenty years suggests that the

opposite should be done: there should be a larger role for the State

system than for the private system in Ireland. New Zealand shows how

the current system in Ireland might be developed in ways that draw on

the strengths of the State system and begin to correct the inequitable

treatment of taxpayers who gain little from tax reliefs for private

pensions. Ireland is not, of course, starting with a clean slate. Pension

systems are to some extent path dependent so it is not being suggested

that Ireland should simply copy New Zealand’s policies. What would

be possible is to adopt a mix of policies which incorporates some ideas

drawn from the New Zealand experience.

The TCD Pension Policy Research Group has advocated that Ireland

should learn from the New Zealand experience and seriously consider

policies which would have the following elements (see McCashin,

2005, Stewart, 2005 and Hughes, 2007):

• a universal State pension

• a second tier social insurance pension based strictly on

contributions which would top up the universal pension

• a significant curtailment of the tax incentives for occupational

pensions, PRSAs, RACs and ARFs 

McCashin (2005, p. 117) points out that this design “recognises the fact

that a pensions system, of necessity, must incorporate a number of

competing values, that reform must build to some extent on existing

provisions and expectations, and command broad public support.” He

argues that a universal pension funded out of general taxation would be

distinctively redistributive, it would ensure pensions as of right for men

and women, it would abolish the means-test for pensions but would

retain a social insurance tier. The retention of the social insurance tier

recognises the strong social and political attachment to work-based

pensions in Ireland. In the framework proposed by McCashin (2005),

the social insurance pension would not have dependants’ additions.

This would strengthen the role of social insurance as a benefit derived

from participation in the labour force. The pension could be flat rate, as

it is now, or it could be related to earnings.
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At present Ireland is using social insurance pensions to try and achieve

a number of different objectives: the prevention of poverty in old age,

the provision of support for pensioners’ dependants, the maintenance of

contribution records during periods of unemployment, illness or

temporary withdrawal from the labour force and the provision of

adequate incomes during retirement. It is very difficult to achieve this

multiplicity of objectives with just one instrument. The introduction of

a universal pension would separate the goal of poverty prevention from

that of income maintenance and permit the development of policies

which would have a better chance of achieving each objective.  

Such an approach to pension provision in Ireland would require the

adoption of complementary policies which would increase the Social

Welfare pension and pay for it by reducing the tax reliefs for private

pensions. They could enable Ireland to eliminate pensioner poverty at

a cost it could afford and at the same time contribute to the long-term

sustainability of the public pension system. This approach also has the

very considerable advantage that it is the only one which would

improve the position of existing pensioners. Policies that rely on the

private pension system to improve pensions will do nothing for existing

pensioners as it requires a long period for assets to build up to a level

that could provide even a modest improvement in living standards. 

The proposal to introduce a universal pension and to reduce the tax

reliefs for retirement saving are not as dramatic as they might seem at

first sight (see McCashin, 2005). The State pension system is already

providing the bulk of retirement income for the great majority of

pensioners in Ireland. The tax reliefs for retirement saving have not

succeeded in increasing coverage of occupational pension schemes and

the tax incentives for personal pensions (PRSAs) have had little effect

on coverage especially at the lower end of the income distribution. The

combined cost of expenditure on the public pension system and the tax

expenditure on the private pension system in Ireland is now as great as

the cost of the universal pension system in New Zealand. In the future

the combined cost of Exchequer support for the pension system is

projected to exceed the projected cost of New Zealand Superannuation.
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An important advantage of the proposed strategy is that it would

provide a secure framework for people who wish to save to maintain a

reasonable relationship between their income from work and their

income in retirement. It would improve the living standards of current

pensioners, contribute to the elimination of pensioner poverty, improve

the equity of the tax system, provide equal treatment for men and

women, and contribute to the long-term sustainability of Ireland’s

public pension system. Finally, it would strengthen the public pension

system which is already nationally established, politically accountable

and enjoys public credibility and legitimacy.
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